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The trademark or trade names referred to in this prospectus are the property of their respective owners.

Until August 17, 2003 (25 days after commencement of this offering), all dealers that effect transactions
in these securities, whether or not participating in this offering, may be required to deliver a prospectus. This
is in addition to the dealer’s obligation to deliver a prospectus when acting as an underwriter and with respect
to unsold allotments or subscriptions.
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The trademark or trade names referred to in this prospectus are the property of their respective owners.

Until August 17, 2003 (25 days after commencement of this offering), all dealers that effect transactions
in these securities, whether or not participating in this offering, may be required to deliver a prospectus. This
is in addition to the dealer’s obligation to deliver a prospectus when acting as an underwriter and with respect
to unsold allotments or subscriptions.
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compliance with such rules and regulations. There can be no assurance as to what new regulations will be
enacted and what effect they may have on us.

The loss of our Underwriters Laboratories listing could negatively lmpact onr competitive
position. All of our monitoring call centers are Underwriters Laboratories® (“UL") listed. To obtain and
mairnitain 2 UL listing, an alarm monitoring call center must be located in a building meeting UL’s structural
requirements, have back-up and uninterruptible power supply, have secure telephone lines and maintain

" redundant computer systems. UL conducts periodic reviews of monitoring call centers to ensure compliance
with their regulations. Non-compliance could result in a suspension of our UL listing. The loss of our UL
listing could negatively impact our competitive position.

) We rely on technology which may become obsolete. Our monitoring services depend upon the -
technology (bardware and software) of security alarm systems. We may be required to upgrade or implement.
new technology which could require significant capitat expendlturcs There can be no assurance that we will
be able to successfully implement new technologies or adapt existing technologies to changing market
demands. If we are unable to adapt in a timely manner in response to-changing market conditions or
customer requirements, such inability could adversely effect our business.

In the event that adequate insurance is not available or our insurance is not deemed te cover a
claim we could face liability. We carry insurance of various types, including general liability and errors
and omissions insurance. Our loss experience and that of other security service companies may effect the
availability and cost of such insurance. Certain of our insurance policies and the laws of some states may
limit or prohibit insurance coverage for punitive or certain other types of damages, or liability arising from
gross negligence. To the extent that insurance was not available, or a particular claim was not covered or
exceeded our coverage, we could be exposed to material costs.

Our current stockholders may exercise significant influence over us following this offering. Before
- this offering, our directors, executive officers and principal stockholders beneficially owned approximately
95% of the outstanding shares of our common stock. Following this offering, they will bepeficially own
approximately 6.4% of our outstanding shares, or approximately 5.6% if the over-allotment option is
exercised in full, and as a result, may have significant influence over our company.

Any conflict of interest between us and various affiliates of eur senior management could hurt our
business or prospects. There is a possibi]ity that conflicts of interest will arise between some affiliates of
our senior management and us in various areas relating to our past and ongomg relationships. Potential
factors that may create a conflict of interest include:

Approximately 64.7% of the $80.1 million in net proceeds being used to repay indebtedness was
incurred by entities affiliated with us prior to our acquisition of such entitics in January 2003. To the extent
that such entities were responsible for such indebtedness prior to their acquisition by us, the prior owners of
these entities benefit by the repayment of such amounts out of the net proceeds of this offering.

We lease our executive offices in Albany, New York from Pine Street Associates, LLC, an entity 50%
owned by Timothy M. McGinn, our Chairman and Chief Executive Officer, and David L. Smith, one of dur
Directors. We lease 4,520 square feet and pay a monthly rent of $4,326. The lease expires in 2007. We may
enter into leases for additional space at this location as our business grows. Any such action will be approved
by a majority of the independent and disinterested members of our Board of Dn'ectors, in accordam:c with
our policy regarding transactions with affiliates. .

Timothy M. McGinn, our CEQ, is a Director of McGinn, Smith & Cp., Inc., and David L. Smith, one of
! our Directors, is President and a Director of McGinn, Smith & Co., Inc. For the period January 1, 2000 to
January 31, 2003, McGinn, Smith & Co., Inc. has acted as either a placement agent or investment banker in

! * connection with various financings, as well as an investment banker in connection with certain acquisitions.
McGiann, Smith & Co., Inc., an NASD registered broker dealer, received commissions and/or investment
banking fees of $4.5 million for acting in such capacity. McGinn, Smith & Co., Inc., is acting as an

_underwriter in this offering. Subject to our policy on interested party transactions, McGinn, Smith & Co., Inc.
may in the future act as an underwriter to us. Our policy provides that any future transactions with affiliates,
including without limitation, our officers, directors or principal stockholders will be-on terms no less
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favorable than we could have obtained from unaffiliated third parties. Any such transactions will be approved
by a majority of the independent and disinterested members of our board of directors.

: ; McGinn Smith is acting as an underwriter in this offering. To the extent that prmcnpa.ls of Mchn Smith
i are sharcholders of ours, they may have additional interest in the successful completion of the offering that a
RS traditional underwriter would not have. However, Friedman, Billings, Ramsey is acting 2s managing
i underwriter of the offering and is performing the role of a qualified independent underwriter which we

believe will mitigate any potential conflicts arising from McGinn Smith’s role as an underwriter.

i

' We are dependent upon our senior management. The success of our business is. largely dependent
f _ upon the active participation of our executive officers, who have extensive experience in the industry. As a
f result, we have eatered into employment agreements with each of our executive officers. The loss of the
services of one or more of such officers for any reason may have an adverse effect on our business.

Imvestors will experiencé immediate and substantial dilution of the common stock’s net tangible
book value. If you purchase our common stock in this offering, the net tangible book value of your
common stock will experience immediate and substantial dilution from the initial public offering price. We
estimate that this dilution .will be approximately $(7.74) per share, or approximately $(170.3) million. See
“Dilution.”

Stockholders should not expect dividends. We do not intend to pay any cash d1v1dends in the
foreseeable future.

é _ . Risks Related To The Offering

Our common stock price may fall upon the future sale of additional shares of our common
stock. Future sales of our common stock in the public market, or even the possibility of such sales, may
materially and adversely effect the market price of our common stock. There were 1,590,911 shares of
; common stock outstanding before this offering. All of such shares are “restricted securities” within the
. meaning of Rule 144 of the Securities Act of 1933. All of these restricted shares of our common stock will
: become eligible for resale under Rule 144 one year after issuance, subject to volume and manner of sale
limitations, provided that we are current in our filing requirements under the Securities Exchange Act of 1934
for at least 90 days prior to the proposed date of sale, and will be eligible for resale without restrictions two
years after their date of issue, except for shares owned by.our affiliates which will remain subject to the
volume and manner of sale limitations. Of the 1,590,911 shares, 553,808 were issued more than two years
ago and are held by our affiliates, 155,911 were issued in September 2002 and 881,192 were issued in
January 2003. Of the shares issued in September 2002 and January 2003, 962,836 are owned by our affiliates.
In addition, 792,793 shares of common stock have been registered for sale in connection with the possible
conversion of the Convertible Notes which shares, if converted, would be immediately eligible for sale
subject to the underwriter’s 270 day lock-up.

Our common stock price could be volatile. The stock market has from time to time experienced
extreme price and volume fluctuations that have been unrelated to the operating performance of particular
companies. The market price of our common stock may be significantly effected by quarterly variations in

p | our operating results, changes in financial estimates by securities analysts or failures by us to meet such
' estimates, litigation involving us, general trends in the security alarm industry, actions by governmental
I agencies, national economic and stock market conditions, industry reports and other factors, many of which
are beyond our control.

) Certain antitakeover effects in Delaware law and our charter documents could prevent a potential

4 ' opportunity that might benefit stockholders. Certain provisions of Delaware law could delay or prevent a
N change in control of us, discourage acquisition proposals or diminish the opportunities for a stockholder to
|: participate in tender offers, including tender offers at a price above the then current market value of our
i common stock or over a stockholder’s cost basis in our common stock. In addition, our Board of Directors,
. without further stockholder approval may issue preferred stock, which could have the effect of delaying,

1 : deferring or preventing a change in control of us. The issuance of preferred stock could also adversely effect
the voting power of the holders of commen stock, including the loss of voting control 1o others.
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DIVIDEND POLICY

-

‘We currently expect'to retain all of our future eamings; if any, to support the development of our

business and do not anticipate paying any cash or non-cash dividends in the foreseeable future.

CAPITALIZATION

The following table sets forth our cash and capitalization as of March 31, 2003 on (i) an actual basis,
IASG (successor to KC Acquisition) and (if) on a pro forma as adjusted basis to reflect the sale of 22,000,000
shares of our common stock at an offering price of $9.25 per share and the application of the proceeds
therefrom to repay $80.1 million of debt. You shonld read this table in conjunction with “Use of Proceeds,”
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and our financial

statements and related notes included in this prospectus.

Cash and cash equivalents
Restricted cash and cash equivalents

Total cash ........ . iiiiiiie it iiieeannnaeaniaiinennas

Short term—Related Party .......... ..., N
Short term-Unrelated :

Total Short term: debt
Long term-Related Party .......ocoviiiiniiiiiii i,
Long term-Unrelated
Total Long term -debt

.........................................

Stockholders® equity:

Common stack ($0.001 par value authorized 100,000,000 shares,
1,590,911 shares issued actual and 23,590,911 shares issued pro
forma as adjusted) (1)

. Paid-in capital
Accumulated deficit ..........c0uieeinnriiiiiiiiii i
Total stockholders’ equity (deficit)
Total capitalization
(1) Does not include:

...........................................

As of March 31, 2003

Pro forma
Actual as adjusted
$ 6,789,224 $117,237,137
3,992,913 1,100,000
$ 10,782,137 $118,337,137
$ 1,683,853 $ 761,862
15,273,182 7,760,151
16,957,035 8,522,013
12,395,240 5,810,240
136,027,162 69,113,851
148,422,402 74,924,091
165,379,437 - 83,446,104
1,591 23,591
— 189,466,333
(32,331,918) (33,758,965)
(32,330,327) 155,730,959 .
$133,049,110 $239,177,063

e Shares issuable upon exercise of the underwriters” over-allotment option,
e Up to 792,793 shares that may be issued upon the conversion of our convertible promissory notes, which

shares are being registered concurently with this offering,

e 150,000 shares issuable upon exercise of options that may be issued under our 2003 Stock Option Plan,
o 1,900,000 shares issuable upon exercise of the Shareholder Opuons to be granted concurrent with this

offering, see “Certain Relationships and Related Transactions,”

e 43,000 shares issuable upon exercise of the Director Options to be granted concurrent with this offering,

see “Management—Director Compensation,” or

o Up to 68,182 shares that may be issued to the former owners of Cnucom upon the achievement of certain

performance criteria based on 2003 results of aperations.

4
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v——_
!
|
i
: INTEGRATED ALARM SERVICES GROUP, INC.
PRO FORMA CONSOLIDATED STATEMENT OF OPERATIONS
For the Three Months Ended March 31, 2003
{unaudited)
Pro forma Offering Pro forma
) IASG © IASK adjustment Pro forma proceeds 2s adjusted
REVEIUG. oo cvvesrsoanrsrocssacnrancsnanns $ 8,753,637 §$1,445104 $(449.486)1) $ 9,749254 — § 9749254
Cost of revénue (excludmg depreciation and . . Co
! AMOCZAHOD o em e ieeeeaaaaaaaan 3,820,899 — — - 3,820,899 — 3,820,899
. 4,932,738 1,445,104 _ 5,928,353 — 5,928,355
A : ———— =
Selliugs and marketing . ....cc.ceeiaiaaaan 265,066 — — 265,066 — 265,066
Depreciation and amortization I 2,870,521 663,175 (10,305%2) 3,523,390 — 3,523,390
i MONtOTINE €XPENSE -« v eeenrernnanrnnnncan 44,707 106230 (140,985)(3) 9.951 = 9951
i General and administrative . ........... . 7 5477882 800,331 (37901X4) 6240312 —_ 6,240,312
! Total operating expenses ..... S p— 8,658,176 1,569,736 —_ 10,038,719 —_ 10,038,719 .
Loss £rom OpCrations - «v..vevevenneennn.n. (3.725438)  (124,632) — (4,110,364) — (4110360
OUEr EXPEASE .+« eeeenercinnaeanannnnnns o 142,008 -~ — 142,008 — 142,008
Amortization of debt issuance costs ....... Slare 377,675 133,714 —_— 511,389 (109.872)6) . 401,517
[rterest CXPEnsc, NEL o . o oo ivavioarianaaoonn 3,200,191 1,033,246 (183,063X5) 4,050374 (2,013297)(6) 2,037,077
Loss before income taxes . ... ......oioinuen.. (7445312) (1,291,592) — (8,814,136) — (6.690,966)
Provision (benefit) for income taxes .......... 3,417,288 . — 84,176 (7) __ 3,501,464 . 71,000 8) 3,572,464
NELIOSS - v v evneenaenenieaneasneannneens $(10,862,600) $(1,291,592) —  $(12,315,600) —  $(10,263,430)
Netlossper sharc .....oovvvnieiicioianninnan . : $ (1.74) $ (0.86)
Weighted average number of common shares .
omstanding . ... ....oeiiiiiiiiiiiieiaaae . . 1,590,911 ®) 11963344

(1) This ad;ustment eliminates intercompany revenue for interest, monitoring fees and financial advisory fecs,
-and also reclassifies interest income of IAS] down to interest expense, net.

Interest MCOME « . oo v v te e anonanncruneeaanamannanasarsneneenanensn $115,703

Interest income, related Party ............cooiiiiiiiirenaieceaans 67,360
Monitoring revenue ... .......0u0en.n. B S 140,985
Financial advisory fees . ............cciiiiiiiiiiaiia i 125,438

-Decrease Inrevenue . .. .. ... i e $449,486

(2) The contract rights for IASI were decreased by $3,142,490 to fair value based on current industry
benchmarks. Amortization is being decreased by $10,305 for January 2003 based on the rates currently
being used by the various portfolios.

(3) IASG has provided central station monitoring services to IASL This adjustment eliminates the offsetting
$140,985 that IASI has recorded as monitaring expense for January 2003.

(4) Executive salaries and benefits have been adjusted to increase compensation to what it would have been if
new empioyment agreements had been in effect at the beginning of the period presented. Salaries are
being increased by $77,058 and benefits by $10,479. Administrative costs are being decreased by
$125,438 to eliminate intercompany financial advisory fees (note 1) IASI paid to IASG. The net impact of
these items is a decrease in general and administrative expense of $37,901.

(5) This adjustment eliminates intercompany interest expense charged to IASG and Criticom by IASI. The
amount charged IASG was $39,853 and for Criticom it was $27,507 for a total of $67,360 for the month
of January 2003. Prior to its acquisition, JASI provided financing to dealers as an integrzl part of its
business. Although we may continue to provide such financing in limited circumstances in the future, it is
likely to not be a significant component of our business. Therefore, nou-related party interest income of
IASI totaling $115,703 has been reclassified from revenue to interest expense, net. The total interest
cxpense (net) adjustment is $183,063.

PO
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