AROTECH CORPORATION
COMPENSATION COMMITTEE CHARTER
Purpose

The Compensation Committee of Arotech Corporation (the “Corporation”) is appointed by the
Board of Directors to assist the Board in carrying out the Board’s responsibilities relating to
compensation of the Corporation’s directors and officers. The Compensation Committee has
overall responsibility for evaluating and approving the director and officer compensation plans,
policies and programs of the Corporation.

The Compensation Committee is also responsible for producing an annual report on executive
compensation for inclusion in the Corporation’s proxy statement, in accordance with applicable
rules and regulations.

Composition

The Compensation Committee shall consist of no fewer than three members, unless there are less
than three independent members of the Board of Directors, in which event, all of the independent
members shall be members of the Compensation Committee. Each member of the
Compensation Committee must (i) be an independent director of the Corporation satisfying the
independence requirements of the NASDAQ and other applicable regulatory requirements; (ii)
qualify as an “outside director” under Section 162(m) of the Internal Revenue Code, as amended;
and (iii) meet the requirements of a “non-employee director” for purposes of Section 16 of the
Securities Exchange Act of 1934, as amended.

The Board of Directors shall appoint the members of the Compensation Committee. Subject to
earlier removal by the Board of Directors, each member shall serve until he or she is no longer a
director of the Corporation, and until his or her successor shall have been duly elected and
qualified. A Compensation Committee member may be removed by the Board of Directors at
any time in its discretion, whereupon the resulting vacancy shall be filled by the Board of
Directors upon recommendation of the Nominating Committee. The Compensation Committee
members shall elect a chairperson by a vote of a majority of the full Compensation Committee,
or, if the members have failed to do so, then the Board of Directors shall designate a chairperson.

The Compensation Committee may form and delegate authority to subcommittees of the
Compensation Committee when appropriate.

Structure and Meetings

The Compensation Committee shall meet not less than one time per year. The chairperson of the
Compensation Committee shall preside at each meeting of the Compensation Committee, except
that in the absence of the chairperson at any particular meeting, then the Compensation
Committee member designated by the chairperson shall preside at such meeting. The
chairperson shall, after consultation with the other members of the Compensation Committee, (i)
determine the dates, times and places for meetings of the Compensation Committee, and (ii) set
the agenda for each meeting. A majority of the total number of Compensation Committee



members then in office shall constitute a quorum for the transaction of committee business and
all matters to be decided by the Compensation Committee shall be decided by the affirmative
vote of a majority of the members present in person or by proxy at a duly called meeting of the
Compensation Committee.

Duties and Responsibilities

The Compensation Committee shall have the following power, authority and direct
responsibilities:

1. Based upon corporate goals and objectives approved by the full Board of
Directors, review and approve annually corporate goals and objectives relevant to the
compensation of the Corporation’s Chief Executive Officer (“CEO”), annually evaluate the
CEO’s performance in light of those goals and objectives, and, consistent with the requirements
of any employment agreement, recommend the CEO’s compensation levels based on this
evaluation. The CEO shall not be permitted to be present during voting or deliberations relating
to CEO compensation.

2. Make recommendations to the Board with respect to director and non-CEO
officer compensation, incentive compensation plans and equity-based plans. The CEO may, at
the discretion of the Compensation Committee, be permitted to be present during voting or
deliberations relating to non-CEO compensation.

3. Produce a Compensation Committee Report on executive compensation and
participate in the production of the Compensation Discussion and Analysis as required by the
SEC to be included in the Corporation’s annual proxy statement or annual report on Form 10-K
filed with the SEC.

4, The Compensation Committee shall annually review and recommend to the Board
the following items with respect to the CEO and the executive officers of the Corporation (as
defined by Section 16 and Rule 16a-1(f) of the Securities and Exchange Act of 1934): (a) the
annual base salary level, (b) the annual incentive opportunity level, (c) the long-term incentive
opportunity level, (d) employment agreements, severance agreements, and change in control
agreements/provisions, in each case as, when and if appropriate, and (e) any special or
supplemental benefits, in each case subject to the terms of any existing applicable employment
agreement terms.

5. The Compensation Committee shall make regular reports to the Board.

6. The Compensation Committee shall annually review and reassess the adequacy of
this Charter and recommend to the Board for approval any proposed changes to this Charter.

7. The Compensation Committee shall perform such other duties and responsibilities
as may be assigned to the Compensation Committee from time to time by the Board of Directors,
including without limitation:



a. Periodic analysis of, and recommendations to the Board of Directors with
respect to, the functions, duties and responsibilities of each of the
executive officers of the Corporation;

b. Oversight and analysis of, and recommendations to the Board of Directors
with respect to, the Corporation’s policies regarding the engagement,
advancement, promotion, reassignment and termination of its executive
officers;

C. The implementation and administration of the Corporation’s incentive and
equity-based compensation plans to the extent permitted by such plans;

d. Review and make recommendations to the Board of Directors on (i) the
competitiveness of the Corporation’s compensation and benefit plans for
directors and key management employees and the employee relations
policies and procedures applicable to key management employees; and (ii)
such other matters relating to the organization of the Corporation and the
compensation of executive officers and key management employees as the
Compensation Committee may in its own discretion deem desirable.

Operating Policies

1. The Compensation Committee shall keep the minutes of all Compensation
Committee meetings (designating in its discretion an individual to record the minutes) and
approve the minutes by subsequent action. The Compensation Committee shall circulate the
approved minutes of the Compensation Committee meetings to the full Board of Directors for
review.

2. The Compensation Committee shall determine its rules of procedure in
accordance with the Corporation’s principles of corporate governance and its Bylaws.

3. At each regular meeting of the Board of Directors held following a Compensation
Committee meeting, the Compensation Committee shall report to the Board of Directors
regarding the actions, activities and findings of the Compensation Committee since the last
Board of Directors meeting, as well as any recommendations for action by the Board of
Directors, when appropriate.

4, In discharging its responsibilities, the Compensation Committee shall have full
access to any relevant records of the Corporation and may also request that any officer or
employee of the Corporation or the Corporation’s outside counsel meet with members of, or
consultants to, the Compensation Committee.

5. The Compensation Committee shall have the authority to engage such
compensation consultants and counsel as it deems necessary or desirable from time to time to
discharge its functions.
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