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800,000 Units

I TERMATIOMNM AL

This is an initial public offering of usiby TASER International, Inc. Each unit considteree and ondralf shares of common stock &
one and one-half redeemable public warrants, eqchenvarrant to purchase one share of common stdwkinitial public offering price is
$13.00 per unit. Prior to this offering, there hagn no public market for our securities. Our ymitsnmon stock and public warrants have
been approved for trading on The Nasdag SmallCaxéflander the symbols “TASRU,” “TASR” and “TASRW&spectively.

The common stock and warrants will trade @dya unit for at least 30 days following this dffg. The underwriter will then determine
when the units separate, after which the commarkstad the public warrants will trade separatelye Tinderwriter intends to separate the
units 30 days after this offering absent unforesgmumstances.

Investing in these units involves significant risksSee “Risk Factors” beginning on page 4.

Per Unit Total
Initial public offering price $13.0¢ $10,400,00
Underwriting discoun $ 1.04 $ 832,00
Proceeds to TASER International, | $11.9¢ $ 9,568,00!

The Securities and Exchange Commission and statecseities regulators have not approved or disapprove of these securities or
determined if this prospectus is truthful or complee. Any representation to the contrary is a crimin& offense.

Paulson Investment Company, Inc. is the umdgar. We have granted the underwriter the opf@ma period of 45 days to purchase up to
an additional 120,000 units to cover over-allotrsent

PAULSON INVESTMENT COMPANY, INC.

The date of this prospectus is May 8, 2001.

PROSPECTUS SUMMARY

The following summary highlights material infornzattiwhich is presented in more detail elsewherdim prospectus. Before making an
investment decision, you should read the entirspeotus carefully, including the “Risk Factors” seq, the financial statements and the
notes to the financial statements.

Historical information regarding our securities hbsen adjusted to reflect a 1-for-6 reverse stqti sffected in connection with our
reincorporation in Delaware on February 12, 200kdeépt as otherwise indicated, all information imsthrospectus assumes no exercise of
the underwriter’s over-allotment option or the undater’s warrants. References to “we,” “us,” thecompany” or “TASER” mean TASER
International, Inc., unless otherwise indicat

Our Company

TASER International, Inc. develops, assemales markets ledgthal, conducted energy weapons primarily foringhe law enforceme
and corrections market. Our ADVANCED TASER weapdfers improved performance over other less-letbedd options used by law
enforcement agencies. It can temporarily incapeecitatually any individual regardless of pain t@lace, drug use, or body sizefaetors the
cause other ledgethal options to have decreased effectiveness ADNANCED TASER also has a comparable or lower ipjate than othe
lesslethal weapons and has had no reported-term, adverse aft-effects.



The ADVANCED TASER uses compressed nitrogeshoot two small probes up to 21 feet. These logpbebes are connected to the
weapon by highroltage insulated wires. When the probes make comiith the target, the ADVANCED TASER transmitswerful electrica
pulses along the wires and into the body of thgetiathrough up to two inches of clothing. Theseteleal pulses impair voluntary muscle
control so that the subject cannot perform cooréithaction.

Nearly all law enforcement agencies authdtieeuse of less-lethal weapons, including peppexys, impact devices, and conducted
energy weapons such as TASERs. Effective lesstietba@pons may increase the safety of law enforceéwféiners, decrease suspect injuries,
improve community relations, reduce litigation gudice department medical and liability insuranosts, and potentially save lives.

Since December 1999, over 400 police depantsria the United States have made initial purchag@ur products, and 15 police
departments, including San Diego, Sacramento ahddgdlerque, have purchased our products for everglmdficer. In addition, at
February 1, 2001, more than 200 other police depants were evaluating the use of the ADVANCED TASER

The key elements of our growth strategy are:

» To expand sales in the law enforcement and cooregtinarket, which we believe to be the opinion éeddr all
other markets for le-lethal weapons

* To expand into the related private security andtany markets
» To expand into the consumer mark

* To develop enhanced less-lethal weapons and temdiies| such as longer-range TASERs and TASERs with
multiple shot capabilities; ar

» To acquire related businesses that enhance otegitrgosition

Our corporate headquarters is located at E280 McClain Drive, Suite 2, Scottsdale, ArizoB2@0 and our telephone number is
(480) 991-0797. Our website address is www.eTAS&R.dnformation contained on our website or anyeotliebsite does not constitute a
part of this prospectus.

This Offering

Securities offered 800,000 units. Each unit coe®$bne and one-half shares of common stock and
one and one-half public warrants, each whole watmpurchase an additional
share of common stock. S*Description of Securitie”

The common stock and public warrants will tradeyad a unit for at least 30 days
following this offering. The underwriter will theshetermine when the units separ.
after which the common stock and the public wagavitl trade separatel

Public warrants The public warrants included indihés will be exercisable commencing 30 days
after this offering. The exercise price of a pulliarrant is $9.53. The public
warrants expire on the fifth anniversary of thesaig of this offering

We have the right to redeem the public warrantseidsn this offering at a
redemption price of $0.25 per public warrant, afterviding 30 days prior written
notice to the public warrant holders, if at thediof the notice, the basic net income
per share of our common stock as confirmed by dada 12-month period
preceding the date of the notice is equal to oatgrethan $1.0(

Common stock outstanding afte2,710,754 shares
this offering

Use of proceeds Sales and marketing, purchaseseaifitory, repayment of stockholder and other



debt, working capital, research and developmenmt praduction tooling. See “Use

of Proceed?”

Nasdag SmallCap Mark
symbols

Common stoc TASR

Units offered in this

offering TASRU

Public warrants included

in the unit TASRW

The number of shares of common stock outstgrafter this offering is based on 1,510,754 shaxgstanding as of March 15, 2001. The
number of shares of common stock outstanding Hfteffering assumes no exercise of the underisgite/er-allotment option and does not
include an aggregate of 1,927,049 shares of constumk that may become outstanding as follows:

* 434,322 shares of common stock issuable upon eeeotistock options outstanding as of March 1512@0th a
weighted average exercise price of $4

* 52,727 shares of common stock issuable upon eres€iwarrants outstanding as of March 15, 2001h wit
weighted average exercise price of $4

» 1,200,000 shares of common stock issuable uporrtisresf the public warrants; a

* 120,000 shares of common stock issuable upon eeeofithe underwriter’'s warrants and 120,000 shafres
common stock issuable upon exercise of the puldicamts underlying the underwri's warrants
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SUMMARY FINANCIAL INFORMATION

Years Ended December 31

1999 2000
Statements of Operations Data
Net sales $ 2,208,48! $3,412,62
Gross margir 120,00: 1,574,23
Loss from operation (1,386,83) (46,885
Net loss (1,666,73) (473,24)
| ]
Basic and diluted net loss per share of commorks $ (0.59 $ (0.19
.| |
Basic and diluted shares of common st 3,076,411 2,482,97
| ]
December 31, 200!
Actual As adjusted
Balance Sheet Data:
Working capital (deficiency $(1,069,34) $6,580,65!
Property and equipment, r 274,27 1,024,27.
Total asset 1,039,06! 8,737,21.
Total lon¢-term debt 2,822,14. 2,822,14.
Stockholder equity (deficit) $(3,617,21) $4,782,78!
.| |



The as adjusted balance sheet data reflects:

« the receipt of approximately $8,556,000 as theregtd net proceeds from the sale of 800,000 uffésedl by us
in this offering at a public offering price of $08.per unit, after deducting the underwriting dist) expense
allowance and estimated offering expenses;

* our planned use of the net proceeds of this offe

Notice to New Jersey investar®ffers and sales in this offering in New Jersegyranly be made to accredited investors as defimed
Rule 501(a) of Regulation D under the Securities@#d933. Under Rule 501(a), to be an accreditedstor an individual must have (i) a net
worth or joint net worth with the individual’'s spsei of more than $1,000,000 or (ii) income of mbiant$200,000 in each of the two most
recent years or joint income with the individsatpouse of more than $300,000 in each of thoss yea a reasonable expectation of reac
the same income level in the current year. Othardstrds apply to investors who are not individuBlgere will be no secondary sales of the
securities to persons who are not accredited inve$or 90 days after the date of this offerindNiew Jersey by the underwriters and selected
dealers.

Notice to California investorsEach purchaser of units in California, and eaghgferee of units or components thereof in Calilgrmus
meet, alone or with their spouse, one of the falhgnsuitability standards: (i) gross annual incam&60,000 and a minimum net worth of
$250,000 (exclusive of home, home furnishings artdraobile), or (ii) a minimum net worth (exclusisEhome, home furnishings and
automobile) of at least $500,000.

We have rights to the following registered tradeksaiTASER® and AIR TASER. We also have the following unregistered tradermark
TASER Wavé | T-Wave™ , AUTO TASERM , ADVANCED TASER™nd AFID™. Each other trademark, trade name or service mark
appearing in this prospectus belongs to its redpedtolder.

RISK FACTORS

This offering involves a high degree of risk. Ybawdd carefully consider the following risk fact@sd all other information contained in
this prospectus before purchasing any units. Arth@ffollowing risks could materially harm our boisss, operating results and financial
condition, and could result in a decrease in thaing price of our units, common stock or publianaats, or in a complete loss of your
investment.

Risks Related to Our Business

We have no history of profitable operations and may incur future losses.

Since our inception in 1993, we have incusigghificant losses. Our net losses for the yeaded December 31, 1999 and 2000 were $1.7
million and $473,000, respectively. We may nevdriewee or sustain profitability. At December 31, R0@e had an accumulated deficit of
approximately $6.8 million and negative stockhaddequity of $3.6 million. We also had a net woxkicepital deficit of $2.4 million and
$1.1 million at December 31, 1999 and 2000, re$palgt In addition, we expect our operating expangeincrease significantly as we exp
our sales and marketing efforts and otherwise stigpw expected growth. Given these planned exparedi, we may incur additional losses
in the near future.

Our businessis difficult to evaluate because we have a limited operating history in the law enforcement and corrections market and have
been focused on our current business strategy for only approximately one and one-half years.

We revised our business strategy in late 18%®ncentrate on the law enforcement and cooestinarket. Accordingly, we have a
limited operating history based on which you caaleate our present business and future prospeetda®é risks and uncertainties relating
our ability to implement our business plan sucadlsfOur prospects must be considered in lighthefrisks, expenses and difficulties
frequently encountered by newly-public companied trave recently changed their business stratdfies. are unsuccessful in addressing
these risks and uncertainties, our business, sesfitiperations, financial condition and prospedtsbe materially harmed.

We are materially dependent on acceptance of our products by the law enforcement and corrections market, and if law enforcement and
corrections agencies do not purchase our products, our revenues will be adversely affected and we may not be able to expand into other



markets.

A substantial number of law enforcement amdections agencies may not purchase our condectedyy, less-lethal weapons. In
addition, if our products are not widely acceptgdhe law enforcement and corrections market, wg nod be able to expand sales of our
products into other markets. Law enforcement amtections agencies may be influenced by claimseocgptions that conducted energy
weapons are unsafe or may be used in an abusiveemadn addition, earlier generation conducted gnereapons may have been perceived
as ineffective. Sales of our products to these eigemimay also be delayed or limited by these clainerceptions.

We substantially depend on sales of the ADVANCED TASER, and if this product is not widely accepted, our growth prospectswill be
diminished.

In 2000, we derived the majority of our rewes from sales of ADVANCED TASERs and related ddgis, and expect to depend on s
of this product for the foreseeable future. A daseein the prices of or demand for this produet, lor its failure to achieve broad market
acceptance, would significantly harm our growthgpexts, operating results and financial condition.
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If we are unable to manage our projected growth, our growth prospects may be limited and our future profitability may be adversely
affected.

We intend to expand our sales and marketingrams and our manufacturing capability. Rapidaggion may strain our managerial,
financial and other resources. If we are unablaanage our growth, our business, operating reaottfinancial condition could be advers
affected. Our systems, procedures, controls anggenent resources also may not be adequate torsoppduture operations. We will ne
to continually improve our operational, financialdaother internal systems to manage our growtlcedigy, and any failure to do so may ¢
to inefficiencies and redundancies, and resuleduced growth prospects and profitability.

We may face personal injury and other liability claims that harm our reputation and adversely affect our sales and financial condition.

Our products are often used in aggressivéraotations that may result in serious, permanexilip injury to those involved. Our produ
may cause or be associated with these injurierdgnm injured in a confrontation or otherwise immection with the use of our products may
bring legal action against us to recover damagdb®iasis of theories including personal injurypmgful death, negligent design, dangerous
product or inadequate warning. We may also be stiljdawsuits involving allegations of misuse of @roducts. If successful, personal
injury, misuse and other claims could have a maltedverse effect on our operating results andtirz condition. Although we carry
product liability insurance, significant litigatiamould also result in a diversion of managengattention and resources, negative publicity
an award of monetary damages in excess of ourdansarcoverage.

Our future success is dependent on our ability to expand sales through distributors and our inability to recruit new distributors would
negatively affect our sales.

Our distribution strategy is to pursue saheeugh multiple channels with an emphasis on iedépnt distributors. Our inability to recruit
and retain police equipment distributors who carteasfully sell our products would adversely affaat sales. In addition, our arrangements
with our distributors are generally short-termwl do not competitively price our products, meetbquirements of our distributors or end-
users, provide adequate marketing support, or comiph the terms of our distribution arrangemenmts;, distributors may fail to aggressively
market our products or may terminate their relaiops with us. These developments would likely heveaterial adverse effect on our sales.
Our reliance on the sales of our products by otaksis makes it more difficult to predict our revesucash flow and operating results.

We expend significant resourcesin anticipation of a sale due to our lengthy sales cycle and may receive no revenuein return.

Generally, law enforcement and correctiorenages consider a wide range of issues before ctimgito purchase our products, includ
product benefits, training costs, the cost to usepooducts in addition to or in place of otherslsthal products, product reliability and
budget constraints. The length of our sales cy@g mnge from 60 days to a year or more. We mayrisgbstantial selling costs and expend
significant effort in connection with the evaluatiof our products by potential customers beforg fflace an order. If these potential
customers do not purchase our products, we wilkheypended significant resources and receivedvente in return.

Most of our end-users are subject to budgetary and political constraints which may delay or prevent sales.

Most of our end-user customers are governmgancies. These agencies often do not set theibodgets and therefore have little
control over the amount of money they can spenddttition, these agencies experience politicalgunesthat may dictate the manner in
which they spend money. As a result, even if amegevants to acquire our products, it may be unabfarchase them due to budgetary or
political constraints. Some government agency ardey also be canceled or substanti



delayed due to budgetary, political or other schindudelays which frequently occur in connectionhathe acquisition of products by such
agencies.

Government regulation of our products may adversely affect sales.

Federal regulation of sales in the United Statear weapons are not firearms regulated by the Buoé@lcohol, Tobacco and Firearms,
but are consumer products regulated by the Unitatt$ Consumer Product Safety Commission. Althahglre are currently no federal laws
restricting sales of our weapons in the UnitedeStafuture federal regulation could adversely aféades of our products.

Federal regulation of international saleSur weapons are controlled as a “crime control”lanpent by the United States Department of
Commerce, or DOC, for export directly from the witStates. Consequently, we must obtain an expertde from the DOC for the expor
our weapons from the United States other than tm@a While we have a history of timely obtainin@© export licenses for sales of our
weapons to the majority of our international custoesnunforeseen changes in U.S. export regulatioukl significantly and adversely affect
our international sales.

State and local regulatiorOur weapons are currently controlled, restrictetheir use prohibited by several state and locakguments.
Our weapons are banned from consumer sale or s®vén states: New York, New Jersey, Rhode Iskdithigan, Wisconsin,
Massachusetts and Hawaii. Law enforcement usergbrmaucts is also restricted in Michigan, New dgrshode Island and Hawaii. Some
municipalities, including Omaha, Nebraska and Wagtain, D.C., also prohibit consumer use of our podsl Other jurisdictions may ban or
restrict the sale of our products, and our prodates may be significantly affected by additioniates county and city governmental
regulation.

Foreign regulationCertain foreign jurisdictions, including Japan, theited Kingdom, Australia, Italy and Hong Kongppibit the sale
of conducted energy weapons, limiting our inteoradi sales opportunities.

If we are unable to protect our intellectual property, we may lose a competitive advantage or incur substantial litigation coststo protect our
rights.

Our future success depends in part upon mprigtary technology. Our protective measuredutiaog a patent, trademarks and trade
secret laws, may prove inadequate to protect aprywtary rights. Our United States patent on threstruction of the gas cylinder used to
store the compressed nitrogen in our cartridgesexm 2015. The holder of the patent on the msd® which compressed gases launch the
probes in our cartridges has licensed the techyatogered by the patent for use in electronic weapmly to us and to two other companies.
This patent expires in 2009. The scope of any patewhich we have or may obtain rights may nowpre others from developing and sell
competing products. The validity and breadth oinetacovered in technology patents involve compésal and factual questions, and the
resolution of such claims may be highly uncerti@ngthy, and expensive. In addition, our patentg beheld invalid upon challenge, others
may claim rights in or ownership of our patents.

We are subject to intellectual property infringement claims, which will cause usto incur litigation costs and divert management attention
from our business.

Any intellectual property infringement clairmgainst us, with or without merit, could be costhd time-consuming to defend and divert
our management’s attention from our business. ifppaducts were found to infringe a third partyisprietary rights, we could be required to
enter into royalty or licensing agreements in ottddoe able to sell our products. Royalty and Igieg agreements, if required, may not be
available on terms acceptable to us or at all.

In early April 2001, a patent licensee susdnuthe United States District Court, Central Béstof California. The lawsuit alleges that
certain technology used in the firing mechanismofior weapons infringes upon a patent for whichlitensee holds a license, and seeks
injunctive relief and unspecified

monetary damages. An outcome that is adverse st associated with defending the lawsuit, heddtversion of management’s time and
our resources as a result of the claim could harmbasiness and our financial condition.

Competition in the law enforcement and corrections market could reduce our sales and prevent us from achieving profitability.

The law enforcement and corrections markbighly competitive. We face competition from numes larger, better capitalized and m



widely known companies that make other less-latfeipons and products, as well as from a small coyniteat also sells conducted energy
less-lethal weapons. Increased competition maytriesgreater pricing pressure, lower gross marging reduced sales, and prevent us from
achieving profitability.

Defectsin our products could reduce demand for our productsand resultin a loss of sales, delay in market acceptance and injury to our
reputation.

Complex components and assemblies used iproducts may contain undetected defects thatudosegjuently discovered at any point in
the life of the product. In 2000, we recalled desof ADVANCED TASERSs due to a defective compornientonnection with which we
incurred expenses of approximately $9,000 and dexban additional charge of approximately $41,@08ccount for related future expenses.
Defects in our products may result in a loss aésadlelay in market acceptance, injury to our r&put and increased warranty costs.

Our revenues and operating results may fluctuate unexpectedly from quarter to quarter, which may cause our stock price to decline.

Our revenues and operating results havedaignificantly in the past and may vary signifittgnn the future due to various factors,
including changes in our operating expenses, mateptance of our products and services, regylat@nges that may affect the
marketability of our products, and budgetary cydemunicipal, state and federal law enforcemeit @orrections agencies. As a result of
these and other factors, we believe that periogeried comparisons of our operating results mayoeaneaningful in the near term and that
you should not rely upon our performance in a paldir period as indicative of our performance ig &rture period

Our dependence on third-party suppliersfor key components of our weapons could delay shipment of our products and reduce our sales.

We depend on certain domestic and foreigiplgens for the delivery of components used in tegembly of our products. Our reliance on
third-party suppliers creates risks related topmtential inability to obtain an adequate supplg@hponents or subassemblies and reduced
control over pricing and timing of delivery of cooments and subassemblies. Specifically, we depersdippliers of sub-assemblies,
machined parts, injection molded plastic partsyted circuit boards, custom wire fabrications atiteomiscellaneous custom parts for our
products. The final assembly of the cartridges tiseéle firing of our weapons was prevented forrfaeeks beginning in November 2000 by
a supplier’s receipt of defective wire used asmponent in the cartridges. We also do not have-teng supply agreements with any of our
suppliers. Any interruption of supply for any maaécomponents of our products could significamtbfay the shipment of our products and
have a material adverse effect on our revenueitghitity and financial condition.

Foreign currency fluctuations may reduce our competitiveness and salesin foreign markets.

The relative change in currency values ceeflitietuations in product pricing for potentialénbational customers. These changes in
foreign end-user costs may result in lost ordetsraduce the competitiveness of our products itageforeign markets. These changes may
also negatively affect the financial condition ofree foreign customers and reduce or eliminate thaire orders of our products.
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If we were to default under our revolving credit agreement, the bank could proceed against substantially all of our assets, making it
impossible for usto continue operations.

We have recently entered into a revolvinglitragreement with a bank and pledged substangdlligf our assets, other than our
intellectual property, to secure such indebtedngsst any reason we were unable to meet our payrobligations, we would be in default
under such agreement and the bank could declardetaiimmediately due and payable and proceed stg&srcollateral. In such event, much
of our equipment and inventory would likely be stdthers, and we would be unable to continueatfmers.

Pending litigation may subject usto significant litigation costs and divert management attention from our business.

A former distributor of our products has dila lawsuit in the state of New York assertingaiertights of exclusive sales representation
with respect to our products. The former distribi@ims that he has the exclusive right to masket sell our products to an extensive list of
our current and potential customers throughoutihi¢ed States. The suit was dismissed in Febru@®l 2or lack of personal jurisdiction of
the New York court. In March 2001, the former dksiitor appealed the dismissal. In addition, inyeagril 2001, a patent licensee sued us in
the United States District Court, Central Disto€iCalifornia. The lawsuit alleges that certaintteclogy used in the firing mechanism for our
weapons infringes upon a patent for which the Beenholds a license, and seeks injunctive reliéfuarspecified monetary damages. An
outcome that is adverse to us, costs associatbddefending these lawsuits and the diversion ofneamagemens’ time and our resources ¢
result of these claims could harm our businesgantial condition.

Risks Related to This Offering

We may use the proceeds of this offering in ways that do not improve our operating results or the market value of our securities.



We intend to use the net proceeds from ttieging for increased sales and marketing effgrtschases of inventory, repayment of a
portion of our stockholder and other debt, geneogborate purposes, research and development,umoldgses of production tooling and
equipment. Repayment of our debt will not diredtiyorove our operating results. Our managementrgidin broad discretion and significant
flexibility in applying the net proceeds from thaffering. If our management does not apply the peds effectively, our business will be
harmed.

You will suffer immediate and substantial dilution of your investment.

We anticipate that the initial public offegiprice of the units will be substantially highkbah the net tangible book value per share of our
common stock after this offering. As a result, yall incur immediate dilution of approximately $6.9or 81%, in net tangible book value for
each share of our common stock included in thesymiti purchase.

There has been no prior market for our securities and a public market for our securities may not develop or be sustained.

Prior to this offering, you could not buys®l our securities publicly. If an active publi@arket for our securities does not develop after
this offering, the market price of our securitieayfiall below their initial public offering pricend the liquidity of your investment may be
significantly limited.

The initial public offering price of our units may not accurately reflect their future market performance.

The initial public offering price of the ugihas been determined based on negotiations betiveemderwriter and us. The initial public
offering price may not be indicative of future metrperformance and may bear no relationship tetle at which our units, common stock
or public warrants will trade.

The price of our securities may be volatile, which may lead to losses by investors.

The stock market has recently experienceaifsignt price and volume fluctuations. You may betable to resell our securities at or
above the initial public offering price. The priokour securities may fluctuate significantly irspense to a number of factors, including:

 Our quarterly operating resul

» Changes in earnings estimates by analysts and arhetin earnings meet or exceed such estim
» Announcements of technological innovations by uswrcompetitors

* Additions or departures of key personnel; .

 Other events or factors that may be beyond ourragbi

Volatility in the market price of our secig# could lead to claims against us. Defendingeloégims could result in significant litigation
costs and a diversion of our management'’s attemtimhresources.

Future sales of our common stock by our existing stockholders could decrease the trading price of our common stock.

Sales of a large number of shares of our comstock in the public markets after this offeringthe potential for such sales, could
decrease the trading price of our common stockcanttl impair our ability to raise capital throughure sales of our common stock. Upon
completion of this offering, there will be 2,710478hares of our common stock outstanding. The 10P@Gshares of common stock sold in
this offering and the 1,200,000 shares of commocksteserved for issuance upon exercise of the@uialrrants sold in this offering will be
freely tradeable without restriction or further isttgation under the Securities Act of 1933, unkssh shares are purchased by our “affiliates,”
as that term is defined in such act. An additidn@P7,049 shares of common stock, including shiasemble upon exercise of the
underwriter's warrants, may become outstanding wgpa@rtcise or conversion of options or warrantsentty outstanding or sold in this
offering, subject to various lock-up agreementshjting the sale of such shares for one year ¥athg completion of this offering.

The exercise of previoudy issued options and warrants may dilute your investment in our shares and impair our ability to obtain equity
financing.

As of March 15, 2001, in addition to the )54 shares outstanding, there were currenthtandsng options to purchase 434,322 sh



of our common stock, 119,055 of which were curseailercisable. We have reserved an additional 28%0ares of our common stock for
issuance pursuant to options that may be grantdeeifuture to key employees, and others, unde260L Stock Option Plan. In addition, we
have issued warrants to acquire up to 52,727 slofi@as common stock. While such options and wagane outstanding, the holders of s
securities have the opportunity to profit from serin the value or market price of our common stackl the exercise of these options and
warrants could dilute the then book value per sb&mir common stock. The existence of these optard warrants could adversely affect
the terms at which we could obtain additional egfiitancing. Moreover, the holders of the optionsl &arrants may be expected to exercise
them at a time when we could obtain equity capiteterms more favorable than those provided bygt®ns and warrants.

We will need to comply with federal and state securities laws to maintain the tradeability of our securities.

We must maintain in effect the registratitatesment filed with the Securities and Exchange @@sion with respect to the units and nr
also comply with the securities laws of a statettier units, common stock and public warrants tréd@eable in that state. If we do not corn
with federal or state securities laws, your abildysell the securities offered by this prospeatiay be significantly reduced.
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Certain of our directors or investors will personally benefit from the use of the proceeds of this offering.

We will use the proceeds from this offeringépay approximately $100,000 of unreimbursedr®mssi expenses to our chairman and to
retire the interest accrued through March 1, 200dur outstanding stockholder notes. In additibthe over-allotment option granted to the
underwriter is exercised in full, approximately $million in stockholder notes, including a notsued to our chairman, will be retired. This
debt matures July 1, 2002, unless extended.

Our directors and executive officerswill continue to control us after this offering, which may lead to conflicts with stockholders over
cor porate governance.

Following completion of this offering, ourrdttors and executive officers will beneficially mapproximately 53% of our outstanding
common stock. These stockholders, acting togethauld be able to significantly influence all maieequiring approval by our stockholde
including the election of directors and significaotporate transactions, such as mergers or otlséndss combination transactions. This
control may have the effect of delaying or prevemta third party from acquiring or merging with irsaddition, prior to the appointment of
disinterested, independent directors to our boadirectors in January 2001, certain past traneastiincluding issuances of stock and opt
to and borrowings from officers and directors, weot approved by two disinterested, independerttbirs at the time of the transaction.

We do not intend to pay cash dividendsin the foreseeable future.

Any investors who have or anticipate any nieedmmediate income from their investment shautd purchase any of the units offered
hereby.

Provisions of our charter documents and Delaware law may have anti-takeover effectsthat could hinder a changein our corporate control,
which may cause the market price of our securitiesto decline.

Provisions of our certificate of incorporatiand bylaws may discourage, delay or prevent genar acquisition that a stockholder may
consider favorable. These provisions include:

* authorizing our board of directors to issue pre&f@stock without stockholder approv
* providing for a classified board of directors wifaggered, thr-year terms; an

« allowing written stockholder actions only by unaouns consen

Provisions of Delaware law, including prowiss that prohibit business combinations with eggitiolding greater than a threshold amount
of voting stock, also may discourage, delay or prt\someone from acquiring or merging with us, Whitay cause the market price of our
securities to decline.

You should not rely upon our forward-looking statements.

Some of the statements made in this prospeliteuss future events and developments, inclunlinduture business strategy and our
ability to generate revenue, income and cash flovgome cases, you can identify forward-lookingesteents by words or phrases such as
“may,” “will,” “should,” “expects,” “plans,” “antigpates,” “believes,” “estimates,” “predicts,” “patial,” “continue,” “our future success
depend¢” “seek to continu” or the negative of these words or phrases, or caabf@words or phrases. These statements are mdycpons



Actual events or results may differ materially eWaluating these statements, you should specificalhsider various facts, including the risks
outlined under “Risk Factors.” These factors maysesour actual results to differ materially frony dorward-looking statement. Although
we believe that the expectations reflected in tevérd-looking statements are reasonable, we cayuarantee future results, levels of
activity, performance or achievements. We are undeduty to update any of the forward-looking statats after the date of this prospectus
to conform these statements to actual results.
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USE OF PROCEEDS

We estimate that the net proceeds from tleeafdhe 800,000 units that we are selling in tffering will be approximately $8,556,000,
$9,991,200 if the underwriter exercises its ovéstalent option in full, based on a public offeripgce of $13.00 per unit, and after deducting
the underwriting discount, expense allowance, atichated offering expenses of $752,000 payablesby u

We expect to allocate the net proceeds efdffering as follows:

Approximate Approximate
Amount Percentage
Payment of note payable to stockhol $ 100,00( 1%
Accrued interest on notes payable to stockhol 300,00t 4
Payment of notes due to unrelated private lendelyding accrued
interest 612,00( 7
Payment of note to third party venc 190,00( 2
Purchases of invento 1,700,001 20
Sales and marketing prograi 2,820,001 33
Research and developmt 750,00( 9
Production tooling and equipme 750,00( 9
Other working capital/general corporate purpc 1,334,001 15
Total $8,556,00! 10C%
| |

The debt we intend to repay includes:

*a $99,794 note at an interest rate of 10% payaldRhillips Smith, our chairman and a stockholder, f
unreimbursed business expen:

» $300,400 of accrued interest on notes payabledod€ulver, a director and stockholder, and Pkilmnith,
consisting of $268,300 outstanding at DecembeRBQ) and accrued interest for the period from Jagnla2001
through March 31, 2001 of approximately $32,1

* $611,500 of notes and accrued interest at inteagss ranging from 11% to 18%, payable to an utedlprivate
lender; anc

» a $189,980 note at an interest rate of 10% payatdehirc-party vendor

Further, if the underwriter exercises its overafient option in full, we will repay the principah@ther outstanding stockholder notes of
approximately $1.3 million which currently matureJuly 2002.

We intend to use the portion of the net pealseof this offering allocated to sales and mankggirograms in the next two years to develop
a national and international program to educatedafercement, corrections and government agenbiastaur products. We also intend to
dedicate such proceeds in 2002 and 2003 to thdapeaent of a consumer market through activitiesuding the addition of a customer
service department and the sponsorship of new coeisadvertising campaigns.

We may use the portion of the net proceedkisfoffering currently allocated to other workiogpital/general corporate purposes to take
advantage of early payment discounts which mayha#adle from our suppliers, prepay some of ouitehfeases or reduce our current
liabilities other than amounts owing to relatedtigs: Although we currently have no agreementsanroitments to do so, we may also us



portion of the net proceeds to license or acquéne products, technologies or intellectual propertyo acquire or invest in businesses
complimentary to ours. We have no current plangroposals pending for any such acquisitions orstments. Pending application of the net
proceeds, we intend to invest the net proceed#téndst-bearing, investment grade securities.

The foregoing discussion is merely an estn@sed on our current business plan. Our actpaineitures may vary depending upon
circumstances not yet known, such as the time btemuired to reach a positive cash flow or tosssfully expand the market for our
products.
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DIVIDEND POLICY

We have never declared or paid any cashelind on our shares of common stock and do notipaicpaying any cash dividends in the
foreseeable future. Currently, we intend to retaig future earnings for use in the operation angaergion of our business. Any future
decision to pay cash dividends will be at the dison of our board of directors and will depend mpar financial condition, results of
operations, capital requirements and other faaciordoard of directors may deem relevant.
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CAPITALIZATION

The following table sets forth our capitatina at December 31, 2000 on an actual basis ar@dmo forma basis, after giving effect to our
reincorporation in Delaware, our related 1-for-8emse stock split, and the sale of 800,000 unfisrefl hereby at a public offering price of
$13.00 per unit and the proposed application oktenated net proceeds therefrom. This table shoeiread in conjunction with, and is
qualified by, the financial statements and noteseto included elsewhere in this prospectus.

December 31, 200!

Actual Pro Forma

(dollars in thousands)

Current portion of note payable( $ 10C $ —
Current portion of notes payable to stockholc 12t —
Accounts payabl 30C —
Note payable to a third party venc 19C —
Accrued interest on notes payable to stockhol 26¢ —
$ 98¢ $ —

| |

Long-term notes payable to stockholders and otlagics capital lease
obligations, excluding current portic $ 2,822 $ 2,822

Stockholder equity (deficit)
Preferred stock $0.00001 par value, 25,000,00Cesteuthorized; no shares
issued and outstandir — —

Common stock $0.00001 par value, 50,000,000 slwartborized; 3,177 ,4.
shares issued and outstanding actual, 4,377,42ésslssued and
outstanding pro forma(: — —

Additional paic-in capital 4,251 5,86:
Common Stock held in treasury, at cost, 1,666,66res as of

December 31, 200 (2,000 (2,000
Deferred compensatic (80) (80)
Retained earnings (deficit)( (6,799 —
Total stockholder equity (deficit) (3,617 4,78:

Total capitalization (deficiency $ (795 $ 7,60¢



(1) Subsequent to December 31, 2000, an unrepaieate lender loaned us $500,000, which is dugetoepaid, with
accrued interest, from proceeds from this offeripgn its closing or by July 1, 2002, whicheveraslier.

(2) Does notinclude (i) 434,322 shares of comstogk issuable upon exercise of stock options tsguesuant to
our stock option plans, which have a weighted ayeeexercise price of $4.94 per share, (ii) an audit 52,727
shares of common stock issuable upon exercise wants outstanding, which have a weighted averagecse
price of $4.71, (iii) the shares of common stockreisable upon exercise of the public warrants,(andhe
shares of common stock underlying the units issuapbn exercise of the underwriter’s over-allotnaution or
the underwrite’s warrants

(3) Our accumulated deficit, which was $6.8 miiliat December 31, 2000, was reclassified into amidit paid-in
capital upon the termination of ou-corporation tax status in the first quarter of 2(
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DILUTION

If you invest in our units, your interest Wik diluted to the extent of the difference betw#we public offering price per share of our
common stock and the as adjusted net tangible balole per share of our common stock after thisriwffe For purposes of the dilution
computation and the following tables, we have aited the full purchase price of a unit to the stedirommon stock included in the unit and
nothing to the warrant included in the unit. Add&fcember 31, 2000, our net tangible book valueavasgative $3,617,215, or a deficienc
$2.39 per share of common stock. Net tangible hadke per share represents the amount of ourttnglble assets reduced by the amou
our total liabilities, divided by the total numbafrshares of common stock outstanding. Dilutionét tangible book value per share repres
the difference between the amount per share patbéopurchasers of our units in this offering amel net tangible book value per share of our
common stock immediately afterwards. Without takimg effect any changes in the net tangible baalke after December 31, 2000, other
than to give effect to the sale of 800,000 uniéggheconsisting of one and one-half shares of constaek and one and one-half warrants,
each whole warrant to purchase one share of constook, in this offering at the initial public offag price of $13.00 per unit, in the
aggregate, or $8.67 per one share of common statkie warrant to purchase one share of commok,siad the application of the net
proceeds of this offering, the net tangible bookigaf TASER as of December 31, 2000 would have l$2782,785, or $1.76 per share.
This represents an immediate increase of $4.1Shmme of common stock to existing stockholdersamanmediate dilution of $6.91 per
share of common stock to the new investors whohasge units in this offering. The following tablkigtrates this per share dilution:

Initial public offering price per one share of commstock and one warrant

to purchase one share of common st $8.67
Nettangible book value (deficiency) per share befbre offering $(2.39)
Increase in net tangible book value per shareatable to new investo $4.1¢
As adjusted net tangible book value per share #ftemoffering $1.7¢€
Dilution in net tangible book value per share tavrievestors $6.91
|

The following table summarizes as of Decen#ier2000 the differences between the existingkstolders and the new investors with
respect to the number of shares of common stoathpsed, the total consideration paid, and the gequeice per share paid:

Shares Purchase( Total Consideration
Average Price
Number Percent Amount Percent Per Share
Existing stockholder 1,510,75. 56% $ 3,189,54 23% $2.11
New investors 1,200,00! 44% 10,400,00 77% $8.67
Total 2,710,75 10C% $13,589,54 10C%
| [ | | [ |

The above computations assume no exercisatsfanding options to purchase 434,322 sharearaf@mnmon stock as of March 15, 20
which have a weighted average exercise price &4$der share, or outstanding warrants to purchas®B shares of our common stock as of
March 15, 2001, which have a weighted average eemice of $4.71 per share, the underw's ove-allotment option, the public warrar



included in units sold in this offering or the unddter’s warrants, as the exercise of such seegritvould be anti-dilutive. If the underwriter’
over-allotment option is exercised in full, dilutiper share to new investors would be $6.54 peestfacommon stock.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULTS OF OPERATIONS

The following discussion of our financial conditiand results of operations should be read in cociiom with the financial statements
and related notes to the financial statements ishetlelsewhere in this prospectus. This discussiatains forward-looking statements that
relate to future events or our future financial flemance. These statements involve known and umkrisks, uncertainties and other factors
that may cause our actual results, levels of atgtiygerformance or achievements to be materiaffiedint from any future results, levels of
activity, performance or achievements expressamplied by these forward-looking statements. Thists and other factors include, among
others, those listed under “Risk Factors” and thaseluded elsewhere in this prospectus.

Overview

We began operations in Arizona in 1993 fer plarpose of developing and manufacturing lessaletbif-defense devices. From inception
until the introduction of our first product, the RITASER, in 1994, we were in the development stagkfocused our efforts on product
development, raising capital, hiring key employaed developing marketing materials to promote eadgpct line.

In 1995 and 1996, we focused our efforts mmting retail sales and establishing distributtbannels for the AIR TASER product line.
However, our marketing efforts were limited by axranmpete agreement prohibiting the company fromketang or selling our products to
the U.S. law enforcement and military markets. Adawgly, initial sales of the AIR TASER were limitd¢o the consumer market. While early
sales in this market were promising, by the entla®6 we were unable to establish consistent shlsnels in the consumer marketplace and
sales declined. In late 1996, we relocated ourynrtian facilities to Mexico to reduce productiorsts

In 1997, we introduced our second produd,lthe AUTO TASER. The initial market responseht® AUTO TASER suggested the
demand for this product would more than compenfsatthe declining AIR TASER sales. Because of gfrpressure from pre-production
orders, we accelerated the development of the AUASER. As a result of this acceleration, productiosts of the AUTO TASER far
exceeded initial projections, and we experiencsdlestantial amount of AUTO TASER returns due tadpa defects.

The non-compete agreement that had preclsaled to the law enforcement and military markepsred in 1998. During this year, we
focused our development efforts on the ADVANCED H&Sproduct line, a redesigned and enhanced veddithre AIR TASER, targeted
primarily to the U.S. law enforcement and correasionarket. During 1998, in addition to $66,000 gaidutside research and development
consultants, we also incurred substantial inteunallocated expenses associated with the develdphéime ADVANCED TASER. Further,
end-user sales of the AUTO TASER continued to de¢land product returns remained higher than eapiens.

In August 1999, the AUTO TASER product linasaiscontinued and we closed our production fgéili Mexico. We sold all remaining
finished goods associated with the AUTO TASER pobdine by the end of the first quarter of 2000lléwing closure of our Mexican
facility, we outsourced the production of the AIRSER and certain non-proprietary assemblies tard-fharty assembler. We shifted our
focus to completion of the ADVANCED TASER developmeroject and introduced the first ADVANCED TASERits for sale to law
enforcement customers in December 1999. As a rektliese activities and product development exgense had accumulated a deficit of
$6.3 million by December 31, 1999.

The first full year of the ADVANCED TASER pdact line sales was 2000. We spent the year fogumirbuilding the distribution chani
for marketing the product line and developing aogmtide training campaign to introduce the proding to law enforcement agencies,
primarily in North America.

In the first quarter of 2001, we discontinukd outsourcing of the final assembly of our prddwnd moved such final assembly to our
facility in Scottsdale, Arizona. As a result ofglthange, we anticipate
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that our direct labor costs will represent a laqgention of our total costs of products sold, thattour total costs of products sold, including
direct material and labor and overhead costs,beilslightly lower as a percentage of our net sal@901.

Results of Operations



Years ended December 31, 1999 and 2000

The following table shows the percentageotdltrevenues represented by selected items intlideur statements of operations:

Year Ended
December 31
1999 2000
Net Sale: 10C% 100(%
Less Costs of Products So
Direct Manufacturing Expens 45.2% 39.6%
Indirect Manufacturing Expen: 49.2% 14.2%
Total Cost of Products So 94.€% 53.%%
Gross Margir 5.4% 46.1%
Sales, General and Administrative Expe 65.2% 47.2%
Research and Development Expe 2.5% 0.2%
Loss from Operation (62.8% (1.9%
Interest Expens 12.7% 12.5%
Net Loss (75.5% (13.9%
| |

Net salesNet sales increased $1.2 million, or 54.5%, fron2$4gillion for the year ended December 31, 19983¢! million for the year
ended December 31, 2000. The increase was duetadmiirely to the first full year of sales of th@©®XANCED TASER, primarily to law
enforcement agencies. The increase in sales whallyaoffset by the decline in AUTO TASER salesedio the discontinuation of this
product line and somewhat lower sales of the AIRSER to consumers.

For the years ended December 31, 1999 an@, 2a:s by product line were as follows:

Product Line 1999 % 2000 %
ADVANCED TASER (including cartridges and accesssy $ 80,00( 4%  $2,099,00 62%
AIR TASER (including cartridges and accessor 1,311,00! 59% 1,241,00! 36%
AUTO TASER (including accessorie 601,00( 27% 24,00( 1%
Miscellaneous sales (components, freight, serviegsipment 216,00( 10% 49,00( 1%
Net sales $2,208,00! 10C% $3,413,00! 100%
| | | L]

Cost of products soldCost of products sold decreased from $2.1 mill©999, or 94.5% of net sales, to $1.8 million @®Q, or 53.9%
of net sales. The decrease in cost of productsasollpercentage of net sales was due primarihet®wer direct production costs associated
with the AIR and ADVANCED TASERSs, which averaged@® of gross sales as compared to 59.8% of grdss f&a the AUTO TASER,
and a one-time charge related to the phase otedAUTO TASER product line of approximately $35%00 1999 included in indirect
manufacturing expense. In 2001, we anticipate oat of products sold will decrease as a percerifiget sales due to lower labor costs,
greater labor productivity, lower materials costl gmeater operating control, all in connection wiith transfer of our product assembly
operations from Mexico to the United States.
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For the two years ended December 31, 2000principal product costs included the following:

* Direct materials: For the first eight months of @98irect materials included raw materials as @aslsupplies
used in production. From September 1999 throughuaep 2001, direct materials included our purchasee of
finished goods from our contract manufacturer avd materials. Direct materials represented the ntgjof our
direct manufacturing expens



* Direct labor: Direct labor represented the expensasred in our Scottsdale, Arizona facility ftvetassembly
and packaging of sub-assemblies. Once finishedetheb-assemblies were transferred to our contract
manufacturer for insertion into our finished progudn the first eight months of 1999, direct labariuded
wages paid to employees in our Mexican productamiify.

* Shipping expense: Shipping expense included thosts associated with shipping finished productsuio
customers. These costs included freight paid fo sfders, special handling charges and relatedddion fees

* Indirect manufacturing expense: Indirect manufangiexpense included the indirect costs associaiid
producing our products, such as rent on produd#toiities, depreciation on production equipment &woling,
engineering and support salaries and other indmectufacturing cost:

In 2001, our product cost structure will igngficantly different than in 1999 and 2000 pririyadue to the discontinuation of our use of
our contract assembler. Specifically, our costiodal materials will include only the cost of conmemts and supplies required to manufacture
our finished goods. Our direct labor and manufaatucosts will continue to be allocated to cospajducts sold, but should be lower than in
2000 due to the consolidation of our product mactuigng and assembly operations at our new fadititgcottsdale, Arizona.

Gross marginGross margin increased $1.5 million, or 1211.8%mfi$120,000 in 1999 to $1.6 million in 2000. Oupgy profit margin
was 5.4% of net sales in 1999 compared to 46.120@® due to increased sales of higher margin ADVERO ASER products and the one-
time write off of $355,000 taken in 1999 as a reefithe phase out of the AUTO TASER. We anticipaue gross margin will increase to
approximately 60% of net sales in 2001 primarile do increased sales of higher margin ADVANCED TA&RSftoducts, partially offset by
relocation costs associated with the transfer ofpoaduct assembly operations from Mexico to théé¢hStates.

Sales, general and administrative expenSades, general and administrative expenses inadps$171,000, or 11.9%, from $1.4 million
in 1999 to $1.6 million in 2000. Sales, general adthinistrative expenses were 65.3% of net sal&99%9 compared to 47.3% of net sales in
2000. These costs increased to support the sathe #lDVANCED TASER and include sales commissiond product demonstration costs.
However, sales, general and administrative expetsaed as a percentage of sales in 2000 dueetfixed nature of certain of these costs
and increased gross margins attributable to the AREED TASER product line.

Interest expensdnterest expense increased by $146,000, or 52186, $280,000 in 1999 to $426,000 in 2000. The aseereflects the
cost of the higher level of related party debt@@@ over 1999, primarily used to fund working capitn addition, we issued warrants and
options in 2000 valued at $93,907 to certain stotddrs in return for providing loans to us.

Corporate tax statud?rior to our reincorporation in Delaware in Febyu2001, we were an S-corporation, which allowedtadltax
attributes to flow through to the stockholdersFebruary 2001, we changed our tax reporting stattizat of a C-corporation. When we
changed our reporting status, our accumulated Bblker deficit was converted to additional paidzapital. As a result, there are also no net
operating loss carry forwards available to us.

Net lossOur net loss decreased $1.2 million, or 71.6%, f&in¥ million in 1999 to $473,000 in 2000. Basid ailuted net loss per
common share was $0.54 in 1999 compared to $0.2000. The
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reduced net loss in 2000 resulted primarily froeréased sales volume and increased gross margibsit@ble to sales of the ADVANCED
TASER line.

Liquidity and Capital Resources

We have sustained significant operating l@ssece our inception. In 1999 and 2000, we findrog operations through advances from
and investments by major stockholders, and bardntimg guaranteed by major stockholders.

Liquidity. We had a working capital deficiency of $2.4 milliahDecember 31, 1999 and $1.0 million at Decerf3tte2000. The
improvement in working capital from 1999 to 2000sWargely due to the extension of short-term relgtrty debt in 1999 to long-term debt
in 2000. In both 1999 and 2000, cash was used phnta fund operating losses and for investmenpioperty and equipment.

In 2000 we generated cash from operatio®#8d00, primarily as a result of a significant cuseér deposit of $440,000 received in
December 2000. In 1999, operations consumed $704n0€ash. We have not historically generated sigffit cash from operations to fund
future growth or to repay our long-term debt thangipally comes due July 1, 2002. However, wed@pdite that our cash flow from
operations will be at least break-even in 2001 bseave expect our sales will increase and ourafgstoducts sold will decrease as a
percentage of our total revenues, generating hugftipe cash flow and net income. We believe thdtt) anticipated cash flow froi



operations for 2001 and the completion of thisrffgy our cash resources will be adequate to mare¢xpected future liquidity needs for
approximately the next two years.

Capital resourcesWe have funded our operating deficits primarilyotigh loans from two major stockholders, Phillipsitirand Bruce
Culver. Our indebtedness to these stockholdertetb&?.9 million at December 31, 2000. $1.3 millafrthis debt matures in July 2002 and
bears interest at a rate of 10%.

In the event this offering is not completed, have an agreement with Messrs. Smith and Cultaereby we may extend the maturity date
of their outstanding notes for a period not to ext24 months. We also may retire the debt at ang tithout penalty. In addition,
Mr. Culver has established a nomocable letter of credit in the amount of $500,00 our behalf that we can use to fund any shitstfaour
monthly capital requirements. This letter of credipires on the earlier of the closing of this dffg or December 31, 2001.

Subsequent to December 31, 2000, an unregpateate lender loaned us $500,000 to fund worldapital. The related promissory note
carries interest at 18% and matures at the eafligre completion of this offering or July 2002.rkturn for his loan, we granted him 5,000
ten-year warrants with an exercise price of $10spare. The fair value of these warrants is apprately $9,600.

Also subsequent to December 31, 2000, weraditaa revolving line of credit with a bank withaal commitment of up to $1.5 million.
The line was fully used to repay a $1.5 millionmissory note to Bruce Culver, is secured by asseidr. Culver and substantially all of our
assets other than our intellectual property, arsdamainterest rate of bank prime plus 1%. Thenatures on April 30, 2002 and requires u
make monthly interest payments until such date.

Capital commitmentst December 31, 2000, we had no material commitméntcapital expenditures. Other commitments ideltental
payments under operating leases for office spadeeqnipment, and commitments under employment actstwith our chief executive
officer, president, and chief financial officer.
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BUSINESS
Company overview

We develop, assemble and market less-letbafjucted energy weapons primarily for use in #iteénforcement and corrections market.
Over 400 police departments in the United States n@ade initial purchases of our products and 1&g@departments, including San Diego,
Sacramento, and Albuquerque, have purchased odugiofor every patrol officer. As of February 002, more than 200 additional police
departments were evaluating our newest producABANCED TASER.

We sell two principal products. We introdudkd AIR TASER in 1994 and targeted it primarilytla® consumer market. We designed the
AIR TASER to look like a cellular telephone or atlm®nsumer electronic item, rather than a weapbe.t€rms of an agreement we signed
with Electronic Medical Laboratories, Inc., doingsiness as Tasertron, the original licensee otenpan certain technology used in our
weapons, precluded us from selling our productdriited States law enforcement, corrections andamyliagencies until February 1998.
After expiration of this agreement, we introduckd ADVANCED TASER, an upgraded and redesigned warsf the AIR TASER, to appe
to the law enforcement and corrections marketsdsithe same basic operating principle as the ABER but produces four times the AIR
TASER'’s power output. It is also pistol-shaped @kenit easier for police officers to use. The ADVBED TASER can be sold with an
integrated laser sight and a built-in memory optimnecord the time and date of up to 585 firiyy® believe the ADVANCED TASER will
also appeal to the private security, military andsumer markets, and intend to pursue sales ie thaskets after further penetrating the law
enforcement and corrections market.

Industry background

The market for less-lethal weapons includesénforcement agencies, correctional facilitieflifamy agencies, private security guard
companies and retail consumers. We believe lawreafioent officials are the opinion leaders regarairagket acceptance of new security
products. In recent years, successful new seqoitgucts — such as the GLOCK handgun and the Megflashlight — were first marketed
to and accepted by police departments. We therédores on the law enforcement agency segment ahtimiet for less-lethal weapons.

According to a 1997 report issued by a uhthe United States Department of Justice, nedrlpeal police departments and all federal
law enforcement agencies have a uséofe policy that dictates the level of force iffiaers can use to respond to various situationpolice
officer is trained to use only the minimum forceessary to overcome the threat of injury or viokeposed by a suspect. For example, under
most policies, an officer may not use lethal fanoéess a subject poses a threat of significantpagury or fatality to the officer or other
persons.

In fact, studies by the Associated Press lkaneluded that most police officers never depégial force in the course of their care:



While the vast majority of law enforcement officar®und the world are armed with firearms, onlyreal percentage will actually ever use
them. A 1996 study jointly published by the Uni®ihtes Department of Justice and the Nationaltutistof Justice, however, indicates that
police officers use less-lethal force on a reghkmis. Less-lethal force can range from a conwtd to the use of a baton, chemical spray, or
other means to control a subject that is activegjsting the officer.

Police officers are often injured while trgito subdue a suspect with less-lethal force. Titawil tactics such as using a baton or fist to
control a suspect result not only in a significasi of injury to the suspect, but also a significesk that the officer will be injured. If an
officer can subdue a suspect from a safe distasiog effective less-lethal weapons, he greatly ceduhe probability that he or the suspect,
as well as bystanders, will be injured during afcamtation.

A variety of new less-lethal weapons haventseveloped to address the need to temporarilypagitate an attacker without causing
permanent injury or fatality. These weapons vargpproach, but
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generally include stun guns, batons and clubs, eemsprays, rubber bullets, pepper balls and athpact munitions. Each weapon has
distinct advantages and disadvantages, and lawaam@nt agencies require different tools for ddfrsituations. We believe that the
following characteristics of less-lethal weapons thie most important to law enforcement agencies:

* Effectiveness: temporary incapacitation of aggressiuspects

* Range: variable distance over which the weaporifectve;

* Safety: low risk of injury or deatl

 Ease of use: simple operation, low maintenanceremdontamination

» Dependability: reliability in many environmentsopluct durability;

 Accountability: tracking to reduce misuse of thepan; and

* Cost: low cost per use and possible reductiontigfdtion expense
The ADVANCED TASER solution

All our products are designed to perform viretlerms of the above characteristics. We belteeeADVANCED TASER, however, offers
the best combination of these characteristics atlyravailable in a less-lethal weapon. In our o this superior performance could make
the ADVANCED TASER the less-lethal weapon of chditenany situations for law enforcement agenciesa@ther security services.

« Effectivenes

Most less-lethal weapons rely upon a paipaase for effect. A less-lethal weapon that infliohly pain may not stop the most dangerous
and aggressive suspects. The ADVANCED TASER isgihes] to cause complete yet temporary physical awitggion, not just discomfort «
distraction. In volunteer testing and field uses ADVANCED TASER has incapacitated even highly feedi individuals who have
demonstrated the ability to fight through othestethal weapons that rely only on pain.

* Range

Batons and chemical sprays can only be usad ¢lose distances, usually less than five feehlier bullets, beanbag rounds, and similar
less-lethal impact weapons must be used at distagreater than 30 feet to minimize suspects’ ingurTherefore, we believe that other less-
lethal weapons as a group are generally ineffettateseen five and thirty feet. The ADVANCED TASERdesigned to operate within this
range. Since it is equally effective between zevd five feet, we believe the ADVANCED TASER repnetsea more versatile less-lethal
weapon for encounters taking place within 21 feet.

* Safety

In tests involving over 1,000 human volunseand in hundreds of field applications, the ADVARIZ TASER has had no reported long-
term, adverse aft-effects. In field uses, our technology has beendaw have a comparable or lower risk of injuryfficers and suspec



than other less-lethal technologies. Further, doevery time from an application of the ADVANCED $ER is generally less than one
minute. In contrast, recovery time from the apglaraof chemical sprays can range from ten mintdgesne hour. Recovery time from the
effect of impact rounds can vary from hours to veeeglepending on bruising and bone breakage.

* Ease of Usi

The ADVANCED TASER is shaped and designeflitaction like a standard handgun. Accordinglysieasy for law enforcement officers
to use during stressful situations, since theg@dims training familiarizes them with the muscleveraents required for its operation. It can be
reloaded and fired again as quickly as a spentidget can be removed and a replacement cartridgetad, typically in less than five secor
Further, the weapon requires no maintenance dtla@rd periodic battery check. The
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ADVANCED TASER also does not leave contaminatingjdees, unlike chemical sprays that may contamibaildings, vehicles or other
closed facilities or officer uniforms.

» Dependability

The ADVANCED TASER operates effectively undevariety of unfavorable conditions, such as wand rain, that render chemical
sprays less effective. The ADVANCED TASER housisgénstructed of high tensile-strength polycarbematvithstand the rigors of typical
police use.

» Accountability

The ADVANCED TASER incorporates features dasd to reduce inappropriate use. Our cartridgata@gonumerous confetti-like Anti-
Felon Identification tags, or AFIDs, which are s$eetd when the unit is fired. AFID tags recovenexhf usage sites can thus help identify the
owner of the cartridge used. The ADVANCED TASER mvarket to law enforcement and corrections ageraiggscomes with a data port
that records the exact time, date and duratiorpdbib85 firings.

e Cost

The ADVANCED TASER is sold to law enforcemagiencies for approximately $400 per unit. Thecaitridge ammunition is priced
under $18 per shot. These prices are competitithe impact munitions and most other specialized-lessl weapons, with the exception of
the least expensive chemical sprays. However nitliesict costs of decontaminating buildings, velsicknd uniforms resulting from the use of
chemical sprays can place the ADVANCED TASER atwerall cost advantage per use.

In addition, litigation costs for law enfornent agencies can be significant. Reducing the eumbinjuries and fatalities caused by law
enforcement officers may reduce the number of $iléid against agencies for excessive use of foscengful death and injury. Further,
reducing officer injuries minimizes medical claimusd lost time for work-related injuries.

As with other lestethal weapons, we believe that these charactesjgiarticularly safety, may also have the bemdfihcreasing goodwi
between law enforcement agencies and their commanifommunity relations considerations can baqadatrly important at a time when
almost any interaction with police can be videothpad scrutinized by the media and the public.

Our strategy

Key elements of our strategy for growth imtdithe following:

* Fully exploit the expanding law enforcement and-ections market

Our goal is to make the ADVANCED TASER therdnant less-lethal weapon for use by law enforcdraad corrections agencies. Law
enforcement officials are often viewed as expeith vegard to weapons and other security prodéasa result, we believe that widespread
acceptance of the ADVANCED TASER in this marketlwithance its credibility and represent a neced#atystep toward expanding sales
of our products in additional markets.

» Expand into private security, military, and consumearkets.

After increasing our presence in the law ezdment and corrections market, we intend to expamgenetration in the private security,
military and consumer sedefense markets. We believe the same performararactrristics that will enable our products to seckin the



law enforcement and corrections market will alspesgb to potential customers in these additionaketar

* Develop enhanced le-lethal weapon technologie

We intend to improve our less-lethal weapmatinology to provide further growth and marketanpnities. Among other things, we
intend to develop multiple shot capability and geea&ffective range. These innovations may increasaevenues by allowing us to sell
upgraded less-lethal weapons and accessoriestdegtisting and potential new customers.
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 Acquire businesses that enhance our strategicipas

We may acquire businesses that will compldéroangrowth strategy and enhance our competitogtipn in our markets. However, we
have no current plans for such acquisitions.

Markets
Law enforcement and corrections

Federal, state and local law enforcement eigenn the United States currently represent tiragry target market for the ADVANCED
TASER. According to United States Bureau of Justiegistics, there were nearly 19,000 of these @gsrin the United States in 1996 that
employed about 740,000 full-time, sworn law enfoneat officers. In 1999, the United States BureathefCensus estimated that there were
more than 450,000 correctional officers in the BadiStates.

Acceptance of the ADVANCED TASER by Unitecfts police departments has been fairly rapid stadetroduction in December
1999. We believe it could prove equally suitableuse in correctional facilities. The ADVANCED TASSs particularly useful in these
confined and crowded settings since it providessams of bringing virtually any individual under ¢an without requiring the use of lethal
force. We anticipate that some correctional ofiogill be armed with ADVANCED TASERSs, particulards its performance attributes
become more familiar to the wider law enforcemammunity.

In the law enforcement market, over 400 motlepartments have made initial purchases of thé ANICED TASER for testing or
deployment. In addition, 15 police departmentsluding San Diego, Sacramento, and Albuquerque hased enough of our weapons to
issue one to each of their patrol officers.

Private security firms and guard services

A report of the Security Industry Association 1999-2000 estimated that there were over illlomprivately employed security guards
or personnel in the United States. They represénbad range of individuals, including bodyguamsnmercial and government building
security guards, commercial money carrier employaed many others. We believe that security pemsicemmed with ADVANCED TASER
could be as effective in many circumstances asthomed with conventional firearms. At the sametiarming guards with ADVANCED
TASERs may reduce the potential liability of prieaecurity companies and personnel.

A number of environments can prove probleofati the use of conventional firearms. The useosiventional firearms in airplanes, for
example, poses a significant threat to the integrithe aircraft and the safety of the passendggaosventional firearms may also be
inappropriate in subways, buses, transit systearskdand casinos. In many of these crowded envigatsnthe contamination associated
the use of chemical sprays could also pose sigmifiproblems.

One large private security force overseasohdsred over 1,000 ADVANCED TASERs for deliverySpring 2001. We are in the early
stage of pursuing additional opportunities for salethe ADVANCED TASER in private security markeasid have made only limited sales
to date.

Consumer/personal protection

A 1997 survey sponsored by the National futgiof Justice found that, in 1994, 44 million Amgans owned 192 million firearms,
65 million of which were handguns. We believe thieaadgun owners represent one segment of a pdigtdige consumer market for our
products.

As a result of our shift in focus, the shaf®ur sales made to consumer markets fell shdrphg 1999 to 2000. In 1999, sales to
consumers represented 88% of total sales whilethales dropped to only 32% of total sales in 2008 expect the relative share of sales to
consumer markets to remain small in the next fearyeGiven the size of the potential consumer ntaha@vever, we believe consumer s¢
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could contribute a substantial portion of our raxegin the future, particularly if the ADVANCED TAR becomes more established in the
law enforcement and corrections market.

Military

Military police forces may use the ADVANCEDASER for purposes similar to those of civilian peliunits. Military peace-keeping
forces also perform policing functions, and the ARNCED TASER may prove an effective tool for thege@tions. The ADVANCED
TASER may also be used by armed forces to redwpdhsibility of civilian casualties resulting fraaombat operations on battlefields
consisting of both civilians and combatants. Weehget to pursue sales opportunities in the militagrket.

Products

Our weapons use compressed nitrogen to $ivoadmall electrified probes up to a maximum distaof 21 feet. The probes and
compressed nitrogen are stored in a replacealtiédegr attached to the base of the weapon. Ourigtapy replacement cartridges are sold
separately.

After firing, the probes discharged from eartridges remain connected to the weapon by hatage insulated wires that transmit
electrical pulses into the target. These electpeddes, which we call TASER-Waves or T-Waves tamesmitted through the bodyherves il
a manner similar to the transmission of signalslumethe brain to communicate with the body. Thé&/aves temporarily overwhelm the
normal electrical signals within the body’s nerileefs, impairing subjects’ ability to control théiodies or perform coordinated actions. T-
Waves can penetrate up to two inches of clothirtjugnto a class 3 bullet resistant vest, the seowwst protective of seven classes of bullet
resistant vests. The initial effect lasts up t@fseconds and the charge can be repeated foragptoximately ten minutes by repeatedly fii
the weapon.

Since all our weapons use the same cartridgesan support multiple platforms and still agleieconomies of scale in cartridge
production. Our cartridges contain numerous colocedfetti-like tags bearing the cartridge’s seniaber. These tags, referred to as Anti-
Felon Identification tags, or AFIDs, are scattendwn one of our weapons is fired. We require setéour products to participate in the
AFID program by registering buyers of our cartridgkn many cases, we can use AFIDs to identifyréigéstered owner of cartridges fired.

We introduced our initial product, the AIR 3ER, in 1994. We designed the AIR TASER to look likcellular telephone rather than a
weapon to target the consumer electronics markete@tly, the AIR TASER product line consists oé thIR TASER, a cartridge that shoots
two small electrified probes up to 15 feet, an aml laser sight, and a number of holstering access We continue to target the AIR
TASER line to the consumer market.

We developed the ADVANCED TASER product liteynched in December 1999, primarily for the lavioecement and corrections
market. The ADVANCED TASER M26 is our primary pradin this market and is sold exclusively to laa@nement and corrections
agencies. The ADVANCED TASER M26 offers the follogiimprovements over the AIR TASER:

* Increased effectiveness: the ADVANCED TASER hag toues the power of the AIR TASER and has proven
effective in incapacitating over 99% of voluntetgsted.

* Better accountability: the ADVANCED TASER’s memaystem records the time, date, and duration obup t

585 firings. By downloading this information perically, law enforcement and corrections agenciestcack
every use of the ADVANCED TASER. These agenciesusanthis data to investigate potential mis

 Ease of use: law enforcement and corrections offibave reported to us that the ADVANCED TASERiImilial
pistol shape and integrated laser sight minimieetthining required for officers and make it eatoense.
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Our products are sold primarily through oatwork of distributors at a wide range of pricesir @ost inexpensive consumer product is
the entry-level consumer AIR TASER, with a retaicp of $99. Our high-end consumer model, the AD\GED TASER M18L with
integrated laser sight, retails for $600. The ADMBEBD TASER M26 is currently our best selling itenistiibutors sell the M26 to law
enforcement and corrections agencies for $400.iIRetdridge prices range from $16 to $30 per L



In addition to weapons and cartridges, wklsséters, attachments, cases and other access$loaiecomplement our core products.
Although to date these accessories have geneiatiteld sales, they offer additional revenue oppdties and attractive margins.

We offer a lifetime warranty on the AIR TASEBnder this warranty, we will replace any AIR TABEhat fails to operate properly for a
$25 fee. The AIR TASER is designed to disable gacker for up to 30 seconds, and we encourage teskrave the unit and flee after firing
it. As a result, we also provide free replacemerittsito consumers who follow this suggested prooedlio qualify for the replacement unit,
users must file a police report that describedrtbielent and confirms the use of the AIR TASER.tbligally, approximately 2% of the AIR
TASERSs sold by us have been returned by end us@aninection with a warranty claim. Warranty casider the AIR TASER replacement
policy have been minimal to date.

We offer a no-questions-asked lifetime rephaent policy on the ADVANCED TASER. If the weapa@il$ to operate properly for any
reason, we will replace it for a fee of $25. The ieintended to help defray the handling and regssts associated with product returns. This
policy is attractive to our law enforcement andreotions agency customers. In particular, it avdidputes regarding the source or cause of
any defect. Due to our recent introduction of tHi2\MANCED TASER, we have created a reserve for prodettirns based on a 7% return
rate. In 2000, we recalled a series of ADVANCED HERS due to a defective component in connection witlth we incurred expenses of
approximately $9,000 and recorded an additionalgehaf approximately $41,000 to account for reldtedre expenses.

Sales and marketing

Law enforcement and corrections agenciessgmt our primary target market. In this marked,dhcision to purchase the ADVANCED
TASER is normally made by a group of people inahgdihe agency head, his training staff, and weap&psrts. The decision sometimes
involves political decision-makers such as cityrdumembers. The decision-making process candaH#tle as a few weeks or as long as
several years.

United States distributioWith the exception of several accounts to whichse# directly, the vast majority of our law enfoneent
agency sales in the United States occur througmetwork of more than 25 independent regional podiquipment distributors. To service
these distributors and assist us in expanding salesw ones, we retain two manufacturer’s reprasiwes that call on potential distributors.
We compensate our manufactusarépresentatives solely on a commission basisyledéd as a percentage of the sales they comflakes ii
the consumer market are made through differentpi@ddent distributors, dealers, and retailers. Véeige our distributors with performance-
based incentive programs.

International distribution As a result of our shift in focus to the Unitedt8talaw enforcement and corrections market, oeriational
sales efforts are currently limited to presentatiand training seminars conducted by TASER perdowWerecently began introducing the
ADVANCED TASER in Europe and parts of the MiddlesEeéSouth America and Asia, but have yet to desimrificant resources to these
markets. Sales outside the United States and Caadanted for 48% and 18% of total revenues i@ 288 2000, respectively. In 2001, we
expect international sales to account for approteiya 0% of our total sales.

We have worked in the past with more tharfic28ign distributors. These foreign distributorsghase products from us and resell them to
sub-distributors, retail dealers or end users. Wrgicue to
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provide most foreign distributors with short-terrckisive contracts to sell our products in a destgd region. Although many of these
relationships are inactive, we continue to shipdpiis as ordered.

Training ProgramsMost law enforcement and corrections agenciesnaeillpurchase new weapons until a training progiain place to
certify all officers in their proper use. We offen eight-hour class that certifies law enforcenagmnt corrections agency trainers as instructors
in the use of the ADVANCED TASER. We have certifizer 2,500 law enforcement training officers as\MINCED TASER instructors.

Our certification program is designed to make #ieafor departments to comply with these traimeguirements.

Fifty of our certified instructors have undene further training and become certified as masgtructors. We authorize these individuals
to train other law enforcement and corrections agérainers, not just end-users within these ogtions. Twenty-five of our master
instructors have agreed to conduct ADVANCED TASE&ning classes on a regular basis. These instagtdependently organize and
promote their own training sessions, and we prothéen with logistical support. They are indepengenfessional trainers, serve as local
area TASER experts, and assist our distributocoiducting TASER demonstrations at other policead@pents within their regions.

Through the end of 2000, we did not charge fomaléace at these classes but now charge $195 prda#t. We pay master instructors a per-
session training fee and a share of the attendaesecollected at each session that they condhesdtraining sessions have led directly to
the sale of ADVANCED TASERs to a number of poli@pdrtments.

Communicationsn addition to our training programs, we regulgsrticipate in a variety of trade shows and confees. Our marketing
efforts also benefit from significant free news emge. Other marketing communications include vieleoails, press releases, and
conventional print advertising in law enforcemeate publications. Our website also contains simmilarketing information



Manufacturing

We have installed a new production line in fagility in Scottsdale, Arizona, where we havstbiically assembled the compressed
nitrogen containers used in our air cartridgeseAdt review of our operating costs and changesgalations pertaining to the export of the
technology used to produce our weapons, we eléotetve assembly operations from our subcontractGuaymas, Mexico to our new
facility in Scottsdale. We own all of the additidbpaoduction equipment used for the final assendblgur products in the Guaymas facility,
and expect to move it to Scottsdale no later thay RDO1.

Our Scottsdale facility has approximately0® @quare feet of assembly and warehouse spacplavéo employ between 15 and
25 assembly personnel by the end of 2001. Aftentbee, our production capabilities will support tesembly of 2,000 ADVANCED
TASERSs, 1,000 AIR TASERSs, and 24,000 cartridgesnpenth on a single shift. We can expand our pradnatapabilities by adding
additional personnel and a second shift with ndgkgnew investment in tooling and equipment. Wpest our Scottsdale facility and tooling
to be sufficient to support our current growth pations at least through 2003.

We currently purchase finished circuit bodrdsn First Electronics, Inc. and injection-moldgldstic components from Frontier Tool &
Mold, Inc., each located in Phoenix. Although werently obtain these components from single sosuppliers, we own the injection-
molded component tooling used in their productids a result, we believe we could obtain alternasivppliers without incurring significant
production delays. We also purchase small machpaets from Asia Sourcing of Taiwan, China, and eostartridge assemblies from
MC Davis Company of Arizona City, Arizona. We bekethat these or readily available alternative §eppcan consistently meet our needs
for these components. We acquire most of our compisron a purchase order basis and do not haveadomgcontracts with suppliers. We
believe that our relations with our suppliers aved)
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Competition

In the law enforcement and corrections maitket ADVANCED TASER competes directly with the doicted energy weapon sold by
Electronic Medical Research Laboratories, Inc.nddiusiness as Tasertron. Tasertron is the solaimérg manufacturer of the original
TASER weapon introduced in the 1970s. At MarchZ8I01, over 430 police departments had purchaseteiaggregate, over 4,000
ADVANCED TASERs. We believe that approximately 4filice departments actively deploy the Tasertroapoa.

We believe The ADVANCED TASER also competediniectly with a variety of other less lethal aftatives. In the consumer market, the
AIR TASER competes directly with a conducted enexgapon introduced by Bestex, Inc. in 1996, calledDual-Defense, and indirectly
with other less-lethal alternatives.

Law enforcement and corrections markedsertron had an exclusive license to sell TASERIpcts in the North American law
enforcement and corrections market until Febru@381 Compared to the Tasertron unit, our ADVANCERBSER offers reduced size,
additional power, and a more convenient pistudped design. We believe agencies choosing toograpdonducted energy weapon will pre
to adopt a single weapon system. Since its intrigiucthe ADVANCED TASER has competed successfatiginst the Tasertron unit, even
in agencies that had previously purchased Taseutnis.

Other less-lethal weapons, sold by compasuel as Armor Holdings, Inc. and Jaycor, Inc., cetapvith our ADVANCED TASER
indirectly. Many law enforcement and correctionsspanel consider less-lethal weapons to be distowds, each bestuited to a particular <
of circumstances. Consistent with this tool kit a@eh, purchasing any given tool does not precthdgurchase of one or several more. In
other cases, budgetary considerations and limjadeson officers’ belts dictate that only a limitegmber of less-lethal weapons will be
purchased and carried. We believe the ADVANCED TRSEversatility, effectiveness, and low injury rateable it to compete effectively
against other less-lethal alternatives.

Consumer markeConducted energy weapons have gained limited aaeeptin the consumer market for less-lethal weapbmsse
weapons compete with other less-lethal weaponsasistun guns, batons and clubs, and chemicalsprhg primary competitive factors in
the consumer market include a weapon’s cost, iEctfeness, and its ease of use. The widesprezutiad of the ADVANCED TASER by
law enforcement agencies may help us overcomecgiped historic lack of consumer confidence in aaridd energy weapons.

Regulation

United States regulatiolhe AIR TASER and ADVANCED TASER are subject to #ame regulations. Neither weapon is considered a
“firearm” by the Bureau of Alcohol, Tobacco, anddéarms. Therefore, no firearms-related regulatapy to the sale and distribution of our
weapons within the United States. In the 1980s,dvarn many states introduced regulations restgdtie sale and use of stun guns,
inexpensive hand-held shock devices. We believatiagi stun gun regulations also apply to our weagymtems.

In many cases, the law enforcement and ciiorecmarket is subject to different regulationarthhe consumer market. Where different
regulations exist, we assume the regulations dfigthe consumer market also apply to the privateisty market except as the applica



regulations otherwise specifically
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provide. Based on a review of current regulatieves have determined the following states regulatestiie and use of our weapon systems:

State Law Enforcement Use Consumer Use
Connecticu Legal Legal, subject to restrictior
Florida Legal Legal, subject to restrictior
Hawaii Prohibited Prohibited
lllinois Legal Legal, subject to restrictior
Indiana Legal Legal, subject to restrictior
Massachuseti Legal Prohibited
Michigan Prohibited (except for evaluatio Prohibited
New Jerse) Prohibited Prohibited
New York Legal Prohibited
North Caroline Legal Legal, subject to restrictior
North Dakote Legal Legal, subject to restrictior
Rhode Islanc Prohibited Prohibited
Washingtor Legal Legal, subject to restrictior
Wisconsin Legal Prohibited

The following cities and counties also re¢gilaur weapon systems:

City Law Enforcement Use Consumer Use
Annapolis Legal Prohibited
Baltimore Legal Prohibited
Chicago Legal Prohibited
Howard County, MC Legal Prohibited
Lynn County, OF Legal Legal, subject to restrictior
New York City Legal Prohibited
Philadelphize Legal Prohibited
Washington, D.C Legal Prohibited

United States export regulatio®ur weapon systems are considered a crime cordlupt by the United States Department of
Commerce. Accordingly, the export of our weaporteys is regulated under export administration r&tipns. As a result, we must obtain
export licenses from the Department of Commercallgshipments to foreign countries other than @andlost of our requests for export
licenses have been granted, and the need to db&sn licenses has not caused a material delay ishipments. The need to obtain licenses,
however, has limited or impeded our ability to stugertain foreign markets. In addition, expoguiations prohibit the further shipment of
our products from foreign markets in which we haidexport license for the products to foreign merke which we do not hold an export
license for the products.

In addition, in the fall of 2000, the Depaeint of Commerce introduced new regulations regtgdahe export of the technology used in
our weapon systems. These regulations apply tothettechnology incorporated in our weapon systenasin the processes used to produce
them. The technology export regulations do notyppbroduction that takes place within the Unigtedtes. After moving our final assembly
to our Scottsdale facility, these technology expegulations will no longer apply to us but wilillsapply to certain of our suppliers located
outside of the United States.

Foreign regulationForeign regulations are numerous and often unciarprefer to work with an exclusive distributoravis familiar
with applicable regulations in each of our foreigarkets. Experience with foreign distributors ie ffast indicates that restrictions may
prohibit certain sales of our products in a nunddfezountries. The countries in which we are awdnestrictions include Belgium, Denmark,
Hong Kong, Italy, Japan, New Zealand, Norway, Swe&avitzerland, and the United Kingdom. In

27

Australia, Canada, and India, we are also awattestiias of our products are permitted to law emforent and corrections agencies but
prohibited to consumer



Intellectual property

We protect our intellectual property withaiety of patents and trademarks. In addition, ae eonfidentiality agreements with
employees and some suppliers to ensure the sdfety trade secrets.

We hold a United States patent on the cootm of the gas cylinder used to store the conga@®itrogen in our cartridges. This patent
expires in 2015. We and two other companies aremhelicensees for use in electronic weapons eftéthnology described in a United
States patent held by John H. Cover, Jr. The leghgld by the other licensees may not be tramsfemd their rights under the licenses may
not be expanded or modified without our approval. @bver’s patent covers the process by which cesged gases launch the probes in our
cartridges and expires in 2009. Using this comgegms technology instead of gunpowder preventpmmaucts from being classified as
firearms by the Bureau of Alcohol, Tobacco and &ines. We also have a broad-based patent appligagioding covering the energy wave
form we developed for the ADVANCED TASER.

We own the AIR TASER and TASER registeredéraarks. We also have several unregistered trattemar

In early April 2001, James F. McNulty, Jredws in the United States District Court, Ceridiatrict of California. The lawsuit alleges
that certain technology used in the firing mecharfisr our weapons infringes upon a patent for whitth McNulty holds a license, and se¢
injunctive relief and unspecified monetary damagyés.believe we do not infringe this patent, that McNulty’s claims are without merit
and that the litigation will have no material acseeffect on our business, operating results anfiral condition.

Research and development

Our research and development initiativedexdteby our internal personnel and make use of apeed consultants when necessary. These
initiatives include bio-medical research as welekestrical and mechanical engineering design. feudevelopment projects will focus on
reducing the size, extending the range, and impgpthe functionality of our weapons. Total reseant development expenditures were
$64,000 in 1999 and $7,100 in 2000.

Employees

As of December 31, 2000, we had 16 full-tiengployees. Six employees were involved in saleskatiag and training. Two were
employed in research, development and engineéfegalso employed four administrative personnelfandin production support. Our
employees are not covered by any collective banggiagreement, and we have never experienced astapkage. We believe that our
relations with our employees are good.

Facilities

We conduct our operations from a modern 1d-&fuare-foot facility located in Scottsdale, Arao The monthly rent for this facility is
approximately $11,000. Our lease expires on JanLig2906. We believe this facility will meet ourests for the next three years and that
additional space will be available on reasonabims$aupon the expiration of our current lease aréfrequire additional space.

Legal proceedings

In February 2000, Thomas N. Hennigan, aitistor of our products from late 1997 through e@2®)0 sued us in the United States
District Court, Southern District of New York. Mtdennigan claims the exclusive right to sell ourdurcts to many of the largest law
enforcement, corrections, and military agencietéUnited States. He seeks monetary damages agtiregate amount of $400 million
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against us and certain of our officers allegedisiag in connection with his service to us as dritistor on theories of our failure to pay
commissions, breach of contract, interference wathtract, and on related theories. We signed ntracts with Mr. Hennigan. We also
believe that he has no reasonable basis for clairmformal or implied contractual rights. As aultiswe believe his claims are without merit,
and the litigation will have no material adverskeeff on our business, operating results or findrgiadition. Mr. Hennigan’s suit was
dismissed in February 2001 for lack of personasgliction of the New York court. In March 2001, &yepealed the dismissal.

In early April 2001, James F. McNulty, Jredws in the United States District Court, Ceriiatrict of California. The lawsuit alleges
that certain technology used in the firing mecharfisr our weapons infringes upon a patent for whitth McNulty holds a license, and se¢
injunctive relief and unspecified monetary damagés.believe we do not infringe this patent, that McNulty’s claims are without merit
and that the litigation will have no material adseeeffect on our business, operating results anfiral condition.

Corporate information



We were incorporated in Arizona in Septentt#93 as ICER Corporation. We changed our name RO PBASER, Inc. in December 1993,
and to TASER International, Incorporated in Ap@I9B. In February 2001, we reincorporated in Delaves TASER International, Inc.
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MANAGEMENT
Directors and executive officers
Our directors and executive officers areddiss:
Name Age Position
Phillips W. Smith 63 Chairman
Patrick W. Smitt 30 Chief Executive Officer and Direct
Thomas P. Smit 33 President and Directc
Bruce R. Culve 55 Director
Matthew R. McBrady 30 Director
Karl F. Walter 54 Director
Kathleen C. Hanrahe 37 Chief Financial Officel

Phillips W. Smith is the chairman of our board of directors. Dr. $nhias served as a director since 1993. Since AU§@&t, Dr. Smith
has served on the board of directors of Pentawage,a developer of cross-media publishing sofev@r. Smith was chairman of the board
of Pentawave from January 1999 through October 20@0its chief executive officer from January thgbtMarch 1999. From June 1990 to
September 1997, Dr. Smith served as the presigentisief executive officer of Zycad Corporatiordeveloper of engineering and
manufacturing applications software. Dr. Smith IscddB.S.E. degree from West Point, an M.B.A. defp@®a Michigan State University, and
a Ph.D. in Business Administration from St. Louisiérsity.

Patrick W. Smith is the chief executive officer and a co-foundeTASER. Mr. Smith has served as our chief executifieer and as a
director since 1993. Mr. Smith holds a B.S. dedne®iology and Neurobiology from Harvard Universign M.B.A. degree from the
University of Chicago, and a Masters Degree inrdéional Finance from the University of LeuverLiuven, Belgium.

Thomas P. Smithis the president and a co-founder of TASER. Mr.t8ras served as our president since April 1994aaral director
since 1993. Mr. Smith holds a B.S. degree in Eqgpolngd Evolutionary Biology from the University ofigona and an M.B.A. degree from
Northern Arizona University

Bruce R. Culver has served as a director of TASER since Januarg.19@ Culver co-founded Professional Staff, P.l.&human
resource management company, and has servedlmaitd of directors since April 1990. In March 1988, Culver organized and has since
remained the chief executive officer of Culver Biaftions, Inc., doing business as California Dimttion Company, providing warehouse
and distribution services to internet companiesc&iApril 1997, Mr. Culver has served on the badrBentawave, Inc., becoming its
chairman in October 2000.

Matthew R. McBrady has served as a director of TASER since January. Z80m August 1998 though July 1999, Mr. McBradwed
as a member of the staff of President Clinton’sr@iwof Economic Advisers. In December 1997, Mr.Bfiady began working as a financial
and analytical consultant for Avenue A, Inc, areinet marketing company, and served as its vicggent of analytics from June 1999
through October 1999. Mr. McBrady taught corpofatance courses at the University of Southern ©alif during the summer terms of
1997 and 1998, at Harvard College from Septemb@6 #®rough May 1997, and at Harvard Business Sathaahg the spring term of 1998.
Mr. McBrady holds a B.S. in Economics from Harvahdiversity, an M.S. in International Economics fr@wford University, and expects to
receive a Ph.D. in Corporate and International ikéeafrom Harvard University in June 2001.

Karl F. Walter has served as a director of TASER since January.200 Walter was a co-founder of Glock, Inc., dsidiary of
GLOCK GmbH, an Austrian senaiutomatic pistols manufacturer. From January 18egugh February 1997, Mr. Walter worked as a di
of law enforcement sales for Sturm
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Ruger Co., a firearms manufacturer. Since Marclty 188. Walter has worked as the program manageAY6irechnology International,
LLC, a builder of armored vehicle



Kathleen C. Hanrahanis our chief financial officer, serving in that itien since November 2000. Ms. Hanrahan first joifASER in
January 1996 as an internal controls consultanbacedme our controller in March 1996.

Our certificate of incorporation providesttiage have no less than three and no more thandiieetors divided into three classes (Class 1,
Class 2, and Class 3), with members of each ctasing for staggered three-year terms. As a resnly, one class of directors will be elected
at each annual meeting of our stockholders, wighatiner classes continuing for the remainder df tiespective three-year terms.

Messrs. Phillips Smith and Bruce Culver have bessighated as Class 1 directors, whose term exgird® 2001 annual meeting;
Messrs. Patrick Smith and Karl Walter have beefigdesed as Class 2 directors, whose term expirgsea@002 annual meeting; and
Messrs. Thomas Smith and Matthew McBrady have besignated as Class 3 directors, whose term exgiithe 2003 annual meeting.

Each officer serves at the discretion ofloasrd of directors. No officer is subject to anesgnent that requires the officer to serve TA!
for a specified number of years. Mr. Thomas Smitth Kr. Patrick Smith are Dr. Phillips Smith’s soi other family relationships exist
among our directors and executive officers.

Director compensation

Prior to 2001, directors were not compenséietheir service on the board. Beginning in 200tlependent directors will receive $1,250
per quarter. In addition, in December 2000, MeddBrady and Walter each received options to pwsel&a667 shares vesting ratably over
four years at an exercise price of $3.30 per slizirectors are also reimbursed for expenses indurreonnection with attendance at
meetings.

Committees of the board of directors

Our board of directors has an Audit Committessisting of Mr. McBrady and Mr. Walter, and anggensation Committee consisting of
Mr. Culver and Mr. Walter. The Audit Committee mewtith management and our independent public acaotsito determine the adequacy
of our internal controls and other financial repagtmatters. The Compensation Committee reviewsraogimmends to the board of directors
the compensation and benefits of our officers,aegigeneral policy matters relating to compensatimhbenefits of our employees and
administers the issuance of stock options andeliscrary cash bonuses to our officers, employdes;tdrs and consultants. We intend to
appoint only independent directors to the Audit @unpensation Committees.

Executive compensation

The following table sets forth informatiorgeeding compensation awarded to, earned by ortpaidr chief executive officer for all
services rendered to us during 1998, 1999 and 2000e of our executive officers earned in exceskl®0,000 in 2000.

Summary Compensation Table

Annual Compensation Long Term Compensation
Securities Underlying Options
Name and Principal Position Year Salary Bonus #)
Patrick W. Smitf 200( $65,20¢ $2,50( —
Chief Executive Office 199¢ $49,16: — 10,00(

199¢ $43,20¢ — —

31

Option grants in last fiscal year
We did not grant any options to our chiefa@xreve officer during the year ended December 8002
Fiscal year end option values

The following table sets forth informatiorgeeding the number and value of unexercised optieid by our chief executive officer on
December 31, 2000. He did not exercise any optiopsirchase common stock during 2000.

Number of Securities Value of Unexercised li-the-
Underlying Options at Fiscal Money Options at Fisch
Year End(#) Year End($)(1)

Name Exercisable Unexercisable Exercisable Unexercisable



Patrick W. Smitf 6,67 3,32¢ $46,89¢ $26,50¢

(1) Based on the estimated fair value of our comstock as of December 31, 2000, determined byoard of
directors to be $8.00 per sha

Stock option plans
We have two stock option plans: the 1999kstition plan and the 2001 stock option plan.

The 1999 stock option plan authorized ussoé options to purchase up to 833,333 shareg @ooumon stock. Under this plan, we have
issued options to purchase 143,322 shares at $0%220 per share, including 10,000 options teifla¥. Smith. We will issue no further
options under the plan. The plan is administereduryboard of directors. Subject to the provisiohthis plan, the board determines who will
receive options, the number of options grantednthener of exercise and the exercise price of piieres. The term of incentive stock opti
granted under the plan may not exceed ten yeaftweoyears for options granted to an optionee egmhore than 10% of our voting stock.
The exercise price of an incentive stock optiomggd under this plan must be equal to or greater the fair market value of the shares of
common stock on the date the option is granted.ekeecise price of a nogualified option granted under this plan must beagdp or greate
than 85% of the fair market value of the sharesusfcommon stock on the date the option is gramtadncentive stock option granted to an
optionee owning more than 10% of our voting stoclshihave an exercise price equal to or greaterxh@fo of the fair market value of our
common stock on the date the option is granted.

The 2001 stock option plan authorizes ussaé options to purchase up to 550,000 shares @ooumon stock. Under this plan, as of
April 30, 2001, we had granted options to purchZ&k 000 shares at an exercise price equal or gribate the value of the common stock
portion of the initial per unit public offering jme in this offering, including 60,000 options tazk W. Smith. The plan is administered by
our board of directors. Subject to the provisiohth plan, the board determines who will receiyptions, the number of options granted, the
manner of exercise and the exercise price of thierp The term of incentive stock options graniader the plan may not exceed ten years,
or five years for incentive stock options granteém optionee owning more than 10% of our votinglst The exercise price of an incentive
stock option granted under this plan must be eguai greater than the fair market value of thea®af our common stock on the date the
option is granted. The exercise price of a nonitjedloption granted under this plan must be edoalr greater than 85% of the fair market
value of the shares of our common stock on the thh@teption is granted. An incentive stock optioarged to an optionee owning more than
10% of our voting stock must have an exercise ol to or greater than 110% of the fair marledti® of our common stock on the date
option is granted.

Employment agreements

In July 1998, we entered into an employmenéament with Patrick W. Smith pursuant to whiclafesed to serve as our chief executive
officer. The agreement is for an initial three-ygam ending June 30, 2001, and is automaticatigwed for a tworear term on such date ¢
every two years
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thereafter unless we give Mr. Smith oyear prior notice of termination, if the terminatits without cause. The agreement provides for al
base compensation in the amount of $65,000, whitbuat may be increased based on performance. 16, 200 Smith’s salary was
increased to $90,000. We may terminate this agreewi¢h or without cause. Should we terminate theeament without cause, upon a
change of control or upon his death or disabibity;, chief executive officer is entitled to compeimaequal to 12, 24 or 18 months of salary,
respectively.

CERTAIN TRANSACTIONS

In 1998, Mr. Bruce R. Culver, a director &AJER, loaned us $622,525. In March 1998, $150,Gich amount was converted into
20,833 shares of our common stock at an estimatier wf $7.20 per share. In December 1998, we dsbtre Culver a promissory note for
$472,525, the remaining amount due. The note hiegnest at a rate of 10% per year and matures1J@@02.

In 1999, Mr. Culver loaned us $1,500,000cetturn, in April 1999, we issued him a promissoogenfor $500,000 at an effective interest
rate of 27.1% per year to mature October 31, 28A6,1,666,667 shares of our common stock at a pfi$6.60 per share. These shares were
subject to a repurchase agreement between Mr. Caihcbus that allowed us to repurchase the shianessrnet certain operating performance
criteria. We met the criteria and repurchased tfages from Mr. Culver in July 2000 in exchangedgromissory note in the amount of
$1,000,000. We consolidated this note and the A®99 note into a new note for $1,500,000 whichiedrinterest at bank prime, which was
9.5% at December 31, 2000, plus 1%. We repaid ¢merote in full in April 2001 with the proceedsafoan from a commercial bank.

In March 1999, Mr. Culver loaned us $100,08%] in July 1999, Mr. Culver loaned us $50,00C Télated notes carry interest at a raf



10% and mature July 2002. In May 2000, Mr. Culearled us an additional $200,000 at an interesofat8%, due July 1, 2002.

We have used all amounts loaned to us byQulver to fund our working capital needs. As of ABO, 2001, the aggregate principal
amount due to Mr. Culver under the above notesanding on such date was $822,525 plus accruecksitef $166,637. Under certain
circumstances, Mr. Culver has agreed to extendiduerity of these notes.

In September 1999, we sold Mr. Culver 151,84&res of our common stock for $3.30 per shararfaggregate purchase price of
$500,000.

In July 2000, we issued Mr. Culver a warranpurchase 22,727 shares of our common stoclpatea of $3.30 per share in connection
with his provision of a $1,500,000 loan to us iclsmonth. These warrants expire July 31, 2005.

In 1998, Mr. Phillips W. Smith, our chairmdoaned us $725,691 to fund our working capitaldseén March 1998, $150,000 was
converted into 20,833 shares of common stock &stimated fair value of $7.20 per share and $120v@s repaid. In December 1998, we
issued a promissory note for $455,691, the remgiamount due. The note bears interest at a rat8%fper year and matures July 1, 2002.
Further, Mr. Smith has deferred expenses in theuatnaf $99,794, which has been formalized in a het@ring 10% interest, which matured
December 31, 2000. Under certain circumstancesSkiith has agreed to extend the maturity of thesesn As of April 30, 2001, the
aggregate principal amount due to Mr. Smith undesé¢ notes was $555,485 plus accrued interest3ef,®42.

In the event this offering is not complete® have an agreement with Mr. Smith and Mr. Culvieereby we may extend the maturity c
of their outstanding notes for a period not to @24 months. We may retire the debt at any tinteaut penalty. In addition, Mr. Culver h
established a non-revocable letter of credit inatm®unt of $500,000 on our behalf that we may adartd any shortfalls in monthly working
capital requirements until we can make other fimagmarrangements, and provided us a related letteupport.
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In 1999, Mr. Smith worked as a full-time agtwi to us and was compensated solely by a five-yeiion on 16,667 shares of our common
stock with an exercise price of $0.66 per share.

In July 1999, Malcolm W. Sherman, a stockko|dbaned us $75,000 to acquire production equipnide related note carries interest at
9.18% and matures July 1, 2001. In May 2000, weeid$vir. Sherman an option to purchase 3,333 sloi@msr common stock at an exercise
price of $0.22 per share in connection with histicwring provision of services to us following hietirement as a full-time employee and in
consideration of his provision of the loan.

Our board of directors has approved all taatisns that we have entered into with relatedigarHowever, until January 2001, we did not
have any disinterested, independent directorsrsgimi our board of directors. Consequently, nonauofrelated party transactions effected
prior to such date were approved by disinterestetipendent directors at the time of the transactur two disinterested, independent
directors have since determined that our relatety pansactions that were entered into prior tohsdate and continue in effect, including the
outstanding loans from Messrs. Culver and Smitinstcare on terms no less favorable to us than wiel @btain from unaffiliated parties, and
have ratified these transactions. We derived nemeg from related party transactions during theafigear ended December 31, 2000.

On an ongoing basis, all related party tratisas will be reviewed by our board of directdtss the policy of our board of directors that
all proposed transactions by us with our directofficers, fivepercent stockholders and their affiliates, inclgdiorgiveness of any loan frc
us to any such person, be entered into or appronkdf such transactions are on terms no lessréhle to us than we could obtain from
unaffiliated parties, are reasonably expected teefieus and are approved by a majority of thentésested, independent members of our
Board of Directors. Such independent directorsaatborized to consult with independent legal cobiaseur expense in determining whether
to approve any such transaction.
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PRINCIPAL STOCKHOLDERS

The following table sets forth certain infation regarding the beneficial ownership of our owon stock as of March 15, 2001, and as
adjusted to reflect the sale of 800,000 units is tififering, by:

» each person or group of affiliated persons knowetthe beneficial owner of more than 5% of oustartding
common stock



* each of our director:
* our chief executive officer; ar
« all of our directors and executive officers as augr.

As of such date, there were 1,510,754 stafresmmon stock outstanding before giving effedtht® sale of units in this offering. We
believe that, except as otherwise described bedash named beneficial owner has sole voting angstnvent power with respect to the
shares listed.

Number of Percentage Percentage
Shares Beneficially Beneficially
Beneficially Owned Before Owned After
Name of Beneficial Ownet Owned This Offering This Offering
Bruce R. Culver(1 491,14¢ 31.% 17.%%
Phillips W. Smith(2] 388,94 25.4% 14.2%
Patrick W. Smith(3 363,11¢ 23.8% 13.2%
Thomas P. Smith(4 219,20t 14.2% 8.C%
Malcolm W. Sherman(t 123,79t 8.2% 4.€%
Karl F. Walter(6) 417 * *
Matthew R. McBrady(7 417 * *
All directors and executive officers as a groupp@rsons)(8 1,478,92 92.1% 52.1%

The address of each person identified intdiie is c/o 7860 East McClain Drive, Suite 2, &mxtale, Arizona 85260.

As of March 15, 2001, we had nine stockhalder

* less than 19
(1) Includes 31,061 shares subject to warrants thagaecisable within 60 day
(2) Includes 21,297 shares subject to options or wemthiat are exercisable within 60 da
(3) Includes 12,784 shares subject to options thagxeecisable within 60 day
(4) Includes 12,784 shares subject to options thagxeecisable within 60 day
(5) Includes 3,333 shares subject to options that>arcesable within 60 day
(6) Includes 417 shares subject to options that aneisable within 60 day:
(7) Includes 417 shares subject to options that anecisable within 60 day:
(8) Includes 94,432 shares subject to options or wemthiat are exercisable within 60 da
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DESCRIPTION OF SECURITIES

Upon completion of the offering, our authedzcapital stock will consist of 50,000,000 sharesommon stock, $0.00001 par value, and
25,000,000 shares of preferred stock, $0.0000¥:gdae, of which there will be 2,710,754 sharesarhmon stock and no shares of preferred
stock outstanding. Our certificate of incorporaténd bylaws provide further information about oapital stock.

Units

Each unit consists of one and -half shares of common stock and one anc-half public warrants, each whole warrant to purehaise



additional share of common stock. The common séomekwarrants will trade only as a unit for at le2Gdays following this offering. The
underwriter will then determine when the units saps after which the common stock and the publcrants will trade separately.

Common stock

Holders of our common stock are entitledrie gote for each share on all matters submittedsimckholder vote and may not cumulate
their votes. Holders of common stock are entittedhare in all dividends that the board of diresitor its discretion, declares from legally
available funds. In the event of our liquidatiorssilution or winding up, each outstanding shatéles its holder to participate pro rata in all
assets that remain after payment of liabilities after providing for each class of stock, if angyimg preference over the common stock.

Holders of our common stock have no convergiweemptive or other subscription rights, andetae no redemption provisions
applicable to our common stock. The rights of thilars of common stock are subject to any righas thay be fixed for holders of preferred
stock. All outstanding shares of common stock ang, the shares underlying all options and publicavas will be, duly authorized, validly
issued, fully paid and non-assessable upon ouangsuof these shares.

Preferred stock

Our certificate of incorporation provides the issuance of up to 25,000,000 shares of pezfestock. As of the date of this prospectus,
there are no outstanding shares of preferred s&dhject to certain limitations prescribed by lavd ghe rights and preferences of the
preferred stock, our board of directors is auttestjavithout further stockholder approval, from tihoetime to issue up to an aggregate of
25,000,000 shares of our preferred stock, in ormaare additional series. Each new series of predestock may have different rights and
preferences that may be established by our boaddextors. A majority of our disinterested, indagent directors must approve any issug
by us of our preferred stock.

The rights and preferences of future seriggeferred stock may include:

* number of shares to be issu

« dividend rights and dividend rate

* right to convert the preferred stock into a differg/pe of security

* voting rights attributable to the preferred stc

* right to receive preferential payments upon a tigtion of the compan

* right to set aside a certain amount of assetsdgments relating to the preferred stock;
* prices to be paid upon redemption of the prefestedk.
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Public warrants
General

Each public warrant entitles the holder tochase one share of our common stock at an exgnitseper share of 110% of two-thirds of
the initial public offering price of the units. Tlegercise price is subject to adjustment upon toeitwence of certain events as provided in the
public warrant certificate and summarized belowr @ublic warrants may be exercised at any timerdutine period commencing 30 days
after this offering and ending on the fifth annseamy date of the closing of this offering, whichhg expiration date. Those of our public
warrants which have not previously been exerciséicexpire on the expiration date. A public warrdrider will not be deemed to be a
holder of the underlying common stock for any pweantil the public warrant has been properly eésect

Separate transferability

Our common stock and public warrants wiltiganly as a unit for at least 30 days followinig thffering. The underwriter will then
determine when the units separate, after whiclcéinemon stock and the public warrants will tradeasefely. The underwriter intends to
separate the units 30 days after this offering mthseforeseen circumstances. We will announce aack the separation of the units by a
public press release. Upon separation, unit holdékseceive certificates for the common stock gnublic warrants in exchange for their u



certificates. Unit holders will receive cash in flace of any fractional shares of common stockamtional warrants created in connection
with the separation of the units. The amount ohqaed for any fractional interest in common stockvarrants will be equal to 50% of the
closing price of our common stock and warrantgpeesvely, on the date of separation of the units.

Redemption

We have the right to redeem the public wasr@sued in this offering at a redemption pric&@225 per public warrant after providing
30 days prior written notice to the public warrhotders, if at the time of the notice, the basicineome per share of our common stock as
confirmed by audit for a 12-month period precedimg date of the notice is equal to or greater $8a00. We will send the written notice of
redemption by first class mail to public warrantdess at their last known addresses appearing®retfistration records maintained by the
transfer agent for our public warrants. No othenf@f notice by publication or otherwise will begrered. If we call the public warrants for
redemption, they will be exercisable until the elas business on the business day next precedingptcified redemption date.

Exercise

A public warrant holder may exercise our prilarrants only if an appropriate registratiortestaent is then in effect with the Securities
and Exchange Commission and if the shares of comstomk underlying our public warrants are qualifiedsale under the securities laws of
the state in which the holder resides.

Our public warrants may be exercised by @elhg to our transfer agent the applicable pubkerant certificate on or prior to the
expiration date or the redemption date, as appbcatith the form on the reverse side of the cedife executed as indicated, accompanied by
payment of the full exercise price for the wholemoer of public warrants being exercised. Warrardg only be exercised to purchase whole
shares. Public warrant holders will receive casiaktp the current market value of any fractioméiest, which will be the value of one
whole interest multiplied by the fraction thereiofthe place of fractional warrants that remaiemaéxercise if they would then hold warrants
to purchase less than one whole share. Fractibaats will not be issued upon exercise of our pulsrrants.
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Adjustments of exercise price

The exercise price is subject to adjustmientideclare any stock dividend to stockholdersféect any split or reverse split with respect
to our common stock. Therefore, if we effect arocktsplit or reverse split with respect to our coomnstock, the exercise price in effect
immediately prior to such stock split or reverskt syll be proportionately reduced or increasegspectively. Any adjustment of the exercise
price will also result in an adjustment of the nembf shares purchasable upon exercise of a pwhlicant or, if we elect, an adjustment of
the number of public warrants outstanding.

Prior warrants

As of the date of this prospectus, we hagedsand outstanding warrants to purchase 52,72@sb&our common stock at a weighted
average exercise price of $4.71, the forms of whiate been filed as exhibits to the registratiaeshent of which this prospectus is a part.

Registration rights

All holders of registration rights contain@edagreements with us have waived such rights imeotion with this offering. In connection
with this offering, we have granted the underwriéthis offering warrants to purchase shares ofomunmon stock. These underwriter's
warrants, as well as the shares of common stockvandints included in the units issuable upon egeraf the underwriter's warrants, are
being registered on the registration statementto€hvthis prospectus is a part. We will cause #ggstration statement to remain effective
until the earlier of the time that all of the undeiter’s warrants have been exercised and thewlhieh is five years after the effective date of
this offering. The common stock and warrants isgodtie underwriter upon exercise of these warraiitde freely tradeable. We will bear
all expenses incurred in connection with the regiin of the shares of common stock and warrardisided in the units issuable upon the
exercise of the underwriter’s warrants.

Federal income tax considerations

The following discussion sets forth the mialefiederal income tax consequences, under culagntrelating to the purchase and sale of
units and the underlying common stock and warrdrtte.discussion is a summary and does not dealalitspects of federal taxation that
may be applicable to an investor. It does not a®rsspecific facts and circumstances that may leeast to a particular investor’s tax
position. Some holders, such as dealers in segsiriisurance companies, tax exempt organizatioresgn persons and those holding
common stock or warrants as part of a straddleedgé transaction, may be subject to special rbksare not addressed in this discussion.
This discussion is based only on current provisfitbe Internal Revenue Code of 1986, as ameradetlpn administrative and judicial
interpretations as of the date of this prospe&lisf which are subject to change. You should aitingour own tax advisor as to the spec



tax consequences to you of this offering, includimg applicability of federal, state, local andeign tax laws.
Allocation of Purchase Price

Each unit as a whole will have a tax basisaétp the cost of the unit. The measure of incomiess from some of the transactions
described below depends on the tax basis in eattteafiarrant and the share of common stock conmgrigie unit. We have allocated the
purchase price between the warrant and the cominok so that the tax basis for the warrant wilklogial to 20% of the price of the unit and
the tax basis for the common stock will be equa@®b of the price of the unit. If you disagree wtitle allocation, please see your tax advisor
for advice on how to notify the Internal Revenuev&e that you disagree with the allocation andnela different basis.
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Exercise or Sale of Warrants

No gain or loss will be recognized by a holdka warrant on the purchase of shares of comstmrk for cash on an exercise of a warrant,
except that gain will be recognized to the extestcis received in the place of fractional sharegasrants. The tax basis of common stock
received upon exercise of a warrant will equalghin of the tax basis of the exercised warrant haexercise price. The holding period of
the common stock acquired will begin on the dagevilarrant is exercised. It does not include thépeturing which the warrant was held.

Gain or loss from the sale or other dispositf a warrant will be capital gain or loss tohtdder if the common stock to which the
warrant relates would have been a capital asgbeiholder’'s hands. This capital gain or loss héllongterm capital gain or loss if the holc
has held the warrant for more than one year diitie of the sale, disposition or lapse. If we redeewarrant, the holder generally will rea
capital gain or loss. Individuals generally havaaimum federal income tax of 20% on long term tdmjains. The deduction of capital
losses is subject to limitations.

Sale of Common Stock

A holder who sells common stock other thandnnection with a tax free reorganization of irod us will recognize gain or loss in an
amount equal to the difference between the amaatized and the holder’s tax basis in the commockstGenerally, the holder'tax basis il
the common stock will equal the portion of the yprite that was allocable to the common stockhdf¢dommon stock is a capital asset in the
holder’s hands, gain or loss upon the sale of tmenagon stock will be a long-term or short-term calpifain or loss, depending on whether the
common stock has been held for more than one yadividuals generally have a maximum federal incdaeeof 20% on long-term capital
gains. The deduction of capital losses is subgetitrtitations.

Expiration of Warrants Without Exercise

If a holder of a warrant allows it to expoelapse without exercise, the expiration or lapkebe treated as a sale or exchange of the
warrant on the expiration date. The holder will&@aloss equal to the amount of such holder’s #sxshin the lapsed warrant. If the warrant is
a capital asset in the hands of the holder, thewak be a long-term or short-term capital losspednding on whether the warrant was held for
more than one year. The deduction of capital lossssbject to limitations.

Anti-takeover provisions of our charter documents

Our certificate of incorporation and bylawslude a number of provisions that may have thecefif delaying or preventing a change of
control of TASER:

* Our board is divided into three classes, with edabs serving a three-year staggered term, sotigghird of the
board iselected each yes

» The authorized number of our directors can be obadimaly by resolution of the board of directc
» We can issue preferred stock without any vote ghér action by stockholder

* Any action required or permitted to be taken by stockholders at an annual or a special meetinglid only if
it is properly brought before the meeting, and tenitstockholder action is valid only if unanimoasd

» Our bylaws limit persons who may call a special timgeof our stockholder:

These provisions may deter hostile takeovers aydehanges in control of our management, whichccdepress the market price of «



securities.
Transfer agent and public warrant agent
The transfer agent for our common stock aralip warrants is US Stock Transfer Corporatiorgrtaale, California.
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SHARES ELIGIBLE FOR FUTURE SALE
This offering

Upon completion of this offering, we expextiave 2,710,754 shares of common stock outstandésgming no exercise of outstanding
options or warrants, or 2,890,754 shares if theeamdter's over-allotment is exercised in full. @kese shares, the 1,200,000 shares of
common stock issued as part of the units soldighdfiering will be freely tradeable without restions or further registration under the
Securities Act of 1933, except that any shareshased by our “affiliates,As that term is defined under the Securities Aaly generally onl
be sold in compliance with the limitations of Ri#4 under the Securities Act. The 1,200,000 shafreemmon stock underlying the public
warrants issued as part of the units sold in tffexiag will also be freely tradeable after exeecsf the warrants, except for shares held by our
affiliates.

Outstanding restricted stock

The 1,510,754 outstanding shares of commmrksdteld by our existing stockholders are restdaecurities within the meaning of
Rule 144 and may not be sold in the absence aftratjon under the Securities Act unless an exempgtom registration is available,
including the exemption from registration offergdRule 144. Holders of all of our outstanding riesérd shares of common stock have ag
not to sell or otherwise dispose of any of thearsls of common stock for a period of one year afvenpletion of this offering, without the
underwriter’s prior written consent, subject totaar limited exceptions. Prior to the expirationtlfs lock-up period, no shares of our
outstanding restricted common stock may be sottaérpublic market pursuant to Rule 144. After thpietion of this lock-up period, or
earlier with the underwriter’s prior written conseall 1,510,754 of these outstanding restricteatatimay be sold in the public market
pursuant to Rule 144,

In general, under Rule 144, as currentlyfiaot, beginning 90 days after the date of thisspextus, a person who has beneficially owned
restricted shares for at least one year, includipgrson who may be deemed to be our affiliate, setlyithin any three-month period a
number of shares of common stock that does notkekaespecified maximum number of shares. This maxins equal to the greater of 1%
of the then outstanding shares of our common stotke average weekly trading volume in the commstork during the four calendar weeks
immediately preceding the sale. Sales under Rudeatd also subject to restrictions relating to nearof sale, notice and availability of
current public information about us. In additionder Rule 144(k) of the Securities Act, a perso ighnot our affiliate, has not been an
affiliate of ours within three months prior to teale and has beneficially owned shares for at teasyears would be entitled to sell such
shares immediately without regard to volume linnitlas, manner of sale provisions, notice or othquirements of Rule 144.

Preferred stock
As of March 15, 2001, we had no shares diepred stock outstanding.
Options

Beginning 90 days after the date of this peasus, certain shares issued or issuable upax#reise of options granted by us prior to the
date of this prospectus will also be eligible falesin the public market pursuant to Rule 701 unkderSecurities Act, except that 1,927,032 of
these shares are subject to the lock-up agreemisotsssed above. Pursuant to Rule 701, personpuricbase shares upon exercise of
options granted under a written compensatory ptarootract may sell such shares in reliance on Rdtewithout having to comply with the
holding period requirements of Rule 144, and indhse of non-affiliates, without having to complithathe public information, volume
limitation or notice provisions of Rule 144. AsMfrch 15, 2001, we had options outstanding to pase34,322 shares of common stock
which have not been exercised and which becomeisabite at various times in the future. Any shasesged upon the exercise of these
options will be eligible for sale pursuant to Ril&l.
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We intend to file registration statementd-@nm S-8 under the Securities Act to register agprately 434,322 shares of our common
stock issuable under our stock option plans. Thegistration statements are expected to be filedinvthree to six months after t



completion of this offering. Shares of our commtock issued upon the exercise of stock options #iteeffective date of the Form S-8
registration statements will be eligible for resal¢he public market without restriction, subjéztRule 144 limitations and the lock-up
agreements discussed above.

Warrants

As of March 15, 2001, we had warrants outiitegto purchase 52,727 shares of common stockhafaee not been exercised and which
are currently exercisable. Any shares issued uperxercise of these warrants will be eligibledale pursuant to Rule 144, except that these
shares are also subject to the lock-up agreemestisssed above.

Underwriter’s warrants

In connection with this offering, we have egpl to issue to the underwriter warrants to puel88s000 units. The underwriter's warrants
will be exercisable for units at any time during four-year period commencing one year after thectfe date of this offering. We will
cause the registration statement to remain effectitil the earlier of the time that all of the endriter’s warrants have been exercised and
the date which is five years after the effectiveeds this offering. The common stock and warrasgsied to the underwriter upon exercise of
these warrants will be freely tradeable.
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UNDERWRITING

Paulson Investment Company, Inc. is the umdgar of this offering. We and the underwriter baantered into an underwriting agreement
with respect to the units being offered. In coniwmectvith this offering and subject to certain cdratis, the underwriter named below has
agreed to purchase, and we have agreed to sefiuthber of units set forth opposite its name.

Underwriter Number of Units
Paulson Investment Company, i 800,00(
Total 800,00

The underwriting agreement provides thatuth@erwriter is obligated to purchase all of thetsipifered by this prospectus, other than
those covered by the over-allotment option, if anits are purchased. The underwriting agreemeatmtsvides that the obligations of the
underwriter to pay for and accept delivery of tinésiare subject to the approval of certain legatters by counsel and certain other
conditions. These conditions include the requireiémat no stop order suspending the effectiveokE® registration statement be in effect
and that no proceedings for such purpose haveihsttuted or threatened by the Securities and Brge Commission.

The underwriter has advised us that it prepde offer our units to the public initially aktleffering price set forth on the cover page of
this prospectus and to selected dealers at such lgss a concession of not more than $0.60 perTime underwriter and selected dealers
reallow a concession to other dealers, includirguihderwriter, of not more than $0.10 per uniteAftompletion of the initial public offering
of the units, the offering price, the concessiansdlected dealers and the reallowance to theledemay be changed by the underwriter.

A limited number of units, not to exceed faarcent of the units sold in this offering, wié hllocated and sold to certain of our
employees, friends and family members and to ssddetv enforcement officers as part of this offgriNo specific number of units have b
reserved for this purpose. The units sold to tipesehasers will be sold at the initial public offey price of the units and will not be subjec
a lock-up agreement.

The underwriter has informed us that it doesexpect to confirm sales of our units offeredHig prospectus to any accounts over which
it exercises discretionary authority.

Over-allotment option

Pursuant to the underwriting agreement, we ligianted the underwriter an option, exercisaieélb days from the date of this
prospectus, to purchase up to an additional 120)8@6 on the same terms as the units being puedhagthe underwriter from us. The
underwriter may exercise the option solely to cawegr-allotments, if any, in the sale of the utfitat the underwriter has agreed to purchase.
If the over-allotment option is exercised in fule total public offering price, underwriting disgds and commissions, and proceeds to us
before offering expenses will be $11,960,000, $336 and $11,003,200, respectively.

Stabilization



Until the distribution of the units offered this prospectus is completed, rules of the S@earand Exchange Commission may limit the
ability of the underwriter to bid for and to pursleaunits. As an exception to these rules, the writer may engage in transactions that
stabilize the price of the units. The underwriterynengage in over-allotment sales, stabilizingsaations, syndicate covering transactions
and penalty bids in accordance with Regulation Maurthe Securities Exchange Act of 1934.
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» Over-allotment involves syndicate sales in excess obffexing size, which creates a syndicate shoritjoos

« Stabilizing transactions permit bids to purchaseuhderlying security so long as the stabilizingslkio not
exceed a specified maximu

 Syndicate covering transactions involve purchaséseocommon stock and public warrants in the apanket
after the distribution has been completed in otdeover syndicate short positions. The underwntay also
elect to reduce any short position by exercisihgrpart of the overllotment option to purchase additional ul
as described abov

* Penalty bids permit the underwriter to reclaim lirggconcession from a syndicate member when thesu
originally sold by the syndicate member are purebdas a syndicate covering transaction to coved®ate short
positions.

Short sales involve the sale by the undeewaf a greater number of shares than it is requgurchase in this offering. Covered short
sales are sales made in an amount not greatetitbamderwriter’s over-allotment option to purchasditional shares in this offering. In
determining the source of shares to close outakiered short position, the underwriter will considamong other things, the price of shares
available for purchase in the open market as coegpaith the price at which it may purchase sharesugh the ovesllotment option. Nake
short sales are sales in excess of the over-alidgtoption. A naked short position is more likelyb®e created if the underwriter is concerned
that there may be downward pressure on the pritieeashares in the open market after pricing thatccadversely affect investors who
purchase in this offering.

In general, the purchase of a security tbikkta or to reduce a short position could causegtice of the security to be higher than it might
be otherwise. These transactions may be effectdtherNasdag SmallCap Market or otherwise. Neithenar the underwriter can predict
direction or magnitude of any effect that the temti®ns described above may have on the priceeatiiits. In addition, neither we nor the
underwriter can represent that the underwriter enfjage in these types of transactions or thaé ttypes of transactions, once commenced,
will not be discontinued without notice.

Indemnification

The underwriting agreement provides for inddivation between us and the underwriter agaipstgied liabilities, including liabilities
under the Securities Act, and for contribution lsyamd the underwriter to payments that may be requo be made with respect to those
liabilities. We have been advised that, in the apirof the Securities and Exchange Commission,nmdfication for liabilities under the
Securities Act is against public policy as exprddsehe Securities Act and is therefore unenfdotza

Underwriter's compensation

We have agreed to sell the units to the umdiar at the initial offering price of $13.00, kethe 8.0% underwriting discount. The
underwriting agreement also provides that uporctbging of the sale of the units offered, the undier will be paid a nonaccountable
expense allowance equal to 2.5 percent of the gnaeeeds from the sale of the units offered by pinospectus, including the over-allotment
option.

We have also agreed to issue warrants tantderwriter to purchase from us up to 80,000 watitsn exercise price per unit equal to 120%
of the offering price per unit. These warrantsexercisable during the four-year period beginning gear from the date of effectiveness of
the registration statement. These warrants, anddbarities underlying the warrants, are not trenadfle for one year following the effective
date of the registration, except to an individuhbvis an officer or partner of the underwriter vyl or by the laws of descent and
distribution, and are not redeemable. These warnaitithave registration rights. We will cause tiegjistration statement to remain effective
until the earlier of the time that all of the undeiter’s warrants have been exercised and thewlaieh is five years after the
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effective date of this offering. The common stookl avarrants issued to the underwriter upon exerfiskese warrants will be freely
tradeable.

The holders of the underwriter’'s warrantd Wéve, in that capacity, no voting, dividend dnextstockholder rights. Any profit realized by
the underwriter on the sale of the securities iskuapon exercise of the underwriter's warrants in@yleemed to be additional underwriting
compensation. The securities underlying the undeewis warrants are being registered on the regfistn statement. During the term of the
underwriter's warrants, the holders thereof aregithe opportunity to profit from a rise in the ketrprice of our common stock. We may
find it more difficult to raise additional equitypital while the underwriter’'s warrants are outdiag. At any time at which the underwriter’s
warrants are likely to be exercised, we may be t&btibtain additional equity capital on more fadmdeaterms.

Lock-up agreements

Our officers, directors and other stockhaddesive agreed that for a period of one year fradtte this registration statement becomes
effective that they will not sell, contract to sgjfant any option for the sale or otherwise dispafsany of our equity securities, or any
securities convertible into or exercisable or exgfgable for our equity securities, other than thhoimtrafamily transfers or transfers to tru
for estate planning purposes, without the consktiteounderwriter, which consent will not be un@aably withheld. The underwriter may
consent to an early release from the one-year lpcgeriod if in its opinion the market for the commstock would not be adversely impac
by such sales and in cases of an officer, diremtother stockholder’s financial emergency. Welaraware of any officer, director or current
stockholder who intends to ask for consent to dispaf any of our equity securities during the lagkperiod.

Determination of offering price

Before this offering, there has been no mutnlarket for the units and the common stock andigpularrants contained in the units.
Accordingly, the initial public offering price ohé units offered by this prospectus and the exemmige of the public warrants were
determined by negotiation between us and the urrderwAmong the factors considered in determirtimgyinitial public offering price of the
units and the exercise price of the public warrarese:

* our history and our prospec

* the industry in which we operat

* the status and development prospects for our peabpoducts and service
e our past and present operating resi

* the previous experience of our executive officars]

« the general condition of the securities markethatime of this offering

The offering price stated on the cover paghie prospectus should not be considered an atidic of the actual value of the units. That
price is subject to change as a result of markeditions and other factors, and we cannot assurdhat the units, or the common stock and
public warrants contained in the units, can beldeabor above the initial public offering price.

LEGAL MATTERS

The validity of the securities being offefeeteby will be passed upon on our behalf by Torkanp LLP, Portland, Oregon. Certain legal
matters will be passed upon for the underwriteWsiss Jensen Ellis & Howard, P.C., Portland, Oregon
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EXPERTS

The financial statements as of and for thewryended December 31, 1999 and 2000 includedsiptbspectus have been audited by
Arthur Andersen LLP, independent public accountaagsndicated in their reports with respect therahd are included herein in reliance
upon the authority of said firm as experts in andiand accounting and in giving said reports.

WHERE YOU CAN FIND MORE INFORMATION

We have filed a registration statement omF8E-2 under the Securities Act with the Securities Brdhange Commission with respec



the units offered hereby. This prospectus filepas of the registration statement does not corghiof the information contained in the
registration statement and exhibits thereto anefeeice is hereby made to such omitted informaStatements made in this registration
statement are summaries of the terms of such refedecontracts, agreements or documents and arecessarily complete. Reference is
made to each such exhibit for a more complete gy of the matters involved and such statemeh#dl be deemed qualified in their
entirety by such reference. The registration statérand the exhibits and schedules thereto filed thie Securities and Exchange
Commission may be inspected by you at the Secsiatiel Exchange Commission’s principal office in YWagton, D.C. Copies of all or any
part of the registration statement may be obtafr@d the Public Reference Section of the Securaes Exchange Commission, 450 Fifth
Street, N.W., Washington, D.C. 20549, (202) 9423@thd at the Commission’s regional offices locate8even World Trade Center,

13th Floor, New York, New York 10048 and NorthwestAtrium Center, 500 West Madison Street, SuitéQll, Chicago, Illinois 60661.
The Commission also maintains a website at httpaiveec.gov that contains reports, proxy statemamtisinformation statements and other
information regarding registrants that file eleaioally with the Commission. For further informatipertaining to us and the units offered by
this prospectus, reference is made to the redgimtratatement.

We intend to furnish our stockholders witmaal reports containing financial statements addig our independent public accountants.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors of
TASER International, Inc.:

We have audited the accompanying balancasb&é& ASER International, Inc. (a Delaware corpiorg as of December 31, 1999 and
2000, and the related statements of operationsktstdders’ deficit and cash flows for each of the tyears in the period ended December 31,
2000. These financial statements are the respditsitfi the Company’s management. Our responsibiitto express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance withiteng standards generally accepted in the UnitiadeS. Those standards require that we
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstaements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asairgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements nefd to above present fairly, in all material regpgethe financial position of TASER
International, Inc. as of December 31, 1999 and280d the results of its operations and its ckstsffor each of the two years in the period
ended December 31, 2000, in conformity with acciognprinciples generally accepted in the Unitede&ta

ARTHUR ANDERSEN LLF

Phoenix, Arizona
April 30, 2001
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TASER INTERNATIONAL, INC.

BALANCE SHEETS
December 31, 1999 and 2000

1999 2000
Assets
Current Assets
Cash and cash equivalel $ 54,90t $ 206,40¢
Accounts receivable, net of allowance of $48,000989 and
$55,000 in 200! 121,92: 312,68:
Inventory 158,16’ 221,16¢
Prepaids and othi 14,04: 24,53t
Total current asse 349,03t 764,79:
Property and Equipment, n 256,11( 274,27
Total asset $ 605,14t $ 1,039,061
| |
Liabilities and Stockholders’ Deficit
Current Liabilities:
Current portion of note payak $ 112,00( $ 100,00(
Current portion of notes payable to related pa 1,664,77. 124 ,57:
Current portion of capital lease obligatic 19,17¢ 22,171
Accounts payable and accrued liabilit 574,98t¢ 589,94¢
Customer deposi 62,315 539,32¢
Inventory financing payabl 189,98 189,98
Accrued interest, primarily to related part 138,94. 268,13:
Total current liabilities 2,762,17 1,834,13
Notes Payable to Related Parties, net of currentiopc 74,781 2,778,21!
Capital Lease Obligations, net of current por 19,97¢ 43,92¢
Total liabilities 2,856,93! 4,656,28.
Commitments and Contingenci
Stockholder Deficit:
Preferred Stock, 0.00001 par value per share; Albmshares
authorized; 0 shares issued and outstanding atnileere31,
1999 and 200 — —
Common stock, 0.00001 par value per share; 50anihares
authorized; 3,177,421 and 1,510,754 shares issutdw@standing
at December 31, 1999 and 2(C 32 32
Additional paic-in capital 4,068,81 4,256,55!
Deferred compensatic — (79,920
Common Stock held in treasury, at cost, 0 and 1@@&6shares at
December 31, 1999 and 20 — (1,000,001
Accumulated defici (6,320,63) (6,793,88)
Total stockholder deficit (2,251,79) (3,617,21)
Total liabilities and stockholde’ deficit $ 605,14t $ 1,039,06!



The accompanying notes are an integral part oktbatance sheets.
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TASER INTERNATIONAL, INC.

STATEMENTS OF OPERATIONS

For the Years Ended December 31, 1999 and 2000

Net Sale:

Cost of Products Solt
Direct manufacturing expen:
Indirect manufacturing expen

Gross margir

Sales, general and administrative expel

Research and development exper

Loss from operation
Interest Expens

Net Loss

Net losses per common and common equivalent s

Basic
Diluted

Weighted average number of common and common deuivshares

outstanding
Basic
Diluted

The accompanying notes are an integral part oktfirancial statements.
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1999 2000
$ 2,208,48 $3,412,62
1,001,08; 1,350,17!
1,087,40. 488,21
120,00: 1,574,23,
1,442 61; 1,613,97"
64,22 7,131
(1,386,83) (46,88¢)
279,89 426,36
$(1,666,73) $ (473,24)
| |
$  (0.59 $ (019
(0.54) (0.19)
3,076,411 2,482,97!
3,076,411 2,482,97!

TASER INTERNATIONAL, INC.

STATEMENTS OF STOCKHOLDERS' DEFICIT
For the Years Ended December 31, 1999 and 2000

Balance, December 31, 19
Shares sold for cash to stockhol
Issuance of common sto

Stock options granted for payment of
consulting fee:

Net loss

Balance, December 31, 19

Repurchase of shares from Stockholder for
note Payabl

Common Stock Additional Treasury Stock
Paid-in
Shares Amount  Capital Shares Amount
1,359,23! $ 14 $2,567,43. — $ —
1,666,66' 17 999,98 — —
151,51! 1 499,99¢ — —
— — 1,40( — —
3,177,42: 32 4,068,81. — —
— — — (1,666,66) (2,000,001



Stock options granted for payment of Board

fee — — 79,92(
Stock options granted for payment of

consulting fee — — 13,917

Stock options and warrants granted for loan
guarantee — — 93,901
Net loss — — —
Balance, December 31, 20 3,177,42. $ 32 $4,256,55i
| | |

[Continued from above table, first column(s) repet

(1,666,66)  $(1,000,00)

[Additional columns below

Total
Deferred Accumulated Stockholders’
Compensation Deficit Deficit

Balance, December 31, 19 $ — $(4,653,90) $(2,086,45)
Shares sold for cash to stockhol — — 1,000,001
Issuance of common sto — — 500,00(
Stock options granted for payment of

consulting fee: — — 1,40(C
Net loss — (1,666,73) (1,666,73)
Balance, December 31, 19 — (6,320,63) (2,251,79)
Repurchase of shares from Stockholder

for note Payabl — — (1,000,00i)
Stock options granted for payment of

Board fee (79,920 — —
Stock options granted for payment of

consulting fee — — 13,917
Stock options and warrants granted for

loan guarantee — — 93,90"
Net loss — (473,24 (473,24)
Balance, December 31, 20 $(79,92() $(6,793,88) $(3,617,21)

| | |

The accompanying notes are an integral part ottfinancial statements.
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TASER INTERNATIONAL, INC.

STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 1999 and 2000

Cash Flows from Operating Activitie
Net loss
Adjustments to reconcile net loss to net cash (irsgrovided by
operating activitie—
Depreciatior
Change in assets and liabiliti¢
Accounts receivabl

1999 2000
$(1,666,73) $ (473,24)
179,45: 124,80:

90,47t (190,76()



Inventory 607,16" (63,007)

Prepaids and othi 16,59¢ (10,497
Accounts payable and accrued liabilit (95,150 14,96(
Customer deposi 62,315 477,01.
Accrued interes 101,65( 129,19:
Net cash (used in) provided by operating activi (704,226 8,46¢

Cash Flows from Investing Activitie
Purchases of property and equipment, (133,76() (99,759

Cash Flows from Financing Activitie
Net payments under capital lea (19,19Y (16,26¢)
Payments on note payal — (12,000
Net proceeds from notes payable to related pe 728,34 163,23t
Net borrowings (payments) under line of cre (1,329,63) —
Issuance of common sto 1,500,001 —
Deferred compensatic — (79,920
Compensatory stock optio 1,40C 187,74«
Net cash provided by financing activiti 880,91 242,79t
Net Increase in Cash and Cash Equival 42,92¢ 151,50:
Cash and Cash Equivalents, beginning of 11,971 54,90¢
Cash and Cash Equivalents, end of $ 54,90¢ $ 206,40¢
| |

Supplemental Disclosur
Cash paid for intere: $ 179,17: $ 239,55.

Noncash Investing and Financing Activitir

Acquisition of property and equipment under cagiéakes $ 33,63t $ 43,207
| |
Exchange of shares from related party for note Ipla) $ — $1,000,00!
.| |
Fair value of stock options issued for paymentasfsulting fees $ 1,40C $ 13,917
| |
Fair value of stock options and warrants issueddan guarantee $ 0 $ 93,907
.| |
Fair value of stock options and warrants issuedfmard fee: $ 0 $ 79,92
| |

The accompanying notes are an integral part oktfirancial statements.
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TASER INTERNATIONAL, INC.

NOTES TO FINANCIAL STATEMENTS
December 31, 1999 and 2000

1. The Company
a. History and Nature of Organization

TASER International, Inc. (TASER or the Comppwas incorporated and began operations in Ae2ar1993 for the purpose of
developing and manufacturing I-lethal, sel-defense devices. From its inception until the Comypsommenced production in Decem



1994, the Company was in the development stagen@tite period leading up to the start of productihe Company’s activities included
raising capital, hiring key personnel and obtairtimg necessary licenses. All production costs dutie period from inception through
December 31, 1995, consisting of research and dprent activities and limited product manufactuyiwgre expensed as incurred.

Through 1996, the Company was developingi@sature product, the AIR TASER, and establishiregmarketing channels to promote
retail sales. Significant nonrecurring expenditumese incurred, including research and developroests, the development of marketing and
sales materials, the purchase of the licensinggighthe TASER technology and trademark, andetezation of the manufacturing
operations to Mexico, which resulted in significaperating losses.

In 1997, the Company introduced a new prqdbetAUTO TASER. As a result of significant exp#arks for research and development,
manufacturing difficulties, scrap, engineering apemand other costs associated with the start thpsoproduct line, the Company continued
to experience operating losses in 1997, 1998 aB8.Ikhis product line was discontinued August 999

In 1998, the Company formally changed its edrom Air Taser, Inc. to TASER International, Irnd began development of its
ADVANCED TASER product, which was introduced fotesan December 1999.

b. Financing

The Company has been financed primarily femtmances from and investments by major stockholgledshank financing guaranteed by
major stockholders. Since inception, the Comparsydustained significant operating losses and h&e@ember 31, 2000, a deficit in
working capital of approximately $1,069,000. In #iddh, new capital will be required to fund furthemoduct development, market
penetration, working capital and future operatiditee Company believes that additional financing baé available under terms and
conditions that are acceptable to it. However,gl@mn be no assurance that additional financinigoeibvailable.

Subsequent to year end, the Company closeahefor $500,000 from an unrelated private lendad management believes its operating
cash flow throughout 2001 will be positive. In &g, in the event the Company’s contemplatedahjiublic offering is not completed, the
Company has an agreement with two major stockhehldbereby the Company may, at the Compssgle option, extend the maturity dat
the stockholders’ outstanding notes for a periodtm@xceed 24 months. The Company may also, atmepany’s sole option, retire such
debt at any time without penalty. In addition, ganatockholder has established a non-revocaltlerlef credit in the amount of $500,000 on
the Company’s behalf that the Company can usertd &ny shortfalls in the Company’s monthly capiégjuirements. The letter of credit
expires at the earlier of the closing of this affgror December 31, 2001.

c. Initial Public Offering

The Company is contemplating an initial palgffering (IPO) of 800,000 units at an estimateidegpof $13 per unit, consisting of one and
one-half shares of common stock and one and orievhalants, each whole warrant to purchase oneeghfatommon stock (Note 11).
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TASER INTERNATIONAL, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)
d. Reincorporation and Restatement of Shares

In February 2001, the Company reincorporaigtie State of Delaware. In connection with thiegerporation, the Company completed a
1-for-6 share reverse stock split. The accompanfjiremncial statements and footnotes have beenteelstar the lower number of shares of
common stock outstanding for all periods presented.

2. Summary of Significant Accounting Policies
a. Cash and Cash Equivalents
Cash and cash equivalents include funds od had short-term investments with original matesiof three months or less.
b. Inventory

Inventories are stated at the lower of cosharket; cost is determined using the most reaequisition cost method which approximates
the first-in, first-out (FIFO) method. Inventoriesnsisted of the following at December 31:



1999 2000

Raw materials and wo-in-process $131,00° $153,50¢
Finished good 27,16( 67,66
$158,16° $221,16¢

L] L]

Inventory cost in 1999 and 2000 includes prity the cost paid to an outsourced manufactuvlich included charges for material, labor
and overhead.

c. Property and Equipment

Property and equipment are stated at coslitidds and improvements are capitalized while mady maintenance and repair expenditures
are charged to expense as incurred. Depreciaticaigsilated using the straight-line method overastimated useful lives of the assets.

d. Long-Lived Assets

The Company periodically evaluates the cagyialue of long-lived assets in accordance witli€shent of Financial Accounting
Standards (SFAS) No. 12Accounting for the Impairment of Long-Lived Assetd for Long-Lived Assets to be DisposedWiider SFAS
121, long-lived assets to be held and used in tipasare reviewed for impairment whenever eventsreumstances indicate that the
carrying amount of an asset may not be fully recalvie. An impairment loss is recognized if the safrthe expected long-term undiscounted
cash flow is less than the carrying amount of tmgtlived assets being evaluated. The Company diagoognized any impairment losses
during the two year period ended December 31, 2000.

e. Customer Deposits

The Company requires certain deposits in aceaf shipment for foreign customer sales ordsr®ecember 31, 2000, customer depc
consisted primarily of one foreign customer salefen
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f. Cost of Products Sold

During 2000, the Company outsourced the askedf its finished goods, but continued to mantidiae certain small, proprietary
components internally. Prior to August 1999, alished goods were assembled internally. At Decer@be?000, cost of products sold
represents net amounts paid to a vendor to acfiniseed goods sold to customers and the manufiagteosts, including material, labor and
overhead related to the proprietary component€tirapany manufactures internally. Prior to Augu®9,Sosts of products sold included
manufacturing costs, including materials, labor emérhead related to finished goods and compon8hipping costs incurred related to
product delivery are also included in cost of pratdisold.

At December 31, 1999, included within cospaodducts sold is a one-time charge related tpt@se-out of the AUTO TASER product
line of approximately $355,000.

g. Revenue Recognition

The Company recognizes revenues when prodoetshipped and all sales are final. The Comphayges certain of its customers
shipping fees, which are recorded as a componemtagales.

On December 3, 1999, the Securities and Exgdhn&ommission issued Staff Accounting Bulletin B3Ao. 101,Revenue Recognition in
Financial Statementwhich provides additional guidance in applying gefig accepted accounting principles for revenumgaition in
financial statements. The issuance of SAB No. I@ilndt have a material impact on the revenue reitiogrmethod of the Company.

h. Use of Estimates

The preparation of financial statements infoomity with accounting principles generally actspin the United States requil



management to make estimates and assumptiondfeetttae reported amounts of assets and lialsliied disclosure of contingent assets
liabilities at the date of the financial statemeamsl the reported amounts of revenues and expduoseg the reporting period. Actual results
could differ from those estimates.

i. Advertising Costs

The Company expenses the production costidréising as incurred or the first time the adsény takes place. The Company incurred
advertising costs of $24,652 and $35,035 in 192024100, respectively. Advertising costs are inctligesales, general and administrative
expenses in the statements of operations.

j- Warranty Costs

The Company warrants its products from martufing defects for their lives and will replaceyatefective units with a new one for a §
fee. In 2000, the Company recalled a series of ANZAD TASERSs due to a defective component in corioeetith which the Company
incurred warranty expense of approximately $9,08 r@corded an additional charge of $41,000 to cesemated future warranty costs
based upon the number of units sold and the estthdgfect rate using its prior actual experience.

k. Research and Development Expenses

The Company expenses research and develomosstas incurred. The Company incurred produatldpment expense of $64,227 and
$7,137 in 1999 and 2000, respectively.
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|. Income Taxes

The Company, since inception, has qualifedm S corporation under the Internal Revenue Gouteaccordingly, is not directly subject
to income taxes. There is no provision or benefiificome taxes reflected in the accompanying fir@rstatements, since items of taxable
income and losses are reported in the individuakne of stockholders.

Subsequent to December 31, 2000, the Comamgorporated in the State of Delaware and eleitdx taxed as a C corporation. Net
operating losses (NOLS) prior to the change to@@oration accrued to the individual stockholdémcordingly, such losses are not
available to reduce future taxes payable by the g2my as a C corporation.

Upon termination of the S status, the Compamgquired to implement SFAS No. 108ccounting for Income Taxesihich requires th
calculation of existing temporary differences begwehe financial statement carrying amounts oftexgsassets and liabilities and their
respective tax bases. Management does not expeftiraplementation to have a significant impact lee €ompany.

Had the Company been a C corporation in 28802000, no federal or state income tax benefitidvbave been recorded for the NOLs
discussed above because their realizability cootda determined as more likely than not. Accorlyingo pro forma benefit for federal or
state income taxes is recorded as if the Compamg teged as a C corporation for any of the perfwmdsented. Additionally, the accumulated
deficit at the time of the S election terminatioiti Wwe reclassified to additional paid-in capital.

m. Concentration of Credit Risk and Major Custosner

Financial instruments that potentially subppe Company to concentrations of credit risk @tref accounts receivable, accounts payable
and notes payable to related parties. Sales ai@atlypmade on credit and the Company generallysdu require collateral. The Company
performs ongoing credit evaluations of its custahfénancial condition and maintains an allowancedstimated potential losses. Accounts
receivable are presented net of an allowance fabifiel accounts. Provision for bad debts was $322%d $72,905 at December 31, 1999
and 2000, respectively.

For the years ended December 31, 1999 an@, 3ates by product were as follows:

1999 2000

(000s omitted)



Sales by product line

AIR TASER $1,311 $1,241
AUTO TASER 601 24
ADVANCED TASER 80 2,09¢
Other 21¢ 49

$2,20¢ $3,41°

| |
Geographic
United State: 52% 82%
Other countrie: 48 18

10C% 10C%

Sales to customers outside of the United Statedeareminated in U.S. dollars.
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n. Financial Instruments

The Company’s financial instruments includslt, accounts receivable and accounts payabletdibe short-term nature of these
instruments, the fair value of these instrumenfg@gamates their recorded value. The Company doesawve any financial instruments with
off-balance sheet risk.

The Company has notes payable to stockholterarying terms which, based on the short-tertareaof the notes and financing obtained
from outside sources, the Company believes aredstdttheir estimated fair market value.

0. Segment Information

The Company has adopted SFAS No. I84closures About Segments of an Enterprise andt&tlInformation This statement requires
disclosure of certain information about the Compsuaperating segments, products, geographic areakich it operates and major
customers. This statement also allows a compaagdoegate similar segments for reporting purpddasagement has determined that its
operations can be aggregated into one reportablees®. Therefore, no separate segment disclosaxestieen included in the accompanying
notes to the financial statements.

p. Stock-Based Compensation

The Company measures compensation costededlastock option plans using the intrinsic vatugthod and provides pro forma
disclosures of net income (loss) and earnings lpsscommon share as if the fair value based nietilad been applied in measuring
compensation costs. Accordingly, compensation foosttock options is measured as the excess, if@rthe fair value of the Company’s
common stock at the date of measurement over tlo@@inan employee must pay to acquire the stocksaachortized over the vesting peri
generally three years.

g. Comprehensive Income

The Company has adopted SFAS No. Rporting Comprehensive Incoméhis statement requires that all components of
comprehensive income be reported in the finantdédéments in the period in which they are recoghizriring the years ended Decembet
1999 and 2000, the Company did not have any conrmteé comprehensive income requiring separatertiegan the Company’s financial
statements.

r. Income (Loss) Per Common Share

Income (loss) per common share is computeddordance with SFAS No. 12Barnings Per ShareBasic income (loss) per common
share is based upon the weighted average shagamiding. Diluted income (loss) per common shabaged on the weighted average sh



outstanding and dilutive common stock equivaleAfgproximately 144,875 and 186,049 options and wasravere not included in the
computation of diluted earnings per share for 188@ 2000, respectively, as their effect would b ditutive.

s. Recent Accounting Pronouncements

In June 1998, the Financial Standards Bassddd SFAS No. 133ccounting for Derivative Instruments and Hedgingivities. Under
SFAS 133, all derivatives are required to be recghin the balance sheet at fair value. Gainsssds from changes in fair value would be
recognized in earnings in the period of changeasnee derivative is designated as a hedging ims&nt. In June 1999, the Financial
Accounting Standards Board issued SFAS No. 137¢clwhimended SFAS 133, delaying its effective dafestal years beginning after
June 15, 2000. The Company does not currently &oyd
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derivative instruments nor does it engage in haglgtivities. The Company does not believe the siendard will impact its financial
statements.

3. Property and Equipment

Property and equipment consist of the folloyvat December 31, 1999 and 2000:

Estimated
Useful Lives 1999 2000
Leasehold improvemen 5 year $ — $ 5,00C
Production equipmet 5 year 335,05( 380,32¢
Telephone and office equipme 5 year 31,53t 31,53¢
Computer equipmet 3-5 year: 332,46 383,49.
Furniture and fixture 5-7 year: 22,76" 57,54:
721,81: 857,89!
Less: accumulated depreciati (465,707 (583,62

$ 256,11( $ 274,27

| |
4. Commitments and Contingencies
a. Operating Leases

The Company has entered into operating lefasadfice space and equipment. Rent expense uhdse leases for the years ended

December 31, 1999 and 2000, was $147,655 and $83&pectively. Future minimum lease payments uagerating leases as of
December 31, 2000, are as follows:

2001 $144,48:
2002 142,64:
2003 146,36:
2004 150,19:
2005 154,13¢
Thereaftel 143,15t
Total $880,97-
|

b. Litigation



From time to time, the Company is involvedtértain legal actions and claims arising in thenrad course of business. Management is of
the opinion that it maintains adequate insuranckthat such matters will be resolved without a makeffect on the Company’s financial
position or results of operations.

In early April 2001, a patent licensee suel€ompany in the United States District Court, i@eistrict of California. The lawsuit
alleges that certain technology used in the firmechanism for the Company’s weapons infringes wgppatent for which the licensee holds a
license, and seeks injunctive relief and unspetifimnetary damages. The Company believes it dagsfrioge this patent, that the
licensee’s claims are without merit and that thigdtion will have no material adverse effect oa @ompany'’s financial condition or results

of operations.

In February 2000, the Company was namedendeht in a suit with a former distributor in thate of New York. The suit was dismissed
in February 2001 for lack of jurisdiction of the \Wé& ork
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court. In March 2001, the former distributor apeelathe dismissal. Management believes this maiteb&resolved without a material effect
on the Company’s financial condition or resultopérations.

c. Employment Agreements

The Company has employment agreements witAriisident, Chief Executive Officer (CEO) and €Riaancial Officer (CFO). The
Company may terminate the agreements with or withause. Should the Company terminate the agresmatitout cause, upon a change
control of the Company or death of the employee Rtesident, CEO and CFO are entitled to additioomadpensation. Under these
circumstances, these officers may receive the mngaamounts under the contract upon terminatioithvbould total $510,000.

5. Income Taxes

Concurrently with the change in tax statudiasussed in Note 2, the Company will adopt tlevisions of SFAS No. 109. Under the as
and liability method of SFAS No. 109, deferred #&ssets and liabilities are recognized for the futax consequences attributable to
differences between the financial statement cagrgimounts of existing assets and liabilities amdf tlespective tax bases and operating loss
and tax credit carryforwards. Deferred tax assedsliabilities are measured using enacted tax @tetied to taxable income in the years in
which those temporary differences are expectec teebovered or settled. The effect on the defdar@dssets and liabilities of a change in
rates is recognized in income in the period theluites the enactment date.

Management believes that the following estedaleferred tax assets and liabilities would eaidsbecember 31, 2000, if the date of tax
status change was effective on December 31, 2048 Cbmpany would provide a full valuation resemwethe deferred tax asset because the
Company has not sustained taxable net income iparigds at sufficient levels to assure realization

Deferred tax asset

Nondeductible reserves for bad debts, sales reamd®thel $42,17:
Depreciatior 26,64¢
Valuation reserv: (68,817)
$ _

|

6. Lines of Credit

During 1999, the Company had a line of credth a bank with a total commitment of up to $3M0. The line was used to fund the
Company'’s working capital needs, and was persowgairanteed by two stockholders, had an interésiofal 0% and was secured by
virtually all of the assets of the Company. At Dmber 31, 1998, borrowings under the line were $,&2. The line matured and was paid
in full on February 15, 1999.

In April 2001, the Company obtained a revadyline of credit with a bank with a total commitmef up to $1,500,000. The line was ft
used to repay a $1,500,000 promissory note to Mrc®R. Culver, a director of the Company, is seduny assets of Mr. Culver and
substantially all of our assets other than oudlextéual property, and has an interest rate of qaitke plus 1%. The line matures on April .



2002 and requires the Company to make monthlyestgrayments only until such date.
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7. Inventory Financing Agreement

In 1995, the Company entered into an inventioancing agreement with its warehouser. Underagreement, the Company had the right
to sell its product to the warehouser at a statiee pp to quantities totaling the lesser of $500,6r the number of units sold in the last two
months. The Company repurchased the product ondecsa third party at the stated price plus 2%rpenth (24% annually). In June 1998,
the agreement expired and the Company issued g3BBAote for the amount due. The note bears sttatel 0% and is paid monthly and
matured March 31, 2000. As of December 31, 200@mounts of principal have been paid on this notkthe balance is recorded as a
current payable.

8. Notes Payable

At December 31, 1999 and 2000 debt obligatiware as follows:

1999 2000
Notes payable to stockholders, interest at varyatgs of 9% to 27%
principal and interest due through July 1, 2 $ 1,678,011 $2,878,01
Note payable to stockholder, interest at 9.18% pl@yaonthly, principa
matures July 15, 20( 61,54¢ 24,78:
Note payable to unrelated private lender, inteae4tl%, payable monthl
principal matured December 31, 2C 112,00( 100,00(
Capital leases, interest at varying rates of 7%3%b, due in monthly
installments through December 2005, secured bypeognt 39,15¢ 66,09¢
1,890,71 3,068,88
Less: Current portio (1,795,95I) (246,74
Total $  94,76( $2,822,14.
| ]

At December 31, 2000, aggregate annual ntigsiaf long-term debt and capital leases wer@ksws:

2001 $ 246,74
2002 2,809,35!
2003 5,30¢
2004 3,58¢
2005 3,88¢
$3,068,88!

|

During 1998, Mr. Phillips W. Smith, the Conmg& chairman, loaned the Company approximately6$21. In March 1998, $150,000
was converted into 20,833 shares of common stoehk attimated fair value of $7.20 per share an@®$DP was repaid. In December 1998,
the Company issued a promissory note for $455 #@lremaining amounts due. The note carried irtete3% (increased to 10% in
January 2001) and its maturity was extended to JuR002.

In addition, during 1998, Mr. Bruce R. Culyardirector of the Company, loaned the Companyagmately $622,525. In March 1998,
$150,000 was converted into 20,833 shares of constuak at an estimated market value of $7.20 parestin December 1998, the Comp
issued a promissory note for $472,525, the remgiamounts due. The note carried interest at 9%d@ased to 10% in January 2001) and its
maturity was extended to July 1, 201



In January 1999, Mr. Culver loaned the ComnyBh 500,000. In return, the Company issued a psony note for $500,000 at an effec
interest rate of 27.12% to mature October 31, 20@Dissued
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1,666,667 shares of common stock to Mr. Culverfafranarket value of $0.60 per share. The stoskéad was subject to a repurchase
agreement which allowed the Company to repurchHasshares issued at cost if certain criteria wese m July 2000, the Company
repurchased the 1,666,667 shares under the agreemexchange for a promissory note for $1,000,000s $1,000,000 note and the
$500,000 note issued in January 1999 were consedidato a new note for $1,500,000 which carrigdnest at bank prime (9.5% at
December 31, 2000) plus 1%. The Company repaidélenote in full with the proceeds of a loan frormommercial bank in April 2001.

In March 1999, the Company issued a promyssote to Mr. Culver for $100,000 at an interes¢ r@af 10% which matures on July 1,
2002.

In March 1999, the Company issued a promyssote to Mr. Smith for $99,794 at an interest 1@t&0% which matured December 31,
2000.

In July 1999, the Company issued a promissotg to Mr. Culver for $50,000 to fund working @¢apneeds at an interest rate of 10%
which matures July 1, 2002.

In May 2000, the Company issued a promissotg to Mr. Culver for $200,000 to fund working &apneeds at an interest rate of 10%
which matures on July 1, 2002.

In the event the planned IPO is not completteel Company has an agreement with Mr. Smith andddlver whereby the Company may
at the Company’s sole option, extend the matuidty @f the outstanding notes for a period not teeed 24 months. The Company, at the
Company’s sole option, may retire the debt at &amg twithout penalty.

In July 1999, the Company issued a promissotg to Mr. Malcolm Sherman, a stockholder, fo5$D0 to acquire production equipme
The note carries interest at 9.18% and matures1lJi@01.

In September 1997, the Company issued a gemmy note to an unrelated private lender to fundckimg capital for $112,000 at an inter
rate of 11% which matures June 30, 2002.

In January 2001, the Company issued a pramjissote to an unrelated private lender to fundkivay capital for $500,000 at an interest
rate of 18% which matures the earlier of the clafsine IPO or July 1, 2002.

In April 2001, the Company obtained a revadyline of credit with a bank with a total commitmef up to $1,500,000. The line was ft
used to repay a $1,500,000 promissory note to MiveT, is secured by assets of Mr. Culver and suthstlly all of our assets other than our
intellectual property, and has an interest ratieasfk prime plus 1%. The line matures on April 32 and requires the Company to make
monthly interest payments only until such date.

9. Stockholders’ Equity
a. Common Stock

Concurrent with the re-incorporation in Detae effective February 2001, the Company adoptttiicate of incorporation and
authorized the issuance of two classes of stobletdesignated “common stock” and “preferred stopkg¥ided that both common and
preferred stock shall have a par value of $0.0q#91share and authorized the Company to issue Bi@mshares of common stock and 25
million shares of preferred stock.

Additionally, effective February 2001, ther@pany declared a 1-for-6 reverse stock split of mmm stock. All references to the number
of shares, per share amounts, conversion amoudtstack option and warrant data of the Companyfsroon stock have been restated to
reflect this reverse stock split for all periodegented.
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b. Preferred Stock

The Company is authorized to issue up to 2o shares of preferred stock, $0.00001 par galthe power to issue any shares of
preferred stock of any class or any series of dmscand designations, voting powers, prefere@eeksrelative participating, optional or other
rights, if any, or the qualifications, limitationsy, restrictions thereof, shall be determined tgyBloard of Directors.

c. Warrants

At December 31, 2000, the Company has waramistanding to purchase 42,747 shares of comtook at prices ranging from $0.22 to
$21.00 per share with an average exercise pri#8.d8 per share and a weighted average usefufl358 years. A summary of warrants
outstanding and exercisable at December 31, 200&sented in the table below:

Outstanding

Weighted
Average
Exercise Expiration
Price Warrants Date
$21.0C 3,33 7/31/0¢t
0.2z 8,33¢ 1/1/0z
0.2z 8,33: 1/1/0¢
3.3C 22,72% 7/31/0¢%
| ——
$ 3.4¢ 42,727
| I

In 2000, the Company issued 22,727 warrangsstockholder as consideration for his provisiba $1,500,000 loan to the Company. The
warrants are exercisable at $3.30 per share arickely 31, 2005. These warrants have been redattheir estimated fair value of $77,¢
as additional paid-in capital and the related ggeexpense in the accompanying financial statesnent

In January 2001, the Company issued 5,000t to an unrelated private lender as a loanag@e. These warrants are exercisable at
$10 per share and expire January 1, 2006. Thedhie of these warrants of approximately $9,650lélrecorded as additional paid-in
capital and the related expense recorded in theigeghich the service is provided or ratably otrez life of the debt.

d. Deferred Compensation

During 2000, two non-employee Board of Dicganembers received their director fees for sesviedating to 2001 to 2004 through the
issuance of, in the aggregate, 13,333 options akarcise price of $3.30 per share. These optiaxs been recorded at their estimated fair
value of $79,920 as deferred compensation in therapanying balance sheets and will be amortizederpense over the next four years.

e. Stock Option Plans

The Company has historically issued stockoogtfor various equity owners and key employees aeans of attracting and retaining
quality personnel. The option holders have thetrigipurchase a stated amount of shares at theatstl market value on the grant date. The
options issued under the Company’s 1999 Stock @ftlan (the “1999 Plan”) generally vest over aghyear period. The options issued
under the Company’s 2001 Stock Option Plan (th&®12Blan”) generally vest over a four-year period.
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The directors of the Company adopted the Gomis 1998-1999 Stock Option Plan. The 1998-192® Rlas administered by the Board
of Directors which determined the employees, daecor consultants which will be granted optiond #re terms of the options, including the
vesting provision which typically is over a threeay period.

The 1998999 Plan was terminated by the Company and opgoarged under it were voluntarily canceled byréapients or terminate
in connection with termination of the recipients\goyment.

The 1999 Plan provides for officers, key emgpes and consultants to receive nontransferatt& sptions to purchase up to 833,333
shares of the Company’s common stock. The terrheobptions may not exceed ten years although nptistn® granted had an initial
expiration period of between five and seven ydard998, the Company had a similar plan which wagcelled in 1999.

In 1999, the Company issued 16,667 five-ygdiions to Mr. Phillips W. Smith at an exercisecprof $0.66 per share for consulting
services, and 3,958 ten-year options to an uncblatigate lender at an exercise price of $7.20spare as consideration for his financing the
Company’s purchase of inventory. In 2000, the Campasued 4,697 ten-year options to a non-emplayaa exercise price of $3.30 per
share for consulting services, and 3,333 five-ygudions to a stockholder at an exercise price @&@er share in connection with his
provision of services and a loan to the Compangs€&loptions have been recorded at fair value asadd paid-in capital and the related
expense recorded in the year in which the sergipedvided in the accompanying financial statements

A summary of the Company’s stock options atc&@nber 31, 1999 and 2000 and for the years thadan presented in the table below:

1999 2000

Weighted Weighted

Average Average

Exercise Exercise
Options Price Options Price
Options outstanding, beginning of ye 65,33 $6.37 124,87! $0.82
Granted 121,45¢ 0.8 21,86: 2.8¢
Exercisec — — — —
Expired/terminate: (61,917 6.71 (3,416 0.22
Options outstanding, end of ye 124,87" $0.82 143,32: $1.14
| | | |
Exercisable at end of ye 42,35: $1.2C 84,97¢ $1.02
| | | |

Stock options outstanding and exercisabl@ezember 31, 2000 are as follows:

Outstanding Exercisable
Average
Exercise Average
Price Options  Life(a) Options
$0.22 3,33¢ 4.5C 3,33¢
0.6C 80,83¢ 7.52 50,71¢
0.6€ 36,66 3.0C 23,42¢
7.2C 3,95¢ 9.74 3,95¢
3.3C 18,53( 8.4z 3,54¢
| | | |
$1.0z2 143,32: 6.6 84,97¢
| | | I
(a) Average contractual life remaining in yee
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The Company measures the compensation cdstsibck option plan using the intrinsic valuséé method of accounting prescribed in
Accounting Principles Board Opinion 2&¢counting for Stock Issued to Employedscordingly, no compensation cost has been rézedn
for its stock option plan. The weighted averageaing contractual life of those options is appmoately 6.64 years. Had the Company’s
compensation cost been determined using the fhievaf approximately $8,000 in 1999 and $8,30006@, based on the method of
accounting prescribed by SFAS No. 128counting for Stock-Based Compensatitiie Company’s net loss and net loss per commaresh
would have been adjusted to the following pro foam@ounts (amounts in thousands except per comnare simounts):

Year Ended December 31,

1999 2000
Net loss available to common stockholds
As reportec $(1,667) $ (40€)
Pro forma (1,675 (419
Basic and diluted net loss per common sh
As reportec $ (0.59) $(0.1€)
Pro forma (0.59) (0.17)

In January 2001, the Company adopted the P01 which provides for officers, key employeed aonsultants to receive
nontransferable stock options to purchase up tg0®B0shares of the Company’s common stock. In Fepr2001, the Company granted
291,000 ten-year options to employees, stockholaietlsone consultant at exercise prices equal atgréhan the value of the common stock
portion of the initial per unit public offering jme in the Company’s contemplated IPO. Total comaims cost associated with the option
granted to the consultant is approximately $3,100.

10. Loss per Share
Basic net loss per share is based upon tighteel average number of common shares outstanidinigg the period.

In periods of losses, diluted net loss parstis based upon the weighted average numbemnuhon shares outstanding during the period.
As the Company had a net loss for the years endeémber 31, 1999 and 2000, the Company’s commaR sfitions and warrants were
anti-dilutive.

Loss per share is calculated as followslieryear ended December 31:

1999 2000
Basic:
Net loss $(1,666,73) $ (473,24)
Weighted average shares outstant 3,076,411 2,482,97
Net loss per shal $ (0.59) $ (0.19
| |
Diluted:
Net loss $(1,666,73) $ (473,24)
Weighted average shares used in basic calcul 3,076,411 2,482,97!
Stock options and warrar 0 0
Weighted average common and common equivalent slartetanding 3,076,411 2,482,97
Net loss per shal $ (0.59) $ (0.19
| |
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11. Subsequent Even



The Company has filed a registration statearoar-orm SB-2 offering 800,000 units at an estedahitial offering price of $13 per unit
consisting of one and one-half shares of commaorkstad one and one-half warrants, each whole wiatogourchase one share of common
stock. Also, the Company intends to issue to ti@'$Rinderwriter warrants which enable the undeewtio acquire 80,000 units for 120% of
the IPO unit offering price.
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You should rely only on the information contained i this prospectus. We have not authorized anyone forovide you with
information different from the information containe d in this prospectus. We are offering to sell, andeeking offers to buy, units only ir
jurisdictions in which offers and sales are permited.
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