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Cost-controls boost earnings, betting on new products
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Price 2.78
Exchange NASDAQ
Target Price $3.10
52 Wk Hi - Low 3.02 - 1.55
EV(MM) 73.8
Market Cap(MM) 53.1
Shares Out (MM) 19.1
Public Mkt Float (MM) 12.1
Avg. Daily Vol 16,728

BALANCE SHEET METRICS

Cash (MM) 3.1
LTD (MM) $0.0
Total Debt/Total Equity 67.11%
Debt/Capital NA
Price/Book Value 1.5x
Book Value/Share 1.86

EARNINGS DATA ($)

FY - Jun 2010A 2011A 2012E
Q1 (Sep) (0.10) (0.06) --
Q2 (Dec) (0.05) 0.01 --
Q3 (Mar) (0.10) 0.04 --
Q4 (Jun) (0.10) 0.07 --
Full Year EPS (0.34) 0.06 0.15

VALUATION METRICS

Price/Earnings NM 46.3x 18.5x
Y/Y EPS Growth NM NM 150.0%

INDICES

DJIA 11,141.3
SP-500 1,177.9
NASDAQ 2,238.2
Russell 2000 696.4
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4QFY11 results: During the fourth quarter of fiscal 2011, Napco (NSSC,
Market Outperform) revenues were up 0.3% Y/Y and 17% Q/Q to $20.7
million, below our estimates of $21.8 million. The June quarter is a
seasonally strong quarter for the company as compared to the previous
quarters. Revenue growth was strong in intrusion and door locking
products. Net income came in at $1.4 million (EPS $0.07), ahead of our
estimates of $0.9 million (EPS $0.05), driven by margin expansions and
significant reduction in SGA expenses. On an annual basis, revenues
grew 5% to $71.4 million and net income was at $1.12 million as
compared to loss of $6.5 million. Cash & cash equivalents declined to
$3.07 million as compared to $3.6 million in the last quarter.

Margin expansion

For the fourth consecutive quarter, gross margins expanded due to
favorable sales mix. GM improved by 300 basis points Q/Q to 31.3%.
SGA expenses declined 17% Q/Q to $4.0 million, benefiting from Marks
consolidation. Consequently, operating margins more than doubled to
9.9% compared to 3.7% in the last quarter.

New product launches to drive future growth

Management is very optimistic on its next product launch, Starlink
Wireless, a GSM communicator that delivers two way uploading and
downloading of alarm reporting without using fixed telephone lines.
Revenues from these new products are expected to ramp up in 2012-13.
We believe that revenue from these new products will not only drive
additional recurring revenues but also help Napco reduce volatility of the
revenues generated by the seasonal and cyclical nature of its business.

Debt repayment

During the quarter, the company repaid debt of $1.83 million, bringing
down the total debt to $23.7 million compared to $29.8 million in June,
2010. Management intends to repay all the debt in the next two years
and consequently we expect the interest expense to trend lower in the
upcoming quarters.

Key Takeaway

The compelling need for security has expanded the market opportunity
for security products, especially high-security applications in the network
and video surveillance domains. We believe that the company is well
positioned to capitalize on this opportunity with the launch of new
products with recurring revenue streams, as well as products with higher
profit margins. Napco’s operating income is trending higher primarily due
to increase in sales and improved efficiencies brought in by Marks
integration. As the company moves into a seasonally strong quarter, we
see revenues and net income to accelerate faster.

Our 1QFY12 revenue and net income estimates are $16mm and
$(0.66)mm. For fiscal year 2012, we expect revenue and net income of
$78.5mm and $3.6mm, respectively.

Our DCF based price target assumes terminal revenue growth and
EBITDA margins of 10%.
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Napco Security Technologies, Inc.
Income Statement

FYE: Jun Sep-09 Dec-09 Mar-10 Jun-10 Sep-10 Dec-10 Mar-11 Jun-11 Sep-11 Dec-11 Mar-12 Jun-12

($ in million, except per share data) 1Q10 2Q10 3Q10 4Q10 1Q11 2Q11 3Q11 4Q11 1Q12E 2Q12E 3Q12E 4Q12E

Total Revenue 14.5        16.6        16.0        20.6        67.8         15.3        17.6        17.8      20.7      71.4        16.0      18.7        20.4      23.4      78.5      

Cost of Goods Sold (11.1)       (12.6)       (11.9)       (17.6)       (53.2)       (11.9)       (12.9)       (12.2)    (14.2)    (51.3)       (12.2)     (13.6)       (14.5)    (15.7)    (55.9)     

SG&A (4.7)         (4.4)         (5.0)         (4.7)         (18.8)       (4.1)         (4.2)         (4.9)      (4.0)      (17.2)       (4.2)       (4.3)         (4.5)      (4.8)      (17.8)     

Restructuring & Impairment -             -             (0.9)         -             (0.9)         -             -           -         (0.4)      (0.4)         -           -           -         -         -            

Operating Income (1.4)         (0.4)         (1.8)         (1.7)         (5.2)         (0.7)         0.5          0.7        2.0        2.5          (0.4)       0.8          1.4        2.9        4.8        

Interest Income (Expense) (0.6)         (0.6)         (0.6)         (0.6)         (2.4)         (0.6)         (0.4)         (0.3)      (0.3)      (1.7)         (0.3)       (0.3)         (0.3)      (0.3)      (1.2)       

Other income (Expense) (0.0)         0.0          (0.0)         (0.0)         (0.0)         (0.0)         (0.0)         (0.0)      -         (0.0)         -           -           -         -         -            

Minority Interest -           -           -           -             -           -           -           -           -              -           -           -           -           -            

Pretax Income (1.9)         (1.0)         (2.4)         (2.3)         (7.6)         (1.3)         0.1          0.3        1.7        0.8          (0.7)       0.5          1.1        2.6        3.6        

Provision for Income Taxes 0.1          0.1          0.5          0.4          1.1           0.2          0.1          0.4        (0.3)      0.3          0.1        (0.1)         (0.2)      (0.5)      (0.7)       

Net Income (1.8)         (0.9)         (1.9)         (1.9)         (6.5)         (1.1)         0.2          0.70      1.40      1.12        (0.53)     0.4          0.89      2.10      2.9        

EPS (0.10)$     (0.05)$     (0.10)$     (0.10)$     (0.34)$      (0.06)$     0.01$      0.04$    0.07$    0.06$      (0.03)$   0.02$      0.05$    0.11$    0.15$    

Shares Outstanding 19.1        19.1        19.1        19.1        19.1         19.1        19.1        19.2      19.3      19.2        19.4      19.5        19.6      19.7      19.5      

Margin Analysis

Gross Margin 23.1% 24.0% 25.9% 14.7% 21.4% 22.3% 26.6% 31.0% 31.3% 28.2% 24.0% 27.5% 29.0% 33.0% 28.8%

SG&A 32.4% 26.5% 31.1% 23.0% 27.8% 27.0% 23.6% 27.3% 19.5% 24.1% 26.3% 23.0% 22.1% 20.5% 22.7%

Operating Margin -9.4% -2.5% -10.9% -8.2% -7.7% -4.7% 3.0% 3.7% 9.9% 3.5% -2.3% 4.5% 6.9% 12.5% 6.1%

Pretax Margin -13.4% -5.8% -14.7% -11.2% -11.2% -8.6% 0.6% 1.8% 8.3% 1.1% -4.1% 2.9% 5.5% 11.2% 4.6%

Tax Rate 6.2% 6.3% 20.8% 17.8% 14.3% 14.4% -48.1% -119.9% 18.0% 38.9% 20.0% 20.0% 20.0% 20.0% 20.0%

Net Margin -12.6% -5.5% -11.6% -9.2% -9.6% -7.4% 0.9% 3.9% 6.8% 1.6% -3.3% 2.3% 4.4% 9.0% 3.7%

Ann. Growth Analysis

Revenues -17% -13% 14% 9% -3% 6% 6% 11% 0.3% 5% 4% 6% 15% 13% 10%

Gross Profit -28% -26% 298% -19% -8% -3% 11% 20% 112% 31% 7% 3% -7% 5% 2%

Operating Income -263% -154% -67% -85% -65% -47% -230% -138% -220% -148% -50% 59% 116% 43% 92%

Net Income -665% -375% -63% -79% -51% -38% -117% -137% -174% -117% -53% 176% 28% 50% 158%

Seq. Growth Analysis

Revenues -24% 15% -4% 29% -19% 15% 1% 17% -23% 17% 9% 15%

Gross Profit 26% 4% 8% -43% 52% 19% 17% 1% -23% 15% 5% 14%

Operating Income -88% -70% 327% -3% -94% -174% 24% 211% -118% -334% 68% 106%

Net Income -80% -50% 104% 2% -87% -114% 343% 102% -138% -182% 106% 135%

Source: Company Reports and Rodman & Renshaw Estimates

FY2011 FY2012EFY2010
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RODMAN & RENSHAW RATING SYSTEM: Rodman & Renshaw employs a three tier rating system for evaluating both the potential
return and risk associated with owning common equity shares of rated firms. The expected return of any given equity is measured on a
RELATIVE basis of other companies in the same sector, as defined by First Call. The price objective is calculated to estimate the potential
movement in price a given equity could achieve given certain targets are met over a defined time horizon. Price objectives are subject to
exogenous factors including industry events and market volatility. The risk assessment evaluates the company specific risk and accounts
for the following factors, maturity of market, maturity of technology, maturity of firm, cash utilization, and valuation considerations.
Potential factors contributing to risk: relatively undefined market, new technologies, immature firm, high cash burn rates, intrinsic value
weighted toward future earnings or events.

RETURN ASSESSMENT
● Market Outperform (Buy): The common stock of the company is expected to outperform a passive index comprised of all the

common stock of companies within the same sector, as defined by First Call.
● Market Perform (Hold): The common stock of the company is expected to mimic the performance of a passive index comprised

of all the common stock of companies within the same sector, as defined by First Call.
● Market Underperform (Sell): The common stock of the company is expected to underperform a passive index comprised of all

the common stock of companies within the same sector, as defined by First Call.

RISK ASSESSMENT
● Speculative - The common stock risk level is significantly greater than market risk. The stock price of these equities is

exceptionally volatile.
● Aggressive - The common stock risk level is materially higher than market level risk. The stock price is typically more volatile

than the general market.
● Moderate - The common stock is moderately risky, or equivalent to stock market risk. The stock price volatility is typically in-line

with movements in the general market.
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RATING SUMMARY

Distribution of Ratings Table
IB Serv./Past 12 Mos

Rating Count Percent Count Percent
Market Outperform(MO) 154 62.60% 37 24.03%
Market Perform(MP) 62 25.20% 8 12.90%
Market Underperform(MU) 6 2.40% 0 0.00%
Under Review(UR) 24 9.80% 3 12.50%
Total 246 100% 48 100%

NAPCO Security Technologies September 14, 2011
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Investment Banking Services include, but are not limited to, acting as a manager/co-manager in the underwriting or placement of
securities, acting as financial advisor, and/or providing corporate finance or capital markets-related services to a company or one of its
affiliates or subsidiaries within the past 12 months.

ADDITIONAL DISCLOSURES
Rodman & Renshaw, LLC. (the "Firm") is a member of FINRA and SIPC and a registered U.S. Broker-Dealer.

ANALYST CERTIFICATION

I, Ashok Kumar, CFA, hereby certify that the views expressed in this research report accurately reflect my personal views about the
subject company(ies) and its (their) securities.

None of the research analysts or the research analyst's household has a financial interest in the securities of NAPCO Security
Technologies (including, without limitation, any option, right, warrant, future, long or short position).

As of Aug 31 2011 neither the Firm nor its affiliates beneficially own 1% or more of any class of common equity securities of NAPCO
Security Technologies.

Neither the research analyst nor the Firm has any material conflict of interest with NAPCO Security Technologies, of which the research
analyst knows or has reason to know at the time of publication of this research report.

The research analyst principally responsible for preparation of the report does not receive compensation that is based upon any specific
investment banking services or transaction but is compensated based on factors including total revenue and profitability of the Firm, a
substantial portion of which is derived from investment banking services.

The Firm or its affiliates did not receive compensation from NAPCO Security Technologies for any investment banking services within
twelve months before, but intends to seek compensation from the companies mentioned in this report for investment banking services
within three months, following publication of the research report.

Neither the research analyst nor any member of the research analyst's household nor the Firm serves as an officer, director or advisory
board member of NAPCO Security Technologies.

The Firm does make a market in NAPCO Security Technologies securities as of the date of this research report.

Any opinions expressed herein are statements of our judgment as of the date of publication and are subject to change without notice.

Reproduction without written permission is prohibited. The closing prices of securities mentioned in this report are as of Sep 14 2011.
Additional information is available to clients upon written request. For complete research report on NAPCO Security Technologies, please
call (212) 356-0500.

Readers are advised that this analysis report is issued solely for informational purposes and is not to be construed as an offer to sell or
the solicitation of an offer to buy. The information contained herein is based on sources which we believe to be reliable but is not
guaranteed by us as being accurate and does not purport to be a complete statement or summary of the available data. Past performance
is no guarantee of future results.
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