Security convergence encompasses
the integration of the physical secu-
rity world with that of the IT domain.
The ability to install physical security
systems on a single computer net-
work has been available for years,
but the industry has been missing
the capability to link those functions
with IT.

New convergence technology will
provide benefits to corporate security
such as the ability to utilize both
physical and IT resources to detect
security breaches. For example, if
someone logs onto a computer, but is

Deal Flow - Security Industry Remains Active

Financial activity in the Security
Industry was highlighted by a broad
variety of transactions. Among these
included a number of notable M&A
and Capital Markets transactions:

United Technologies Corp. (UTC), the
aerospace and manufacturing con-
glomerate, announced the acquisition
of Chubb PLC, a leading provider of
electronic security and fire protection
products and services, for $1 billion
in cash. The acquisition was part of
the strategy to acquire businesses
that would complement UTC’s current
business units that center on aero-
space and building services. UTC will
seek to double the size of Chubb
through acquisitions in the next five
or Six years.
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shown as having left the building, a red
flag will be sent to the security office.
Other benefits include the ability to
completely monitor single or multiple
properties remotely through a web-
based browser, secure computers from
possible virus attacks and hackers,
make readily available data on facility
use, and simplify management of iso-
lated access and authentication con-
trols within a building as well as other
automation functions. The integration of
all these functions will help reduce
administration expense.

Security convergence will significantly

Ingersoll-Rand Company Limited, the
diversified industrial firm, agreed to
acquire the stock of Integrated Access
Systems (IAS) and its subsidiary, Geof-
frey Industries for an undisclosed
amount and is expected to complete the
transaction by the end of August 2003.
IAS provides specialty security systems
integration and Geoffrey Industries is a
manufacturer of card access, alarm
monitoring and integrated CCTV sys-
tems. This acquisition will continue
Ingersoll-Rand’s expansion of its secu-
rity business after aquiring Electronic
Technologies Corp. last year and will
improve the company’s ability to pro-
vide customers with a complete solu-
tion for managing openings, people and
assets in addition to providing another
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transform the security industry. Not
only will security companies have to
sell to a decision-maker firmly
rooted in IT, but security companies
will face increased competition as
they vie against IT, Building Control,

Inside this issue:

and other security companies.

To help the industry face its many Convergence of Physical | 1,2
challenges, a group of companies and [T Security

have recently formed the Open Se- Deal Flow - Security 1,3
curity Exchange Industry Remains Active
(www.opensecurityexchange.com). It's an IP Video Future 2,3
As their website states, the purpose Security Equities and )

(continued on page 2)

M&A

Aerwav Acquires Armor- 4

Group Integration

source of recurring revenues

Selected M&A Transac- 4
tions

through a service-related business.

GE Industrial Systems, a unit of the
General Electric Company, acquired o
Monitoring Automation Systems, a
provider of automation software for
central security station monitoring

and secure business communica-

tions, for an undisclosed amount.
Monitoring Automation Systems will o
become part of GE's Security and

Life Safety business within GE Inter-
logix, Inc. GE made the acquisition

to expand its security solutions

business as well as its customer-

base.

The Security Industry participated in

(continued on page 3)

Key Findings:

Financial activity within
the Security Industry
remains active with a
number of notable M&A
and Capital Markets
transactions

The integration of physi-
cal and IT security will
significantly transform
the security industry

IPTV is the future of
surveillance technology

USBX Advisory Services focuses its security industry research on three broad segments, including: alarm monitoring and service businesses, alarm & related security equipment manufactur-
ers, and integrated security systems companies. John E. Mack lll, Founder, CEO and Senior Managing Director of USBX Advisory Services, was formerly one of the original founders and CEO of
Protection One (NYSE: POI), the Znd largest company in the alarm monitoring business in North America.



lt's an IP Video Future

By: James Gompers

DVR or IPTV? It's a question many
end-users are considering today or
will be considering in the near fu-
ture. DVR, digital video recorders,
will store video surveillance streams
to a hardware based storage me-
dium that can be replayed and ana-
lyzed at any time. IPTV, Internet
Protocol Television, solutions utilize
IP based networks to transmit video
steams to the video server. Both
systems offer high-resolution digital
imaging and storage, Internet and
remote viewing, video motion detec-
tion, and many other standard fea-

Security Equities

Security stocks and M&A activity
rose during the second quarter of
2003. The S&P 500 ended the quar-
ter up 15.39%, the best quarter this
index has had since the fourth quar-
ter of 1998. Integrators were able to
outpace the S&P 500, while manu-

tures. But that's where the similari-
ties end.

THE DVR

The DVR is one of the most innova-
tive technologies in the surveillance
industry since the camera itself. It
stores video without degradation,
along with highly advanced search
capabilities, making video review
fast and effective. The DVR has also
incorporated advanced features
such as video motion, multi-user
remote monitoring, and
pan/tilt/zoom (PTZ) control into a
single platform. By eliminating the

and M&A Market

facturers matched the index. Ser-
vice was the only security sector to
decline. The strength in the public
marketplace carried over to the M&A
market as well. During the second
quarter of 2003, M&A activity in the
Security industry increased for the
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of this exchange is “to address
today’s most significant security
challenge - the lack of integration
between various components of the
security infrastructure. The mem-
bers of the Open Security Exchange
are committed to developing: best
practice guidelines in the area of
security management; vendor-
neutral technical specifications to
provide interoperability between

physical and IT security technolo-
gies; and open solutions by imple-
menting these specifications in
their respective products and ser-
vices.”

The founding members of this new
organization include Computer
Associates, Gemplus, Tyco’s Soft-
ware House and HID Corp. In addi-
tion, approximately 400 people par-
ticipated in a web cast about the

need for multiple, adjunct periph-
eral components to perform similar
functions, the DVR has become the
system of choice for the surveillance
industry. But with greater penetra-
tion of digital video recording tech-
nology, the DVRs' limitations have
begun to emerge.

DVRs are built encompassing a
server (computer) with physical
analog video inputs, via co-axial
cabling, directly from the cameras
the same way standard analog
systems are connected. DVRs have
a limited number of control inputs
and outputs for interfacing and

Performance

third consecutive quarter: the 17
M&A transactions reported in Q2
2003 represent a 55% increase over
the 11 deals reported in Q2 2002
and a 70% increase over the first
quarter deals.
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integrating to various systems and
devices. The majority of DVR soft-
ware has non-standard digitaliza-
tion and compression and closed
source codes to limit third party
application development and high-
level integration. Most digital video
recorders have little or no matrix
functionalities and do not offer
multiple monitor outputs for secu-
rity communication and surveillance
control centers. When a DVR unit's
video inputs are full, you need to
add another unit, usually in groups
of 8, 16 or 32 video input

(continued on page 3)

The policies initiated by economic
policymakers should provide stimu-
lus to support strong economic
growth during the upcoming quar-
ters. As a result, equity and M&A
markets should continue to experi-
ence growth.

Number of Quarterly Security Deals
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(continued from page 1)

group, said Deb Spitler, Vice Presi-
dent of Marketing of HID Corp.

One company that has developed a
product to integrate physical and IT
security is Austin, Texas based Net-
Botz Inc. NetBotz, who recently
closed a $7 million mezzanine fund-
ing round with Austin Ventures,
provides IP-based intelligent physi-
cal security solutions that secure
critical assets and spaces from

physical threats. NetBotz's products
give IT and systems managers a
Web interface for managing a range
of small, Web-enabled devices.

As the industry continues to evolve,
more companies will attempt to
solve the challenges facing the
convergence of physical and IT
security.

Page 2
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capacities. All of these limitations
adversely affect total cost of owner-
ship (TCO) as the security environ-
ment grows and changes.

IPTV

Network video servers (NVS), net-
work video storage servers (NVSS),
and other IP solutions overcome the
DVR's lack of flexibility. For systems
exceeding 16 cameras in size (or
multiples of 16) or with multiple
site installation and centralized
recording and monitoring, the user
can reduce costs by not needing to
add video servers for just a few
more video inputs. Using IP net-
working allows some installations
the advantage of leveraging existing
network backbones — as opposed
to directly connecting cameras to a
DVR.

Most IP solutions use software li-
censing to overcome the hardware
limitations we see with a DVR. Li-
censing allows the IP solution owner
to choose the quality of the server
and the amount of hard drive space
needed. It also enables expansion of
server requirements without pro-
prietary and expensive hardware
upgrades. As a software solution
with standardized digitalization and
compression and (usually) open
software source codes, the IP video

system provides for easy integration
of third party software solutions.

The advantages of IP surveillance
systems over DVR technology make
a strong case to be the system of
choice for today's enterprise-level
surveillance solutions. Beyond tech-
nology and integration advantages
are the cost savings from IP.

THE IP ADVANTAGE: ONE NETWORK

Today's network convergence tech-
nology enables the operation of all
or most aspects of the business
operation under one manageable
network — access control, intrusion
detection, IP video, fire alarm,
phones, computers, temperature
control and many more. Thus, by
having only one infrastructure to
maintain, cost of ownership can be

further reduced (see our article on
convergence).

Having a single network infrastruc-
ture also gives the IT staff the abil-
ity to assist the security department
in the maintenance of the surveil-
lance infrastructure, servers, and
archive storage, further increasing
the cost efficiency of an enterprise
class surveillance solution.

About the Author

James Gompers founded Gompers
Inc., which consults, designs, and
manages technology projects. He
also started Gompers Technologies
Testing and Research Group, Inc.,
which tests, reviews, and develops
technology products, services, and
integration solutions. Jim writes a
monthly column for Access Con-
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trol & Security Systems Integration,
entitled "Integrating the Future,"
and has more than 20 years of ex-
pertise in the security industry.

Please contact James Gompers at
jim@gompers.com.
IBM LOOKS TO CAPITALIZE

As a sign the trend is gaining mo-
mentum, it is notable that IBM
launched a recent initiative to take
advantage of the increased demand
for video surveillance by offering
services to help companies make a
transition from older, videotape-
based surveillance systems to IP-
based surveillance networks. IBM
will be offering consulting, system
design and integration services, as
well as hardware and software in-
stallation and maintenance.
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the increase in IPO activity following
the conclusion of the war with Iraqg.
Integrated Alarm Services Group
Inc., the largest wholesale alarm
monitoring company in the United
States, raised $203.5 million
through a public offering on July
23 2003. Integrated Alarm sold 22
million shares at $9.25 each. Inte-
grated Alarm plans to use the pro-
ceeds of the offering to repay debt
and purchase portfolios of alarm

monitoring contracts.

Monitronics International Inc., a
national provider of security alarm
monitoring services, has been in the
market for a proposed $150 million
senior secured revolving credit fa-
cility, $175 million senior secured
term loan B and a $155 senior sub-
ordinated note offering. The $150
million senior secured revolving
credit facility has been rated B1 by

Moody's Investors Service and B+ by
Standard & Poor's. The $175 million
senior secured term loan B has been
rated B1 by Moody's and B+ by
Standard & Poor's. The $155 senior
subordinated note offering has been
rated single-B3 by Moody's and
single-B-minus by Standard &
Poor’s. The ratings reflect the highly
competitive nature of the alarm
monitoring business, naturally high
customer and dealer churn rates,

potential for increased price based
competition, and the company’s
high leverage. The negative outlook
on the deal prompted Monitronics to
cut the size of the subordinated note
offering from $200 million to
$155million. The seven-year Rule
1442 market offering calls for a
yield of 11.75%. Proceeds will be
used to repay existing debt and to
fund growth.
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www.usbxadvisory.com

Contacts:

John E. Mack IlI, CEO, Senior Managing
Director & Founder

P: (310) 315-6710

Email: jmack@usbxadvisory.com

Daniel Linde, Associate
P: (310) 315-6759
Email: dlinde@usbxadvisory.com

Alan Peng, Analyst
P: (310) 315-6756
Email: apeng@usbxadvisory.com

Selected USBX Clients

USBX Advisory Services is a full-service NASD and SIPC member investment bank focused on
serving the middle-market. USBX provides a full range of M&A solutions: Sell Side Advice,
Buy Side Advice, Recapitalizations, Leveraged Buyouts, and Fairness Opinions . In addition,
USBX provides clients with a host of Strategic Financing Placement services, including Pri-
vate Equity, Mezzanine Finance and Senior Debt. We provide our clients with unmatched
service and expertise through extensive industry expertise, proprietary M&A databases and
strong relationships with lenders, investors, and C-level executives of the industry’s largest
Companies.

Aerwav Acquires ArmorGroup Integration

In April 2002, Aerwav Integration Services Inc., a privately owned company focused on the inte-
grated-security industry, acquired ArmorGroup Integration Systems (AGIS), a unit of Armor Holdings,
Inc. (NYSE: AH). USBX Advisory Services initiated this transaction and acted as financial advisor to
Aerwav Holdings, LLC.

With this transaction completed, Armor Holdings remains focused on completing the sale of Armor-
Group Services.

USBX Advisory is representing a
leading access control company
with web-hosted solutions that is
looking for merger and acquisition

USBX Advisory is representing a
leading mobile communications
software firm with software
focused on the public safety sector

USBX Advisory is representing a
large system integrator looking to
be acquired or re-capitalized.

USBX Advisory is representing a
digital video recorder company
looking to be acquired.

and candidates.

that is seeking growth capital.

Selected Closed Security Transactions

Closed Seller Buyer Target Business Description: Synopsis
Aug-03 Integrated Access Systems  Ingersoll-Rand Co Provides specialty security systems integration services and provides  Ingersoll-Rand Co Ltd agreed to acquire Integrated Access Systems and its
information technology services subsidiary, Geoffrey Industries, for an undisclosed amount to provide a complete
solution for managing openings, people, and assets
Jun-03 Protection One Europe (Westar ABN Amro Bank NV Provides security alarm monitoring services in France and Germany ABN Amro Capital France acquired Protection One Europe for cash and assumed
Energy) debt. The transaction is part of the plan of Westar Energy Inc to pay down debt and
focus exclusively on its electric utility business
Jun-03 TecScan International Inc Phoenix Media Group Ltd Distributes biometric physical and logical access control solutions for ~ Phoenix Media Group Ltd acquired TecScan International Inc for $40 million in stock.
security purposes The transaction was structured as a reverse takeover and shareholders of TecScan
would own 98.9% of Phoenix after receiving 8 million post-reverse split stock
Jun-03 Monitoring Automation General Electric Co Develops automation software for central security station monitoring  GE Industrial Systems acquired Monitoring Automation Systems for an undisclosed
Systems and secure business communications amount in a move to expand its security solutions business as well as customer
base
Jun-03 Chubb PLC United Technologies Corp Manufactures and sells electronic security systems, and provides United Technologies Corp agreed to acquire Chubb PLC for about GB £621.8 million
Announced security systems monitoring and physical security services (US$1 billion) in cash. The acquisition is part of the strategy of United Technologies
Corp to acquire businesses that would complement its current business units that
center on aerospace and building services
Jun-03 QS| Security Inc Diebold Inc Manufactures and sells closed circuit television cameras, digital video Diebold Inc agreed to acquire substantially all the assets of QSI Security Inc for an
Announced and access control systems for financial institutions undisclosed amount. The transaction will allow Diebold to expand its product
offerings and client base by folding QSI Security into its operations
May-03 Information Spectrum Inc Anteon International Corp Provides defense and homeland security solutions and information Anteon International Corp acquired Information Spectrum Inc for $90.7 million in
technology solutions cash. The acquisition is consistent with Anteon International plans to expand its
revenue growth and technological capabilities in the national homeland security
requirements
Apr-03 International Fiber Systems  General Electric Co Develops audio and video data transmission fiber optics General Electric Co acquired International Fiber Systems Inc for an undisclosed
amount as part of its plans to build on its security-equipment and sensor business
of Interlogix
Apr-03 Dorado Products HID Develops magnetic strip cards and readers Acquired the card and reader business of Dorado Products to expand its offerings
with magnetic stripe products
Apr-03 IN Vision Technologies AG  Viisage Technology Inc Develops software and hardware for 2-D and 3-D face recognition Viisage Technology Inc acquired ZN Vision Technologies AG for about $26.6 million
technology in stock to strengthen its market leadership position and to expand its identity
verification solutions on a global scale
Apr-03 Arizona Drug Screening & Private Group Led By Geisel-  Provides employment screening services A private group led by Richard Geisel-Churchill and Kevin Olson acquired Arizona
Investigations Churchill Drug Screening & Investigations for an undisclosed amount to expand its business
into national markets
Apr-03 Armor Group Integrated Aerwav Integration Services  Provides integrated security services Aerwav acquired Armor Group Integrated Systems for $4.1 million plus a warrant for

Systems

approximately 2-5% of Aerwav Integration Services

Highlighted deal denotes USBX was an advisor on this transaction.

Sources: USBX Advisory Services and Mergerstat

Copyright ©2003 USBX Advisory Services, LLC. All rights reserved.
The articles and opinions in this publication are for general information only and are not intended to provide specific advice or recommendations. The information set forth herein was obtained from sources that we
believe to be reliable, but we do not guarantee its accuracy. Nothing herein shall be construed as a solicitation of the purchase or sale of any security or other financial product.
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March 9th & 10th, 2004

SECURITY
GROWTH
CONFERENCE

Santa Monica, CA
Loews Santa Monica Beach Hotel

ATTEND THE SECURITY INDUSTRY'S LEADING CONFERENCE!

ABOUT THE SECURITY GROWTH CONFERENCE:

The Security Growth Conference provides an intimate forum to hear over 30 CEOs of the
nations top Security Companies present their growth profiles, exchange ideas and answer
timely questions about today’s security advancements. During the conference, three
influential Keynote Speakers will provide key insights into the significant growth potential
within the Security Industry. In a focused, two-day multi-track conference format, you'll have
the opportunity to network with high-level industry leaders in a private one-on-one setting.

THIS EXCLUSIVE “INVITATION ONLY” EVENT LIMITS ATTENDANCE TO:

= Security Industry CEOs or the CEOs nominated Executive, Board Member,
or other C-Level Executives.

» Principles of leading public and private equity or debt investment funds.

« VIPs including Senior Executives of global 2000 companies involved in the
Security business.

Make sure you are a part of this cutting-edge event!
= Meet today’s top industry players.

= Find out who's who and learn what's hot and new in this $100 billion dollar
industry.

« Listen to CEO presentations and take away fresh ideas that will add to your
company’s success and profitability.

» Attend the premier event for business development and networking
opportunities within the Security Industry.

Register today - SEATING IS LIMITED
www.securitygrowthconference.com




Attend the Conference and...

= Gain high-quality industry intelligence from world-class CEOs who manage sophisticated,
well-run companies.

= See how business leaders are utilizing the convergence of technologies in the Security
Industry to gain a competitive advantage over the competition.

= Discover new technologies and business processes coming from within the industry to
better support organizational and strategic planning initiatives to increase profitability.

» Gain insight into the future of the Security Industry by capitalizing on the latest ideas and
best thinking from the industry leaders.
From the Sponsors of the Security Growth Conference:
Our objective was to help companies move forward by sharing information and providing a
platform for collaboration, business partnering and strategic alliances, in a friendly non-
competitive environment.

We hope you will join us for what will be a valuable take away experience.

For more details go to the Security Growth Website at www.securitygrowthconference.com

Quotes from last year’s attendees:

The Security Growdh
Conference was a great
opportunity to get o know
CZEDs in the Security
Industny in & relaxed, wall-
paced vanue. Well worth it!

Steve Harter

Charrrman and Direclor of
AleiVersan! Solulions
FPresident. Notre Capital

| thought the Security
Growth Conference was
wesll arganized with a
suparb level of atlendance
by sanior level executives
and investors,

Richard Ginsburg
President and CEQ
Protection Ome, inc. invsEoeoh

The networking event of
the year, Where else could
vou meei with both the
Security and Financial
Indusiry leaders in the
same setting?

Irv Witcosky
President of Diversified

Technology

For more information please contact the conference sponsors:

John E. Mack Il
CEO, USBX Advisory Services LLC
(310) 315-6711
www.usbxadvisory.com

Carol Enman

Publisher, Security Systems News

(207) 846-0600 x217

WWW.Ssecuritysystemsnews.com

Lessing E. Gold

Partner — Mitchell Silberberg & Knupp LLP

(310) 312-3228
www.msk.com




