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NAPCO SECURITY TECHNOLOGIES, INC.
MEETING TODAY'S MARKET NEEDS WITH
INNOVATIVE, ADVANTAGEOUS INTEGRATED SECURITY SOLUTIONS

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. I[deal 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.

(NASDAQ:NSSC)

Designed for enterprise risk and
security managers, new Continental
CA3000v2.9 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.

Networked Access Locks -
Remote & Panic Functions

| 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

* See table on inside back cover.

To Our Shareholders

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.

Al 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.

Richard L. Soloway
Chairman, President, and CEO

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.



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,

vertically integrated solutions, NAPCO

is well positioned to thrive in today's
increasingly security-conscious world.
| 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, | 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,

E Ilr : 2 : ?
Richard L. Soloway
Chairman, President and CEO

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 Fé4, 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.
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The Company is o diversificd manulfacturer of security products, encompas=ing electronic locking devices, intrusion
aod Fire adirmis aned boilding aecess costrol systems, These prodiwts arg used Jor commercial, nesldential,
inatitutivnol, induswial wad  governmentsd  applications, snd ere sold worldwide grincipolly 10 independen
disfribbory, deslers sl installers ol secunity eguipment,
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Proluety

Avceas Conbind Systois. Aveess cobie] syateing consist ol one of mire ol e lellowing:  viricus ipes of
felentificnnion readers leg. cand menders, hand somnners, etcl, 8 oomiml pamal, o PC-haged - competer
electranically activated dooe-tocking deviees, When an idenrification card or other identifyving information is eatered
frdir b resder, the informatien b tmnsoiited o ihe contmol ponel PO which ten volidies the dida ol detemmnes
wlzcther to grint access or not by clotmonically deactivating the door locking device. An efectionge log is kept which
recnrds ooy types of didn reparding iccess activity,

The Company designs, engineers, mapfuctores ond markets the soltwars and coptrol panels discussed above, It nlse
buys and resells varous identificason readers, PC-based computers and sarious pesipheral equipment for aocess
womntroel sy ulET,

Alarm Systems Alarm systerms maunlly consis of sorieas detectors, ocontrol pomel, o digamd Seypald ound siganling
equiptent, When a hreak- i occurs, an ierresion detecoor senses the intmsion ard acrivates a coannd panel van hard
wirted o wirehsy Imnsmission thit sess off the signaling equipment -amd, i most cases, cogses o bell o siren o
sotiiid, Commmnbeation equipment such as s digiend eomiminicator may be wsed woranaanin the alaim signal oo
cemral stotaon or apother persen selected by o customer,

The Company mnufnctuses and markeis the following products for alocm systems:

Auomntie Communicutors, When o contm! panel Is activated by s signal from an otrosion detecior, i
arlivates A comamnicatos thar can amomazically dial ome or mesee pre-designoied relephnne nombers uelizing
wdred Homdfine or eellular commmuoneations systems, IE prognomereed o deso, pdigitnd commonisator dials
the telephone aumber nf a contml moniioneg Station and communieses o eonsparer langisge ooa digial
cprmmunicator receiver, which signals an pfinrm messope,

Control Pangla. A cortmol panel iz the "brain® of an Glarm system. When octivated by any one of the variois
pyptes ol amtrason detectors, o in sctivate an sudible alam andior varos types of communssnm devicis,
Far marketing pomosss, the Company sefers to it contrgl panels By the mmade nams, genernlly “CGemini T
anmd Magnwm Al TR Toflsswed by o nurserical designation,

Conpbaination Contrn! Pl Phigical Communicators aid Dimsal Kevpad Sestems, A combimation eontinl
pangl, digitn] communicalor nnd 5 digilal kevpud (o plale with push hoiton numbers ay on s iekephione, which
climiizares the reed for mechanical keval has continbed oo be the leading configuration in teeivs of dealér and




cosimer preference. Beoclits of the combimsion format include the oo effsiency resullbng from o =ingle
mictcompuler funcoion, o well ay the relinbifiey ond.gase of nsllation guonesd from the simplicity und
spgrhisticalion ol migre commputee fechimilogy

Droor Secumty Devices The f-;wnpml:,- mumuisctures n '|-'I'I:I'ii:l:|- off exil olurm loeks iu-..'lill:iilrg, hirIIEﬂE e i
locks, dowr alnrms, mechancal door bocis pod microprocessar-bassd elevtmoas door locks with push botton
wrk carel rencer ogseration,

Fire Adpom Comieel Poanel, Molti-gene fire alirm comtml pangls, which aceommslsie sn ogeiona] degital

cormrunicsalor for reparting 1o n contral station, wre also menufaciused by the Company

Avce Drereciors: The Compeny's area deteciors ore both passive mlrared heat detéctors and  combimotiaon
e v pessive infrared detectors thid ure Finked 1o plorm conirol pasels. Fossive infmeed ol deecions
peapornd o e eleimge b heat packerns caused Byoam iniroder msoviog within o protscied aien Comfbaoumlion wiis
respud dee baoth champoa i sl pislteTms wndd changes in L L (A AT pueltierns pecurring ik the same ime

Viden sarveillince Svsfems

Video survellinse systems typrally corsist el one e mocs vides Gomeras, o comtol panel sisd o vided moogtor or
P More sdvanced systems cun also inelsde norecordhng desice and sore type of remnlbe commimication devios
sueh 05 an mbermel coaoegtion b oa P o beowser-caabled cell phiooe. The syatem allows the user e meadior viricus
Pocaiims al opce while eecorders save the video imikges For futire use . Remote communicution devices can allow the
pesr b view i contred the sysiem from g remsle locutkn

The Company desians, engireers, imid morkets the soltware and control ponels discessed above, 10 nlsa Bbiys ol
resclls warlous vides cameras, PC-based compurers and peripheral equipenens for viden survarllance sysoems.

Pevipheral Kqgonipmemt

The Company alio markers peripheral oed relored cpugmenn monufaciised by otler compnnics. Bevemics feom
periphend equiprmzot have not been signiticant,

Beseureh amd DPevelopmend

The Compeny’= busingss involvies o bigh technoibey element. Doring the fsenl sesgrs ended Jone 30, 200 3 and 2007,
the Company cxpended approximansiy 850 19000 and 53204 (0, espectively, o Company-sponsoied feacarch
and development activities condocted by its enginserieg deparms=inl to develop and improve the Products. The
Company nferds o cpntinue toocodoer & skgeificant partan of s fumeee reseanch amd development activitsies
iternndiv.

Fvplovess
As of June M1, 2013, the Compary had 905 full-time smplovees
Mlarketing

The Compary's stoft of 44 <ales ond marketing support emplovess Iocated ot the Company™s Amityville officss selis
and muekets the Prodiccts primanly oo indepandent distibotos aod sholeslos of scunny alarm asd aecarity
Thardwnre equipment. Manocement éstimates that these channels of distribuzion repregented approvimately 33% of
e Conmpany's o] sales o aach of she fiscal searn el Tune 30, 20003 and 2302 The reiining seveinees aiv
primarify from indallers and govemmental institutions, The Company's soles representatives: pericdically contact
earsbing and potential cestormers W iineduee new podocts oml coeste demioad For thiose as well as otlser Cornpaaty
producis. These szles representitives. topether with the Company's fechnical personnel, provide trining inel other
soryvices o wiholesalers and distribaiors s teat they can benter service tie eeds of theldr costemsers. In addition o
ditect sabes ellors, the Company sdvertises in fechnical trade publicetions und panicipaies in rade shows in major
Unnted Staces and Enropésn citics,

I the grddinsry eonrke of the Comipany's babeiness s Compauny prants cilended payiment iemis D0 cerbab Cusiumers.
Tow further disces=ion on Concemtrtiom of Credic Risk see diselosureys melueled in frem 7.

Comyaetithi

The sccurity alocm producis industry i highly competitive. The Company™s primary competitons ale oomprissd of
pppeosimiiely 20 other compumes that mamufaciore smd marke? secunty equipmenl o disimiboioes, deastees, centrl
gtaticas and originul eguipment manstfaceers. The Company belisves that no one of these compatitors s domminmn
b tte fmlestry, Cerlabn of thess companies hove substantally greatec Auoncial and otbier resoarees than (e
Company,

The Comgary competes pomfily on the boses of the fzewires, gualivv, relinbility and pricing of, and (he
Incvrporation of fhe Jotest innoviaive and weehnologien] sdvaness imdg, s Prodieds, The Company olsu competes by
abfering fechnical supps services o s custoiner. L sddition, the Company compeiss on e basis of s capertise,
s proeven prwioata, s reputateon nod 1% ||h-1]|.|_:.' tre provedie Prionducts o cuslomess on o tmely baanis. ‘The lnnh1|||:|- il
the Company to compete with pespect 1o any one or moce of the aforementioned factors could have nn adverse
impskel ot L Compiny's Businsss,

Fetatively lowepriced “do-il-voursell” plarm svsem poodoct: are availabiz o tbe peblic ol eetdl stoes. The
Company belicves thal thesge prodscts compete Wil the Company diely o0 n fmited cxicat becanse they appeal
prmarily oo the "docib veursel” segment of the marked, Purchizers of such systems do ol receive grotessiomn|
woenmiltation, inatwlladon, seryice oF Ui sopnisticign il the Compuny's Products provide,

Scugsimalily

The Company's fiscal vear beging an aly | pnd ends an June 300 Hestorezlly, the end ssers of Mopop's producs
st b destild ity producis poor o e sammer thersfore siles of (s produt s histoncally peak in the persad Apnl |
through Tune 30, the Company’s fiscal fourth quarter; and are reduced in the period July | through Scpicmbor 300 the
Company's (sl st gooder, Ioosdditbon, demomd b5 offested by dbe bovsing and  <opstruction mackeis
Deterinration of Current eeonomie cotditions may sl affec this crend,

Faw Materials

Thie Conigrany jaregeires spocalicabions e gonygssisnl pas wsed o the Prosdocts sl purebsses e compoients Teona
aatsile dowrees ar fbricades the components itseltf These compatents, 1 standord, e seneeally raocily avoidotle; if
specially designed for the Cospany, there is usually mose than ore alienacive soocce of supply avadlable oo the
Company s i competitive basiy, The Company generally maintming inventories of all critical eomponens, The
Cooimpainy for the mss par s oot dependent o aivy oae source Tor i mw maneials,

Sales Backlog

I gemerd, omdire for the Product wee processed By e Cieopaey T Diventory . A sales Backbog of approsinately
SETT 000 it 51 AET IO existed s of Jone 30, 3003 and 2000 2 respectively. The inerease it the backloe ps of
Junee 30, 2003 was doe woehe Company seceiving o parchase order fos varions special-ordas itoms from L cusimer
For npprowimsdely 51,542 08K vwnrds the pocl of Gaeml 20003, approsamenie e S428 D00 o8 which s open sy of Tune
A2 The Comganny Ias complaned this purchase ooden bnothe quarter ending Seprambes 30, 2003, Tse Coanpany
expects to fill the entire backlog that existed = of Tune 300 20 2 doring fiscal 24004,

Crovermment Begulation

The Compuny's felephon: dialers, microwase transmitting devices afilived In ids motion defectors and ony pew
corrminmisicabsm equproenil that sy b antmoduced Tong o o tme Sy e Congaany must comply st siinands
prosmulgated by the Federal Commuonicntions Commission ("FCOO") in the United States and similas nacicies in
ather couplries where the Company offers such products, specifyiog pecaimed Trequeney bamds of opeeration,
permiiled power cuipol and periods of aperation, av well gy compabibility with lelephone lines, Each pew Prodoct
that 15 subgect ool regulation muse be rested for complizice with POC stasdards o the standacds of such siodlar



pUsEriseniLl apeieies, Test FEpHCES e subinnied wothe FOD or sisch similar agencies or ppproval. Ciost ool
complinnees with these regelativas has nst hess mderiol,

Patents and Trademarks

The Comipany bas been granted: asveral patents and trademosks reloting 10 the Products, While the Company obiains
ittty and trdemorks w1l deems appgrLate, 1he 'C-:|||:|r|u.r|._'|r s el belpeve thal dis-current or Tinluse snocess s
dependent on its paients or trudemarks:

Forelgn Sales

The revenues and idemiifighle asseis atriteable 0 the Company's domestic ard forcien nperfions o s last 1wo
fisenl vears are surmmarized it following tnble;

Finarscand nformdion Heluting i Domestie and Boreism Operotinns
A3 20132

i thoisands)
Sales o external eustormers 1))

[hsnestic YhT 243 AT

Faareign 4,143 inl7

Tiostnd Met Sales Tl ST uTE
foleniifnble ausets;

Uinted Stanes Sal.l4l 50838

Iheninicnm I-!l:|'||||'||||;' il 12768 | ha2

Frazl ldentifiable Assers Sisma0d kg ds0

1y AL af thie Canspany's sales orgiase i e Unined Seates sisd are afipped. pocacily o the Coomspoay’s Tacilites
im the United Stotes, There were ao sales inte any one Toreign coantry in excess of [ME of totnl Net Sales,

() Consists prinsrily of inventogies (2003 = 5005 2007 = 2986061 aind fixed assets 12003 = 53,5406, 2002 =
ﬁ:‘-.‘}?-l':-'l loazated ar ihe F.nrn]:l.n.rl:.-".- "'Il.'i:III:iI!.'II LTI rJ.II.']I]IIﬂE fu;'ili!:,' 1 U Darmenca R:|:l|l|'.l|i|_'.

ITEM 14 RISK FACTORS

The msks deseribed below arg smong those hal could maderially and adversely alfeer the Company’s Tasiness,
finunciol condition or results of cperations, These risks could couse sctond résults e diTer materaliy fnsm histoncal
peslng ard Trom any resils predicrad By any oewsl-looking statements reinsed o0 comtitions o events thal may
ocenr in the future,

L Business Could Be Matesially Adverselv Affected as o Besult of Genern] Economio and Maket Condirions

W ure subject to the effocy of veneral ecomomic snd merkes conditions. In the event that the LRS. or intemationl
ot odinnos deterionie, o revente, prolin and cash- low keviels could be materally sdvesely affeciad in
fuiure pericds. In the event of such deterioraiion, masy of our Commenl or podendial fuiure customers mey experience
serions cash flow profilems amd as o oesall may, mesfily, delay or cancel purchases of aor prodicts. Addianionally,
customers ey ni be able to pare, or muy delay payviment of, aceoonts pecsivable thit are owed 19 oas. ITsuch events
du pecur. they mny nesult in our expeises being b bigh in relation 1o our revenoes amd cash Tows.

Diur Buasiness Could Be Matenally Adverselv Adfecred ag o Bevoll of the Inabilioy fis BMamion Adeguate Financig

Chur business ks dependent on pimintanicg sléquate Jeveis of Domcing osed o Tomd operations amd  cagitil
expenditures. The current debt Tacilitics provide for guamerdy principal debt repayments of approsimtely 54560 000
phus perest s well o ceraie Sinunciob covemmmts rebating b mgios allected By peolil, wsct ood debt levels. 10 ibe
Compary’s profils, pssel or cosh-Mos levels decline belivy the mimimums reguimed (o mest thess covenants or o

inake the mimiman deb pasaents the Company may be anaicrmlly adversely affected, EFNeets on the Company
conled nelude Bigher Interest Costs. redction i rorroswing avallubality or pevocabion of these doedit facilithes,

We Are Depsndent LUpan the Efforts of Richard L, Solpway, Our Chist Exccutive Officer and There is Mo

Buccesuinn Plan in Place

Ihe success of the l".|1n1]'.|||11:,' 1% |'.|rgj:|_lr' d.ulrr_'nl,!ﬂll o Lhe elBos of Baicharnd 1, Hnt-;':w:l:.-, Chiel Bs=cutive O Teer.
The loss of his services could beve 5 muterial adverse effect on the Compuny's- buzincss and prospeces. There iz
curreiitly wivsdccesson plon to icdress the [ ol W, Soloway s srvices,

Corppetitors Soy Dewe Advamee ol Lls

Cher business may be mateially adversely alfected by the mooganeement or intrshistbon of pew prosdiuis aml
servizes by our competiwors, wnd the aoplementation of efective marketing or soles sntegics by our competvrs.
e |:1|.||.|x|rll.' 1m wwhinch he {.-I.Il1'l|'lll11_:|l npETies 1 chortlenyed |'|:|.' |:-c1n=I:|nI|‘l.- iTﬂl’!l'l'ﬂ'I-'\i!I.I '|'rr|1|.‘||||:|~:. [here cam be noe
sssurance that competiios will pot develop prodoets thas ane srperior to e Company’s pooducts, The Company bins
Iastomenlly mwested] wpprasimatety 6% w B ol aoooul revennes oo Research ond Development o mitipde (hos
risk. Furure stecoss will depeml. in pac, oo our shility o continae o develop and maskes products and prasdist
enhmncements costselfectively. The Cormpiny's nesennch aod development expeoditimes e prcsapzlly iareted a
cnlincing cxisting preslicis, aml B 4 lesser esmenl of developing now ones, Further, theie can Be g sssueanes tlae
the Compiny will ol expegience odditiosnl price competition, and that sesch competition may. sol adversely aftect
the Compariy's revenues and reselys of eperations,

O Busisess Could Be Materinlly Adversely Adlecoed by e Lanbality o Mandain Expense Levels Proporioiate 1o
siles Woliume

While snpense levels relative o ourreot soles levels result o positive mel breoee el cisbe Mo, 10 siles bevels
decrease significantly mnd weo o umabic o docrcise expensss propoctionstely, our business muy be adversely
allecimd,

Chur Busineys Could B¢ Materially Adversely Affected as 2 Besult of Howsing amd Commercinl Buikiing Markcs

EI Ir]l.‘li'[il.'lf'l!'l

Wi wre silapecd o the elTedts ol Tasing wnd conanereanl buildbng iirket conditions. 10 these corditicas dederiaie,
resilting o daclines inosdw Boosing or commarciol Boililing starts, exiginge home of commercin] Beildimg saley. o
dennvatinns, our hosisess, esulis of operadinns or finaweial cosdinnon eould e minceriafly adversely atfected,
parsicobary ioour imtrasican wnd door lncking proafuct Tinss

Chur Business Could Be Moterindly Adversely Affected us o Result of Lessening Demand in the Secunity Murket

Chur revenws and profitnbillty depend on the overnll demand for our products. Belays or redoctions in spepding.
desnestically a0 intemetiiaallv, e elecironic seciniy systems could materally advermely affect demesd for our
prodisets, which coubd result in decrensed revenues or eamings.

We compete with apgroximately 20 odher companics thal manofzeiore and  market sfcurity  equiprment o
shigtnbimors, dealers, eonteol stationg and cnginal cqoipmenr ranatscrorers. Some of these oompmes may have
subataneinily greater finnncial arsd other rescurces than the Compony, The Company competes primarily on the basis
il the feutures, quality, reliability and priciog of, and the incorporation of the et evacive sod welmglogical
advances inde, it prodoems. The Compnny also dompetes by affering technical suppon services o its costomers. In
aldili, the C-::llllqul:_',- cosltipheles b Elag T el aly esperiasg, ity jirdiken |:nu.1h|11.u. ils |.1.-|J|.1h.|.li-:m ard 11= .|.Ih|'|i1_'.I lis
peovide produets fo customaers on a timely bazis. Thie inability of the Company to cormpete with respect to @y one or
it o e pforemeilboned factoes coali lave an adverse impact on the Compainy’s o iass.

1"



Chir Bustoness Coukd e Materially  Adverscly Aflested a5 Ressdt of Offenas Exrewled Payowsit Tenns b
Cusliamers

We resularly crant credit terms Bevonad 360 davs 10 certiin custnmeers, These erms are iffered Inoan effort to keep o
Ml e of gor grocdects m-slock al our ceslomers” Keations. The lenger weons tal are granted, the mose sk s
hevent by collection of these recelvables. We believe that oor Bed Debt reserves are adequnte o accoumt For this
inherent risk,

o W9 Y J
LEstributory Conld Beault In A Loss OF Bevenve And Harm Our Busipess.

We distribiube our products primanily throough independent discribotses asd whelesalers of security wlanm and security
hnrdware coprpment. Or disinbsiers aml wholesalors alsa sl aur competines prodeis, imed i shey Tiver our
competitors’ produacta Far pny redgsen, they oy 2ail (o norker own peoducts as eflectively or o devols iganunci
necessery fo presvede effective sales; whoch wosnld cwise o resales e sofller, Enaddhtion, the Trancal bealth of
these distribuotoes and whoelesalers and our continming relationships with thent are mpotant to car suceess: Some of
Ui dhistmbuless and whelesaless miny be upnble b withstiopd slverse chonges i bisaness conditions, Our biesiness
cold be seriously harmed 0f the finaneind cosdition of some of theze distributors and whnleszlers substantially
wWenkiens,

Miemibers of Marogement amd Certin Dicectors Bepeficially Crmn Substantal Portionof the Company™s Comimon
Sk ol Ay Be o a Pesition o Thelerming the Duteoime of Coeponie Blections

Faclned L. Scloway, aur Cheel Exccwtive SiFicer, msembers ol inmegement amd the Boird of Dirccvors benelicully
ey e, 20 o the l;.'|ll'l1,.‘|'|||.l|' |'|||1~:IJ.|I|1|:|:ihg shoren of Coammeon Stock, H.':' withind ol gich ivwners |'|.'i|1- amdl Thetr ]1rr~||r||:|-|1_1-
with Mapeao, they neav have the practical ability to determine the clection of all dirscvors and confral the outcome of
stibstaitial by il motlers sotitiied W Napeo's duckloldens

I mdcitiomn, Mapeo o o siageered Boand of Directors, Such comcentration of ownership and e stappeered Board
cotld hiave  che effect of making o moe difficolr for o third party e seguine, or dsooirge a third ety fiom
seeking o seouine. contod of Kapoo,

Chir Hag=iness € onld B Mntl:riall:,' Adveruely Atfecped h].' iy Inceresie oy the IE1:|."|1.1|'|E_:' Fenie a1l the Derminicen Posn

We are expose] o forciom correney risks dug 16 oue operatione fn the Dorsiniean Bepablic. We hawve sipmiticunt
aperntings in the Dombrlcan Bepublic which are deoominated in Doaiibican pesns. We ace subpect e the resk that
curreney escllinge mates betwesn Me Unitd Sakes and he Dominican Repoblic will Mectmee, poentially resol ing
biE ik anefease 0 g of obe expeiises whaen LS dollers are terosfermed 1o Doimdncan pesos oo pay these expanses,

TTEM TH: UMHEESOLYEDR STAFF COMMENTS.
Min applicade.
ITEM 2 PROPERTIES,

The Company owas execunve offces and  producton and  wasehousing feeehies ar 333 Bayviow  Avens,
Amityville, Mew Yok, This facility consists of & fullv-usilized W000 square foot building on o =ix acee piol. This
gix=acre ge provices the Company with apace for expansaon of affice, maimfactnng aod stosage capaemies. Tleee
facilites are pledeed as secarity in the Company™s credic facilities with its primany hank.

The Company's foreign sobsidiary located in the Pominicin Repubiic, Mopoo T, 5.4 Fomweely known ps
MAPCOY Alurm Lock Grupo Inkeenational, 5.4, owns a bwilding of appeosimdely 167000 susre zel of
preduction asd warchonsing space n the Dominican Repoblic. Thot subsidiary also leases the lamd associated with
Usis Dbl ldimg wieder o 99 vear lease expaning n Hie year 2092 00 oo anniml cost of approsimotely S288 000, As of
T BOO200E, o megonty of the Company's products wers manufpctomes f this Tocihiy, utilzong U5, gualily control
srandarnds.

Mlunsgemen believes thal these focilitiey wre mose than sdeguste 159 mest the needs of the Company in the
fonssecabie Tibae,

ITEM 3: LEGAL PROCEEDINGS.

There are oo r|=1||;||||g_ o Uhrentensd el I=3u| |'I|'I,H'_'|:!l;!-elll|£h- e which SAPCO or s subeacliomes or iy ol thesr
property s subiect.

In the normal course of business, the Company i b pany o claims andlor Htigation, Managemens belicves that the
st lemmwent of such elaims smdor iagatkn. considened: s ageoegate, will nol b s mateoad sdvdrse ellee on e
Company s fnomeinl position and resulis of epeniions.
ITEM &: MINE SAFETY DISCLOSURE.
Bot Apolicabls.

PART I

IUEM 5 MAKRKETD FOR THE REGISTRANT'S COMMON EQUETY, RELATED STOCKHOLINCK
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES,

Prinvipal Markct

NAPLE Y Uomymiom Siodk i8 friced on the MASDAL) Skeck Marker, Clobal Markel Systern, wnder the symbinl
MRS,

The tebles set forth below reflect the vange of high anad low sales of the Commen Stock in cach gquarier of the pas
o fi=enll yenre ns reported by the NASDAC Global Markel Svsiem,

' s ] Fiacw? Mi13
£ i Sk Heper AN |- ) fidijigi AL | L
Hgh 5344 RN 0a L5 B

Liaw S22 50 S 1.5 5141

Chanes Ended Ficnl 2002

Cimenm Sirek et 10 Do 31 Mt 11 T 30
HEgh 5295 5231 5303 5313
Liw -l al 57 e =

Approcimate Muombaer of Security Holders

The normdbser af kalders aof regiord of RMAPCLY s Chiimimnon Siock a4 ||-'I'."i.|:-pl:{'-mh|_"r T, M A weas |17 fuuch sumber does
nit ischude beneticial owners of seock hold i nomings: nameb,

Dviw bdewed Lalormctbos
P AP hias dlechared e cash divicends during e past owe veas o with sespect 10 s Costionn Sleek, and the

Company does oot onticipate paying any cash dividends in the foreseeabls fumre, Any cash dividends mwst be
apperien] Iy the Coenpany's leodees,
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Eaguity Comipensation Plan Informoetéon as of June 30, 2003

SUMIBER UF SFCLRNTTES
REMAININ G SVALLANLE
FLIMEER Lh-SELT . BTITES WhRIGHT RN &Y ERAS =k FUIE FLATLRE ThS 1L ARLE

TER R ERSAIETY LR ERERCESE PRICE G TENE AT
LW ERCISE CHITE AN SECURFTIES REFLECTED
TR PARING DT ICH S CH IO U 0L BN (a

PLAN CATECORY {n il ]
Fguity compensation plans apprved L A EIER 5417 |0 CHRE 125
by securily hiddess:
Eagmity compemsnticn plins nis _ . .
appaoved by sacumity hiolders:
Total AR L0 1Y §4.12 10 DR (25

L) The 2002 Emploves Sock Opdion Plan and the 2000 Mog-émployes Stock Option plons expired in 20032
aned T, respeciively . Mo further opticoms oy be granted omber these plans,

21 In December 2002, the srockholders approved the 2002 Employes Stock Option Plan which asthorizes the
].:r.ulllnt: al in'n.'.urrlﬂ. tlie SRErUise il l.l.-]|'i|:|1 kit cllivaw IJ|1 I &l .a.FFﬁ:F'uI'.E al '-l."iﬂ.'l-.I'I'H'I wluires Gl ||||=
Company's common stock to be aoquired by the Baolders of such dwnnds, In December 2003, the
stackhnldars also approved the 2002 Non-Empovee Stock Opmaon Plan which authorzes the granting of
mwards, e cxercise of wiich wonld ollew op o s segreeaie of 500000 shures of the Company’s common
stk o b acivired by the holders of sucl awands,

ITEM &6: SELECTED FINANCIAL DATA,

Thie tahle befow summarizes selected financinl information.  Foo further informetion, refer o the sudited
comsolickited lnoncial statements and the pos erets beginning on page B0 of this report

Fiscal Year Ended and at June 30

Ul thivsigiisls e dlinee ainl pei aleiie kil

Mt i L INTEN] LR Lk L)
Shdermeni of pamires dein
et Sales 71,3384 HT0.028 71392 867,757 SRS
Ceross Pt 2724 21,152 M I4.522 |5 1
_Impmr_.r:u.uu of Croodwil] mnd i gy .
itangible dasets
Incyme I'T Ly from [',]]'h.-'r:|.1i|.|n'¢ 15 AH1 X513 |.5.1| | (1481
Mt Income (Loss) inz| 2 286 I.121 1 500 13382
Cash Flow Tk
Mwet cush flows provided by f i . -
aperating activites +a9d Ralel 304 5285 6,797
Pt v flows used I mvesting 1387 {606 CTAT (300 (25 231
pUlivities
risCeush Tinn {usec In) prijviced 42661 (3.588] 6072 (3572 149,781
by finarcing aefivities
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Per Share Data:

Mt carmngs Cluss b per common

share:
Hasic R TR kD2 =) AI sk A4 S HD)
Dol $13.160 L 01400 ik SI0LT

Weirhted avernge commian shares
nubstandig

Basic [ 2 L T [ S LRH) [ e ) [ s 00 4 e OO0
Ditlurcedd 0 362 000 19303 560 PO L7600 £ R LD PR SR E L]

Cash D idemsds declaned jeer

comminon dhacs (3] 40 S0 S0 .00

Bualoace slaed dota

Working capital { 1 3322 $32. 05 29083 £3.502 EIT402
Teapl pssats a3 M3 63,750 &8 ,T05 T3 hbE . et
Long-germ Jdebi (3] | 4, 5K) | 5657 G205 - | 740
Stk loldbers' eguity Al 335 AT 15470 T4 24 405815

(15 lisclides the oqeerations and assers of Macks U5A D wihich was souired o Apgisr 2015

121 The Coanpony hos pever poid a dividend oo ity common sieck. 05 the policy of the Boord of Dirscors tn
rebain e ngs for de i e Company’s husesess, Any dividends st be appeoved by (e Comgany's prisary
lenders

(3 Waorking ezpuial i cabeubied by dedaetne Corrent Liabilioes Prong Cument Assery. As of Juse 30, 20000 the
Compony ond its banks were in nepotiaticns to amend ond restate the existing termas of the credit fecslines and
dermm foan, Becssse the closing and Pl wadvers oocusresl alter the Oling Jdae of the June 30, 2000 Fonn 10-K,
the Company classifizd this debe ps comrent as of June 30, 20040 U poo completion. of the closing this debt has
been rechassifed as losg-lerm.

ITEM 7: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESILTS OF OPERATIONS.

(hverview

The Company i a diversified manufaciucer of security products, encompassing clectronic locking devices, intugion
aned  firg alarms aod  budding seeess contms! systems, Thesse products ane ased for commercinl, resilential,
istitutional,. idestrial sed posvemmental oapplicationz. and we sold wogldwide principally e indepemndent
distribotoes, dedlers and iestallers of secusity equipment. Intermationa] sales accounted for approsimately 695 ol
A% of our revendes for the facal yeard eoded June 30, 2003 and 2002 respectively. The inenedse In mtermntionl
slis sk prerbulille e meressed sales of the Company™s dhoar Jocking devices info Conada

The Company owns and operues mmuficiuring facilities in Amtyville, Mew Yook snd the Dominican Repoblic, A
stgmileant porthsie of our opeinting eesi e Baed, wid deopst Docioste with ehaiges oo production lesels g
utilization of vur munudzcturing cipocity, As prodection levels s und Gctory silizefion increases, the fixed costs
are specud dver ncrcased vatpul, whteh should Dapeose piclit macgins, Conversels, when production fevels dechine
nur (isedd cosis are spresil over et fevels, thereby decressimg mangis,

The secunly |n'-::|-|!|:|.'l§ markel 15 chiractereaed h_l,- comslanl  meremental tnmovalion n '|'II'I'l|.‘|I|I:'| d.n:-.qgn and

mepafaciuing wechnodogies. Generadly, the Compaiey devotes §-8% of annual sevenacs fo reseasch aod developioe i
IR&D). The Compamy dloes il expect products resulling rom our B&D investments in Ascal HE5 10 contribute
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nEitevially o revenue duciag s el vear, bl sheald Beosfi e {'I|,|1|1|!|ull'_|.' i Futre wears. b peneral, the sew
prisduct= inrestueed by the Company are initially shipped in Timited guancites, ond incresse cyver anwe. Prices and
mﬂrluiﬂt‘llll‘lllﬂ copsly om0 doegs b gyer Hmie as proilocts wnd '||.::_:hr||,|I!{|_|qic~. TG .

Ecomemic amd Otlier Faclhors

W dr e !'il]l"ll?lll."[ ik thee eifects of El‘.l'll!r-‘ll eoomonne and moasker eonditons, bo the cvent that the LS. o intermatsonal
scnmormic conditions deteroreie, our revenue, profit and cash-flow levels could e materinlly odversely affected (n
futire perioils, o the event of such deteriormtion, muany of our current or potentind fulime cusiomend may espengnee
serigus eash How probieams and as o result may. modity, deloy or cancel perchases of our products. Additionally,
custorness iy nod be able [rav. o mny uelay [Eryreril ol avcounis peveivahle et anre owed doous. I such events
docwcur, they mny result in our expenses being too hich in relation to our revennes gnd chsh flows,

Seasonality

The Company's Gseal vear beging oo Joly | oo ends on done 300 Historeeally, the end asers of Mopoos produacts
w1y install ies product: during e speing and sarly summge; therefore szled of s produss hestotbeally peak in the
peried April | fhrough fong M the Comgpany's fscal fourth guoarter, and are reduced in the pericad Tuly | thmagh
September A the Company's Tescal fost goarer, T addition, demmred s affected By the bonsing ad consinetion
markets, Cetericrntion of the current ecomomic conditons muy alsn aflect (his seasomality

Critical Accounting Policies and Esthnntes

The Company's significan ncocunting palicies are fully described in Mot | o the Company's consalidated financial
guiperiienty - ineluded bnods 2003 Aunual Regert oo Foe 10-K, Managemenl bolieves e Ballowing eritieal
pecounting policies, pmeng dihecs, pffect it more significam jodgments and estimates osed in the prepamtion of itz
comnaeed ldateed Fipsemcin] stleiseils.,

Revenue Revognltion

The Company recoprizes revenue when the following criteria zre mer (1) peesiwisive evidence of an ageeament
existy, i) thene 2o Need snd dewrmimobde price for the Compeny's product, (505 shipmen) asd posspge of Hible
decurs, and [iv) enllaziability s feasonably assused. Bovenues feom pesdict salcs afe meorded ot the fime the
presduet iy shipped o delivens so the eustomer porsoeed bothe Sereres ol the sale The Company mpeerls iy soles an o
net sales s warly per sales Bokng cnmpoeed by deducnng fromm gross snbes che amownt of acmial sales tenerns and
nther allowamess anil the amenmit of teserves established for anticipatsd sales retuma and otfier allowinces

The Company analvees sales retums ond is able (o moke reasonoble and reliable estimates of product mianks bassd
ot the Comgnny s past history, Estinunees for sidos retums are Smsed on several factors ineluding actual retums and
bused om expected refumn dote commumicated o O By 68 customers, Accordingly. the Company beligyes thot [ts
Pismowiend returis ialisis b=oaneecwnie basid T s adkoonsee for asles setirns. Acnenl seaulis conld differ fivan

theose catimnbes, A= o percentipge of gross soles, sales retwms, rebates and ellowances were 6% for coch of the fiscal
weary eiibod Tue 205 3003 anpd 20V 2.

Cosprpnlrution of Creddl Risk

A entily ds mweed volnerable o comcentinticns of soedet sishoof b es poesed o sk ol Tesy grester tan i waold hiive
bl AT 00 mitigutesl s sk throogly diversificetion of customers, Such rigks of Toss munifost themualves ditferont!y,
depending an the natura af the concemeation, and vary ig zig tificones.

The Company haid two cestomces with sccounts recozveble bolanccs that aggresneed 22% of the Compony’'s
npernts receivable ab June 30, 2008 amd e customer with o accoanis receivable bidanee of 135 w0 June 310,
2002, Kales tow any ong custoemer dul nod exceed V0% af nef sales in any of the past cwe Tiscal voors.

In the cadinary course of business; we have established a reserve for doubeful aceounts and costomcr deductlons in
Pl vt oF 52200000 andl S200000 des o Jume 30, 2005 wnd 2002, resgrectively, Chr reserve Tor doubtful aecount

i a subipective Briveil eslimiale tiat has o divect inpact on epored net earitings, Tlis reserve s based wson the
gvaliation of acevunts secelvahde neings, specilic eaposures wned historieal or ancipaied eventy

Imventories

Inveniorizs wre valued of the Iower of cost-or fair market salue, with cost being determined on the Grst-in, firs-cur
(FIFO ethad, Thee reported el valoe of isvenmory ischodes fnished saleadde prodancts, weork o process amt ew
maseriala thot will be =ald or geed in faoare perods. Inventory costs incleds mw materials, direct Tabor and overbsad.
The Comprany™s averhead expenses e appled basel, o part, upon 2stimiites of the proporton of thise xpenses
that are related 10 procuring and stering e mntegials a5 compared 1 the manufaciure and assemblv of tinizhed
|:II1HJ'_II'_'L‘|.. Tliese IJI'IIIiI,Ir[:H'HI'i, e roethiod ol theayr .u||p-!|..'a|i|r||, anel e rer:ullllliu_ overhead ncluded |=|1|.‘|i|||{
inwentory, are based in part on subjoctive estimates and actual results could differ from those estimates.

In additeon. the Compony records an itveatory obsolescenee reserve, which represents any excess of the cost of the
piEEnLary pver alw ealismated markel l.'.1|||-e, lrased o 1.-:|.1'i4,:-||.t. '|':rr|r|L‘.|.'-L'I siles F-l'nj-&i:lulnﬂ. This reservs i i.':|.||_'|.'.|nlq:|l
i an cutimsted obuolescenee peroenbize applicd o the irventory hosed on wee, historeal memds, requimementy o
support Tovecased salbes. and the abiliey. o sd alenote spplications of e mw oatenials aad we convert ished
presluct into ahEmale versions of the sams product fo betiee mtch cestgomes demand, Tnosbidifon, amel as necessany,
the: Cornpany may cstabbiah specific reserves Tor fimme Kaown of enteopised cvemis, There i inbierent profegsiconsl
JElpment and sobjectivity made by both prodoction and enginesning membsrs of manngemeant in determining the
wmmated obsolecmos percentage. Foe the fiscal years 2003 and 2002, ser charges and badtaces in thess rescrves
wmiereinbed o 335 OU0 aned 53 302 D00 and B504 00H angd 33 0038 (00 espectively.

The Company nlso cegolacly reviews the pericd over which s inventosies will be convested to sales: Any
bivenrnries especied woconvert B sl beysnd 12 mouths Trosn the balasce sheet date are clesified s non-carrent,

Imisngilele Assaiy

The Company e valuales s Innwngibde Assels Tor ipairment wd least on an onouad basas, These imbmgeble assels et
wre lgsssbied s gogalwill dr pcother infnnmibles with indefinite e are not amortized

Impuirmenl lesting s performed imoaus atepss (6] the Compamy determines impainment by comparing the Tnir valae
of o pepoming dnin witls s sarrying vabee. and (i) if thers iz impainmient, the Comipany measares the amoant of
imEEnirnent lass By compurmg e imphie! foie sahe of intenribde assets will the eormying amovnt of the intengbie

Ar the eomichisaoa of the fiscal 2003 e Comgrny pectormied s annual onpastmens evalaaton and dewermsed ol
itz intangible ass2is were not impaired

Income Taxes

The Company has idenntied the United Sttes and MNew Yook Stave o5 it5 major tax jurisdictions, The fiscal 2008 and
forwirdd viears aee suill open Tor exanmiation,

During the year endang Jume 300 2003 e Corppuiny ascveased s resceve for wisceilnan mevme Wy posilives by
SITIXER, Aw o Jume 3 AN the l'nrn]'mn:,' lus ||:u1|:_1-lnrrn ncerned mome las Iillhilil'_-,I il ST54IHHY, The
Coinpraniy ™ practivy sl recopniae iterest nnd pehodties reloted 10 iseonite fan niatlers 0 mdome les cupenss ail
peeried imeome twres, A8 of Jure 30, W0, the Compong had sceried Interet solalme 320 and 3157 (08 of
urrecognized net @ benefizs tar O reeognized. would favorably affect the Company's effective income (ax eatz in
Y future preri ol

Faar the vesr emled Sone 30, 2003, dhe Company recomized o nel income iy expense of %107 1010
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A reconciliaton of e U5, Fedaral sruitory ncooie 108 rafe 10 oo aciel effective g mie on eamings beton
ineumie s for fscal 2003 i s follows Gdolles i thousinds

Bl Pre-
Aol s levenme

Faw oy the UL5, Pedernl stangry rae w100 ) LR
ey (decmowss | i s resiliing Toom:

Meleale amal enterianmmeni 3y . Lo

S imcore vesed, e ol Federal ineone tas

bezafit 21 0.6%%

Forelen soslede Imcodne oot sulzpest do fax |74 (2301°%

Fofe I Clrecits 1221 (6.9

Chher, net @ oI
Effective 135 rale BIR7 SR

Liguicity and Caphal Resoarees

The Company's cash on hand as of fane 50, 2002 combised with proceeds from apeeanne activites during fizcal
2005 weere adeguate tin meel the Company's capizal expenditore peeds and debd oblizatons duning fecal 2003 The
Comgsany s primary indermanl soorce of Dguidaty is the eash flow gonesated oo ogenstions. The prineary souree of
exdernnd fooncing i o eevobvimge ered ety of S8 LANEL000 (the ~Revolving Credin Focality™) which cxpines in
Tose 200070 Asaf Juose 300 2003 55 50000 weas oncstonding wndcr this cevolving live of crodin, As of Jane 3, 20003,
the Company’'s uneseld sonrces of fimds consisted prmcipally of 53 229600 o cash and 33 500000 anused balnoce
svailable wlor it reviadveng liie of eoadil

Dring the sear eaded Jans 30 2005 the Commpaniy atiliced s cash o hand o Jupe MY, 2002 (52 9700000 and 4
portim of b cash from operaims (5 18RI of 54 30 w0 repoy oststmitme debt (538570000, perchiass
Lgasury stock (5435 00} and purelase progerts. plant sod squipment (5353 000,

Aol Juee 300 B0 Toog terot debi cosmpsted of the Revoelvoeg Credid Facilice wd tweo ternn Tosnes (oollectively the
“Agreemenl '}, ong lor 560 which expires i fune 2HY, and ane lor 56 500000 which expines m June 2007
(ihe "Term Loans™), Bepuyment of the Teem Loans commenced en September 30, 2012 The 260000060 Term Loan
i4 heing repmid with 2B égiml, guarierdy poymenss of S7T5 001D with the renminng balaoce ol 53 9000000 due on or
before the expiration dare, The 36500000 Tenn Loan = being repaid in 20 equal . quasterly poyments of 3325000,
The Apgrecment nlso provides for o LIBOE -based inderest ke option of LIBORE plus 200 00 2 75%, depending on
thee vatics of cantsranding debs o ERITDA which is mo b2 measused and sdjustad quarterly. s preime rate-bascd ogtion
ol the prime rote plus 255 amed odber terms ond comditions = more fully described m the Agrerment, Io additen,
the Agreement provides for availobdity under the Revolving Credit Facilicy 1o be limited 10 the lesser of
SUEOBEO00 gr the zesoll ol @ bormowine base foomuls Based wpon the Company ™ Accounls Becevables ol
Invenory sulued et of cemn dduetions, The Company s obleutins ander the Agreement comtinue dir be secuned
b all ol fis weects, ineleding bt nog maed w0y deposil sgcenis, mecunis reeeivicble;, mventory, e Compoany s
corpoiaie headguaners i Amityvitls, 8, equipmend and fxmoees aod iatnngible paseta [naddition, the Company's
whutly-owned subsidiaries, with the esceptivn of the Company’s foreign subsidiaries, hove issued guarames and
pledaes of all of thelr assets to secure the Company's obligations under the Agreement. ALl of the outstanding
covmrmin dock- ol the {Il:rTﬂEIII.T\IfI'\i doamesdae subsihimien and 7252 o the common sock ol the r-:'«'m;mn:,"ll |:|‘1r|:i,5'n
subsidiaries bas been pledged to seoure the Comipat’s obligstions under (e Agreement. The Commpany™s long-tenn
itk 12 deseribed moee I'url:,- i Meile & o the comenbnbiled Dnpncial suitemenis

The Agresmient conlabins sariens restrichons wid covenants nelsding, sy oibers, rednciions of iyl of
divishends. restrictions on borrowine s end compiinnes with ¢opin fnoncisl raties, e defined n the Agreement.

The Company believes ils corment working capilal, pnsicipated cush flows fmom operations and s revolving credi
pgorecmenl will be sullicient t Dasd the Compeonty s operations theouel the sest twelve monibs,

The L',_'-.’_‘n'u.p:!l'l]. Pk il corsideralion several [acton in rlll:nhurinz,: k% |i|.||,|i|Jr|_'.-'. i|||_'|||.|:ri|'|; thiz rasios sef Tinth beliow:
As afl Tune ik,

il >
herrent Batio 4.9 1 a9l
Snies tp Receivahlas A0l 4500
Toaal ekt s exuity Al Sl ol

Adoof Jome 30, JHLE, the Company bad ra mmtenial commitments for copiial experdiures or inventory purchoses
otlor than purchase orders [ssued in the normal course of business. On Apnl 26, 1993, the Company’s forelan
subsiciory ensersd mio i Weyemr Juns lepse of spprosimsely 4 aemes of Bmd b e Dominicnn, Bepable, on wlich
ih¢ Company s principle mandlaciuring lacility is lecdied, &l an dnnual cost of approgimaiely 5238 000,

Witrking Cayrirad. Working capitul increased by 1,006 000 w0 533 220 000 ab Temes 300, 20103 Trom 332,205 D00 a
Jupe 30, 2002 Working copital ts caleulnged by deducting Curent Liabilities rom Corment Assels,

deeonnee Beceavnhle, Acconmts Beeeivable imoressad by S1ADKED o 308200 TEEE ot Tore 360, 2003 as compored
SLEADE 000 at Juae 30, 2012 The ixcresse in Accounts Receivable was due printanly o an icrease in sades for the
prler enided June 31, 2000 a5 compmared we the saime quarler oy agn

Invewdories. Ioventories, whicl nelude both current wned  pos-corresl  porions, decrensed by SEI75000
S2E00T 00 st Jume S0, 200 3w comparcd o 523 2R2 00001 Juoe 30, 2002 The deerease wais due primaeily o the
Loy s improves] production plaering amd loreeasting, i iocresse e obsolesienee weserve of 3531000 a9
well an the inerease insales Tone e quarter ended Tune 300, 200013 oy desoribed above,

Aceoaniy  Povalde wnd Aversed Egpeases, Accounts payoble aml aceroed expensca mcrciscd by 49400 o0
STONSAREY usof June 30 3008 a8 compared fo SHSS0EKD ot June 3, BHE Thes increase i primarly e W
inercascd purchasce of maw mancrinls o support increased sales during the quaner cnded June 30, X013 a8 comparad
By B 30, 2002,

CHT-Balarce Shevt Arraneements

The Company does nor monmin any off-balonce sheet armngements.

Controetwal (hlipntions

The following tuble summness the Compony's contrctual ohffentisns by (send yenr;

Pavmenis due by pariog;

[.e=s than | Moz shun 3
Coairactond gblizainog ol L i 1-3 vears 33 vonra
Long-term debt obligotions S 1 LI S0 A0 AN £ HuiIHn T AU {5 S 0 AHa
Land lemse (S0 vears
remmeimngk ) 29 TSE e JRH AWM STRHINNY Aty D 2 A 240N
I"_:I|_u,.-n,|r||||_l Juapan -:\|~||p||'|||1n:-. A% I ERELN] ISRl if

Oither Loisg -t2rm
abligations temployvmant
agreements) 1) DET JHHE 14,00 RRILEE

Tuiul S0k 20T 00 S2EISNN0 ¥ 3 AR OO0 £7.076 L) 525512000

Fee Towivote 100 e the pecaanpaying consollidared fancial srtemens,
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Hsaults of Opperations
Fiseal 213 Conpisred 1o Flaal 24012

Fiacal year ended Jupe 31,
% Increasse)
A 200 [elereiue)
Ml sales S70,34845 ST0 AR (ra%
Lamimz pinil 21,7 21,152 iy
Capvwes Pl it a5 o % 0l el sales A% R 200%
Salling, pereral and
ki s ve 1797 17,34 147
Setling, gereral und
aclinbnisirarive asa % ol fet sales WL BRI a9 4% 245
Encanie from oporaiings AT LR AR =y
Inierest expeise, nel 274 (EL CE NS
Oither ExjMse, nel 14 L (BT %
Provison [Or incorre s |87 57 AL
Pl i RHT RN el LIl

Met sales fn Pscal 20073 increased by 5458 000 10 $71 336,000 s compared (o $70928 000 in fscal 2002, The
kbncreaze in ot sales wos primocly doe 1o increassd sales of the Company’s Marks brand door-locking products
(32 El'ﬁ:.fm:l, pevess oonbnol prodocis (51 03T 000] wind Alarn Lock bl -:5-:1»:1r-|-:h'_'ki||1u. ]m:u]u;.'[u FRAA TN and
was partially offset by decrenses in the Company™s infrusion products (5347600000 The decrense In intrusion
||n:_|nrl|.1r_'b-.. wias s |lri|||..1ri:|_'|-' o clzereised seles by g lasez inimisnn ceslomer us o wall gaoa shpht overall decrepse i
demand during the earlier quartacs in fiscal 200 3,

The Cormppopy's mrogs profil incnensed by 5572 00K po 577 729 006 o 360 25 ol et salizg in Sseal 2003 g8 comporad
o 520 DS XIHHE i 29 K% nf ier sales on fiecal 3102, Giess probat and genss profis 2s o pedeeninee of s sales was
primarily aflzcied by b positive shifl i prodect 7ox m Recal 20E3,

Sething, general and administrative expenses ak o percentage of pel sibes increéased o 25,1% in fiscal 2002 Trim
24 in Neeal 2002, Selling, general and admimisirative expenses for lseal 2003 incnzased by 3557 0000 1
SITA2EAN pe compared o 317240000 in fiscal 2002, The increasss in dolloers and a5 0 percentoge of =ales
pesulted primanty fom increrses o selling wages and commisaions as well as iecreased advertizng and tradeshow
experditures. The Company increzsed expendinres in these areas in order to penerate higher sales.

Infeszst expense tor fisenl 2003 decreased by 5575000 to 5574 000 fram S 11440000 for the same pericd o year ngo.
The deécrease in i||1E1'-|:5-||; t'\-xjh:nm: I J'rr'mur'l'.j.' the redalt of the decrenoes o inlonsst rsles |;'|I_'|r;_¢|! h'.'" thix Eﬂ:ll'lrlull-_'rl'\i
primary hank= az well as the Company’™s reduction of s osutstanding berrawingy under its revolving line of credit
el il e lon.

Cithier expemses decreased F25 000 po 514 0000 i fiecal 2003 as cormpared o SI000 m Tacal 200102, The decresse
i ol exponsg wies due prormae iy W expenses meeorded i Dsenl 2002 relaled wo the areendment of the Cormgany™s
cracht agresbear i June 2002,

e Company”s prosision for neom @ses for fiseal 2003 deercasod by SEOUHT 0 S TETO0E a5 comgansd th
S267 (KK or the same periosl o yeor ago. The decreass in income oxes from fiscal 2003 40 Gscal 2003 resulied
primariiy from inereasad benefits generated by the Company ‘s forcizn manufacueing subsidianes whose profirs ane
not subject 0 inccme fxes,

Met wwome for fiscol 2003 ncrsssed by 3TI5,000 b0 33021000 ps compored o $1 286000 o fiscul 2002, This
prekiltied |.|I'i:|||u.1'i'|!I fiviann the items discwased sbove,
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Forwserdl-Tpoking Dufiorme i

This Annunl Ft.;ru_‘nt an Foem WK amdd (e mdgrmaticomn tncorpraicd by sefcrenod (I S inchude TFEorwarnd J_.q,ﬂk;i_n.y
Stalements" within the meaning of Ssction 274 of the Securiniss Act of 1933 and Secticn 21E of the Exschanpe At
of 15924 The Cosmpany e isds the: Foowand-1 ookomg Statements o be covered by the Safe Harbor Provisions fion
Forwprd-Looking Stetements, Al stntemeits regarding the Company's expected Truncial positson and operating
reantlis, s hosiwess simategy, s Boancing plins and the otcoms of sy eantingencss are Foerward-baoaking
Statersents, The Forword-Looking Satements are based on current estirnates and projections aboul car indastry and
olr bedness, Words such as "natbcipates,” espects,” ool Tplins” Tbelieves " Taepks” Cestimanes" or
variations ot such words nnd simitor expressions are inepded 0 identify sech Forword-Looking Statzments. The
Fuwrwasd-Looking Statemie s ane subizct o eiska aod cecertainties that could covse acnea] reaulls we differ materally
frgm those sel forb or implied by nny Porward-Looking Storements, For example, the Compnny @5 highly
tl-Ei‘:elu.l-eul i s Chiel] Execulive Oilces Tor 1'J'h|.l|:Fil.' |:||u|1||i4|,'u.. I e o unalsle |:-:rr|1rn| lis services for uny
sipnificont pesiod of ficse, the Conpany's abiliey to grow could be pdverseby affected. In addition, factors that could
cuipss petunl resslld b differ ratesially froime Use Forwond-]ooking  Stotements melude, bul are ool Timited G, the
e rinin economie, millinry and political condition= [nthe woreld, the nhility to maoonkain adegquate financing, oar
abulity W maintain and develop oompetitive prodoets. adverse 1ax consequences oF oifione aperations, signifizan
Maetumgions n the cschonge mig bevween the Dasminizen Pesooard the LS. Poblar, distribation prodhlome wed
unfreseen chvirommaintal lobslities. The Comrany’s Bisk Fadiors are discussed in osore detadl o Bem 1AL

ITEM 7A: (UANTITATIVE AND (GUALITATIVE MSCLOSURES ABOUT MARKET RISk

The Company's principal fmancial snstmamein 8 long-torm debd (eonssting of @ revelving credis facility and teem
loans) thit provides for interest al o spread above the prime rvte or LIBOR as descrited v the agresment, The
Conngany s affecred BY marser pisk expoame ponsanly tioagh the offec of changes 0 INGerest mes o0 amnunis
payitkle by the Company weder thess credil facilities, At Jope 30 20013, an spgregste pringipal ameswemt of
appes ey S DA wiis autstinding uoder the Crstiprany's ciadit foilites with o weighied avesape Interest
rde of ppprosimutely 2.5%. I pricsipal amsants outstaoding vesder the Compony's credin fecilivies remained at this
Bewel for un entirg your and the mberest rate increased O decreised respectively, By 15 the Company would pay o
save, respectively, an additionnl 5104000 in ineerest vhat venr,

All toreign sales mransactions by the Company are denominared in Lk, dollnrs, As such, the Company has shitbed
Uiz iy cirreisdy @ oo s fonsizn custinmers, As o resull 15 eachanige fales mogve aeaist cign customers,
g {'ru'r||'|||r|_:,- el ER T R T 1!i|'F||.'||II:'_|.I I.'|_'|Hﬂt|.'tl|'|E limactciirad  aecoimi= m'ril.-'.:.hlr.. the edmeelldtion il aubsting
ordirs o the Tess ol Tutune oeders . The :I'L:-rl.';n.:l.ﬁr'lH could ||:||.|.'I|."|1'u.'||_'r' '.hl'n.'l'.‘n."|!|- alfect tie E‘I:II'I-I_IJ.HIJ'_'.'I":C Brustisess. Dinanen]
comdition und vespl of apermtions, We bre alss espoasl o foreipn correney sk relibive te expenses incorrad in
Dominican Peans {"RDS", the lecnl curreacy of the Company’s production facilivy in the Dominican Hepublic, The
resmdl of e O stregptfewing o the LS. dollae oo oo BRIV oxpenses owonbki resoll in o annond decrenge in incoame
Troim operations of approsimazely 5000 (00,
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ITEM R FINANCIAL STATEMENTS AND SUPFLEMENTARY DATA.

Finnmziol Staterents: Finpocial stoemenls reguired porsennt 3o s lem e presented on psges F5- 1 throogh F5

25 of this repoet os fflews;

NMAPRCO SECURITY TECHNOLOKGIES. INC. AND SUBSITHARIES

Riport of Independent Regisiered Public Accounting Firm
Consolicdated Fimimcial Snlemeiis:
Consolidutad Balaree Sheets os ol Jame 30,2003 angd 4002
Consolidated Stutements of neemie ot ohie Fiseal Years Fnded Jone 30,2005 gnd 246172

Consolidated Sugements of Stockholders” Bty foe the Fiscil Yeurs Ended Tune 39, 2003 qnd
iz

Cronanlidated Stazecments of Cash Plows fos che Fiscal Years Ended Jang 30, 2005 and 202

Mg o Consolidated Finwocia! Staremenis

22

Fa-1

-2

F5-4

F5-5

Fa B

F&-T

Hegarrt off Indepaendent Begistered Poblic Aveonnting Firm

Boend of Thveciors and Stockholders
Mapea Securily Teclmalesics, Tne. amd Subsidores,
Aty ville, Bew Yok

We hove pudited the gocomponying consolidoted balance sheets of Mopoo Securily Technokogies, e, and
Subsicianes (the “Comnpany™) g of June 3 2005 and 2002, acdd the refated consalikated staterents- of eonee,
stncikhelders’ equity, and cash flows for the years then erded.  These cansafidated Fnancizl statemenis are the
resputsibility of the Compeny's mamgement,  Cwr sespongibility B o espress an opinion oo these finangial
stnremants hnsed on oor andiis,

We copducted cor andits in accordnnee with the standards of the Poblic Compony Acconmting Cversight Board
il el Statesh, Thiose stumdards r'¢|.|_:|.|.i1'|= Lhat wis p|.:||.1 winck rrm'l"l.ln:rl the audels G obslain reasorahbe #dcmmmoe zhail
whether the finnneial statements ave free of material musstatement. The Company i3 oot reguired 1o hove, nor wore
we engaged 1o p-u'l'unl'l, i el ol s inteenal corlml over Dinoneial repllr'll'ng Do gudits peecloded convideratum ol
internal control over Binoncinl reporting &y hesis e designimg audil procedures thad ane oppropsiabe oo (e
ciicumstanczs, B aot fiw the pupose of evpressing an opininn an the effectivencsss of the Campaiy®™s aniemal
contml aver fnancial reporting,  Sccordingly, we express oo such opinion. An apwdit piso inclodes exomining. an i
fear lasi, evidence supporting e st amd disclosines o the Tinancs] staenents. A amdic sl inchodes
assessing the zccomting principles wsed and significant ssfimates made by manpaement, a5 well 05 evaluasing dhe
v | fhikancial stalemien proeseniaian, We Believe that our pudits preovide a reasonable Basis o car apaibion.

I gt oginmon, e fionocial danements refersed wo'above present famly, bnoall matedal respects, e consolhfared
financinl position of Mapoo Secunty Techrologes, Inc, ond Subsidiories: as of June 3, 200 3 and 2002 and the

consolidated resuls of e operatons and ity conselidated cash Thows Tor tee pears ten ended o conformaity with
accounting principles generally azcepred in the nited States of Aamericn

Melville, Mew York
Sepfember |7, 53
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NAPCD SECLRITY TECHNOLOGIES, [NC. AN AUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

Tuzree 40, 2383 and 20H 2

(i | homissmat o
ASSETH
M3 1 ]
CLURERENT ASSETS

Coosl el cashe e val=nty LY, e R0
Acconms recelvable. et of reserves and allowances 15,211 16A0E
Trventoric= 14471 RS
Prepmil axpenses wnd olber commeni asseis 1,210 Uiyd
I i pecedvadle (B —_—
Daefemad income tanes 2 (1N

o] Currens Assers A1 H3h TS
Loveniorics - curment 3430 3 B34
Disfered income ey | 321 L.762
Proqeerty, piant arid equipment. ne| [t ] p e
[ritungible assets, net 108334 | 125]
Oither ussers IRA 207

TOTAL ASSETS S50 %o, 350

S peCmpisy g miles somsabidzatad vl statemonts,

24

WARCO SECLURITY TECHNOLOGIES, INC. AN SURSIDEARIES

CONSOLIDATED BALANCE SHEETS

Jue 30, 20113 and 200 2
(In Tlesandds, Brcept Share Datag

LIARILITIES AN STOCRECLIERS FORUTTS

CURRENT LIABILITIES

Current manerities of Kng wem dehd
Aqcounts paynble

A expensey

Accrued salanes amd wages
Adcried indorse s

Totnl € urrene | ishilicies
L termt deks, ngd of Sorment miliuriies
Aerred neome e

Tl Liabalities
COMMITMENTS AMD CONTINGENCIES

STOCKEHUM_DERS FOLULTY
Commin Stock. par volue 5001 per share; HIH0NE shares authon zed;
AR THRE ancl MRS T U shianss eaied and 19 M6 535 and 15085714
shores cutstanmding, respectively

Additional pacd-in capiial
Ketainad curmings

Lags: Treasary Steck. ot eost ) 3000ATE and 1000 TN shiares, reapectivaly)
PONEALSTOC KO D ERS FOUTY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

HITE 7
31K 21,60
338 ENEIE
R 1.k14
160 1,580
- TR
R B4
14 50 18457
|53 I Xy
BRI 2707
200 20
15330 14080
T TE ST
47 md2 43308
(7307} {$.615)
41,115 YT
LR S, TA0

e pctoenpany ing motes te colrolidated Dincial stoemens,
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NAPITD SECURITY TECHMOLOGIES, INC: AND SUBSITNARIES SNAPCD SECLURITY TECHMNOLOKGIES, INC. AND SURSIDIARIES

CONSOLIDATED STATEMENTS OF TNCOME COMASDOLIDATED STATEMENTS OF STOCKHOLDERS' BOUITY
Yoears Ended June 500 2003 and 2002 Years Ended Jone 36k 2002 and 2051 2
U T hismpsasnes 'F'i:-:r_'-qul Shoere micl Per Share Thina) (En Thanzasds, Facepl Share Dt
213 M2
Met sales '-"T"Iiﬂﬂﬁ FI09Z8 Common Stock Tressury Stock
z Faale . a4 7
Tt ol sles L0 i o776 Nimber of Kbl
Ciress Pl 21,724 I1.152 Eharey Puid-ie Mumber of Retzined
Selling,; general, s wiminisirtive expenses R [7.341 EETESL Aanuuni Capital Shuircs Adricaint Farnings Falal
pernting Incoms: AT Sl BALANCE July 12011 20,095.713 52001 4072 {1040 004 $5.615) 826,771 335420
Stock hused compemsilion
Cnhesr expemse: CXpense - - ! - - - 5
Iremest expense. net 574 (I
Unther, ed 4 10 Nt incume = = . - . 2286 2286
588 | 258 BALAMCE June 30, 2042 200005713 2K 14050 REELERL T (5615 20057 Ly
Inceme before Prowision for Ineope Taxes 3204 1553 ) ) .
Feoviaion for Income '2xes &7 a7 Ciptioms exerised T 00 ! = o - “ R
Shares surcendeved and
et Income EERLA B1236 el tihde Gkl
nption exercise (27000 - {05) - - - (95]
Income per share: Biares surrenbersd nmi
Hisac A 0,12 helid i Treasury under
Mituted o016 [RE sl s oplion Chering a s - (371 590 £1.257) s (1,257
ot Shaies e pienchased ood
Ad im Tz 1IES L35 a5
Welghted nvernpe number of shares ovtstanding: :LI': I:::L:rrr:jw” N = i Lhan EE? I : 021 ';11'2:
[Fasic 15 2 10 L4 Rk AN
Dituied 19362 (KK) 1030 {110 BALANCE June 30,2013 20796413 $208  _ SIS350  (1500478)  $(7307) 832078 $40.335
Roe accompanying netes o eonsol idated financisl sxtenionts See secarpenving aotes o consolidated Gnacial dstements.
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MAPLL SECURITY TEOHNOLAGTES, INC AN SUHBSHTHARIES
COMSOLIEATER STATEMENTS OF CASH FLEWS

Yeurs Eamled June 30, 30003 mul 2002 (Fe Theasasds)

CASH FLOWS FROM OPERATING ACTIVITIES
Ml income
Adjsnments o reeoncile net imcome 6 oct cash provided by
OPETIting oolivites:
Depreciation and wmortization
Chatge i ehiolescence resemve
Provvizion for douhful aecouns
Defesrsd inconi tnxes
Somecnsh siock Bl CHFTPrEIINAN e A peseE
Changes o operating escts amd lalnlits:
Acepuntd reczivahle
Inventosrics
plﬂ'ﬂ'il!l. E'\.]HEH\-EH ﬂrll.‘l I.'\.-llEI' clrranl mkeeEls
T tas moeeivable
Cltheraszets
Avcaumly EIII.!-'EI'IID'E, il EXpeilEs, sl selarres and
wangs, acorued income mnes

Poet Casl Provaded by Crperating Activings

SASH FLOWS FROM INVESTING ACTIVITIES
Purcheeey of propery . plunt, and equipment

Mt Canh Uaed in Tnvesting Actividics

CASH FLOWS FROM FINANCING ACTIVITIES
F"ril'd:;p:l'l J:'.'I':'I'I'h:ﬂl'\q' il |-._:-r|1;-|-=n'|1 el
Carsly graid for puschicge of teasury stock
Trx benstit from stock option exercise
Cash paid for defermd finnnoing cosis

Met Cnsh Lised in Finnncing Activitizs
Mt Chanee in Cush and Cask Equienlenty
CASH AN CASH BOUIVALENTS - Begmaing

CASH AN CASH FOUTVALENTS - Brding

SUPPLEMENT AL CASH FLI INFORMATIORY
Enterest graid . 1wl
Encormme Gikaes paid

surrender of Uemmon Shares

Spe apcompanying notes. e consolidsted Gnameind stntements,
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=

{1,823) 1 222

| 1121 R

[ 254 {15
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b 2

a0y 253

4504 A 1K

{383 {600

{3R3 L LR

(3,857 (EH
433

I i

(e

14,260 13.58E0

230 {0E)

1.uTh 1477

+1.220 L3090

343 51036

251 5467
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WARCO SECLIRITY TECHNOLDGIES, INC.ANTY SUBSIARIRS
WOTES TO CONSOLIDATED TTINANCIAL 3TATENENTS

NOTE | - Muture of Busines: and Summury of Significant Accounting Palicies
MNatmre of Buosiness

MNapeo Security Technolomies, Too. ond Subsidinries (the "Company™ i=-a diversified menuloctorer of securicy
proshiscts, eneompassing elecironie door-locking deviees, Intrusica wml e alicms ansl S=ikding  secess conizel
svatems. These prodects are vaed 0o commercial, residensial, instiationad, indusinial snd governmemal spplications.
vl wme waled worldwde primcipally by midepeendent chistrboinrs: denlers and rostol ler ol seaunly cguiprment .

The Cuompeny's fiscnl vear beging o July | oamd endson June 30, Distrcally, the end users of the Company's
presluetz want to install os prodocts prioe $o the summer: therefore sales of it products histesreally pesk bo the
pezrimd April 1 throogl June 30, (e Compuny's G Toudb goarter, aod ane refoced o the periodd July | thioogh
Septombier 30, the Company's fiscal fes guoarer. Inoaldifenn, demand b affecred by the boosing and: construction
mirkets

Principhes of Conselidation

The - comealudided Bppreind siatements inclide the sceninls of Sapeo Secunty Techanlogies, Ine and all of §l=
whedlv-owned subsidiarice. ALl inter-company balances aad ranssctions have been eliminated in conaolidation.

Accoaating Estlmates

The pecpasatsu of fnumncid) rteiEnons i caslosmny with aecouwnting principle: pencrlly scceated o the Dnied
Sfates of Amercn roguires manazement te make estimotes and asspmpions tsat aftest e reported amounts of
gasets and Takilities amd digeleswre of contingent gainn and Posses ot the doge OF the foancia] satements and s
n:'|'u1|1:'d amoris all revenoes ond L T T 1I|mnt: the n'J'I:_1rri11I1:rI il:-ri.-:_ul Clmbicn! esfrmntes sclude m||.1'|.n_=.g|.'n'||:-'r|.t"=
Juidgierity gasioeited wath fevenve seoopnitin, reserves (o sabes nlinie aiad allowanees, copcenteation ol coodil
righ, mventories, infungribde ussets one noeoma taxed Aot resples coulil difter from thass egtimufes,

Fair Valee of Finnncial Imstraments

[he methods and assumpgions wsed to estimpe the fur valve of the following classes of finnncial instmments were:;
Clurvent Asiets ad Curent Liabilioes: The careving amwowist of cash, cormificares of degosies; curreat receivalbles amd
payables ard certoin other shom-term financlal instruments approsimete their fair value ns of Jure 30, 2003 due o
s shoet-terim mnfurites, Long-Tern Debl The cantying wmount of the Company™s Tong-term deb including the
current portson, it June 30, 200 3 G the pmount of 16400 000 npproximates fuir valie,

Cash and Cash Equivihnts

Cush and cash equivalents inclode approximately S 0000ot shor-term time deposits of Jupe 30 2003 amd 2012,
Fhe Company comsiders afl highly Hooad ievestmeets with ongioal matinnes of iheee oonibs o less o be cash
equivalents. The Company has cosh balances in banks in excess of the moximum amount insored by the FDEC and
eibrer inberpt ol agesctes aa of Juoe 30, 2002 and 2002 The Comgmny has bstoricalby ol espeewenced sy credit
lasses with bolanees in excess of FUAL limits

Apcconnts Receivahble

Accounts recervable s sted net of the reserves for doubill aoccounts of 52200000 and 3200000 and Tor reiums. und
rabrer allnwaimees of PRS00 amd $1 080 a5 of June M0 3002 amd 2002, respectively. O rescrves Tor
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doiibt il aceoints and fod et s sther allivwSnees o '-'Il."!_iL'i.'I!'i-'i': artlical exbiies thal have a dooect ill'||:'ru.|.:l i
reparisd el enrmings. These reserves are based upon the eviluetion of aecounis receivable agings. specific
expesares, st levels snd histoneal iends

Inventerics

Fnvemionies wne valuesd af the lower ol cost ar far mnrket volue, sath cost bemg detzrmmed o the Geestem, Drst-on
i FIFO) method, Thit peported net vidlae of inventory ineledes fimished suleable product. work-in-process aml raw
riberizls thit will be sald oroesed in uiore peraads, inventory cosds inclule v matesials, direct labor il overhead,
The Compemy s overbiead eipenses are applied based, in parl, upon estimetes of the proporbon ol those axpenses
et ang refaiea g procenng sl soring s maierials as compared o e nmnutsetore sind assembls ol Gnisheil
prislucts, These proportsons, the method of their oppliceton, und the mesofimg overhead iacluded in erding
imventary, e hisel in part oot subRctive estmsibes and aciel resulis conld SiTer rom trose estimaies,

Im nekefrivnn, thie [:I‘IITIF.H“:" records nn irl.'.u.-.nI-:1ry nhsnlescenee mescrve, whch FEpresenls iy eudiess ol The comst ol the
wyeatory over s estimnted market valve, besed oo vaswows produoct sales propectons. This meserve s caloulsted
using an estinuled abiolescence percentage upphied w e imveniory bosed o age, fosoneal tremils, repuiremenls 1o
support forecasied sales, und the ahillty to find aliemate applications of its mw materials apd o donvert finished
proust ok plizmate versions of e sanse prodoct i bedter moteli cosiomes demand, o sskiifion, s 25 pecessany,
e Cimipainy muy estblish apocific reserves for futune Aaovn of anocipsted cvents. There 8 nhevenr prodficgsicnsl
Jdpment anak subectivity made by both production aod engineenng members of manieement in detenmining the
eatimnited obsolescence parcentuge. For Uee Tiscal venrs 2005 amd 2002, pet eharges wnd halunces in thess reserves
wmoantesl lo 5354 000 amil 33,392 000 and S50 and- 53,058 K5, mespectively,

The Company olso regulorly reviews the period oser which s mventories il be comverted foosiles. Any
invenenrics ¢xpected o conwert to zales beyvond |2 monthg from thie balance sheer dote are classified as non-cursenr,

Property, Flant, and Fgoipment

Propoeery, plant. s equipiment are coeried af cosd loss secomufared deprecanon. Exponditurcs fis maincnames sl
repiirs are charged to expense as incurmed; costs of mijor repewols aod improvements are copitafized . A the Gme
progry ind equipment are et o otherwse disposed of, the cost and accemuilated deprecannn: are-climmated
trom the pesct and pocumalabed |:L1'.|'||_'cu.'1||.1mn wecmnds amd the |'|n1l"1r ir liws o sich lisposinem is reflecicd in
TR e

Depreciaton is recorded over the estimnted service lives of the pelated hgsety wsing peimasily the seealgli-lina
mathid. Armwrtieation of lepsehold improsenseits g celealnled by osing the strsghi-tne methbod ovier the estomaled
peetul lite of the peet o Brade ten, whichever & shosmer,

Intangible Assérs

Intangitde sespts determmmed 1o hawve maleBince lives pre not omorfized but gre tested foe impoirment o) Tess)
annually. |ntangible ssgece with definiee lvies are amcstized over thedr useful Bvea Infanpible assets are reviewed for
irnpatrment gl st ponondly al the Company's fiscul yesr end of Jee 30 or mone oflen whenever there dsan
echicanion that the carmyving Siount may ot be recoveied.

The Coripany™s pgguisttbon of sobstiitinlly oll of the eets oml certain bobilities oF Marks in Ao 2008 jnclhiskil
imtangible gusets recosded of G vidue on the dabe of peyuigition. The intangible ssgeds e pmorlized over their
shinited pselul Dives of twonty seurs feestomer relatiopships) and seven seurs Dnonecompsets pprecment), The
Mlurks IT5A trade nome was deemed w hove an indefnice life,
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Claagis i stanglle asseis are g ollows O hossmds

Jume 51, M3 Jume i, 21H2
Mgl aded Rl Bkl A mel Jidesd Mot ok
iz imortization widue s amoriization value
Cher intargible wsets
Custooner relationshi S0 S0l 5 459 245310 L0 HIHI Sa i 5 (a4
Mom-pompete guTee ment a4l (237 i3 A4 kN 152
Irndle nnmie S EHH] - ] = LN - SEHHN
SRR 5 MR L0534 SR B4 TR0 L B |

Antoreization expeige for intangible 15dems qubject 10 amortization was appros mataly S917,000 and 51065000 for
the vears ended Jume 30, 20013 and 2012, respectively. Amoriation expense for gach of the next five fscal vears (s
catermared do be oy finllows: 2004 - STR L0 2015 - SeaT 000, 2006 - 5520000 2017 - S and 2018 -
SATLANNE, The welphied average mroriznton pericd for imangitle assets was 1408 vears and 15,8 years o1 June 36,
2003 and 20002, rempeetively,

Long-Lived Asscis

Long-Tived assets are reviewed for impaicment whensver eveals or changes in circumstances indicete thal the
calpying arsnd of the assals in question sy mal e oeeoverable, Impairmen wowld e eceosded in circunsises
whiere erdiscounted cozh Aows capected to be penerated by an asset ure loss than the camrying valwe of that assct,

Revenoe Becognltion

The Compuny recorndoas revinne when the following criterin are met; {7 persansive evldernce of an pareement
exigts, i) there =5 fixed and determiinable price for the Company's proaduct. (G600 shigment and passage of title
oegurs, iand (vl eollectahility s renzonably assured. Bevenoes from produet sales arg recorded wt the time the
produac s =hipped o delivered o the costomer pursieant i the resis of the sale, The Comgany epoms 113 sakes onoa
nel snles basis, with pet soles bing computed by deducting from ormss sakes the amoemt of acioal sales remmas and
ot aliiwamees and e anwng of reserves estabdbaleed For anmenpared gales renmms and ather allowancos,

Sales Beturns and Giher Allowances

Thie Coenipiany aidy gy salen relunsg and ds dble G make resdnabde and reliable eatlmales of peoduct reduens hased
on the Company’s past history, Estimates for sales returms are based on seversl Fretors mcluding eotund reterns and
hased b expected nelirm data commanicatad o 0 by s custoness, Accordingly, the Company helleves that s
historion! requrns pnnlyeis B2 oan soownde hasis for il allowenee for sales retoms. Actenl resoby could dilfler from
e efimeates. A a pereontagse 0f gross sales, sales renems, rehaes asd allnwances were 6% for cach of the fiscal
wieEms erted Jore M3, 2003 apd 200 2,

Adwvertising and Promotional Costs

Advertising aml  promotionnl eosts are incheded In "belling, General and  Administrstive” espenses o the
comacd duted A of operations wod are expensad as ipcomed, Advertising expense Tor the years anded JTune
S 2 pned 20012 weps 513 V8O0 ong 51 (0 AHRL respectively. The inerepse i Adverizing ond pramational cosgs
wire e pransrity o meressed espemditures onaomspr treeslsoe and soedin advertiving s congainad o the sams
period o vear nga
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Kesearch and Development Costs

Hoserch and deselopneeat eosds incurmed By the Cormpany' ure chsrged o expoens: in the yens Dscwmed sl orc
included in "Ceost of Sales” in the consolidoted statements of operations.  Company-sponsored research and
development expense foe the years ended Jung 30, 203 pod 2007 was 33,1 19 006 and 34,204 000, respectively, The
ierense for the year einded Juone 50, 2012 wos doe primarely 10 expenses relating 1o dévelopment of the Campany’s
iﬁl‘il:sr_'w tehlal L'-::-'rr|p'.|||=:'."|.u|r_'|'.| SUTEEN !-cEHI.'u.l.

Inemme Toxes

Erelerred fix assets amd lobilites are ecopinized [or the future fas oomsequences attnbiable 0 femporiry
ialferemees hetwezn the Tmancil sintzmen carrying neooenls of existing assels ond Labilites amd their respeciive
s bases, Deterred ti assets amed liabihes are meisared asing emcied tis mles expected o apply i taxable
ueoarie an the wems ine which those iempony differences ane expecied W be recovered or seilled. The effec] on
deterresd v assets amd Dabilities of o change ot mtes s recopmred fnomoeme o e peclod that melsles e
ertment dute, Delemed ineome tis expense represents e change durmy the period in e defemal s aseisand
deberred tis labilities, The components of the deferred o nssels ansd atabities are imdividually classified as cument
wnd oon-cument Based on their chirociensues, Deferred o assess are reduced by goviduion allowanee whea, in the
opinlen of mamgement, i s mere kely thin e thit some portbon ar all of the defemed fax assess will nol be
renfized, The Company measone ind recogoizes the tax implications of positons tihen or expected o b iken s
tila mteirns on an oogeing basts,

Mt Incomwe Per Share

Busic, net income per commen share (Basie EPS) s compisied by divicdhmg net income By the weiphied averspe
number of commen shares castanding.  Dilueed net iscome pee comunon share {Dhlered EPS) b8 compuicd By
r_Iu'in;Jin.l__l el nsorre h:.' Lhe l,l.'-e.~|§!||[|:|.| nverpee nunsher of commnn shores and clilutive cranrmsin share u:||,|il.'.|||¢||:1_». minid
convertihle sedurifics then cutstanding,

Thie foalloweing prosides a secongilinrian of informotion uscd in celeulnting tee pee share amans for the fiscal yem
ended Jume 30 (i thousands, except per shore dago

Mt I Weighed Average Shares Pt lncormee par Share
23 212 203 2012 2013 e )
Bizsic EPS 534021 52146 1210 [RERER 1 30.0n 50012
Effect o THlutive
SECLrities:
Stock ﬁ]!-liulm e - 152 ?I.-i v -
Filwied BEI'S SAAT 52 30 o A0 14 30E R ] F02

[}rﬂ:mr_'\c i I‘.l':lz'i.'l'lll'\-ﬂ T 750 noid S48 348 chores of commmem =tock for the fiscal vy sl Foune W1, 20007 wnel
200 2, pespechively, were not included in the comapulatica of Dilubed EPS Becpuse their nsclusion would be anti-
filutve. Thea CHFININN W sfill t_ml!-;lnn:llng Aif the el o thie (p s (LTS rrr'rin:_'n:ll..

Stock-Based Compensation
The Company has established two share inceative programs oF discossed in MNote T,
Stock-besed compenzation cost is mensured of the prant date based oo the fair value of the award and 15 recognized

s capeise o o ostralghi-ling besis over Use vosting poiod. Dewssmiming the Taie value ol shase-Based gwpnds ut the
gramit dindis rejuines ||~:5-|um|'|ri|;|-m el ;lﬂ!]_-;mu.rl.m phesnr g |'|.,'|;'h|.'r| 'p'-|_'|I||I|I|I'r..' amed lesrfeiture rnties, Ay rthier fwcEnrs,
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Steck-hised compensucion costs of {0 und 58 000 were recegmized Dor fscal years 2003 and 2002, respectively, The
elect oo bath Basie amd Dilined Eamimgs per shore o S000 For Nscal seors 2003 gl 2002

Forcign Currency

All assets pnd habihitees of Toregen subendmnzs e trnstated inio U5 Dodlaes o fseal penod-end xclange nites,
Inconmee and expense ifzing are renslated ar avesage excliange ates previlling during the fscal vear. The vealszed
intel wmreslied pains and fosses gssociied with foresgn currency rinsblon, as well as relaled olher comprebensive
iy, were nof miterizl for the veprys ended Jume 300 23003 and 2012,

Comprehensive Income

For the yeors ended Tune 30, 2003 and 200 2, the Compony's aperations did not give rise o materin] iems includable
i comprehensive dncome, which were wol afready incladed moopet incoene,  Acoondingly, the Company's
compeehensive Income approsimates its et income for all periods presented.

Segineal Boeparting

The Cumpany’s reponible epersfing sepments are Setermined besed on the Compuny's mamngement approach.  The
g el apgeench i sl oo the way et vhe chiel opermtong decinon moker orpanizes e sepememz willan i
enterprise for muking operating decisions and pseegssing performance. The Company's results of operations . arg
rewiewreik by The chiel operpimg decison maker oo o comsolsbneg] Bases and ihe E_.'l_lr|1|:|i||;|1l.- opRzaklics 1 |:;-||.|1l.I s
segmen. The Company bes presented reguired geographicn! data in Maobe 11 ond ao additicnal segmens dain has
becn presiziist;

Shipping und Handling Bevemoes and Costs

The l.:“l.m'q'lnn}- records the pmcant billed s cuslomers tn nel sales |.'1-..': AT e ASEL THHE an (escal Yenrs A e
2002, respectively) and claszifics the costs associated with these revenues in cost of zabes (5100 N in cach of the
fiscnl vesipd 2003 and 2025

Hevenily Bsswed Avcounting Stumdards

fn July 200 3, the BASE [ssued pufhoritagive guidonce 500 esguires an sotily o present an anrecogomized tos benlil,
i g pstion of an unrecogmeed tis benefin, i the financid stobeaments a8 o rediseiion booadelemad s asset foe i net
operiitng loss (“NOLT) carrviorward, o st s losse o ot eoednl carmyforwaord. U5 wither 100 um - BOL
carrylorwand, oo similer tan losss ot eredit cay fiewand B pol asailable gs of the wgorting $ate uder the
E|1'-'ur||i1|5 lax larw 1oy sedthe faves The weomnld nesult frem the dhswllimeance of the ay it LU TR |:'i1:- thie Enhr} glowzs nit
pbond 1o s the deferred tax sssot for this purpose (provided that the t2x law perobits o cloice), an catily sliowld
preseal an onrecngntbeed ks benelin in the lnancial stidements as a Dabihty pnd shoildd nel net the onrecoemized |ax
benetit with 6 deferred @y agser. This guidnnce begomied offoctive prospectively for unreeaonized tax benefits that
e gl as ol the Compiony s Dsend 2003 Grst quarter, witl retmospective applicotion and eacly adoptn peomiied. The
Comgrany i€ currently evalunting the timiag of adoption and the impect of this belapee she presenmation guidanee
Bl dlocs ool expeet 14 hive o sigarlicant iompaet on e Company s consolidated el sitoments

In July 2002, the FASH amenéed ifs puthomtoiiee goidance relnied to esting mdefnite Lved mtangible ausets for
irgatiment. Lnder the revised oudanee, entities weeting their sidefimite-lived intangifle aascis for imporment have
1§ 4,:||'|ri|::-11 i prr]l._mmg i |:|||n|il||-.1'|.'|.'. Emesamonl hoinie |1|:'r|'|_1n11i11.|il: furtler AT besting I endibses
dedenmine, on the basis of qualitwtive Tacters. that 048 coore -likelyv-than-tol that the asset = impalieed, s quantitative
Test 1s reprired. The puidarce becomes effective in the beginning ol the Company™s Gseal 2004, stk early ndopion
permitted. The Company i2 currendy evalunting the timing of sadopiing this suidance which i= not 2spected o lwve
il kgt e the Conppuony s comsolidied Tinancinl stalements.

In September 2001, the FASE wmeshed ity nihorfasive goidance related o testing poodwill for impaimment,  Under
the: revised puidanoe  entitkes testing gwoodwill for impairment have the option of performing a ualistive asscasment
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bofore performig Siep 1ol the poodwill impairment st 10 eniines determine, on the Basis of gualitanve eclors,
that the fair wvalug of the reporting tmit s more-hkely-than-no lezs than the carmving amowcnt, the two-stiep
et Bt wonld beonzguirsd, This gobdiee bocones effceive mthe begnming o the Company™s Oseal 20008,
with early adoption permitted, The Compary does not expect she guidance 1o hove an impact on the Company’s
consalidaned Ninaescl sEmerments.

MWOTE 7 - Buesine:: and Credit Concenimaions

The Company hud Two customers with sccoimis receivihle balances thet ageremated 22% ol the Compeny s
srcoimls reedvabile w June W00, 2003wl cae coslomer witly anoaccounds ieecivable balemee of 13% ot Jose 30,
2002, Sules voany ome cuslomet did wol esceed 109 ol net sales inoony of the past o Gscel sears,

N{-:IWI R ||1".'|‘_-|H.|:rl"|r_'x

Invaniomes, el ol reseress ore vidoedd a1 Dvwer ol cost € Drmt-in, Trrst-ooul methost or markel, The L‘11|||E'm.n1'r 'rl;.-;ul:ll'l;r
revicws parts amd Daished goods imveniories on haod aad, when pecessury, revorls 5 provision for exoeess or
vimlete mvenioaies. The Company alao egualardy reviews the period oves which it ieventones swill be convensd o
sales, Any inventones expedied o cenvert 1o sales bevond 12 momihs fom the Salance ghael Gate are classified g
il Lt

wwantoraiss, nel of reserves comsasr of the Tollvwang Coe thinisands)

Tune 31,

2013 1z

Component party 513,112 313055

Wik m-prrosess 3025 3.1549

Finished produsi 5670 et e

=31 W17 $293E7

Classilicotion o inverdorics, pet of mesems:

el SR 519
Non currenl dA3 AH3

2197 £23 7R3
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NMOTE S - Projediy, Plant, aid ol pivienl

Property, plant wod cqripmenl coonsist ol e following G smsmis):

. June 3, S
2013 2012 Ulsielul Life in Yy
[THTH | S SO0 -
Buildings LA (RN 20 40
Mobis and dies T fd Jp s
Fuermi e and 1TRmmes 228 1317 LETERI
hlachinery and couiprseat (L Y 1a. 107 Tm Al
Lensehold improvements 372 B Shocter of the fease term or life of nsset
IAT40 AR 350
Eess neeumilsted depreciation and
AT i 12,150 1112
S D 7247

Deprecigtion wnd siportienion expense on property, phit, sl equipment was opprocimately 51 43000 and
F1 000 0000 b fiacal 2003 and 2012 vecpectively,

HOTE & - loome Thaags

Fhe prowision for incoms tves 5 comprised of the following (i theusoneds):

Fear the Years Ended June 30,

M Az
Current imcome Baxes:
bzl HiH4) 11
Stife ¥ LT3
l'oreien - =
(574 it
[Aederrad mcnrme s
prevvision Cbepelit) 244 14
Peovision (beoelith for
AT L e o A SIET
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A reconciliaieon of the LS. Pederal stmutony mcome gy rate o o achal eflective s mle oo earmanigs beiode
ineomie naes e oas follows glollars in thousands);

il 2012
Sl Bl

Pra-dux Pre-tin

Aot linconss Adaount TRRTES

T ot Federnl stwtutary mee S1TEEN J405 L 34 0%
Ingrenses (decreaseal in foxes msulting fom:

Menls amd entertimmend L] 1 B 56 T

Stnte ancome taxes, net of Federn? income tax benefi il 0% i 5%

Forzign soures income naot suhioct to b 1 7alk IEER L -I:'-.L"hl {20,214

Stk hased compeensation expenss - -- 1 IRE

Ty reserve reversal - - 1] (1A

R O Creddei rfumil L2201 RIS [51] (3.2 )%

Chher. net i23% LA L i+21 LG

Effective tix male SIKT AR5 p LT I am

Drelvrred i assets amd deferred s lahilitios s Jome 20, 20035 amd 2002 are a9 follews (in houssrdd=);

Currenl Defermed Tay Acsels l..:mg-lgrm e farrmid Tax
i Linbilities) Aseors | Liabllices)
213 212 Wi 2012
Acuounts receivabic 824 b 3 - 3 -
Inventories 345 o ) 455 s
Acerugad Liahilites am pard ek
Stock hastd enompensalion cxponae - = 137 k37
Gloodwill - - 1 #2323 | ETS
Rl oredis - — Aild ot
PI‘I:IFE'TI_J-. !'.llilnl il EEjLpEnEnt - - L5705 {824,
fhbier deferiod s Labilines - -— (503 {254}
nal e A0 (s
Valutlon nllowanee - -
Poed ebefermed G el il a5 S1.52R 51,762

The Clompany has sidenfified the United States and lew Yok State 25 its mijor s nsdioons . The fiscal 2008 and

Fursiard vears are sUllapen Tor exmmmostiom,

Dhwing the yewr eading Tone 300 2003 the Comgrasy increased ks neseeve lor docertaim mcome s positions by
S2T R Ag oof dune M1 2 fhe Company hos o bosg-teem scerued neorne o leability of SESA NN, The
Company’s practios i to recognize interest and penndrica selaned 1o ineoms fax mattors o inceme @y cxpansc and
poered pemene tsed; A ol lome ML 203 the Comgeny bl scoroed intersst otahing 500 amed S 133400 il
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uirecogarred nel bas enelis toan 0 rezopmeed, would Grvorably affect die Company"s effeciive income 1 rate i)
amy future periol

Far the year ended Ture 20, 200 3 the Company recognized o net income s expense of STET (RN,

A reconciiiation of the beginning and ending amount of unrecognized tax benefits is os follows (in thousands);

Tan Intercul Tl
Balanee of pross unrecognized tix benctits as of July 12002 %126 55— 126
Tiereases o unrecoeniaed gy blnee eesolung from the generation
il mdditiom] BADY crodits i - s
Frakince af pross anrceognized tas henchies & of T 30, 2012 f153 5 F154

Mapen LS plons 1o permmpentiy neinvest o subsiantin] portion of i Toreien camings and o< saeh hos nol provided
L% porpoea 12ses anthe permanently reinvested swmings. As of Teee 200 X0 3 the Company had op undiseributed
earmings of Nopeien saisid e,

MOTE & - Lomg-Term D

As ol Jume 30, 203, ||.:||1P,-Ii=rrr| ekt consisied of a r-,-."r'|1|'.-'in|:; el I}Il:ilil:r' ol S0 (e (e el ir||5 et
Faciliiy™) wiich expiees in June 2017 and two teem loans. one for SGOGG 000 which cxpies ia Juoe 209, and cae
10T S-F.r.l.il:ll'l.'l'H'I'lIl whnily E:ll._r]iﬂ:'h rin Jue 201 T (the *TPerm [_.11;1.-.|5'"']. RE‘]J.I.I}'I'I'IE!H ol The Terms Loy cimmmenced o
Seprember 300 2012, The 56,000 000 Tean Loan 15 being repaid with 23 equal, quarterdly pavineats of 575 000 and
U rerraibrings budunce of S3S0E000 due on o before the gapimizon dite, The S6,50000H Term Lo s heang
repaid o 20 sgual gquarterly payments of $A25 00,

Outstarding balances wnd mieres) rates a5 of Tune 30, 7003 and June 30, 2002 wre a8 Tolows:

Jume 30 2013 Jape M1, 2102
Chastamdeg Inflerest Hate ﬂJLﬂLuﬂrJ:r'lE_ Inierest Rise
Hevolving e of credi 55000 Z5% $7.757 30%
T huane _ A0S} 2.5% 12500 31
Tiraal dahi Srnding Pl fiH1 257 3,075

Thie Hewolving Credit Foeilicy ond Term Lonns (esllsdively the = Apraemerd™) olso provides for o LEBOR-husesi)
intercet rate nption of LIBOE plos 20% 0 2.95% . depending on the ratio of oadstancding debe o EBIT DAL which is
tiv be mmemsorest oo adprstes) queadedy. o prme mie-basesd option of ke prome s plos O25% o siber eems ol
comelitions s more fully described inthe Agveement, Inoddicaon. the Awreement provides for wyailnbilisy under the
Ravoivimg Crodit Pacility 10 e Domited o the lesser of 310000060 o fhe resall of o bosmowinge bose {ormla bosed
upon the Compeny's Accounts Reoceivahles and Tnvenoory volues net of cennin deductions. The Compuany’s
ubdigntions under the Agreement continue (o be secured by all of is wsseis, incinding but oot limied 10, deposil
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aevesnis: areounts revervablo, imventory. Use Company s corposty headguesters e Amdyville, BY . cquipment sl
fixtures nned tngeblbe asscts, T pdditiar, the Company’s wholly-owmed sobsidizres, with the exceprion ol the
Caompary s Torcipn subridiarics. have Isroed guarantees and pledaes of all of ctheir aggets f0 secure the Company's
ohlistions under e Agreerseat, Al the mebstnobing coammon stk of the Cormpony s domestic subsidiames nel
O35 nf the cominon sinck of the Comgany™s Secien subsidiaries s been pledged to sceure the Compony's
oblumitions mmder the Agresment,

The Agresment contains vireas restictons ol covenants including. nmong obhers, restrictions on payment of
dividiends, restsictions am boemowmane s and coamnplennce with cemiln Tanclal ratios, as defieed m e Apreement,

MOTE 7 - Seock Opoons

in December 20602 the seockhnlders approved e 26002 Emplovee Stock Cptien Plan ithe 202 Plary, The 2002
Flan authorizes the sranting of awards, the exencise of which would allow wp tooon agereeoe of 950000 shures of
fhe Civmipeuiy's cormmeen Sioek i be acgulred by the boldes of el swands,  Doder the 2002 Plan, the Codapriy
may grat skock opticns, which are intended to gralify oz incentive stock opticns (150s), 0 valued emplaovess: Ay
|1|u.|:| |:|:I'Ii|.'i|:ru.ll1 who b5 geantad 150 amd [Hiseksen FHURd thi MY G e votlig |'|Ehl:-. i the CI.IFII':I:]H_'."'-
ourstaniding common stack miest be arantad anooption with o price of ot beogt 11068 0f the frie markes valie oo the
dhiates oof graanil,

Under the 2002 Plan, stock opticads may be granted 10 valwed amplovess wira tenth of up 15 vears at s exercise
price equal toar greater than the Fair marse! value on the date of mmant and are exercisable oo whole or e part at 20°%
per year beginning on the date of grant. An apton grosted wider thie 2002 Plan shall vest in full wpon a “change in

contrel™ ps defined i the 2002 Plan, AL Juee 30, 2003, 0o stock optlons wers granted or exzrclsable and Y30 00H)
ghock opnions were aviolnbde for peant under thes pian,

Iy Decenber Y the soekhnkdzrs a.|!||'.|1'-|:|w|l the 2012 I"h'|1r|-'F.1||pI-||3.-L-|.- Bty I:'}_!H:lel Than (e 20 2 -"!-l'l:'lu-'F.'n'l]:ll:L_l.'l:"d
Plani, The 2012 Non-Employes Play suthosizes the granting of owards, the exargise of shich would allow upto an
apprcawie nf SIEODD shares ol the Cormpany's common stock 0 be acguired By the Toldes ol sech awands: Umder
the 2012 Mon-Emplosvee Plan, the Company miy grant stock optons B non-cmploves dircctors and corsulipmis fo
e Cotapniy and is sebsidiaees.

Ulnder the 20002 Mon-Eoplovee Pl stock oqutions may e granted whilop seronof op e W Yeers 500 exercise price
exqual g0 or greater than the foir market value on the dote of grant and are exercisable in whole or in part at 2% per
vear bepinming on the date of granr, An option grapeed under the 2002 Non-Emploves Plan shall vest in full wpon g
“change in conirol™ as defined in the 2002 Noo-Employes Plan. At June 30, 201 3, 0o stock aptions were granted or
exercizalile sd SO siock pticns wess avinlable for grant wider U5 plai.

I Drecinber 2002, ke stockholdecs sipproved the 3002 Eoploves Sk Optica Plas (e 2002 Plany, The 20082
Flan espimst in Chotober 20012, The 20HE Plan oithormzed] the gramting of awards, gthe eiercse of wohich would allioe
ap oo ona agepregate of 18360080 shares of the Company's common sk o be acquived by the hodders of such
awards, Unier the 2852 Plom, the Cormpany moy bave orondesd =ioes eptions, which soere inlerided foogquoliby an
eicentive siock opminng (1508, 1o key copdovess, Any pdan parocipant who was granted 150s and possessod mons
than % of the vobing rights of the Company's outstunding commaon stock most hove begn oranied an opticon witk o
prices b ot besst | 0% of the Far morkes valise o dhe dode of gras,

Uleidier the 1:.':.11 T"lHlI, 1I|1|;1-I I.Iil{.i:-ull'i- ]Ia'n-_' besin HTJJlEuE‘IJn 1 k-E].' ﬂlll|:|-!11:.'|£v|:r| st et 4l H:I dpdirs L ih R Tt [0 |:|I'||."r:'
aqual fo the foir market valvs oo the date oF grant and are exercisabie in whole or In pad ot 2045 per vear from the
datie o grang.  [Tpon expoatiom of (e 2002 Plan o Oclober 3002, 1 AT AR0 stock opticas were groted, 551,040
stock aptions were excrcisabie and o further stock apticas weee avnilable for orant under this plan.

Mok opicns were sepnted under the 2002 Pron during che vears anded Tung 31, 2005 or 20012,
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The followiing tble refleces senviny weder the 200 Plan Tor e years crded Jane 30,

20013 2rkl2
Weighted Weiphied
IVETISE nvVEiRge
BB ERRTCTE
Ot ik Rty i
Ohatstandivge, hegrmming off wveir I 8040 5205 I 350 141 1295
Ciranie=d - . oy i
Termnuied - - - -
Exzrcized 7249 00 145 — —
Oatstanding, el ol year a1 R 1 R0, 2 $2105
Excrcizahle, end of vear G5 ], 1) et 1,380,140 $2 005
Wl shiesl wversgs Dar vilue o groml dote of oplicons
gt (R n'n
Tatal intmnaic valise ol tdsinis e s e S0 A A f'n
Toeal intensie value of oplions eassmand ling =454 KnT R
Tolal intrinsic valee of omions eaercisable SHAAGT 51 066,760

T2 MY vpnons were exercised during fiscal 2003 and o options were exercised during fiscal 2002, These
ererties et pad Tor with 38790 shares of the Coanpasy’s common anck, 27 900 of which wire retred upon
receipt, Cash received from optien exercizes for fiscal 2003 ond 2002 was 50 and the octeal tas benefit renfized for
Lhe 1an dedlieiioms Trom I.liﬁllﬂﬂ ernereiees ibled 5236 0000 amd 10 Tor wye Furiml.i,:ruﬂl:ﬂ:[il.'elj.'

The fellownyg table summariees mformation sboul stecl aptions aitssmadmg ander Uhe 20002 Plan oo Juee 30, 5013

Ciptines nufstanding Ciptsns exercisahle

Welghied
Mumbes HE #: Weighted Mumber Weighted
iustanding rErEng e exercisahle weErapge
Funge of nt Jugre i1, (ST TR LTI BT R nt June 303, CHETU S
CRCTC TR [ICEs EIE Il {arice K [

SL62 - 5446 255350 i LY R 235300 £
S0 - TSN 32gEs0 3B 529 Rk 20
XTA1-411106 AT R 11,05 ERs=101 11 1%
01, 40 24 £4. 14 51,40 IR

A of June 30, J003 there was oo wnearned Zock-bosad compensation cost selated fo o nen-vested shase-bosed
compensstion amangements gronted under the 2302 Plan. All options outstanding vefer the 202 Plan were vesizil
as of the beminning of the éurrent perd therefore, the sl for salee of Ge opiions vested during dhe (welve
et b ended June 30, 2003 under the 2502 Plin was 500,

In ."ia:-.|'|r|."rnh:'l: K the stockhnkiber :iprrrn'-.'t-:l m i LT cxterwicn ol the ||!r|.u'|r1}I e!l-.1:-;|i111[ TEH Y non -nn1|1|-:1_:|.'-:!r.- sinck
optiin plan e 2000 Plan) wo onsoumge man-cagployes discotors and consaliams of the Comgrangy Lo mvest o the
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Connipaniys stock. This plan expired i September S0 N father optooes moy be gronted undér the 2000 Plan.
Thie 2000 Plan provided for the grimcing of mon-gualified stock options, the eaercise of which wouold allosw up b wbn
e ol 27000 shores of the Compioy's commn stoek 1o be scigumreed by the olilers of ihe siock apticns.
The 200K Plan protdided that che aption price will nocbe lesz than 1KEFE of the fair market wolve of the sinck at the
date of prant  Questasding opsons are exencisabls G0 X008 per vear and espore Tive vears alter e date of gran.
Compensation cost was recognized for the fair valee of the options granted 0 non-emplovee direciors ond
comatfinngs as of the date of grnd

Thie i |h|'u.'i.|1|:r rable rellecs iu:l'il.-i!:.' aicler Ui 20000 Pl T (ke il saed Jiine M),

MOTE S - o gkt Pl

R Cormgrany misindains e SOTCRY e 17t PR ™) Hual cowcrs all LS, mon- undon crplodees st one or mmore yenrs

of service and is gqundified wnder Sections 40 dal and 400EE of the Inemal RBeveree Code, Company contmbations
wr thig plan ane diseretionary and orafed S39000 and 5440 for e venrs ended June 30, 2003 and 2002,
respectively

MOTE W - Cisrpnidmenis :1r||lf.'l.|-r|l!|.||g|1.'r||_"i|-_'h

23 2y 2
W lited Weilied
nveTne nyemEEn
CAETLIsE URLTUIAE
[t price Optisms prige

Chistaneding, bepinming of period A1AXRE 53003 L L0
Giranted - - - -
Terminaiesl - - - -
Fxarciseil as - .3 as
Disnamding., el of perod TR L3 LRI 23003
Froscianhle, el ol |'||,-:r|.,'-.|. KU LN IK) REARRLI L8015
Welohted averpes fair value ot zmne date ol gptions granted na i
Toral inernsee value of agtons crercised ns 4L
Total intrinsiz valps of options cotstanding fo 30
Vostarl imtrinesds: valve of opisms exenvisabls Yo 30

Aol Time 3, 20 There wos my aincirmest sinck-hused cirmmernsal . cosl redated iy rem-vested  shere-bsed
cubipe isation aitaigements granied meder the 20000 P, AL oplicns catstwnding under tee 2000 Plan were vestad
we ipl 1he |1¢31r1r|||1|:1 il the correnr purimj; there lore, Lhe ! fzie solus o e ||EH.i-r|rrl.- waylag] |J||r|r|g_ the Twalve
manths @nded Fane 30, 2003 under the 2000 Plap was 50,

MOTE B = Stockbolders’ Bguiy Transaelions

Pruring lsval 2013 certain croployvees exercsed incentive sock opions under te Compoany's 2002 Plan tolalina
T200 KK} shares. The exercises were completed a8 cashless eserciaes as allowed for onder te 20082 Plan, where the
erencisy shomes arg issucd by the Company o eschange Do shores ol the Company™s Commion stogk thid are gwnad
by e sipticsices. The number ol shares sunendeied by e aploboss i bised vpoi the g sloee price oo e
efTecrive dale of the upliq:ln exercise. In mdiditica, the '.-:I1II'||'IiI:II:|' rE]h':-L'hmed |28 588 shares of ilx Cosnrmnn Slech
troun ars Cheef Execotive Officer (MUCED™), The porchase price was 5338 per shace, the previous bosiness day’s
el price on NASDACK, Tor an agpregmte pirchase price of 343 627, The repuarchise was o fomd the CECY & tax
fiabilivy associnted witl the exercize of 673000 options srumted o bim unsder the 2002 Plan. The repurchaze wus
mpprwed by the Board of Direciors of the Company, oclodiog ol of the imizpendent directors. These exenises
resuleed be o tax bencfit to che Commpany of 326000 which ts included b Addicsonn] Paid-in Chpiral.
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[eosed

The Commpany 15 eommified opder varions operacing leazes, aot incloding the aad lease discusaed belniw, which do

not extend bewvomd Frscal 200G Minbmom lease payments through the expiration dates of fhess lesses. with the
crcepaon of the land leases refemred o Below, ors as follows:

wear Bmding hane 3, LR ICETE
ML CRRRLLT
25 230
Y 120K}
Torlul L8 NI

Rant ex e, with e esception of the lamd lease refernsl i below, mmled approsimately 523006 and 551000 foe
the fiscal vears ended June 30, 200 3 and 2002, respeclively,

Land Lease

O April b, 1002, ane of the Compan s foreign ssiheidinries ortered inko a W9 vear [onse, expliing n 05T, for
approzimatly four acres of land i the Dominican Reaubdic al an annoal et of S2RE 0K, oo which the Comgany's
principel producticn feeihty is loeaned

Litlgation

in the pormal course of business, the Company is o party 0 claims ambor [igaton. Manopement believes that the
septlzment af such clairs andios livigation, considered bnthe aperegate. will not have a materiel adyerse effect on the
Company's financinl position and resulis of opérations,

Employment Asyesnents

Ag of June 36, 20703, the Compoany wes oblionted under ten emplovment sgreements and one sovirmnee agresmien,
e eoployment agreements ave with the Companys CECr and Senior Viee Président of Rales and Markeing ¢ “the
SWPTL The emplovment ooreement with the TEG provides foroan oonuel salary of 3387000, a5 ndiested for
inflagsn; incentive compensation as nay be approved by e Boand of Directors Trom e o e amd 8 termitlon
peyment in an gmount ug so 2995 of the average of the prior five calendar year's comsensation, sahject to cernin
limtitafions, as defired i the agredmenl. The émplovment agreement revews ammeally in Auguse unless either party
eives the ofher notice of non-reaewal of least six monchs prior to the end of she applicehle term. The employment
iLH-I'Hl:'I:IIEﬁl wvrlli 1l 5\'-1" E:I.F,Iil'l:'l. i Cleinher E'I-.IH- ain EII'I.II".'iIJ.El. Fowr i sl .ha||||'!|- -::-r F;T'u'-i:dm |.|.||rJr il ternnnatad
by the Company without conse, severanee of ning mwwths”™ salary and eontinued company-sponsared  health
s i fows s et fromn the date of wemmmsation, The severance apreemend provides for puvosnis eguat 1o nine
months of silary and #ix months of health nserunce i the event af 4 pea-volustory ermimation of employiment
Wil canse.
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MOTE 11 - Seopraphical Dala

The Corhipany i engaged bnoone mapor ne oF Busasesss the developasnd, manotochens, ool distrboation ol seeurily
alarm produces and deedr security deviees for commercial and rezidential vse, Sabes 10 unoftifiabed costomers nre
[lrim.‘lri':}' u|'|i.|'!||:u:|J f'l'-|||1| the [aited ﬁ-iarr_';'i. Tlw f.'1:l|lr||.lr1:|.' |1u- cuRdLemiéTs worddwide l.'n.'l!lh I.'I'IUJI'IF P I T e T i|:|
MNocth Americs nhd Ewrope.

e fiallowing represents selecied consobidated geographsal da for aod ol the ! veurs spded Jene 30, 20 3
und 2002

Financial Tnformation Relating to Domestic and Toreign Operations
214 e

{in thov=ands)

Sales i eilernnd custormersd | w

Dcitestic B6T 243 457311

Foreign 4,143 _AnIT

Tugal MNee Sales L7L.G86 oz
Identifiable asscts;

Llniteil Stages 51,141 $50,638

Dominican Repuhlic (20 I )k _lagngz

Tl Identilinble Assels bhl 3 % 750

P1n AN ad he ﬂ_:nrrq'.-nn!,-'u grylios cwlginmc im the Dloted Stofes imel dre '-IhiFlPl.’!lJ |'_|rirn.c|.r||:,.' Frorm the Cevm pan_:,"s-; farilies
b the Ulnited Seates. There wore nc saler ineo ainy oae foretgn conntry inexcess of W of ol Mo Salzs,

120 Coasists primanily of fovemocies (2003 = 50,003, 2002 = 59860) amd fiscd sssets {113 = 53546, 2012 =
53060 located st the Company's principal manuiaciocing focilivy o the Dommingsan Bepoblac,

ITEM % CHANGES TN AND THSAGREEMENTS WITH ACCODUNTANTS ON ACCOUNTING AND
FINANCIAL MESCLOSURE,

Mone

ITEM 24; CONTROL AND PTROCEDURES

Evaluation of Dasclusune Contreds and Prowedures . A the conclusion of the poriod cmded Fae 50, 20003, e azonrned
oul on evalontion, wnder the suporvision ond with the participation of oor swiegament, incheding our Chief
Exceutive Officer and Chief Financial Officer, of the effectiveness of the desizgn and operation of our disclosuns
comtrels and procedures. Based opon thaet esvalmtion, the Chiel Execotive CHeer and Chiel Fimnncml Cfer
coane Lughed thit aur disclosime comtinls and proccduies wene effective.

Panapement’s Annaal Repor on Drfersal Contro] Uver Ploancisl Reporting.  Manhpement s respodaable foe the
preparation of Mapoo Security Technologies, Inc, (Mapee Security Technologies consalidated financi! siotements
aid reluted informetion. Moanagerment wses s besl jadaiment o ensure that the comialidued Tnzecial statermicits
present faidy, in sl materlal respects, Napeo Security Techrologies conealidited finarcinl pasition and results of
aperatinis iy conformity with geperally acceptad acenunting prnciples,

The eonsolidared financial sopemenrs bave been aodited by oon independent segesered public accounbng fizm n
acynrdines with the srdards of the Public Comgany Accoamting Chversielit Board, Their report expres=es the
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inchspident acepanGnl's gudipsenl =25 0 othe fhimss of maragenaenl s |.'r_'|!||_|r'l;|.'|:|: operaling resali, eazh Nows an
Mimanciul positicn. s judament s hased on the procederes described in the second paragraple of their report,

Mopca Security Techrolpzies maragemsnt is responsible for establizhing and maimeiming sdequate intemal contml
ever fimancin] reporcting, Lingder the sopervisson of management, we conductest an evaluntzon of the effeciavenass of
oor interpal countrol over finpocial seporting based on the framewor®k o Inpemal Conrol — Integrsed Frameswork
el h.'r' the Coanmities of ﬁpum;l,lring 1'i'rt'1|.|1|;r||1i41|1j ol 1he |':rr_':||:|w11'_-.' Commaussion EH,.lh“\I‘.HIJ. m 1SS gl
subseyuent puidance pregared specifically for smaller public companies. Bused on that evaluntion. cor minsgement
conelided il osir intermal conlrol over Buoncial reporting was ellective s ol Tune 30, 20003

Chier brtermisl eontrol over Teancisl sepoming inechudes policies aml procedures el pedain w e sonicrance of
recorids thet pocuraiely and fuiry refect, in reasonabde detail, transocoons and dispositons. of assets: umd provicde
rewsmighle weamanees thit, (13 trunsactions are regonded ws nevessary o0 permit propammtion of Goencial stilemenls
in securdonee with sccowiing principles gencrally aceepued in the United States; (20 reccipds wnd expenditirss are
beine mande only in secomdonee wath wethenzntemes of mamgement oned the directem of oar Compang: and (4
unauthonzed ocopdsitien, dse, or dispoasition of oor assets that could have o matecial effect on owr Gnoncinl
shittemnenls e prevenbzd or tmely derected

Liviprtieins owr fmdernel Control

ALl fmernal conteal gystemy, oo maner o well designel, bave inherent lmitations. Thesefore, oven thase sysioms
determined o be effeciive can provide anly ceasoneble assurance with respect (0 fnnncinl sttemendt preparation i
prescatation. Alsa, projections of any eveluation of effectivencss b fulure periods re sabject W the risk chot
eonttobs muy become inadeoquate bowose of chinges i conditions, o thot the degree of compliance with (he
polivies oF procadurcs moy deterionae,

Tleis ainiiial regail dosss wot oaclode s atlestalion rogorl OF Baker Tally Vivchow Brause, LLE our degistered pullic
accommbng [rm, regarbing internnl cositral over financunl reporizng. Manngement's Hepord swis ol sobjeg Do
attestation by the Compuny's revistered poblic scoounting firm parsuant o ciles of the Securitics 2nd Exchanee
Commrmission thad permit ss W proside only Mamigement's Beport i thls samal repons

The Boarnd of Direcors of Nopoo Seconty lechoofgles hes oo Awdil Commitiee comprised of theee non

mianapgement directoed. The Oonimitiee meets poriocdecslly wich fimamcil management and s indegendent audimn
I review aeoounting, comirel, sudic and Anancinl reporing mnttes=, Beker Tilly Virchow Krause, LLE lsas full st
P abcess b e Aol Cosnmiiiee, woitls mim] s ithoun the preseace of enageseiil,

Changes (n lieried Comipal sy Financls! Roporilng

Thenz lnve Been ne chomges in one intermil control over Tmancind seporting dammg the quaer ended Jeee 30, 2003
thiat las materially aftectad or is likely o acesially affect oue asferial eonimals over financial repoeting.

ITEN 9 OTHER INFORMATION
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TR inloomntien called tor by Pant 10 s herchy incocporatcd By relerence froom the ielformiadion s Bkl onder ths
hesdings "Election of Direciors”, "Corpomse. Govermnones ond  Board Maters®, "Exsowtive  Compsnsnsiion”,
"Benelcin] Cwrership of Common Sicek”™ amd "Prnopsl Accouriant Fees® i the Company's defimitive procy
statgrniens for the 2003 Anpual Medting of Stockhobders, to be filed with the Securitics and Exchange Camenizsion
pursuand L Hqguhlinu 124 within 12D -::Iil:,'r: alier the end ol the Gacn! wear cowerel |-|],- his Annunl Hf.puﬂ un Form
10-K.

We have adopted o Code of Ethics which applics o our senior enscutive and linancial ofcers. amonge others. The
Lt 15 pivstisdd on our welbsite, woww napeosecinly. oo snder the Shvestors - Oiker™ ceptions. We intend W nake
ull reguired disclosuns regending any amertment o, o waiver of, o provision of the Code of Eihice Rr seaior
crentyve amd Tmmeial officers by posting =uch information on cur websiie.

PART LY
TUEM 15 EXHIBITS AND FINANCIAL STATEMENT SCHEDULES,
Chinitied.

Upon wreitben veguest of any stockhobder of the Company, the Compoany wall provide sech shoseholder o copy of he
Company's Anmial Heport om Form 18-K for 2000, Inghsbing she fnoneind stitements imed sehediles theretn, Tiled
witl the Secority and Exchange Commizssion. Any soch request should be directed to Secretary, NAPOD Secority
Technologies, Inc., 333 Bayview Aveois, Amutyville, New Yook 11700, There will b2 charze Tor such repon
unless ane of more exhibils theroto wre pequesicd, inwiich case the Company's reasomable expenscs of fuomisking
such exhubils thenete ame reguested, (o whieh cise the Company's reasomablke expenses of fumishing =soch exhibas
ey b churged.

SIGNATURES

Puescotd e (e pequirecnts Of Seciion 13 of 150} of the Sceunities Exchonge St of 1934, as areaded, the
Regintrunt hos duly camsed this Repon to be siangd on its behodf by the undersizned, shereanta duly authorsed

Seprember 1720013

NAPCO SECTURITY TECHNOLOGIES, INC.
iHekizrant

B i/ BITH AR D S0LCRYAY
Brcdnara Sodoery
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Frectory, Presddent amd Sevretiry

dPrimeal Evecitioe Offioer)

Porsusnd o the repuiremieniy of The Securities Exchnnge At of 1934, thiy Bepen s been sdomed balow by ihe
fallowing persons on beholf of the Regastrang and in the capacities and the dates indicaed.

Kipiarure Iinks Ll
SR AR D SO0 O AN Chairmin of the Board of Direciors. September 17,2013
Kb Snlovway President and Secnstaey amd Doy’

(Principal Executive Officer)

wREYIN 5 BLUCHEL Senior Veee Presiclent of O pe it Seqneinber |7, 203
beevin &, Buclel andd Finapce aedd 'Tressurer wnd Dinecior
{Primeipal Froascial and Aceounting Qffice

R EALIL STTPHES BEFHER ITrecioe September 17, 20001
Paul Seephicn Beohber
BEANDY B, BLALISTEIN [hirgasdisr ._‘irqﬂl-.lrlhl;r 17, M

Kandy B. Bloustein

e ARMOLE BLUMENTLLAL Phirzcice Hepdember |7, 2013
Arpnlid Blimenthal
PO R A SOLEWAY Lhirceior Seplember 17,7003

Cronma Soloway

falARDREW | WILDER Irecior Sepiember [7,30]2
Adrew 1. Wikder
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NAPCO SECURITY TECHNOLOGIES, INC. AND SUBSIDIARIES
NON-GAAP MEASURES OF PERFORMANCE* (unaudited)

(In thousands)

Three months ended

Twelve months ended

June 30, June 30,
2013 2012 2013 2012

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.
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