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Richard L. Soloway
Chairman, President, and CEO

To Our Shareholders

I am pleased to report that Fiscal
2013 saw a continuation of the 
positive momentum from the previous
year, resulting in a second straight
year of vastly improved profitability.

In Fiscal 2010, NAPCO embarked 
on a long-term strategic plan to 
successfully transition from a 
highly cyclical business model 
that traditionally focused on the 
manufacturing of security products 
to a leaner and more dynamic 
organization with a growing 
portfolio of security software as a
service (SAS) products and services
that deliver highly profitable recurring
revenue streams.

For the fiscal year ended June 30,
2013, net sales were $71,386,000, up
from net sales of $70,928,000 a year
ago. Gross profit also increased to
$21,724,000 or 30.4% of sales, versus
$21,152,000 or 29.8% of sales the
prior fiscal year. 

Operating income remained relatively
constant at $3,796,000 compared to
an operating income of $3,811,000
for Fiscal 2012. Net income for 
the entire 2013 fiscal year increased
33% to $3,021,000 or $0.16 per 
share compared to net income of
$2,286,000 or $0.12 per share for
Fiscal 2012. 

Especially noteworthy was extremely
impressive results for Q4, highlighted
by net sales of $21.8 million, the 
highest quarterly revenue in 5 years,
and an increase of 10% over the prior
year. Gross profit in Q4 also spiked 

Several growth drivers are contributing
to NAPCO’s improved performance: 
SAS product offerings; a strong
rebound for the Marks division;
increased spending on school security;
and ongoing efforts to contain costs
and increase operational efficiencies.

Finding New Ways to Generate
Recurring Revenues

NAPCO is increasingly utilizing 
software as a service (SAS) to create
more predictable and reliable 
recurring revenue streams for NAPCO
and its dealers. This important 
initiative is just beginning to bear 
fruit through several new products 
that feature proprietary and 
patent-protected technologies. 

to 38.1%, and net income increased
dramatically in Q4 to $3,209,000 or
$0.17 per share, a 74% increase over
the prior year. Adjusted EBITDA* for
Q4 also rose to $4,444,000. Such 
positive results during Q4 clearly
demonstrate how revenue growth 
can have a very positive impact on
our bottom line.

NAPCO’s balance sheet also 
continues to strengthen. During the
past fiscal year inventory levels were
reduced from $23.2 million to $21.9
million. Debt, net of cash, which
peaked at $35.9 million following the
acquisition of Marks USA in August
2008, was reduced to just $13.2 
million as of June 30, 2013, with $4.1
of this debt reduction occurring this
past fiscal year. In addition, NAPCO
successfully obtained a new 5-year,
low interest rate loan from its primary
bank, HSBC. Lower debt levels and
lower interest rates contributed to a
50% drop in net interest expense,
down from $1.1 million the prior fiscal
year to just $574,000 in Fiscal 2013. 

NAPCO’s improved financial 
performance was also reflected in 
our market valuation, as the average
price of a share of NAPCO stock 
purchased on July 1, 2012 increased
by 65% during the subsequent year.

All of this positive news came amidst
the terrible and tragic effects of
Superstorm Sandy, which severely
impacted regional business 
conditions, with several East Coast
accounts taking months to normalize
revenues.

(NASDAQ:NSSC)

NAPCO addresses both the commer-
cial and residential markets with new, 
enhanced lines. Scalable for use in 
commercial buildings from strip malls 
to high rises,  Napco Commercial™ 
Fire &/or Intrusion Platform offers 
improved, faster installation. Flexibly 
supporting multiple technology 
devices, the line features a wide array 
of commercial grade wireless sensors, 
including fire detectors, potentially 
saving up to 75% of the labor time plus 
materials, so Napco dealer bids are 
more competitive. Ideal for households 
seeking to bridge their home with their 
on-the-go lifestyles, iBridge® Connected 
Home Services, accessible from a 
Smart Phone/Tablet App, controls 
alarms, video, temperature, lighting & 
locking via wireless Z-Wave™ technol-
ogy – also promising attractive new 
energy savings, while providing dealers 
new RMR services and improved 
account retention. Already popular, 

Napco StarLink™ future-proof upgrad-
able, 3G/4G Network-Ready Radio, 
also including a new consumer on/off 
App, provides full wireless alarm 
reporting from any brand system, in 
lieu of scarce telephone landlines 
protecting both security consumers 
and dealers’ account base.

Alarm Lock Trilogy Networx™ Access 
Locks continue to build market share as 
the wireless networked version of the 
standalone Trilogy PIN/Prox ID Locks, 
an industry staple.  They’re ideal in case 
of emergencies, because they can 
provide schools, hospital and business 
campuses, global lock-down and 
unlock commands in under 10 
seconds, initiated from any lock or the 
server.  Networx Locks are also now 
fully integrated, in real time, with 
Continental Access’ comprehensive 
security software. 

Designed for enterprise risk and 
security managers, new Continental 
CA3000 v2.9  software offers a single 
interoperable solution, integrating 
access control, more video brands, as 
well as Alarm Lock’s lock & Napco’s 
security- technologies. Its Accelaterm 
Panel has also been well-received, for 
both super speed &  8 to 16 door 
support.

Used in a growing list of hospitals, 
Marks USA’s LifeSaver™ ligature 
resistant door hardware is respected 
for its innovative design & quality.  In 
answer to the outcry for school  
solutions, LocDown™ Classroom 
Intruder locks, can inexpensively 
retrofit standard or mortise locksets, 
providing instant locking from safely 
inside. i-QLite™ Access Lock plus RIM 
Panic Device, is Marks new building 
security & egress combo pak.
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NAPCO SECURITY TECHNOLOGIES, INC.
MEETING TODAY‘S MARKET NEEDS WITH

INNOVATIVE, ADVANTAGEOUS INTEGRATED SECURITY SOLUTIONS

Wireless Alarm Reporting

Bundled Remote Services:
Security, Video & Automation

Enterprise Systems for Integrated
 Access Control,  Video,

 Alarms & Locking  Networked Access Locks  -
Remote  & Panic Functions

Commercial Intrusion & Fire Protection Interactive Home Controls & App Lock-Down Classroom Intruder Locksets

* See table on inside back cover.
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This letter contains statements relating to future results of the Company (including certain projections and business trends) that are “forward-looking
statements” as defined in the Private Securities Litigation Reform Act of 1995. Actual results may differ materially from those projected as a result of
certain risks and uncertainties, including but not limited to, changes in political and economic conditions, demand for and market acceptance of new
and existing products, as well as other risks and uncertainties detailed from time to time in the filings of the Company with the Securities and
Exchange Commission.

NAPCO, Alarm Lock, Continental Access/Instruments, Marks USA, iSee Video, NAPCO Freedom F64, Trilogy, Gemini, Bioreader, Locdown, iRemote,
iBridge, iTablet, Starlink and CardAccess are trademarks of NAPCO. Nasdaq® is a registered trademark of The Nasdaq Stock Market, Inc.

vertically integrated solutions, NAPCO
is well positioned to thrive in today’s
increasingly security-conscious world.
I am extremely optimistic about
NAPCO’s prospects, both short-term
and long-term. My optimism is 
fueled by a growing portfolio of 
technologically superior products 
that appeal to younger consumers
who are early adopters. These 
consumers interface with our growing
network of over 15,000 independent
security dealers and installers, who 
we proactively support with robust
educational and training resources,
including online product webinars,
videos, seminars, and by attending
key industry trade shows. 

The uncertainty of the residential 
marketplace dictates that NAPCO
continue to emphasize commercial
business that offers significantly 
higher profit margins. Currently,
approximately 80% of our revenues
come from commercial applications.
The present economic climate is also
causing small businesses and retailers
to become increasingly vigilant about
protecting people and assets against
violent crime. Only NAPCO is capable
of addressing these needs with a fully

integrated suite of state-of-the-art
intrusion, fire, access control, video
monitoring, and locking systems. We
also remain at the forefront of efforts
to prevent fatal tragedies at schools
and colleges with robust product
offerings from Alarm Lock, Marks, 
and Continental.

Meanwhile, the threat of global 
terrorism continues to grow, causing
the US Department of Homeland
Security to allocate billions of dollars
each year to upgrade security systems
at national landmarks, sensitive 
government facilities, and vital 
infrastructure.

NAPCO is capitalizing on these
opportunities with patented new
products, a growing emphasis on 
SAS services with recurring revenue
streams, as well as a low-cost 
manufacturing center capable of 
serving the ever-growing needs of
thousands of independent dealers,
installers, locksmiths and systems 
integrators worldwide.  

Assuming that economic conditions
remain relatively stable, I believe 
that the coming year should bring

continued growth and profitability on
the combined strengths of visionary 
leadership and a dedicated team of
employees working hand-in-hand with
NAPCO’s loyal distribution partners. 

Our management team is continually
striving to deliver outstanding value
to our customers. We also remain
dedicated to serving the long-term
interests of our shareholders through
strict adherence to sound business
practices that deliver steady and 
sustainable growth, and by reinvesting
cash generated through operations 
to reduce long-term debt, thus
enabling us to finance future business
expansion without diluting share 
valuations.

Our strategic plan is being 
successfully implemented. The 
building blocks are firmly cemented.
Momentum is growing.

Sincerely,

Richard L. Soloway
Chairman, President and CEO 

For example, the Starlink™ GMS 
communicator saw revenues increase
by 166% during Fiscal 2013. Starlink is
installed in premises that do not have
dial-up phone service, allowing alarm
signals to be communicated to central
stations. Starlink can also be utilized
as a back-up to defeat burglars who
cut the phone lines prior to entering
the premises. Q4 saw the highly 
successful introduction of Starlink3™
3G/4G communicator that enables
monitoring on the most advanced 
cellular network.

Another recent SAS innovation is
iBridge™, a proprietary cloud-based
services platform that provides
remote access to door locks, lighting,
thermostats, video cameras, and 
security systems from any smart
phone, tablet or PC. 

Each year, NAPCO invests between
6% and 8% of annual revenues 
on research and development, 
providing us with a significant 
technological advantage that serves
as the lifeblood of our business. 
An increase in R&D expenditures 
was required this past year to launch
several new products that could 
deliver long-term growth potential.
This higher level of R&D spending is
now starting to normalize at a time
when sales of Starlink™ and iBridge™
are beginning to accelerate. 

We are also seeing healthy revenue
growth from the iSee Video remote
wireless camera system, the choice 
of thousands of independent security
dealers. Networx™ wireless lock

access control systems are also 
gaining broad market acceptance. 
For example, a leading university
recently ordered a comprehensive
solution integrating Alarm Lock
Networx wireless locks with
Continental Access Control 
enterprise-class card access systems.
This $1.5 million campus-wide security
solution was the Company’s largest
single order ever. Future growth
opportunities abound as colleges 
and public schools nationwide 
scramble to enhance security.

Marks USA Posts a Dramatic
Rebound

After bottoming out in Fiscal 2012,
sales of Marks brand locking devices
grew 29% in Q4 and 18% for the 
full year, driven by a rebound in
demand for high grade commercial
locking devices along with major
growth for LocDown™ classroom
intruder locks. LocDown offers a 
cost-effective retrofit solution to
address heightened school security
concerns in the aftermath of the 
tragic incident at the Sandy Hook
School in Newtown, CT.  

Marks also recently introduced a 
comprehensive series of anti-ligature
ADA (American Disability Act) 
compliant locking devices for 
correctional facilities, mental health
facilities, hospitals, and nursing
homes. We expect to see dramatic
growth for anti-ligature locks and
accessories to federal, state, county
and municipal agencies as well as
healthcare providers.

Reducing Costs, Increasing
Operational Efficiencies

As demand grows for innovative new
products such as Starlink, iBridge, and
Networx, NAPCO will benefit from
increased capacity utilization at our
low-cost manufacturing facility in the
Dominican Republic. This modern ISO
9001:2008-certified facility leverages
the region’s extensive workforce and
offers ample excess capacity for future
expansion. Rising manufacturing 
activity at this facility will have a 
minimal impact on certain fixed costs,
serving to further enhance gross profit
margins going forward.  

Based on the many recently introduced
new products, revenues could reach
$100 million in the next few years. 
At that level, gross profit margins
should grow substantially, exceeding
40% as a result of increased capacity
utilization at our manufacturing 
plant in the Dominican Republic. 
In addition, previously sold SAS 
products and services will continue 
to generate recurring revenues while
incurring no manufacturing expense,
thereby creating a compounding
effect that further boosts our gross
profit margins.

Looking Ahead

We live in an increasingly dangerous
world, where demand for innovative
products that protect people and
property will never go away. 

As the only company in our industry
capable of offering comprehensive,
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NAPCO SECURITY TECHNOLOGIES, INC. AND SUBSIDIARIES
NON-GAAP MEASURES OF PERFORMANCE* (unaudited)

(In thousands)

Net income $ 3,209 $  1,841 $  3,021 $  2,286
Add back provision (benefit) for income taxes 236 201 187 267
Add back interest and other expense 138 327 588 1,258
Operating income (GAAP) 3,583 2,369 3,796 3,811

Adjustments for non-GAAP measures of performance:
Add back amortization of acquisition-related intangibles 229 266 917 1,065
Add back change to inventory reserve 354 504 354 504
Add back stock-based compensation expense – – – 8

Adjusted non-GAAP operating income 4,166 3,139 5,067 5,388
Add back depreciation and other amortization 278 372 1,057 1,210
Adjusted EBITDA (earnings before interest, 

taxes, depreciation and amortization) $  4,444 $  3,511 $  6,124 $  6,598

* Non-GAAP Information
Certain non-GAAP measures are included above, including EBITDA, non-GAAP operating income and Adjusted EBITDA. We define EBITDA
as GAAP net income plus income tax expense (benefit), net interest expense and depreciation and amortization expense. Non-GAAP 
operating income does not include impairment of goodwill, amortization of intangibles, changes to inventory reserves, restructuring
charges, stock-based compensation expense and other infrequent or unusual charges. These non-GAAP measures are provided to enhance
the user's overall understanding of our financial performance. By excluding these charges our non-GAAP results provide information to
management and investors that is useful in assessing NAPCO's core operating performance and in comparing our results of operations 
on a consistent basis from period to period. The presentation of this information is not meant to be a substitute for the corresponding 
financial measures prepared in accordance with generally accepted accounting principles. Investors are encouraged to review the 
reconciliation of GAAP to non-GAAP financial measures included in the above. 

Three months ended
June 30,

2013 2012

Twelve months ended
June 30,

2013 2012
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