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NAPCO.The Innovative Manufacturer of Alarms, Locks, Access Control,
All Under One Roof, with a Growing Recurring Revenue Engine

Since 1969, NAPCO Security Technologies has developed the dependable products that protect people and property. As a single-source
manufacturer of commercial fire, intrusion, access control, and mechanical and electronic locking solutions, the Company now pairs more
of its proven hardware with software and services, across security categories. Our two vertically integrated manufacturing plants, including an ISO
9001-certified facility, deliver consistent quality and reliable production capacity, providing added reassurance to our customers and partners.

We serve schools, universities, SMBs, global multisite enterprises, multifamily/MDUs, healthcare, and government through distributors,
dealers, integrators, locksmiths, and national service providers. For architects and specifiers, we offer solutions for each building opening,
including unique Custom Locking, combining today's security technology and keyless access control convenience with customizable

designs tailored to modern or iconic architecture.

StarLink and Commercial Fire

StarLink began NAPCO's pairing of hardware
with  recurring  services, establishing a
model that has served shareholders, customers,

and  other stakeholders well.  Today,
Starlink Fire Multi-Cellular  Communicators
represent one of our fastest growing,

strongest business sectors and remain central
to recurring revenue growth.

Evolving technology, ease of use, and
dependable alarm  reporting, contained
within the US. for security and speed,
make StarLink Fire  Communicators the
choice of more leading national life-safety
fire alarm providers. Known for easy
installation, excellent coverage and forgiving
placement, its design helps technicians
work more efficiently, addressing persistent
skilled-technician shortages, particularly acute
in specialized commercial fire.

StarLink Fire MAX replaces aging telephone
lines with multicarrier cellular communications,
reducing operating costs. Imminent new
models will expand the line-up and reinforce
its technological advantages and competitive
strength. It is built into NAPCO's
FireLink conventional and addressable fire
alarm control panels, complementing the

portfolio with simplified installation, and
including a full line of fire system devices.
Reporting  operates  through NAPCO's

UL-listed, SOC 2-compliant NOC with out-of-
state failover redundancy. The new StarLink
Direct option offers direct-to-central-station
reporting  for  regions and  AHJs
requiring it. Also new, BuildingReports
integration enhances inspection reporting
and visibility for providers and building
owners.

Napco Access MVP: One Unified Platform
Enabled by growing cloud adoption and
identity, access control, and video technologies’
convergence, MVP expands upon StarLink's
hardware-and-services ~ model. ~ NAPCO's
umbrella platform unifies access control,
identity ~management, intrusion  security
integration, with NA-Series and Continental
Enterprise panels, NAPCO's wireless locks, and
partner video for greater flexibility, scalability,
and easier installation and management.

The MVP ecosystem helps security professionals
facing competition and labor shortages serve
security directors and businesses balancing
lean budgets with cybersecurity and physical
security threats. And, MVP is easier to budget
for as a monthly operations service vs the large
capital system expenditures once required.

Napco Access offers mobile-first, cloud, hybrid,
and on-premises enterprise options. MVP EZ
and MVP Access share hardware, databas-
es, and an affordable flat monthly rate per
door, enabling expansion without equipment
replacement or database conversion.

As NAPCO is foremost a security company,
secure identity technology is a paramount
concern. With continuous innovation, the
platform now supports biometric identification
resistant to credential cloning, NFC/mobile
wallet IDs, multifactor authentication, Microsoft
Entra ID single sign-on, and automated user
provisioning.

Also new to MVP are video integration choices,
each uniting access events, live and recorded
video, alarms, and door controls in one interface
for easier visual identification and faster response.
Badging, remote management, and lockdowns
expand ongoing service opportunities.

Complete Locking Solutions

Through Alarm Lock and Marks USA, NAPCO's
full line of mechanical and electronic access
locks can cover all doors in a building: entry
access doors, interior doors, and matching
tubular locksets for unlocked storage rooms
and closets.

Serving education, healthcare, commercial,
institutional, government and multifamily
properties, the comprehensive line includes
classroom lockdown and indicator locks,
behavioral life-safety and panic exit hardware,
custom architectural solutions and designer
wireless access locks in cylindrical, mortise and
deadbolts styles. Included as part of the MVP
ecosystem, this offering now adds new remote
management services for both our locks and
locking pros, for retrofit or new installations.

Intrusion and Connected Services

Gemini and Prima protect residential and
commercial applications, from a modern starter
home to a commercial building, from 8 to
255 zones. New Slimline XK5 keypads bring
all-new styling to Gemini Intrusion Alarm
Systems. And, tech-forward, all-in-one Prima
has introduced a brand new App for an easy,
appealing user experience.

For intrusion alarm reporting on any brand
system, StarLink Black MAX and Connect
MAX Multicarrier Cell/IP Communicators offer
Verizon, AT&T, and T-Mobile connectivity.
Connect adds remote programming and
interactive services, alerts and App, improving
efficiency and expanding recurring revenue.

Teaming proven hardware with SaaS delivers
greater NAPCO functionality and customer
value while supporting recurring revenue
growth and shareholder value, protecting
people today and building a safer tomorrow.

NASDAQ:NSSC



Letter to
Shareholders

Dear Fellow Shareholders,

Fiscal 2026 was another strong
NAPCO, driven by
of our

year for
continued execution
strategy to deliver innovative
expand

security solutions,

recurring service revenue,
generate profitable growth and

complete a leadership transition.

Net revenues rose 11.4% to a
record $202.3 million. Recurring
service revenue increased 13.0%
to $97.5 million, equipment
revenue grew 10.0% to $104.8
million and gross margin
59.2%. GAAP net
income was $43.0 million, or
$1.20 per diluted share, but

was impacted by a $16.0 million

reached

litigation settlement charge.
Non-GAAP net income* was
$57.3 million, or $1.60 per

diluted share as compared to
$1.19 in Fiscal 2025, Adjust-
ed EBITDA* was $66.7 million,
representing a 33.0% margin as
compared to 28.7% for Fiscal
2025, and free cash flow* was
$59.2 million, as compared to
$51.4 million in Fiscal 2025.
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Kevin S. Buchel
Chief Executive Officer & President

These results demonstrate the
strength of our business model
and support our long-term
priorities: expanding recurring
revenue, introducing innovative
products,

sustaining  strong

profitability and cash generation,

and allocating capital to create

long-term shareholder value.
We paid out $ .58 per share in

dividends during the fiscal year

Expanding
Recurring Revenue

Recurring service revenue
remains central to our growth
strategy. As more products
connect to NAPCO's cloud-based
services, we can expand our
installed base and generate
durable,

Gross

predicable revenue.

margins on recurring
service revenue exceeded 90%
in fiscal 2026, highlighting its

importance to our financial model.

Our equipment business is also
a key competitive advantage.
products and

strong dealer and integrator

Innovative
relationships support greater

adoption of our connected
solutions and continued growth

in recurring services.

Together, innovative security
products and recurring services
provide NAPCO with multiple
paths to sustainable, profitable

growth.

Innovation and
Disciplined Growth

Innovation remains central to our
strategy. We continue to invest
in products and technologies
that meet the evolving needs of
security professionals and end
users while capitalizing on the
industry’s shift toward connected,
cloud-based solutions.



We are equally committed to

financial  discipline.  Strong
cash generation gives us the
flexibility to fund organic growth,
evaluate strategic opportunities
and return capital to shareholders

when appropriate.

Our capital allocation approach
is straightforward: invest where
we believe capital can generate
attractive long-term returns and
enhance shareholder value.

A Leadership Transition

For more than 50 years, Richard
(Dick) Soloway's leadership as
Chairman and Chief Executive
Officer has been instrumental
in building NAPCO into the
Company it is today. His vision,

entrepreneurial  spirit  and
commitment to  innovation
established the foundation

for NAPCO's
especially proud of two major
(i)pivoting
the Company from a hardware

growth. He is
accomplishments:

manufacturer to a connected
technologies provider with a
sustainable recurring revenue
stream through our StarLink™
cellular communicator; and (ii)
the introduction of the Trilogy™
which

transformed the locking industry

locking product line,
from mechanical to high-tech

In his new
Founder &
Executive Chairman, Dick will

electronic locks.

position as

continue to play a critical role
by focusing on new innovations
and strategic initiatives.

Kevin Buchel, in his new role
as Chief Executive Officer, will
and

assume the leadership

day-to-day responsibilities of
the Company, in addition to
and

financial oversight

interactions with the investor
community. His long-standing
experience with the Company
and deep understanding of its
business and financial model
position him well to lead the

execution of our strategy.

this
priorities

Throughout transition,

our core remain
unchanged: expanding recurring
service

revenue, delivering

profitable  growth, investing
in innovation and maintaining

disciplined capital allocation.

We believe our consistent
strategy, experienced management
team and strong financial
foundation position NAPCO well

for its next phase of growth.

Positioned for the Future

As we enter fiscal 2027, NAPCO
remains focused on execution.
We see significant opportunities
service

to increase recurring

revenue and adoption of
additional connected products,
introduce innovative solutions
and build on our established
position in  the  security
industry. We will pursue these
opportunities with the financial
and long-term
perspective that

defined NAPCO.

discipline

have long

As leadership transitions, we
in NAPCO's
future and in the strategy that
brought the
this
creating sustainable long-term

remain confident

Company to
point, and the goal of

shareholder value.

We are proud of NAPCO's
accomplishments and excited
about the
ahead. Together, we thank our

opportunities

employees for their dedication,

our dealers, distributors and
integrators for their partnership,
and our shareholders for their
and

continued confidence

support.

Sincerely,

Richard L. Solowaj&u}?/

Founder &
Executive Chairman

Ko S R X

Kevin S. Buchel
Chief Executive Officer
& President

NAPCO Security Technologies, Inc.



*Non-GAAP Financial Measures

This Annual Report includes certain financial measures that are not calculated in accordance with generally
accepted accounting principles in the United States ("GAAP”"), including non-GAAP net income, non-GAAP
diluted net income per share, non-GAAP net income margin, EBITDA, Adjusted EBITDA, Adjusted EBITDA

margin, Free Cash Flow and Free Cash Flow margin.

Management uses these non-GAAP financial measures as supplemental measures in evaluating the Company's
operating performance and cash generation and believes they provide investors with additional information
useful in evaluating the Company'’s operating performance and comparing results across periods. These
measures should not be considered in isolation from, or as substitutes for, the most directly comparable
measures calculated in accordance with GAAP.

Non-GAAP financial measures have limitations as analytical tools and may not be comparable with similarly
titled measures used by other companies because other companies may define them differently. Free Cash
Flow does not represent the residual cash flow necessarily available for discretionary expenditures.
Reconciliations of the non-GAAP financial measures to their most directly comparable GAAP financial
measures are set forth below.

Trademarks of NAPCO: StarLink, StarLink Fire, StarLink Direct, MVP, Most Valuable Platform and Prima are trademarks of NAPCO Security
Technologies. Microsoft, AT&T, Verizon, T-Mobile, BuildingReports, etc., remain intellectual property of their respective companies.






NAPCO SECURITY TECHNOLOGIES, INC.
RECONCILIATION OF GAAP TO NON-GAAP FINANCIAL DATA* (unaudited)
(in thousands, except share and per share data)

Year ended June 30, 2026

Revenue

Gross Profit

Operating Expenses

Operating Income

Net Income

Non-GAAP adjusted net income margin
Non-GAAP adjusted net income per share - diluted

Year ended June 30, 2025

Revenue

Gross Profit

Operating Expenses

Operating Income

Net Income

Non-GAAP adjusted net income margin
Non-GAAP adjusted net income per share - diluted

Denominator:

Weighted average shares outstanding
Basic, as reported
Effect of Dilutive Securities
Diluted, (Denominator)

Non-GAAP Adjustments

Litigation
Settlement Tax
GAAP Cost Adjustments V Non-GAAP
202,316 $ — 3 — 3 202,316
119,791 — — 119,791
74,153 (16,000) — 58,153
45,638 16,000 — 61,638
43,027 16,000 (1,733) 57,294
28.3 %
$ 1.60
181,621  $ — 3 — 8 181,621
101,030 — — 101,030
54,771 — — 54,771
46,259 — — 46,259
43,406 — — 43,406
23.9 %
$ 1.19
Fiscal year ended June 30,
2026 2025
35,690,000 36,298,000
201,000 201,000
35,891,000 36,499,000

1. The ‘with or without” method is utilized to determine the income tax effect of all Non-GAAP adjustments.



NAPCO SECURITY TECHNOLOGIES, INC.
RECONCILIATION OF GAAP TO NON-GAAP FINANCIAL DATA*(unaudited)
(in thousands, except share and per share data)

Year ended June 30,
2026 2025

Non-GAAP adjusted EBITDA:

Net income, as reported $ 43,027 $ 43,406
Interest income, net (3,587) (3,356)
Provision for income taxes 6,795 6,663
Depreciation and amortization 2,208 2,276

Non-GAAP EBITDA 48,443 48,989

Adjustments:

Stock based compensation 989 1,513
Nonrecurring legal expense! 1,238 1,624
Litigation settlement cost® 16,000 _

Total adjustments 18,227 3,137

Non-GAAP adjusted EBITDA $ 66,670 $ 52,126

Non-GAAP adjusted EBITDA margin % 33.0 % 28.7 %

Non-GAAP per share data:

Non-GAAP adjusted EBITDA per share - diluted $ 1.86 § 1.43

Denominator:

Weighted average shares outstanding
Basic, as reported 35,690,000 36,298,000
Effect of Dilutive Securities 201,000 201,000
Diluted, (Denominator) 35,891,000 36,499,000

1. Nonrecurring Legal Expenses, which are net of any insurance reimbursements, are legal fees that are determined not to be of a normal
recuring nature and expenses necessary to operate the business

2. Litigation settlement costs, which are net of any insurance reimbursements, were determined not to be of a recurring nature and costs that are
not in the normal cost of business or necessary to operate the business

Year ended June 30,
(dollars in thousands)

2026 2025
Free cash flow:
Net Cash Provided by Operating Activities $ 61,145 $ 53,527
Less: Purchases of property, plant, and equipment (1,917) (2,116)
Free Cash Flow" $ 59,228  § 51,411
Free Cash Flow Margin" 29.3 % 28.3 %

1. 1. Free cash flow is calculated as net cash provided by operating activities less capital expenditures. Free cash flow margin is the free cash
flow divided by revenue.



UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-K
(Mark One)

Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the fiscal year ended June 30, 2026
or
0 Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the Transition period from _to

Commission File Number 0-10004
NAPCO SECURITY TECHNOLOGIES, INC.

(Exact name of Registrant as specified in its charter)

Delaware 11-2277818
(State or other jurisdiction of (LR.S. Employer 1.D. Number)
incorporation or organization)
333 Bayview Avenue, Amityville, New York 11701
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (631) 842-9400

Securities registered pursuant to Section 12(b) of the Act:

Trading
Title of each class Symbol(s) Name of each exchange on which registered
Common Stock, par value $0.01 per share NSSC The Nasdaq Stock Market LLP

Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes No O
Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes 0 No

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yes No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be submitted
and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files). Yes No O

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company or an emerging growth

2 G, LTI

company. See the definitions of “large accelerated filer”, “accelerated filer”, “smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange
Act.

Large accelerated filer Accelerated filer I Non-accelerated filer [ Smaller reporting company [ Emerging growth company [J

Indicate by check mark whether the registrant has filed a report on and attestation to its management’s assessment of the effectiveness of its internal
control over financial reporting under Section 404(b) of the Sarbanes-Oxley Act (15 U.S.C. 7262(b)) by the registered public accounting firm that

prepared or issued its audit report.

If securities are registered pursuant to Section 12(b) of the Act, indicate by check mark whether the financial statements of the registrant included in
the filing reflect the correction of an error to previously issued financial statements. [J

Indicate by check mark whether any of those error corrections are restatements that required a recovery analysis of incentive-based compensation
received by any of the registrant’s executive officers during the relevant recovery period pursuant to §240.10D-1(b). O

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes 0 No

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant as of December 31, 2025 was $1,421,890,270, based on
a closing price of $41.70 per share of the registrant's common stock as reported on The Nasdaq Global Select Market. For purposes of this computation, all officers,
directors, and 10% beneficial owners of the registrant are deemed to be affiliates. Such determination should not be deemed to be an admission that such officers, directors
or 10% beneficial owners are, in fact, affiliates of the registrant.

As of August 21, 2026, there were 35,768,437 outstanding shares of the registrant’s common stock, $0.01 par value per share.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s proxy statement to be filed with the Securities and Exchange Commission pursuant to Regulation 14A in connection with the registrant’s 2026
Annual Meeting of Stockholders, which will be filed subsequent to the date hereof, are incorporated by reference into Part III of this Form 10-K. Such proxy statement
will be filed with the Securities and Exchange Commission not later than 120 days following the end of the registrant’s fiscal year ended June 30, 2026.



SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K, or this Annual Report, contains "forward-looking statements" within the meaning of Section 274
of the Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended,
or the Exchange Act, that reflect our current expectations regarding future events, our strategy, future operations, future financial
position, future revenues, projected costs, prospects, plans and objectives of management. The forward-looking statements are
contained principally in Part I, Item 1. "Business,"” Part I, Item 1A4. "Risk Factors," and Part II, Item 7. "Management’s Discussion
and Analysis of Financial Condition and Results of Operations," but are also contained elsewhere in this Annual Report. Forward-
looking statements include any statement that does not directly relate to current or historical facts. In some cases, you can identify
forward-looking statements by the words "anticipate,” "believe,"” "continue,” "could," "estimate,” "expect,” "intend," "may,"” "might,"
"objective," "ongoing," "plan," "predict,” "project,” "potential,” "should,” "will," "would," or the negative or plural of these words or
other comparable terminology intended to identify statements about the future. The events described in these forward-looking
statements are subject to a number of risks, uncertainties, assumptions and other factors that could cause actual results and the timing
of certain events to differ materially from future results expressed or implied by the forward-looking statements. All forward-looking
statements in this Annual Report on Form 10-K are based on information available to us as of the date hereof, such information may
be limited or incomplete, and we assume no obligation to update any such forward-looking statements. These statements are
inherently uncertain and investors are cautioned not to unduly rely upon these statements. The following discussion should be read in
conjunction with our consolidated financial statements and the accompanying notes contained in this Annual Report on Form 10-K.

You should refer to the “Summary of Risks Affecting Our Business” below and Item 1A. "Risk Factors" section of this Annual Report
for a discussion of important factors that may cause our actual results to differ materially from those expressed or implied by our
forward-looking statements. As a result of these factors, we cannot assure you that the forward-looking statements in this Annual
Report will prove to be accurate. Furthermore, if our forward-looking statements prove to be inaccurate, the inaccuracy may be
material. In light of the significant uncertainties in these forward-looking statements, you should not regard these statements as a
representation or warranty by us or any other person that we will achieve our objectives and plans in any specified time frame or at all.
We undertake no obligation to publicly update any forward-looking statements, whether as a result of new information, future events
or otherwise, except as required by law. You should, therefore, not rely on these forward-looking statements as representing our views
as of any date subsequent to the date of this Annual Report.

Except as otherwise indicated herein or as the context otherwise requires, references in this Annual Report to "NAPCO" the
"company," "we," "us," "our" and similar references refer to Napco Security Technologies, Inc. and, where appropriate, our
consolidated subsidiaries.

Summary of Risks Affecting Our Performance

The following summary highlights some of the principal risks you should consider with respect to our business and prospects. This
summary is not complete and the risks included in the summary below are not the only risks we face. You should review and consider
carefully the risks and uncertainties described in the “Risk Factors” section of this Annual Report on Form 10-K, which includes a
more complete discussion of the risks summarized below as well as a discussion of other risks related to our business and an
investment in our common stock, as well as our other public filings with the Securities and Exchange Commission, or SEC.

Any of the following risks could have a material adverse effect on our business, financial condition, results of operations and
prospects and cause the trading price of our common stock to decline:

*  We expect our results of operations to fluctuate on a quarterly and annual basis, which could cause our stock price to fluctuate as

well.

e The markets we serve are highly competitive with many substantially larger competitors and we may be unable to compete
effectively.

*  We may not be able to sustain the growth of our recurring service revenue, which has been a large driver of our revenue and
profitability.

*  We rely on distributors to sell our products and an adverse change in our relationship with such distributors may adversely affect
our financial performance.

*  We may not be able to gain widespread or timely market acceptance of our new products and continue to build and enhance our
brand to achieve growth.



*  Werely on the effort and continuing service of our senior management members.

e Our business and operations expose us to numerous legal and regulatory requirements, and any violation of these requirements
could harm our business

e Investigations, claims, disputes, enforcement actions, litigation, arbitration, or other legal proceedings could require us to pay
potentially large damage awards or penalties and could be costly to defend, which would adversely affect our cash balances and
profitability, and could damage our reputation.

e Cybersecurity incidents and other disruptions to our information and technology systems, or the information systems of third
parties whom we do business with, may compromise our information and expose us to liability that could adversely impact our
financial condition, business operations, and reputation.

PART 1
ITEM 1: BUSINESS.
Overview

NAPCO is one of the leading manufacturers and designers of high-tech electronic security devices, cellular communication services
for intrusion and fire alarm systems as well as a leading provider of school safety solutions. We offer a diversified array of security
products, encompassing access control systems, door-locking products, intrusion and fire alarm systems and video surveillance
products. These products are used for commercial, residential, institutional, industrial and governmental applications, and are sold
principally to independent distributors, dealers and installers of security equipment. We have established a national network of trusted
independent security dealers and integrators that are experts at selling, installing and supporting our various technologies. These
dealers are dependent on our platform for communication services to our radio communicators and smart security devices, and they
pay us a monthly fee for these services to operate and manage their businesses efficiently.

Our net revenues were $202.3 million, $181.6 million and $188.8 million for the fiscal years ended June 30, 2026, 2025 and 2024,
respectively. The increase in our net revenues from fiscal 2025 to 2026 was driven by the increase in revenues of equipment products
($9.5 million or 10.0%) as well as the continued growth of our recurring communication services ($11.2 million or 13.0%). The increase
in net equipment revenues was due primarily to increased revenues of door-locking products ($6.9 million or 11.1%) and increased
revenues of intrusion and access products ($2.6 million or 7.8%). The increase in net service revenues was due to net new activations
of our fire and burglar cellular (radio) communication devices put into service and activated.

Our net income was $43.0 million, $43.4 million and $49.8 million for the fiscal years ended June 30, 2026, 2025 and 2024, respectively.
Net income for the fiscal year ended June 30, 2026 is inclusive of a one-time litigation settlement charge of ($16 million).

Our Products and Services
Since 1969, NAPCO has established a heritage and proven record in the professional security community for reliably delivering both
advanced technology and high-quality security solutions, building many of the industry’s widely recognized brands, such as NAPCO
Security Technologies, Alarm Lock, NAPCO Access Pro, Marks USA, and other popular product lines. The Company’s products and
services are comprised primarily of the following:

e Standalone and networked digital door locks

e Standard and custom Locksets, Panic Devices and Door Closers

e Intrusion alarm equipment

e Intrusion and fire alarm cellular communication devices and services from which we generate recurring monthly service
revenues and which has been a key driver of our profitability growth

e Integrated cellular intrusion alarm systems

e Door controllers and hosted services for access control



Communication Services (Recurring Service Revenues)

In 2012, we began to generate monthly recurring service revenue by providing secure cellular and cloud access for intrusion and fire
alarm communicators and other smart security devices. These services are provided to the Company’s customers on a month-to-month
basis in exchange for a monthly fee. Revenues from these services have grown significantly over the past several years, increasing
29% from fiscal 2024 to fiscal 2026. These revenues, which currently have a gross margin of approximately 90.3% for the fiscal year
ended June 30, 2026, represent approximately 48% of our total revenue for the fiscal year ended of June 30, 2026.

Since 2012, we have continued to develop and sell additional equipment products that require communication services and generate
recurring revenues. To date, the majority of our recurring revenue has been generated through the sale, installation and activation of
our StarLink cellular communication devices.

These products are installed at the premises of end users, and we generate revenue from the installers by both the upfront purchase of
our products and the monthly subscription fees for access to our Networx Operations Center (NOC) that provides cellular
communication services to the devices. Monthly recurring service revenue generates substantially higher gross margins than do
equipment sales and allows us to generate a more consistent stream of income. We believe there is a significant market opportunity for
these products and services because many commercial and residential customers prefer to purchase real-time security monitoring
services to ensure continuous protection and swift responses to security breaches and fire alarms.

We intend to continue pursuing recurring revenue opportunities by developing new and innovative products and continuing our
aggressive sales and marketing efforts of these products.

Door Security Products

The Company manufactures a variety of door locking devices including microprocessor-based electronic door locks with push button,
card reader and bio-metric operation, door alarms, mechanical door locks and simple dead bolt locks. These devices may control a
single door or, in the case of some of the Company’s microprocessor-based door locks, may be networked with the Company’s access
control systems and controlled remotely.

Intrusion and Fire Alarm Systems.

Alarm systems usually consist of various detectors, a control panel, a digital keypad and signaling equipment. When a break-in occurs,
an intrusion detector senses the intrusion and activates a control panel via hard-wired or wireless transmission that sets off the
signaling equipment and, in most cases, causes a bell or siren to sound. Communication equipment such as a cellular or digital
communicator may be used to transmit the alarm signal to a central station or another person selected by a customer. Cellular
communicators have become the standard, and panels and communicators are trending towards integration so that many alarm panels
will contain an integrated cellular communication device.

The Company manufactures and markets the following products for these alarm systems:

e Automatic Communicators. When a control panel is activated by a signal from an intrusion detector, it activates a
communicator that can automatically dial one or more pre-designated telephone numbers utilizing wired (“landline”) or
cellular communications systems. If programmed to do so, a digital communicator dials the telephone number of a central
monitoring station and communicates in computer language to a digital communicator receiver, which signals an alarm
message.

o Cellular communication devices. A cellular communication device connects to the communicator and is used in lieu of, or in
addition to, a landline for communicating with a central monitoring station.

e Control Panels. A control panel is the "brain" of an alarm system. When activated by any one of the various types of
intrusion detectors, it can activate an audible alarm and/or various types of communication devices.

e Combination Control Panels/Digital Communicators and Digital Keypad Systems. A combination control panel, digital
communicator and a digital keypad have continued to be the leading configuration in terms of dealer and consumer
preference. Benefits of the combination format include the cost efficiency resulting from a single microcomputer function, as
well as the reliability and ease of installation gained from the simplicity and sophistication of micro-computer technology.



e  Fire Alarm Control Panel. Multi-zone fire alarm control panels, which accommodate an optional digital communicator for
reporting to a central station, are also manufactured by the Company.

e Area Detectors. The Company's area detectors are both passive infrared heat detectors and combination microwave/passive
infrared detectors that are linked to alarm control panels. Passive infrared heat detectors respond to the change in heat
patterns caused by an intruder moving within a protected area. Combination units respond to both changes in heat patterns
and changes in microwave patterns occurring at the same time.

Access Control Systems.

Access control systems consist of one or more of the following: various types of identification readers (e.g. card readers, hand
scanners), a control panel, a PC-based computer and electronically activated door-locking devices. When an identification card or
other identifying information is entered into the reader, the information is transmitted to the control panel/PC, which then validates the
data and determines whether to grant access by electronically deactivating the door locking device. An electronic log is kept which
records various types of data regarding access activity.

Video Surveillance Systems.

Video surveillance systems typically consist of one or more video cameras, a control panel and a video monitor or PC. More advanced
systems can also include a recording device and some type of remote communication device such as an internet connection to a PC or
browser-enabled cell phone. The system allows the user to monitor various locations at once while recorders save the video images for
future use. Remote communication devices can allow the user to view and control the system from a remote location. The Company
designs, engineers, and markets the software and control panels discussed above. It also buys and resells various video cameras, PC-
based computers and peripheral equipment for video surveillance systems.

School Security and Public Safety

School security and public safety continue to be an important market, and we have developed products to help address security
concerns arising from the significant need for increased security in schools and other public spaces. In the U.S., there are over 100,000
K-12 schools, over 5,000 colleges and universities and over 350,000 houses of worship. As a result of increased “active shooter”
incidents, a number of U.S. states and local governments have substantially increased school security budgets. Many colleges and
universities have large endowments which are starting to be utilized to address this critical issue. Security equipment and services
focused on education has reached over $3 billion in revenues and this segment is still in the early stages as many K-12 schools,
colleges and universities have still not addressed this issue.

With a full suite of products and solutions, we believe we are well positioned to meet the security needs of schools, houses of worship,
and other places where people congregate. Depending on the needs of the school and their budget, we offer (i) Standalone LocDown
locks which can be operated by a teacher, (ii) a series of Networx standalone wireless locks which communicate with central controls,
or (iii) enterprise-class access control with cellular connectivity, which allows the head of security to lock down all or part of the
campus, including dorm rooms, classrooms and administrative offices, from a centralized office. While we continue to win new school
security projects, due to the nature of selling our security products through distribution, total visibility into quantifying the revenue
from this market is difficult.

Competition

The security products industry is highly competitive. The Company's primary competitors are comprised of approximately 12 other
companies that manufacture and market security equipment to distributors, dealers, central stations and original equipment
manufacturers. The Company believes that none of these competitors is dominant in the industry. Most of these companies have
substantially greater financial and other resources than the Company. However, unlike the Company, we believe that none of these
competitors manufactures all key building security products: Intrusion Alarms and Access Control, Connectivity, and Locking
devices. As more security installations include multiple security-related systems, which can include, intrusion, fire, access control,
door-locking and connectivity, there is more demand for the various systems to communicate with each other. By having everything
manufactured under one roof, we can offer customers one integrated platform solution without the risk of incompatible equipment
from multiple vendors to “talk” to each other.



Our manufacturing facility located in the Dominican Republic (“D.R.”) manufactures over 90% of our products. It is located in a free
zone which is a tax-advantaged location. The D.R. manufacturing operation is vertically integrated and operates in a low-cost location,
where the typical labor cost are significantly less than the cost for similar services in the U.S. The D.R. facility allows us to maintain a
lower manufacturing overhead and improve our gross margin. The building is self-contained with the ability to withstand a Category 5
hurricane. Shipping times from the D.R. to the Amityville facility are typically 6-8 days.

We perform our managerial and administrative activities in the U.S. in our facility located in Amityville, New York, which is 100,000
square feet and serves as Company’s headquarters, containing its corporate offices, research and development, design, sales
administration, technical services, finance, procurement, manufacturing control, warehousing, and shipping operations. We believe
that our ability to provide timely and effective technical support and services to our U.S. customers from our U.S. facility in
Amityville is an advantage over other companies in the security industry that have moved customer service functions overseas to
countries such as India and Philippines. Our dealers and customers rely substantially on the ability to communicate real-time to
experts who can provide clear and understandable advice and instruction, because they are usually dealing with highly technical
problems on a job site with little time to spare.

The Company competes primarily on the basis of the features, quality, reliability and pricing of, and the incorporation of the latest
innovative and technological advances into, its products. The Company also competes by offering technical support services to its
customers. In addition, the Company competes on the basis of its expertise, its proven products, its reputation and its ability to provide
products to customers on a timely basis. The inability of the Company to compete with respect to any one or more of the
aforementioned factors could have an adverse impact on the Company's business.

Our Strategy

Due to paradigm changes in the security marketplace, the Company’s focus has been on mandatory (non-elective) systems, such as
fire systems with central station monitoring in commercial buildings, and IoT-driven connectivity services in high growth and margin
categories. As copper land lines continue to be phased out and more people are required to switch to cellular phone service for their
homes, our cellular communication services become increasingly attractive in these installations, both new and existing. We have built
a strong competitive position by developing a wide range of software capabilities from embedded micro-coding to enterprise system
software, database design, mobile applications development, user portal design, mechanical and electronic mechanisms and
telecommunications, featuring our significant radio and cellular communications expertise. This has enabled us to create recurring
revenue opportunities across product lines, and sustained profitability from recurring revenue with margins that approach or exceed
90%. We are also focusing on security solutions for the healthcare industry, including anti-ligature lockets designed for life safety and
liability reduction in hospitals, behavior health institutions and correctional facilities, and such products are highly profitable while
complying with applicable regulatory and health standards. We believe that our ability to design and produce these products and
services is possible due to our advanced set of in-house engineering technology capability from mechanical to electronic and electro-
mechanical products, digital, microprocessor and analog circuit design, networking products, and wireless and cellular
communications electronics.

Research and Development

The success of the Company’s business depends substantially on its ability to develop new and proprietary technology and products
conducted primarily by its engineering department to develop and improve the products. The Company intends to continue to conduct
a significant portion of its future research and development activities internally. We spend approximately 6% to 7% of our revenues
on research and development.

Our Human Capital Resources
As of June 30, 2026, the Company had 1,049 full-time employees. 293 of these were located in the United States (“U.S.”) and 756 were
located at our manufacturing facility in the Dominican Republic (“DR”). 38 of our U.S. employees are covered by a collective bargaining

agreement. We also engage consultants from time to time. Management considers its relationship with its employees to be very good.

Hiring, motivating and retaining talented employees is an ongoing priority to Napco. Maintaining a talented workforce at all levels is
critical to our ability to deliver high-quality products and services to our customers as well as maintain shareholder value.



To maintain a high level of talent in our workforce, Napco offers comprehensive benefits programs, competitive wages, incentive
programs, performance reviews and various employee activities and awards. We also provide training and management support for
employees to enhance their success and to identify outstanding talent and development opportunities.

Government Regulation

Our business and products are subject to various federal, state, local and international regulatory authorities and the regulatory authorities
in the countries in which our products are produced or sold. Compliance with these laws and regulations has not had and is not expected
to have a material adverse effect on the Company, including capital expenditures for environmental compliance, or on its earnings or
competitive position.

Marketing

The Company's staff of 61 sales and marketing employees sell and market our products primarily to independent distributors,
wholesalers and dealers of security alarm and security hardware equipment. The Company currently has approximately 2,200 active
customers made up of distributors, installing dealers and wholesalers who purchase our products directly from the Company as well as
many more who purchase our products from these distributors. The Company's sales representatives periodically contact existing and
potential customers to introduce new products and create demand for those as well as other Company products. These sales
representatives, together with the Company's technical personnel, provide training and other services to wholesalers and distributors so
that they can better service the needs of their customers. In addition to direct sales efforts, the Company advertises in technical trade
publications and participates in trade shows in major United States cities.

Raw Materials

The Company prepares specifications for component parts used in the products and purchases the components from outside sources or
fabricates the components itself. These components, if standard, are generally readily available; if specially designed for the
Company, there is usually more than one alternative source of supply available to the Company on a competitive basis. The Company
generally maintains inventories of all critical components. A majority of purchased components are sourced from U.S. and Asian
suppliers and are typically shipped directly to the D.R. The Company, for the most part, is not dependent on any one source for its raw
materials. The Company believes that any vendor that is currently the sole source of a component can be replaced without a material
impact on the Company.

The Artificial Intelligence (“Al”) data center buildout has increased demand across a broad range of electronic components, including
microcontrollers, memory devices, power management integrated circuits, networking components and other semiconductors used in
our products. Suppliers may allocate limited manufacturing capacity to customers serving Al and cloud infrastructure markets,
reducing availability for security and access control manufacturers such as us. Discussions within the Company have noted that the Al
data center boom has materially altered the competitive landscape for electronic component supply.

Consequently, we may experience longer lead times, cost increases, allocation restrictions or reduced product availability from
suppliers. If we are unable to obtain sufficient quantities of critical components, identify alternative sources, or pass increased costs to
customers, our ability to manufacture and deliver products could be adversely affected.

Company Information

The Company was founded in 1969 and incorporated as NAPCO Security Systems, Inc. in December 1971 in the State of Delaware.
In December 2008 the Company changed its name to NAPCO Security Technologies, Inc.

Our executive offices are located at 333 Bayview Ave, Amityville NY 11701 and our telephone number is (631) 842-9400. Our
website is http://www.napcosecurity.com. Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on
Form 8-K, and amendments to reports filed pursuant to Sections 13(a) and 15(d) of the Securities Exchange Act of 1934, as amended
(the “Exchange Act”) are available free of charge on our website as soon as reasonably practicable after we electronically file such
material with, or furnish it to, the Securities Exchange Commission (the “SEC”). The contents of or accessible through our website are
not incorporated into this Annual Report. Further, our references to the URLs for these websites are intended to be inactive textual
reference only.



Available Information

Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to reports filed
pursuant to Sections 13(a) and 15(d) of the Exchange Act are filed with the SEC. We are subject to the informational requirements of
the Exchange Act and file or furnish reports, proxy statements, and other information with the SEC. Our filings are also available to
the public over the Internet at the SEC’s website at http://www.sec.gov.

Our website provides a link to our SEC filings, which are available free of charge on the same day such filings are made. The specific
location on the website where these reports can be found is https://investor.napcosecurity.com. Our website also provides a link to
Section 16 filings which are available free of charge on the same day as such filings are made. Information contained on or accessible
through these websites is not a part of this Annual Report on Form 10-K.

ITEM 1A: RISK FACTORS

Investing in our common stock involves substantial risk. You should consider carefully the risks and uncertainties described below,
together with all of the other information in this Annual Report on Form 10-K, including our financial statements and the related
notes and “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” when evaluating our business
and before deciding whether to invest in shares of our common stock. We describe below what we believe are currently the material
risks and uncertainties we face, but they are not the only risks and uncertainties we face. Additional risks and uncertainties that we
are unaware of, or that we currently believe are not material, may also become important factors that adversely affect our business. If
any of the following risks actually occur, our business, financial condition, results of operations, and future prospects could be
materially and adversely affected. In that event, the market price of our common stock could decline and you could lose part or all of
your investment.

Risks Related to Our Business
Our business could be materially adversely affected because of general economic and market conditions.

We are subject to the effects of general economic and market conditions. If any of these conditions deteriorate, our revenue, profit and
cash-flow levels could be materially adversely affected in future periods. In the event of such deterioration, many of our current or
potential future customers may experience serious cash flow problems and as a result may modify, delay or cancel purchases of our
products. Additionally, customers may not be able to pay, or may delay payment of, accounts receivable that are owed to us. If such
events do occur, they may result in our expenses being too high in relation to our revenues and cash flows. Volatile, negative, or
uncertain economic conditions, an increase in the likelihood of a recession, or concerns about these or other similar risks may
negatively affect the demand for our products, which could materially and adversely affect our business, results of operations, and
financial condition.

In addition, ongoing instability and current conflicts, and the potential for other conflicts and future terrorist activities and other recent
geopolitical events throughout the world, have created and may continue to create economic and political uncertainties and impacts
that could have a material adverse effect on our business, operations, and profitability. These types of matters cause uncertainty in
financial markets and may significantly increase the political, economic and social instability in the geographic areas in which we
operate.

During weak economic times, the available pool of independent distributors, dealers and installers of security equipment may decline
as the prospects for home building and home renovation projects diminish, which may have a corresponding impact on our growth
prospects. In addition, there is an increased risk during these periods that an increased percentage of independent distributors, dealers
and installers of security equipment will file for bankruptcy protection, which may harm our reputation, revenue, profitability and
results of operations.

The markets we serve are highly competitive with many substantially larger competitors and we may be unable to compete
effectively.

We compete with approximately 12 other companies that manufacture and market security equipment to distributors, dealers, control
stations and original equipment manufacturers in the U.S. Most of these companies may have substantially greater financial and other
resources than the Company. The Company competes primarily on the basis of the features, quality, reliability and pricing of, and the
incorporation of the latest innovative and technological advances into its products, as well as technical support services to its



customers. The Company competes on the basis of its expertise, its proven products, its reputation and its ability to provide products
to customers on a timely basis. The inability of the Company to compete with respect to any one or more of the aforementioned
factors could have an adverse impact on the Company’s business.

Our business may also be materially adversely affected by the announcement or introduction of new products and services by our
competitors, and the implementation of effective marketing or sales strategies by our competitors. Our industry is characterized by
constantly improved products. There can be no assurance that competitors will not develop products that are superior to the
Company’s products. We have historically invested approximately 6% to 7% of annual revenues on R&D to mitigate this risk.
However, many of our competitors have dedicated more resources and capabilities to R&D, including committing more engineers and
capital expenditures, to develop and design new products that may enter the market sooner or with more penetration. Future success
will depend, in part, on our ability to continue to develop and market products and product enhancements cost-effectively. The
Company’s research and development expenditures are principally targeted at enhancing existing products, and to a lesser extent at
developing new ones. Further, there can be no assurance that the Company will not experience additional price competition, and that
such competition may not adversely affect the Company’s revenues and results of operations

We expect our results of operations to fluctuate on a quarterly and annual basis, which could cause our stock price to fluctuate as
well.

Our results of operations are difficult to predict and may fluctuate substantially from quarter-to-quarter or year-to-year for a variety of
reasons, many of which are beyond our control. If our actual results were to fall below the expectations of public market analysts or
investors, our quarterly and annual results would be negatively impacted and the price of our stock could fluctuate. Other factors that
could affect our quarterly and annual operating results include, but are not limited to:

e changes in the pricing policies of, or the introduction of new products by, us or our competitors;
e delays in the introduction of new products by us or market acceptance of these products;
e health epidemics and other outbreaks, which could significantly disrupt our operations;

e introductions of new technologies and changes in consumer preferences that result in either unanticipated or unexpectedly
rapid product category shifts;

e competition with greater resources may cause us to lower prices and in turn could result in reduced margins and loss of
market share;

e epidemic or widespread product failure, or unanticipated safety issues, in one or more of our products;

e unanticipated decreases or delays in purchases of our products by our significant distributors, and other channel partners;

e component supply constraints from our vendors;

e unanticipated increases in costs, including air freight, associated with shipping and delivery of our products;

e the inability to maintain stable operations by our suppliers and other parties with whom we have commercial relationships;

e discovery of security vulnerabilities in our products, services or systems, leading to negative publicity, decreased demand, or
potential liability;

e foreign currency exchange rate fluctuations in the jurisdictions where we transact in local currency;
e excess levels of inventory and low turns;

e changes in or consolidation of our sales channels and wholesale distributor relationships or failure to manage our sales
channel inventory and warehousing requirements;

e delay or failure to fulfill orders for our products on a timely basis;

e delay or failure of our distributors, and other channel partners to purchase at their historic volumes or at the volumes that they
or we forecast;



e changes in tax rates or adverse changes in tax laws that expose us to additional income tax liabilities;

e changes in U.S. and international tax policy, including changes that adversely affect customs, tax or duty rates such as tariffs
on product imports, as well as income tax legislation and regulations that affect the countries where we conduct business;

e operational disruptions, such as transportation delays or failure of our order processing system, particularly if they occur at
the end of a fiscal quarter;

e disruptions or delays related to our financial and enterprise resource planning systems;
e  our inability to accurately forecast product demand, resulting in increased inventory exposure;

e geopolitical disruption, including sudden changes in immigration policies, leading to disruption in our workforce or delay or
even stoppage of our operations in manufacturing, transportation, technical support, and research and development;

e terms of our contracts with channel partners or suppliers that cause us to incur additional expenses or assume additional
liabilities;

e an increase in redemptions of marketing rebates, product warranty and discretionary stock rotation returns or allowance for
credit losses;

e  our inability to monitor and ensure compliance with our code of ethics, our anti-corruption compliance program, and
domestic and international anti-corruption laws and regulations, whether in relation to our employees or with our suppliers or
retailers, distributors, or other channel partners;

e failure to implement and maintain the appropriate internal controls over financial reporting, which may result in restatements
of our financial statements; and

e any changes in accounting rules.

As a result, period-to-period comparisons of our results of operations may be volatile, and you should not rely on them as an
indication of our future performance.

Increased demand for semiconductors and electronic components driven by artificial intelligence ("AI") infrastructure and data
center expansion could adversely affect our supply chain and operating results.

The rapid growth of Al applications and the expansion of large-scale data centers have significantly increased global demand for
semiconductors, processors, memory devices, power management components and other electronic parts. As a result, component
manufacturers may prioritize production capacity for higher-volume or higher-margin customers serving Al, cloud computing and
hyperscale data center markets.

We rely on a variety of third-party suppliers for critical electronic components used in our products. Increased competition for
available semiconductor capacity could result in extended lead times, reduced allocations, higher prices, supply shortages and less
favorable purchasing terms. In addition, shortages affecting a single component may delay the production and shipment of finished
products, even when other materials remain available.

While we maintain inventory strategies, supplier relationships and alternative sourcing initiatives designed to mitigate supply
disruptions, there can be no assurance that these efforts will be sufficient. Any significant interruption in the supply of critical
components, inability to obtain required quantities at commercially reasonable prices, or failure of suppliers to meet our requirements
could increase our costs, delay customer deliveries, reduce revenue, adversely affect margins and harm our reputation with customers.

The impact of these risks may be amplified by geopolitical tensions, trade restrictions, manufacturing concentration in certain regions,
transportation disruptions or continued growth in Al-related demand for advanced and legacy semiconductor products.

If disruptions in our transportation network occur or our shipping costs substantially increase, we may be unable to sell or timely
deliver our products, and our operating expenses could increase.

We are highly dependent upon the transportation systems we use to ship our products, including surface, ocean and air freight. Our
attempts to closely match our inventory levels to our product demand intensify the need for our transportation systems to function



effectively and without delay. On a quarterly basis, our shipping volume also tends to steadily increase as the quarter progresses,
which means that any disruption in our transportation network in the latter half of a quarter will likely have a more material effect on
our business than a disruption at the beginning of a quarter.

The transportation network is subject to disruption or congestion from a variety of causes, including labor disputes or port strikes,
international conflicts, natural disasters, and congestion resulting from higher shipping volumes. Labor disputes among freight carriers
and at ports of entry are common, and we expect labor unrest and its effects on shipping our products to be a continuing challenge for
us. A port worker strike, work slow-down, or other transportation disruption in locations where we import our products to fulfill our
orders, could significantly disrupt our business. Our international freight is regularly subject to inspection by governmental entities. If
our delivery times increase unexpectedly for these or any other reasons, our ability to deliver products on time would be materially
and adversely affected and result in delayed or lost revenue as well as customer imposed penalties. In addition, if increases in fuel
prices occur, our transportation costs would likely increase. Moreover, the cost of shipping our products by air freight is greater than
by other methods. From time to time in the past, we have shipped products using extensive air freight to meet unexpected spikes in
demand and shifts in demand between product categories, to bring new product introductions to market quickly and to timely ship
products previously ordered. If we continue to rely more heavily upon air freight to deliver our products, our overall shipping costs
will increase. A prolonged transportation disruption or a significant increase in the cost of freight could materially and adversely affect
our business, results of operations, and financial condition.

We may not be able to maintain or control our expenses proportionate to our sales volumes to generate profit for our business.

Certain of our expenses are fixed or semi-variable, including our costs for operating our manufacturing facilities. While expense levels
relating to current sales levels result in positive net income and cash flows, if sales levels decrease significantly and we are unable to
reduce expenses proportionately, our business may be adversely affected. The amount of our operating expenses are subject to
variables and factors that may not be within our control, including but are not limited to, unexpected expenses relating to the
manufacturing of products; increased compensation requirements for our employees and cost of raw materials. A significant portion of
our expense is labor cost, including costs for workers who are operating our facility in the Dominican Republic. While we have been
able to control our expenses due to the lower labor costs in the Dominican Republic, there is no guarantee that such costs will not
increase in the future, or that a sufficient number of workers in Dominican Republic will be available to operate the facility efficiently,
and our failure to maintain effective labor costs may adversely affect our results of operations. We may face heightened inflationary
pressure, which could impact the cost of doing business in both supply and labor markets. Any potential inflationary pressures could
be exacerbated by geopolitical turmoil and economic policy actions, and the duration of any such pressures is uncertain.

Our business could be adversely affected as a result of housing and commercial building market conditions.

We are subject to the effects of housing and commercial building market conditions. The sales of our security products tend to
increase during period in which new housing and commercial real estate constructions are increasing. If these conditions deteriorate,
resulting in declines in new housing or commercial building constructions, existing home or commercial building sales or renovations,
our business, results of operations or financial condition could be materially adversely affected, particularly in our intrusion and door
locking product lines. The condition of the residential and commercial building markets in which we operate is cyclical and depends
on the condition of the economy in the United States, and on the perceptions of investors of the overall economic outlook. Rising
interest rates, declining employment levels, declining demand for real estate, declining real estate values or periods of general
economic slowdown or recession or the perception that any of these events may occur have negatively impacted the real estate market
in the past and may in the future negatively impact our ability to sell products and generate new revenue sources.

We may not be able to sustain the growth of our recurring service revenue business, which has been the large driver of our
revenue and profitability.

A significant driver of our growth is our recurring revenue business in which customers who purchased our products and equipment
are required to pay monthly fees for communications services to maintain the operation of such products. Our recurring revenue
products, such as StarLink, Prima, MVP Access, iSecure and iBridge, tend to generate higher gross margin and are less susceptible to
volatility of market demand and economic conditions. We face intense competition where other companies with greater resources and
experience have established a wider and more entrenched customer base for similar products and services, making it more difficult for
us to penetrate into such markets. In addition, we are required to incur costs to maintain a network operations center to provide
customer support and services, and to comply with federal and state regulations governing the operation and communications of these
products. Such costs may reduce our profitability if we are not able to grow and expand the recurring revenue business. As we are



increasingly dependent on recurring revenue products as a driver for growth, our failure to execute our strategy for this business line
will materially adversely affect our financial conditions and prospects.

We may not be able to sustain and continue the growth of school security products.

Demand for our security products from schools, universities and other educational institutions as a result of the national focus on
prevention of school violence continues to be an important market for us. Federal and state governmental authorities have proposed
and enacted numerous legislation and laws, including the School Violence Prevention and Mitigation Act of 2019 that provide
increased funding to public schools to implement and enhance security systems. While our business has benefited from such
additional federal and state funding and increased demand, there is no guarantee that such funding and trend will continue. For
example, if school shutdowns return as a result of the COVID-19 pandemic and various stay-at-home orders imposed by state
governments, there could be a reduced need for schools to acquire and implement security systems, and state and federal government
may also decide to reduce funding or impose additional criteria for funding. These factors may result in a decline in demand for our
school security products, which in turn may adversely affect our financial performance.

We rely on distributors to sell our products and an adverse change in our relationship with such distributors may adversely affect
our financial performance.

We distribute our products primarily through independent distributors and wholesalers of security alarm and security hardware
equipment. Our distributors and wholesalers also sell our competitors’ products, and if they favor our competitors’ products for any
reason, they may fail or reduce their effort to market and sell our products as effectively or to devote resources necessary to provide
effective sales, which would adversely affect our financial performance. In addition, our distributors order our products and maintain
their inventory based on forecasts of potential demands from dealers and end customers, and our distributors may not be able to
forecast such demand accurately, which may adversely affect our ability to generate sales and revenue in a timely manner. In some
cases, distributors may delay ordering our products until they receive confirmation of orders from dealers and end customers, and this
delay may cause disruption and make it more difficult for us to fill their order timely and effectively, which may adversely affect our
revenue and sales.

The financial health of our distributors and wholesalers and our continuing relationships with them are important to our success. Some
of these distributors and wholesalers, particularly smaller firms with limited working capital and resources, may not be able to
withstand adverse changes in business conditions or mitigate the negative impact of a prolonged economic downturn or recession,
including the impact of the COVID-19 pandemic. The failure of our distributors to maintain financial health and success will impact
our ability to generate revenues. Furthermore, our relationship with distributors may change or terminate due to other factors beyond
our control, including but are not limited to, acquisition of distributors by third parties may not be willing to continue the relationship
with us; internal restructuring or refocus of business strategies; and changes in management, all of which may negatively impact our
ability to continue to sell to such distributors. Finally, we generally do not have long-term agreements with distributors who purchase
our products primarily through purchase orders. Without an agreement, we are not able to guarantee that such distributors will not
discontinue or terminate relationship with us at any time, and any loss of distributor will negatively impact our financial conditions
and results of operations.

We may not be able to gain widespread or timely market acceptance of our new products and continue to build and enhance our
brand to achieve growth.

We rely on introduction of new products and services to penetrate new markets and identify additional sources of revenues order to
grow our business. However, many of our distributors and customers may not be willing to change or switch to new products and
equipment, or may require an extended period time to assess, test and evaluate functionalities and performance of our new products.
Any delays in establishing widespread acceptance of our new products may adversely affect our financial performance and growth. In
order to ensure market acceptance of new products, we have incurred and expect to incur significant expenses in sales and marketing
campaign, and we may not be able to justify such costs if the effort does not produce sufficient sales and customer accounts.

We believe that building and maintaining market awareness, brand recognition and goodwill of our business and products in a cost-
effective manner is important to our overall success in achieving widespread acceptance of our existing and future products and is an
important element in attracting new customers. An important part of our business strategy is to increase awareness of our brand and to
provide marketing leadership, services and support to our distributor and customer network. While we may choose to engage in a
broader marketing campaign to further promote our brand, this effort may not be successful. Our efforts in developing our brand may
be hindered by the marketing efforts of our competitors and our reliance on our third parties to promote our brand. If we are unable to



cost-effectively maintain and increase awareness of our brand, our business, financial condition, cash flows and results of operations
could be harmed.

Our financial results could be materially adversely affected as a result of offering extended payment terms to customers or if we
are not able to collect our accounts receivables on a timely basis from major customers.

We regularly grant credit terms beyond 30 days to certain distributors and customers primarily in an effort to keep a full line of our
products in-stock at our customers’ locations. The longer the terms that are granted, the more risk is inherent in the collection of those
receivables. We cannot guarantee that distributors and customers will be able to make payments on a timely basis even after a
thorough review of their credit and financial history. The ability of distributors and customers to make such payments may be subject
to factors beyond our control, including their financial conditions and business operation. We may also incur additional costs and
effort to collect past due receivables without assurance that a sufficient or any amount of bad debt can be collected.

We sell security products and systems and if our solutions fail for any reason, we could be subject to liability and our business
could suffer.

We sell security products and services, which are designed to secure the safety of our customer and their commercial, residential,
institutional, industrial or governmental properties. Our products and services may contain undetected defects in the software,
infrastructure, third-party components or processes. If these solutions fail for any reason, including due to defects in our equipment,
software, a carrier outage or user error, we could be subject to liability for such failures and our business could suffer. In addition, our
products and systems are not installed by us, and if third parties do not install or maintain our products correctly, our products and
systems may not function properly. If the improper installation or maintenance of our products and systems leads to service or
equipment failures after introduction of, or an upgrade to, our products and systems, we could experience harm to our branded
reputation, claims by our customers or installers or lost revenue during the period required to address the cause of the problem. Any
defect in, or disruption to, our products and systems could cause consumers not to purchase additional products or systems from us,
prevent potential consumers from purchasing our products and systems or harm our reputation.

We are subject to risks relating to the operation of a manufacturing facility in Dominican Republic.

We operate a manufacturing facility in Dominican Republic where the majority of our products is made and shipped to our U.S.
distributors. The facility requires us to incur certain fixed operating costs that do not fluctuate with changes in production levels or
utilization of our manufacturing capacity. If production levels decline due to lower demand or reduced customer orders, our fixed
costs are spread over reduced levels, which may contribute to decreasing margins and reduced profitability. Operation of a
manufacturing facility also subjects us to certain additional risks, including but not limited to the following:

° Unavailability of workers or insufficient workforce to operate the factory;

o Compliance with local regulatory requirements, including labor laws and tax requirements;
° Difficulties in communication and coordination with U.S. headquarters;

° Natural disasters such as hurricanes which may damage our factory; and

° Effect of general political and economic conditions of the Dominican Republic.

The occurrence of any of these factors may adversely affect the production output and operation of our factory, which will disrupt our
supply chain and negatively impact our financial performance. Furthermore, we have not identified any alternative third-party factory
that can manufacture our products; therefore, it would be difficult for us to replace any loss of output of capacity if our factory in
Dominican Republic is not functioning properly or at all.

Our business could be materially adversely affected by a weakening of the U.S. dollar against the Dominican peso.

We are exposed to foreign currency risks due to our operations in the Dominican Republic. We have significant operations in the
Dominican Republic, which conducts certain transactions in Dominican pesos. We are subject to the risk that currency exchange rates
between the United States and the Dominican Republic will fluctuate significantly, potentially resulting in an increase in some of our
expenses when US dollars are transferred to Dominican pesos to pay these expenses. For example, if the U.S. dollars weakens and the



currency exchange rate is less favorable, it may be more costly for us to pay expenses for our factory in the Dominican Republic,
which may adversely affect our financial conditions and results of operations.

Changes in U.S. policies, including tariffs may adversely affect our business, financial condition, and results of operations. Tariff
decisions in the current environment has become difficult to predict.

We source certain raw materials, components, and finished goods from international suppliers and are therefore exposed to changes in
U.S. trade policy. In recent years, the United States has imposed, modified, suspended, or terminated tariffs under various statutory
authorities, including IEEPA, Section 122, and Section 301. These actions have been subject to significant legal, political, and
regulatory uncertainty, including court challenges and subsequent replacement tariffs. Recent developments have included judicial
rulings concerning the legality of certain IEEPA-based tariffs and the implementation of alternative tariff programs under Section 122
and Section 301 authorities.

Future tariff actions, retaliatory trade measures, changes in tariff rates, expansion of tariff coverage, or modifications to applicable
exemptions could increase our costs of goods sold, reduce profit margins, disrupt our supply chain, and negatively impact demand for
our products. Although certain tariffs imposed under IEEPA have been invalidated by courts and may be subject to refund claims,
replacement tariffs imposed under Section 122, Section 301, or other trade authorities may continue, expand, or be modified. The
ultimate scope, duration, and economic impact of these measures remain uncertain and could adversely affect our sourcing costs,
supply chain stability, and operating results. In addition, uncertainty regarding future trade policy may adversely affect purchasing
decisions by customers, availability of suppliers, ocean freight capacity, and inventory planning.

While we may seek to mitigate the impact of tariffs through pricing actions, sourcing alternatives, contractual arrangements, or supply
chain adjustments, there can be no assurance that such measures will fully offset increased costs or disruptions. Furthermore, ongoing
litigation, administrative actions, and governmental policy changes relating to tariffs may create uncertainty regarding the amount,
timing, and recoverability of any tariff-related costs or refunds. As a result, changes in the tariff environment could have a material
adverse effect on our business, financial condition, cash flows, and results of operations.

Our business could be materially adversely affected by adverse tax consequences of offshore operations.

We have operations both within the United States and offshore, with a portion of our operating income generated outside the United
States. We intend to reinvest these earnings in our foreign operations indefinitely, except where we are able to repatriate these
earnings to the United States without material incremental tax expense. A significant portion of our assets that result from these
earnings remain outside the United States. If these indefinitely reinvested earnings were repatriated into the United States as
dividends, we would be subject to additional withholding taxes.

The effects of an epidemic, pandemic, or similar outbreak have negatively impacted and could negatively impact, our business and
financial results.

Any epidemics, pandemics, or similar outbreaks such as COVID-19 and its variants could create economic uncertainty and disruptions
to the global economy that could adversely affect our businesses, or could lead to operational difficulties, including travel limitations,
that could impair our ability to manage or conduct our business. As a result of the COVID-19 pandemic and the related economic
downturn, we experienced a decline in the demand for our products, as our distributors and customers reduced orders and adjusted
their inventory channel in response to slowdown in spending and demand for security products. While the economic recovery from
this pandemic has resulted in increased demand for our products beginning in the fiscal year ended June 30, 2021, re-institution of a
prolonged stay-at-home order, or any other continued decrease in economic activity as a result of COVID-19 pandemic, could have a
negative adverse impact on our customers and their financial condition, which could impact their ability to meet their financial
obligations and could result in elevated levels of delinquencies and bad debt losses. In addition, we rely upon our third-party vendors
to provide parts and materials for us to produce our products. If any of these vendors are unable to continue to provide us with these
parts and materials, it could negatively impact our ability to serve our customers. We also could be adversely affected if key personnel
or a significant number of employees were to become unavailable due to the effects and restrictions of COVID-19 pandemic in areas
where we operate.

Beginning in the fiscal year ended June 30, 2021, the impact of the COVID-19 pandemic on the Company’s operations lessened.
However, the future impact of the ongoing COVID-19 pandemic remains uncertain and subject to change. We cannot predict if there
will be a resurgence of COVID-19 or a similar pandemic or outbreak, and when related governmental orders and restrictions will be
eased or lifted, and any extension or prolonged implementation of these restrictions will further adversely affect our business,



customers and financial results. Even after such orders and restrictions are eased or lifted, the severe economic harm and recession
inflicted upon the jurisdictions and areas in which we operate may last for an extended period of time and continue to adversely affect
our business and financial performance, and there is no guarantee that we will be able to act quickly and effectively to return to our
normal operations. Any future epidemic, pandemic, or similar outbreak as the COVID-19 pandemic may have similar impacts, and we
cannot currently anticipate the potential impact on our business and results of operations due to any such outbreak.

Our business and operations expose us to numerous legal and regulatory requirements, and any violation of these requirements
could harm our business.

We are subject to numerous state, federal and international laws and regulations that involve matters central to our business, including
data privacy and security, employment and labor relations, immigration, taxation, anti-corruption, anti-bribery, import-export controls,
trade restrictions, internal and disclosure control obligations, securities regulation and anti-competition. Compliance with legal
requirements is costly, time-consuming and requires significant resources. Violations of one or more of these legal requirements in the
conduct of our business, including by us, or any of our employees, distributors, or other service providers or partners, could result in
significant fines and other damages, criminal sanctions against us or our employees, prohibitions on doing business and damage to our
reputation. Violations of these regulations or contractual obligations related to regulatory compliance in connection with our products
or commercial contracts could also result in liability for significant monetary damages, fines and criminal prosecution, unfavorable
publicity, and other reputational damage, restrictions on our ability to compete for certain work and allegations by our customers that
we have not performed our contractual obligations.

Investigations, claims, disputes, enforcement actions, litigation, arbitration, or other legal proceedings could require us to pay
potentially large damage awards or penalties and could be costly to defend, which would adversely affect our cash balances and
profitability, and could damage our reputation.

We are subject to and may become a party to various litigation matters, claims, investigations, enforcement actions, arbitrations, or
other legal proceedings that arise from time to time in the ordinary course of our business. Adverse judgments or settlements in some
or all of these legal disputes may result in significant monetary damages, penalties, or injunctive relief against us. Any claims or
litigation could be costly to defend, and even if we are successful or fully indemnified or insured, they could damage our reputation
and make it more difficult to compete effectively or obtain adequate insurance in the future, and responding to any action may result
in a significant diversion of management’s attention and resources. Litigation and other claims are subject to inherent uncertainties
and management’s view of these matters may change in the future. See Item 3: Legal Proceedings and Note 14, “Commitments and
Contingencies” to the Consolidated Financial Statements.

Cybersecurity incidents and other disruptions to our information and technology systems, or the information systems of third
parties whom we do business with, may compromise our information and expose us to liability that could adversely impact our
financial condition, business operations, and reputation.

We are dependent on information technology networks and systems, including the Internet, to process, transmit, report and store
electronic information and, in the normal course of our business, we collect and retain certain information pertaining to our
distributors, customers, partners and employees, including personal information. Our information technology systems, along with
those of the third parties whom we rely on, are potentially vulnerable to a variety of evolving cybersecurity threats that may expose
our data to unauthorized persons or otherwise compromise its integrity. In addition, cyber-attacks from computer hackers and cyber
criminals and other malicious Internet-based activity continue to increase generally, and perpetrators of cyber-attacks may be able to
develop and deploy viruses, worms, ransomware, malware, DNS attacks, wireless network attacks, attacks on our cloud networks,
phishing attempts, social engineering attempts, distributed denial of service attacks and other advanced persistent threats or malicious
software programs that attack our products and services, our networks and network endpoints or otherwise exploit any security
vulnerabilities of our products, services and networks. Techniques used to obtain unauthorized access or to sabotage systems change
frequently and generally are not recognized until launched against a target. As a result, we may be unable to anticipate these
techniques or to implement adequate preventative measures. We cannot be certain that advances in cyber-capabilities or other
developments will not compromise or breach the technology protecting the networks that access our platforms and solutions, and we
can make no assurance that we will be able to detect, prevent, timely and adequately address or mitigate the negative effects of cyber-
attacks or other security breaches. If any one of these risks materializes, our business, financial condition, cash flows or results of
operations could be materially and adversely affected.

While we have implemented cybersecurity measures designed to protect our information technology systems as well as the
confidential and sensitive data in our possession, there can be no assurance that these measures will be effective. Additionally, the



third-parties with whom we do business (including, but not limited to, service providers, such as accountants, custodians and
administrators) may be sources or targets of cybersecurity attacks or other technological risks. While we engage in actions to reduce
our exposure to third-party risks, we cannot control the cybersecurity plans and systems put in place by these third parties and ongoing
threats may result in unauthorized access, loss, exposure or destruction of data, or other cybersecurity incidents, with increased costs
and other consequences, including those described above. Cybersecurity threat actors and their techniques change frequently, are often
sophisticated in nature, and may not be detected until after a cybersecurity incident has occurred.

If we, or a third party upon whom we rely, experience a cybersecurity incident or are perceived to have experienced a cybersecurity
incident, we may experience adverse consequences. These consequences may affect our business strategy, results of operations, or
financial condition and can include: government enforcement actions (for example, investigations, fines, penalties, audits, and
inspections); additional reporting requirements and/or oversight; restrictions on processing sensitive data (including personal data);
litigation (including class claims); indemnification obligations; negative publicity; reputational harm; monetary fund diversions;
interruptions in our operations (including availability of data); financial loss; and other similar harms.

The legal, regulatory and contractual environment surrounding information security, privacy and credit card fraud is constantly
evolving and companies that collect and retain such information are under increasing attack by cyber-criminals around the world.
Further, as the regulatory focus on cybersecurity issues continues to increase and worldwide laws and regulations concerning the
protection of computer systems, data and personal information expand and become more complex, these potential risks to our business
will intensify. A significant actual or potential theft, loss, fraudulent use or misuse of distributor, customer, employee or other
personally identifiable data, whether by third parties or as a result of employee malfeasance or otherwise, non-compliance with our
contractual or other legal obligations regarding security of such data or a violation of security policies with respect to such data could
result in loss of confidential information, damage to our reputation, early termination of our business relationships, litigation,
regulatory investigations or actions and other liabilities or actions against us, including significant fines by U.S. federal and state
authorities, and other countries and private claims by companies and individuals for violation of data privacy and security regulations.

We rely on the effort and continuing service of our senior management members

The success of the Company is largely dependent on the effort and service of our senior management members, including

Mr. Richard Soloway, the Founder and Executive Chairman, and Mr. Kevin Buchel, Chief Executive Officer and President. We
depend on them for various aspects of our business operation, including their experience and knowledge in the industry,
extensive relationships with distributors and customers, and their leadership to develop and implement business strategies. The
loss or reduction of services by Mr. Soloway and Mr. Buchel could have a material adverse effect on the Company’s business
and prospects. Messrs Soloway and Buchel are 80 and 73 years old, respectively.

Our business could be materially adversely affected as a result of the inability to maintain adequate financing.

While our business currently does not have any debt and finances operations and capital expenditures solely utilizing cash-flows from
operations, we have an unused credit facility in the event that we need to supplement current cash-flows with outside financing. The
credit facility provides for certain financial covenants relating to ratios affected by profit, asset and debt levels. If the Company’s
profits, asset or cash-flow levels decline below the minimums required to meet these covenants and we require outside financing, the
Company may be materially adversely affected. Effects on the Company could include higher interest costs, reduction in borrowing
availability or revocation of these credit facilities. We also may seek to obtain additional financing by issuing equity securities or
equity-linked securities or obtaining debt financing to obtain additional funds to expand our business. If we issue additional equity or
equity-linked securities, our stockholders may experience significant dilution of their ownership interests and the market price of our
common stock could decline. If we engage in additional debt financing, the holders of such debt would have priority over the holders
of our common stock, and we may be required to accept terms that further restrict our operations or our ability to incur additional
indebtedness or to take other actions that would otherwise be in the interests of the debt holders. Any of the above could harm our
business, results of operations, and financial condition. Moreover, instability in the credit or capital markets in the U.S., including as a
result of failures of financial institutions and any related market-wide reduction in liquidity, or concerns or rumors about events of
these kinds or similar risks, could affect the availability of credit or our credit ratings, making it relatively difficult or expensive to
obtain additional capital at competitive rates, on commercially reasonable terms or in sufficient amounts, or at all, thus making it more
difficult or expensive for us to access funds.



We are obligated to develop and maintain a system of effective internal controls over financial reporting. These internal controls
may be determined to be not effective, which may adversely affect investor confidence in our company and, as a result, the value of
our common stock.

We have been and are required, pursuant to Section 404 of the Sarbanes-Oxley Act, to furnish a report by management on, among
other things, the effectiveness of our internal control over financial reporting on an annual basis. This assessment includes disclosure
of any material weaknesses identified by our management in our internal control over financial reporting. During the evaluation and
testing process, if we identify one or more material weaknesses in our internal control over financial reporting, we will be unable to
assert that our internal controls are effective and would be required to disclose any material weaknesses identified in Management’s
Report on Internal Control over Financial Reporting. While we have established certain procedures and control over our financial
reporting processes, we cannot assure you that these efforts will prevent restatements of our financial statements in the future.

Our independent registered public accounting firm is also required, pursuant to Section 404 of the Sarbanes-Oxley Act, to report on
the effectiveness of our internal control over financial reporting. For future reporting periods, our independent registered public
accounting firm may issue a report that is adverse in the event it is not satisfied with the level at which our controls are documented,
designed or operating. We may not be able to remediate any future material weaknesses, or to complete our evaluation, testing and any
required remediation in a timely fashion.

If we are unable to conclude that our internal control over financial reporting is effective, or if our independent registered public
accounting firm is unable to express an opinion that our internal controls over financial reporting are effective, investors could lose
confidence in the accuracy and completeness of our financial reports, which could cause the price of our common stock to decline, and
we could be subject to sanctions or investigations by regulatory authorities, including the SEC and Nasdaq. Failure to remediate any
material weakness in our internal control over financial reporting, or to maintain other effective control systems required of public
companies, could also restrict our future access to the capital markets.

Recent and proposed changes to SEC reporting and filer-status requirements may affect the Company's future compliance obligations
under Section 404 of the Sarbanes-Oxley Act and other disclosure rules. Regardless of any reduction in external attestation
requirements, management remains responsible for maintaining effective internal control over financial reporting. Failure to maintain
effective controls, successfully implement regulatory changes, or address evolving disclosure requirements could result in increased
compliance costs, regulatory scrutiny, litigation exposure, reputational harm, or loss of investor confidence.

Cost of operating as a public company, and compliance with SEC regulations.

As a public company, we are obligated to file with the SEC annual and quarterly reports and other reports that are specified in

Section 13 and other sections of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). We are also required to
ensure that we have the ability to prepare financial statements that are fully compliant with all SEC reporting requirements on a timely
basis. In addition, we are and will continue to become subject to other reporting and corporate governance requirements, including
certain requirements of the NASDAQ Stock Market (“NASDAQ”), and certain provisions of Section 404 of the Sarbanes-Oxley Act
0f 2002 (“SOX Act”) and the regulations promulgated thereunder, which will impose significant compliance obligations upon us.

Section 404 of the SOX Act, as well as rules subsequently implemented by the SEC and the NASDAQ, have imposed increased
regulation and disclosure and required enhanced corporate governance practices of public companies. We are committed to
maintaining high standards of corporate governance and public disclosure, and our efforts to comply with evolving laws, regulations
and standards in this regard are likely to result in increased selling, general, and administrative expenses and a diversion of
management’s time and attention from revenue-generating activities to compliance activities. These changes will require a significant
commitment of additional resources. We may not be successful in implementing these requirements and implementing them could
materially and adversely affect our business, results of operations and financial condition. In addition, if we fail to implement the
requirements with respect to our internal accounting and audit functions, our ability to report our operating results on a timely and
accurate basis could be impaired. If we do not implement such requirements in a timely manner or with adequate compliance, we
might be subject to sanctions or investigation by regulatory authorities, such as the SEC and the NASDAQ. Any such action could
harm our reputation and the confidence of investors and customers in us and could materially and adversely affect our business and
cause our share price to fall.



Failure to maintain effective internal control over financial reporting in accordance with Section 404 of the SOX Act could
materially and adversely affect our business, results of operations, financial condition, and stock price.

As a public company, we are required to document and test our internal control over financial reporting in order to satisfy the
requirements of rules and regulations of the SEC regarding compliance with Section 404 of the SOX Act, which requires an annual
management assessment of the effectiveness of our internal control over financial reporting. We are required to provide our
independent registered public accounting firm’s annual report addressing the effectiveness of internal control over financial reporting.
During our testing, we may identify deficiencies which we may not be able to remediate in time to meet our deadline for compliance
with Section 404 of the SOX Act. Testing and maintaining internal control over financial reporting can divert our management’s
attention from other matters that are important to the operation of our business. We also expect the regulations under Section 404 of
the SOX Act to increase our legal and financial compliance costs, making it more difficult to attract and retain qualified officers and
members of our board of directors, particularly to serve on our audit committee, and make some activities more difficult, time-
consuming, and costly.

Risks Related to Ownership of Our Common Stock

If securities or industry analysts do not publish research or reports about our business, or publish negative reports about our
business, our share price and trading volume could decline.

The trading market for our common stock depends, in part, on the research and reports that securities or industry analysts publish
about us or our business. We do not have any control over these analysts. If our financial performance fails to meet analyst estimates
or one or more of the analysts who cover us downgrade our shares or change their opinion of our shares, our share price would likely
decline. If one or more of these analysts cease coverage of our company or fail to regularly publish reports on us, we could lose
visibility in the financial markets, which could cause our share price or trading volume to decline.

Sales of a substantial number of shares of our common stock in the public market could cause our market price to decline.

Sales of a substantial number of shares of our common stock in the public market, or the perception that these sales might
occur, could depress the market price of our common stock and could impair our ability to raise capital through the sale of
additional equity securities. We are unable to predict the effect that sales, particularly sales by our directors, executive officers,
and significant stockholders, may have on the prevailing market price of our common stock. Additionally, the shares of
common stock subject to outstanding options under our equity incentive plans and the shares reserved for future issuance under
our equity incentive plans, as well as shares issuable upon vesting of restricted stock awards, will become eligible for sale in the
public market in the future, subject to certain legal and contractual limitations.

Our business and operations could be negatively affected if we become subject to stockholder activism, which could cause us
to incur significant expense, disrupt our business, result in a proxy contest or litigation, or impact our stock price.

Stockholder activism, which can take many forms or arise in a variety of situations, including making public demands that we
consider certain strategic alternatives, engaging in public campaigns to attempt to influence our corporate governance and/or
our management, and commencing proxy contests to attempt to elect the activists’ representatives or others to our Board of
Directors, has been increasing recently. Volatility in the price of our common stock or other reasons has caused, and may
continue in the future to cause, us to become the target of securities litigation or stockholder activism. Activist stockholders
who disagree with the composition of our Board of Directors, our strategy, or the way our company is managed may seek to
effect change through various strategies and channels, such as through commencing a proxy contest, making public statements
critical of our performance or business, or engaging in other similar activities. Responding to any actions by activist
stockholders, including proxy contests, can be costly and time-consuming, has diverted the attention of management, our Board
of Directors and our employees, and may be disruptive to our operations. We may be required to incur significant fees and other
expenses related to activist stockholder matters, including for third-party advisors.

Our stock price could be adversely affected by the events, risks, and uncertainties of any stockholder activism. Additionally,
perceived uncertainties as to our future direction as a result of stockholder activism, including potential changes to the
composition of our Board of Directors, may lead to the perception of a change in the strategic direction of our business; the loss
of key employees, including our executive officers; a perception of instability or lack of continuity, particularly if the
stockholder activism campaign results in the appointment of one or more activist stockholders to our Board of Directors, which
may cause concern to our existing or potential retailers, distributors and other channel partners, employees, and other



stockholders; may be exploited by our competitors; may result in the loss of potential business opportunities or limit our ability
to develop and introduce new products and services; and may make it more difficult to attract and retain qualified personnel and
business partners. In addition, activist directors may make overly burdensome demands of our management and materially and
unnecessarily increase management’s workload. Furthermore, if our retailers, distributors and other channel partners choose to
delay, defer, or reduce transactions with us or do business with our competitors instead of us as a result of perceived
uncertainties as to our future direction, then our business, financial condition, and operating results would be adversely affected.

In addition, market volatility may lead to increased stockholder activism if we experience a market valuation that activists
believe is not reflective of our intrinsic value and our stock price could experience periods of increased volatility as a result of
stockholder activism.

We may become subject to short selling strategies driving down the market price of our common stock.

Short selling is the practice of selling securities that the seller does not own but may have borrowed with the intention of buying identical
securities back at a later date. A short seller hopes to profit from a decline in the value of the securities between the sale of the borrowed
securities and the purchase of the replacement shares, as the short seller expects to pay less in that purchase than it received in the sale.
Because it is in the short seller’s best interests for the price of the securities to decline, some short sellers publish, or arrange for the
publication of, opinions or characterizations regarding the relevant issuer, its business prospects and similar matters calculated to or
which may create negative market momentum, which may permit them to obtain profits for themselves as a result of selling the stock
short. Companies, like us, that are subject to unfavorable allegations, even if untrue, may have to expend a significant resources to
investigate any such allegations, including in connection with securityholder litigation against the Company or investigations by
regulators related to or prompted by any such allegations.

ITEM 1B: UNRESOLVED STAFF COMMENTS.

None.



ITEM 1C: CYBERSECURITY.
Cybersecurity Risk Management and Strategy

We face significant and persistent cybersecurity risks due to the global nature of our business, the use of information technology
systems, infrastructure and data in our business operations and our reliance on third-party vendors, suppliers, customers and business
partners. We defend our systems against cybersecurity attacks on a daily basis and rely heavily on the reliability, security and
efficiency of our information technology systems and ongoing employee training to face these threats. We maintain a cyber risk
management program designed to assess, identify and manage cybersecurity threats. Our cyber risk management program has been
integrated into our overall risk management program. The Audit Committee of our Board of Directors and our management are
involved in the oversight of our risk management program, of which cybersecurity represents an important component.

We rely on a multidisciplinary team, including our information security function, outside legal counsel, management, and third-party
service providers, as described further below, to identify, assess, and manage cybersecurity threats and risks. These processes include,
among other things, quarterly security awareness training for employees, instituting programs to increase awareness of phishing
attempts, multi-layered tools to detect and monitor unusual network activity, and processes to contain, escalate and respond to
incidents. In addition, we have an enterprise Information Security Policy describing our cybersecurity program and governance
structure and the processes and procedures in place to identify, mitigate and remediate cybersecurity threats and risks.

We have an incident response plan for managing cybersecurity incidents and associated crisis communication procedures designed to
facilitate coordination across the Company and with our partners, customers, the public and others.

To further protect our business, we partner with a third-party vendor to provide cybersecurity and risk management as a managed
service offering. They provide cybersecurity risk assessment and threat intelligence to the Company, in addition to acting as a
managed service provider for our information technology program. While third-party providers contribute specialized resources and
around-the-clock monitoring capabilities, responsibility for the Company’s cybersecurity strategy, risk management and decision-
making remains with the internal IT team. Led by our Vice President of Information Technology, who has extensive experience in
information security and technology risk management, the internal team works closely with these partners to evaluate cybersecurity
risks, review testing and assessment results, prioritize remediation efforts and implement security improvements to lessen
cybersecurity risk. This cost-effective partnership model enables the Company to leverage external expertise while maintaining strong
internal oversight, accountability and alignment with business objectives. By combining internal knowledge of the Company’s
operations with specialized third-part capabilities, the Company has established a comprehensive cybersecurity program designed to
identify, assess, manage and mitigate cybersecurity risk.

Third Party Risk Management

We also monitor and manage cybersecurity risks associated with our third-party service providers, including our managed security
service provider, system support vendors and other critical relationships, among other things, the processes set forth in our policies
and procedures, due diligence processes, regular oversight, monitoring and auditing of our relationships by internal staff, supplier
codes of conduct and escalation practices for reporting issues. We require our third-party providers to meet appropriate security
requirements and controls prior to providing access to our internal systems, and investigate and report any security incidents, as
appropriate.

Based on the information available as of the date of this Annual Report on Form 10-K, we are not aware of any risks from
cybersecurity threats, which have materially affected or are reasonably likely to materially affect us, including our business strategy,
results of operations, or financial condition. Despite our security measures, however, there can be no assurance that we, or the third
parties with which we interact, will not experience a cybersecurity incident in the future that will materially affect us. For more
information, see "Risk Factors—Risks Related to “Cybersecurity incidents and other disruptions to our information and technology
systems, or the information systems of third parties whom we do business" in Part I, Item IA of this Annual Report on Form 10-K.



Cybersecurity Governance

Risk assessment and oversight are an integral part of our governance and management processes. The Audit Committee of our Board
of Directors (the "AC") has ultimate oversight of the Company's risk management. The AC is responsible for overseeing our
enterprise risk management program, including material risks related to cybersecurity threats. The AC receives quarterly reports from
management, including the information technology and legal teams, on cybersecurity risk resulting from risk assessments and reviews
any information on relevant internal and industry cybersecurity incidents and is notified between such updates relative to any incidents
which could materially affect the Company. Based on this information, our AC monitors the Company's cybersecurity program,
including potential threats, weaknesses and vulnerabilities, the policies and procedures in place to prevent, detect and respond to
cybersecurity threats and unauthorized access to our information security systems. Significant findings related to cybersecurity, data
and technology risks or incidents are at least annually reported to and discussed with the Board of Directors.

Our information technology department is responsible for assessing the risk of cybersecurity threats and hiring appropriate personnel
and third-party consultants to oversee the cybersecurity program.

ITEM 2: PROPERTIES.

The Company owns executive offices and production and warehousing facilities at 333 Bayview Avenue, Amityville, New York. This
facility consists of a fully-utilized building of approximately 100,000 square feet on a six acre plot. This six-acre plot provides the
Company with space for expansion of office, manufacturing and storage capacities.

The Company’s foreign subsidiary located in the Dominican Republic, Napco DR, S.A., owns a building of approximately 180,000
square feet of production and warehousing space in the Dominican Republic. That subsidiary also leases the land associated with this
building under a 99-year lease expiring in the year 2092 at an annual base rent of approximately $235,000 and $105,000 in annual
service charges. The service charges increase 2% annually over the remaining life of the lease. As of June 30, 2026, a majority of the
Company’s products were manufactured at this facility, utilizing U.S. quality control standards.

Management believes that these facilities are more than adequate to meet the needs of the Company in the foreseeable future.

ITEM 3: LEGAL PROCEEDINGS.

The discussion under the heading Legal Proceedings within Note 14, “Commitments and Contingencies” to the Consolidated
Financial Statements is incorporated herein by reference.

ITEM 4: MINE SAFETY DISCLOSURE.

Not Applicable.



PART IT

ITEM 5: MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES.

Our common stock is quoted on The NASDAQ Global Select Market under the symbol “NSSC.” As of August 21, 2026, there were
approximately 43 stockholders of record of our common stock. Because many of our shares of common stock are held by brokers and
other institutions on behalf of stockholders, we are unable to estimate the total number of stockholders represented by these record
holders.

Dividend Information:

Dividend Stockholders of Record Dividend Pavable Date Per Share Cash Dividend
Declaration Date Date 4 Amount
April 30, 2026 June 12, 2026 July 3, 2026 $0.15
January 29, 2026 March 12, 2026 April 3, 2026 $0.15
October 30, 2025 December 12, 2025 January 2, 2026 $0.14
August 21, 2025 September 12, 2025 October 3, 2025 $0.14

May 2, 2025 June 12, 2025 July 3, 2025 $0.14
January 30, 2025 March 12, 2025 April 3, 2025 $0.125
November 1, 2024 December 12, 2024 January 3, 2025 $0.125
August 22, 2024 September 12, 2024 October 3, 2024 $0.125
May 2, 2024 June 3, 2024 June 24, 2024 $0.10
February 1, 2024 March 1, 2024 March 22, 2024 $0.10
November 2, 2023 December 1, 2023 December 22, 2023 $0.08
August 18, 2023 September 1, 2023 September 22, 2023 $0.08

Equity Compensation Plan Information as of June 30, 2026:

NUMBER OF SECURITIES
NUMBER OF SECURITIES WEIGHTED AVERAGE REMAINING AVAILABLE FOR
TO BE ISSUED UPON EXERCISE PRICE OF  FUTURE ISSUANCE (EXCLUDING

EXERCISE OF OUTSTANDING SECURITIES REFLECTED IN
OUTSTANDING OPTIONS OPTIONS COLUMN (a)
PLAN CATEGORY (a) (b)

Equity compensation plans approved by security

holders (1): 394,964 § 28.27 844,100
Equity compensation plans not approved by security

holders: — — —
Total 394,964 § 28.27 844,100

(1) In August 2022, the stockholders approved the 2022 Employee Stock Option Plan which authorizes the granting of awards,
the exercise of which would allow up to an aggregate of 950,000 shares of the Company’s common stock to be acquired by
the holders of such awards. In May 2020, the stockholders approved the 2020 Non-Employee Stock Option Plan which
authorizes the granting of awards, the exercise of which would allow up to an aggregate of 100,000 shares of the Company’s
common stock to be acquired by the holders of such awards. In December 2018, the stockholders approved the 2018 Non-
Employee Stock Option Plan which authorizes the granting of awards, the exercise of which would allow up to an aggregate
of 100,000 shares of the Company’s common stock to be acquired by the holders of such awards. In December 2012, the
stockholders approved the 2012 Employee Stock Option Plan which authorizes the granting of awards, the exercise of which
would allow up to an aggregate of 1,900,000 shares of the Company’s common stock to be acquired by the holders of such
awards. No further grants can be awarded from the 2012 Employee Stock Option Plan after December 2022. In December
2012, the stockholders also approved the 2012 Non-Employee Stock Option Plan which authorizes the granting of awards,
the exercise of which would allow up to an aggregate of 100,000 shares of the Company’s common stock to be acquired by
the holders of such awards. No further grants can be awarded from the 2012 Non-Employee Stock Option Plan after
December 2022



ITEM 6: RESERVED

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

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is intended to help
the reader understand the results of operations and financial condition of Napco Security Technologies, Inc. (“NAPCO”). MD&A is
provided as a supplement to, and should be read in conjunction with, our consolidated financial statements and the accompanying Notes
to Financial Statements (Item 8 of this Form 10-K). This section generally discusses the results of our operations for the year ended June
30, 2026 compared to the year ended June 30, 2025. For a discussion of the year ended June 30, 2025 compared to the year ended June
30, 2024, please refer to, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in our
Annual Report on Form 10-K for the year ended June 30, 2025.

Overview
NAPCO is a leading manufacturer and designer of high-tech electronic security devices, wireless communication services for intrusion
and fire alarm systems as well as a provider of school safety solutions. We offer a diversified array of security products, encompassing
access control systems, door-locking products, intrusion and fire alarm systems and video surveillance products, used for commercial,
residential, institutional, industrial and governmental applications. We have experienced significant growth in recent years, primarily
driven by our recurring service revenues from wireless communication services for intrusion and fire alarm systems.
NAPCO has established a heritage and proven record in the professional security community for reliably delivering both advanced
technology and high-quality security solutions. We are dedicated to developing innovative technology and producing the next generation
of reliable security solutions that utilize remote communications and wireless networks.
Highlights from fiscal year 2026 compared with fiscal year 2025 included:

e Net revenues for the year increased 11.4% to $202.3 million.

e Recurring service revenue (“RSR”) for the year increased 13% to $97.5 million.

e  Gross margin for recurring service revenue was 90.3% for fiscal 2026.

e  Overall gross margin increased to 59.2%, which included a benefit of approximately 50 basis points from tariffs for fiscal 2026

e Net income decreased 1% to $43.0 million after giving effect to a one-time litigation settlement charge of $16 million.

e Non-GAAP Adjusted EBITDA, a measurement of operating performance increased 27.9% to $66.7 million.
Please see Non-GAAP Measures below in this section of this Annual Report for a discussion of the limitations of non-GAAP adjusted
EBITDA (a non-GAAP measure) and a reconciliation of non-GAAP adjusted EBITDA from net income, the most directly comparable
measurement in accordance with GAAP, for the years ended June 30, 2026 and 2025.
Industry Landscape
Our industry continues to be dynamic and highly competitive, with frequent changes in both technologies and business models. Each
industry shift is an opportunity to conceive new products, new technologies, or new ideas that can further transform the industry and
our business. Napco continually strives to innovate through a broad range of research and development activities that seek to identify
and address the changing demands of customers, industry trends, and competitive forces.

Economic Conditions and Other Factors

We are subject to the effects of general macroeconomic and market conditions.



On February 20, 2026, the U.S. Supreme Court ruled that certain tariffs imposed under the International Emergency Economic Powers
Act (“IEEPA”) were invalid, and in March 2026, the U.S. Court of International Trade further ruled that importers that paid such
tariffs are due refunds. Although certain tariffs imposed under IEEPA have been invalidated by courts and are subject to refund
claims, replacement tariffs have been imposed under Section 122 and Section 301, and other trade authorities may continue, expand,
or be modified. The ultimate scope, duration, and economic impact of these measures remain uncertain. As of June 30, 2026 the
Company has received or accrued certain IEPPA refund claims. The Company has submitted additional claims which the Company
cannot ensure the probability of collection and therefore, no refund receivable has been recognized related to these claims.

The Al data center buildout has increased demand across a broad range of electronic components, including microcontrollers, memory
devices, power management integrated circuits, networking components and other semiconductors used in our products. Suppliers
may allocate limited manufacturing capacity to customers serving Al and cloud infrastructure markets, reducing availability for
security and access control manufacturers such as us.

Consequently, we may experience longer lead times, cost increases, allocation restrictions or reduced product availability from
suppliers. If we are unable to obtain sufficient quantities of critical components, identify alternative sources, or pass increased costs to
customers, our ability to manufacture and deliver products could be adversely affected.

The markets for security devices and services are dynamic and highly competitive. Our competitors are continually developing new
products and solutions for consumers and businesses. We must continue to evolve and adapt to respond to customer and user preferences
over an extended time in pace with this changing environment.

Refer to Risk Factors (Part I, Item 1A of this Form 10-K) for a discussion of various risk factors that could affect us.
Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our Consolidated Financial Statements,
which have been prepared in accordance with accounting principles generally accepted in the United States. The preparation of these
financial statements requires a high degree of judgment, either in the application and interpretation of existing accounting literature or
in the development of estimates that affect the reported amounts of assets, liabilities, revenues, and expenses. We continuously evaluate
our estimates and judgments based on historical experience, as well as other factors that we believe to be reasonable under the
circumstances. The results of our evaluation form the basis for making judgments about the carrying values of assets and liabilities that
are not readily apparent from other sources. Critical estimates include management’s judgments associated with reserves for sales returns
and allowances, allowance for credit losses, overhead expenses applied to inventory, inventory reserves, valuation of intangible assets,
share based compensation and income taxes. These estimates may change in the future if underlying assumptions or factors change, and
actual results may differ from these estimates.

We consider the following significant accounting policies to be critical because of their complexity and the high degree of judgment
involved in maintaining them.

Revenue Recognition

Revenue is recognized upon transfer of control of promised products or services to customers in an amount that reflects the
consideration the Company expects to receive in exchange for those products or services.

Equipment Revenue

Equipment revenue, which includes shipping and handling costs, is primarily generated from the sale of finished products to
customers. Those sales predominantly contain a single performance obligation and revenue is recognized at a single point in time
when ownership, risks and rewards transfer, which is typically the date of shipment of the related equipment when the product is
picked up by the carrier or customer. A provision for product returns, credits and rebates is recorded as a reduction of equipment
revenue in the same period the revenue is recognized.

The Company provides a limited standard warranty for defective products, usually for a period of 24 to 36 months, and accepts
returns for such defective products as well as for other limited circumstances. The Company also provides rebates to customers
for meeting specified purchasing targets and other coupons or credits in limited circumstances. Reserves are established for the
estimated returns, rebates and credits and such variable consideration is measured based on the most likely amount method.



The Company analyzes product sales returns and is able to make reasonable and reliable estimates of product returns based on
several factors including actual returns and expected return data communicated to the Company by its customers.

Service Revenue

Service revenue is primarily generated from the sale of monthly cellular communication services to customers. Those sales
predominantly contain a single performance obligation and revenue is recognized ratably with the delivery of cellular
communication service over the related monthly period, and when ownership, risks and rewards transfer to the customer.

The services are billed monthly, and customers have the right to cancel the cellular communication services at any time, however
the contract with the customer does not provide.

Inventory Valuation

Inventories are valued at the lower of cost or net realizable value, with cost being determined on the first-in, first-out (FIFO)
method. The reported net value of inventory includes finished saleable products, work-in-process and raw materials that will be
sold or used in future periods. Inventory costs include raw materials, direct labor and overhead. The Company’s overhead
expenses are applied based, in part, upon estimates of the proportion of those expenses that are related to procuring and storing
raw materials as compared to the manufacture and assembly of finished products. These proportions, the method of their
application, and the resulting overhead included in ending inventory, are based in part on subjective estimates and actual results
could differ from those estimates.

The Company records a reserve for excess and slow-moving inventory, which represents the difference between the cost of the
inventory and its estimated realizable value. This reserve is calculated using an estimated excess and slow-moving percentage
applied to the inventory based on age, historical trends, product life cycle, requirements to support forecasted sales, and the ability
to find alternate applications of its raw materials and to convert finished product into alternate versions of the same product to
better match customer demand. There is inherent professional judgment and subjectivity made by both production and
engineering members of management in determining the estimated excess and slow-moving percentage. In addition, and as
necessary, the Company may establish specific reserves for future known or anticipated events. The Company also regularly
reviews the period over which its inventories will be converted to sales. Any inventories expected to convert to sales beyond 12
months from the balance sheet date are classified as non-current.

Legal and Other Contingencies

The outcomes of legal proceedings and claims brought against us are subject to significant uncertainty. An estimated loss from a
loss contingency such as a legal proceeding or claim is accrued by a charge to income if it is probable that an asset has been
impaired, or a liability has been incurred and the amount of the loss can be reasonably estimated. In determining whether a loss
should be accrued we evaluate, among other factors, the degree of probability of an unfavorable outcome and the ability to make a
reasonable estimate of the amount of loss. Changes in these factors could materially impact our consolidated financial statements.

Liquidity and Capital Resources

Our cash and cash equivalents and short-term investments are as follows (in thousands):

June 30, 2026 June 30, 2025
Cash $ 34,013 $ 34,832
Money Market Fund 92,915 48,249
$ 126,928 $ 83,081

We believe that our projected cash flow from operations, combined with our cash and short-term investments, will be sufficient to meet
our projected working capital requirements, contractual obligations, and other cash flow needs for the next twelve months. We believe
that there is minimal credit risk associated with the investments in cash equivalents and short-term investments due to the types of
investment entered.



A summary of the cash flow activity for the year ended June 30, 2026 and 2025 is as follows (in thousands):
Cash Flows from Operating Activities

Fiscal Year ended June 30,

2026 2025
Net income $ 43,027 $ 43,406
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 2,208 2,276
Unrealized gain on marketable securities — (177)
Realized gain on sales of marketable securities (407) (56)
(Recovery of) credit losses 76 @)
Change to inventory reserve (444) 643
Deferred income taxes 2,371 (1,048)
Stock-based compensation expense 989 1,513
Changes in operating assets and liabilities: 13,325 6,977
Net Cash Provided by Operating Activities $ 61,145  $ 53,527

Net cash provided by operating activities was $61.1 million for the year ended June 30, 2026 and was due to net income of $43.0 million,
adjustments for non-cash items of $4.8 million and an increase in cash flow from changes in operating assets and liabilities of $13.3
million. The changes in operating assets and liabilities were largely attributable to decreases in inventories and increases in accrued
expenses offset by increases in accounts receivables, income tax receivable and prepaid expenses.

Net cash provided by operating activities was $53.5 million for the year ended June 30, 2025 and was due to net income of $43.4 million,
adjustments for non-cash items of $3.1 million and an increase in cash flow from changes in operating assets and liabilities of $7.0
million. The changes in operating assets and liabilities were largely attributable to decreases in inventories, accounts receivable and
prepaid expenses offset by decreases in accounts payables and accrued expenses.

Cash Flows from Investing Activities

Fiscal Year ended June 30,

2026 2025
Purchases of property, plant, and equipment $ (1,917) $ (2,116)
Purchases of marketable securities (11,370) (12,835)
Proceeds from sales of marketable securities 17,236 2,556
Redemption of other investments — 26,980
Net Cash Provided by Investing Activities $ 3949 § 14,585

The cash provided by investing activities during the year ended June 30, 2026 was primarily attributable to proceeds from the sale of
marketable securities. The Net cash provided by investing activities was partially offset by net cash used for capital expenditures and
purchase of marketable securities. The cash provided by investing activities during the year ended June 30, 2025 was primarily
attributable to proceeds from the sale of marketable securities as well as the redemption of our Certificate of Deposits which were
classified as other investments. The Net cash provided by investing activities was partially offset by net cash used for capital expenditures
and purchase of marketable securities.



Cash Flows from Financing Activities

Fiscal Year ended June 30,

2026 2025
Proceeds from stock option exercises $ 628 § 54
Dividends paid (20,334) (13,632)
Purchase of treasury shares — (36,794)
Payment of tax withholdings related to stock option exercises (1,541) —
Net Cash Used in Financing Activities $ (21,247)  $ (50,372)

The cash used in financing activities for the year ended June 30, 2026 was primarily related to the payment of stockholder dividends as
well as payment of tax withholdings related to stock option exercises while the year ended June 30, 2025 was primarily related to the
payment of stockholder dividends and the purchase of treasury shares.

As of June 30, 2026, the Company’s available revolving credit line was $20,000,000, which expires in February 2029. As of June 30,
2026 and 2025, the Company has no outstanding debt.

The Company takes into consideration several factors in measuring its liquidity, including the ratios set forth below:

As of June 30,

2026 2025
Current Ratio 49to 1 6.8to 1
Sales to Receivables 5.6to01 6.0to 1

Working Capital. Working capital increased by $27,142,000 to $165,529,000 as of June 30, 2026 from $138,387,000 at June 30, 2025.
Working capital is calculated by deducting Current Liabilities from Current Assets.

Contractual Obligations and Commitments

As of June 30, 2026, the Company had no material commitments for capital expenditures or inventory purchases other than purchase
orders issued in the normal course of business. On April 26, 1993, the Company's foreign subsidiary entered into a 99-year land lease
for approximately 4 acres of land in the Dominican Republic, on which the Company’s principal manufacturing facility is located, at
an annual base rent of approximately $235,000 and $105,000 in annual service charges. The service charges increase 2% annually
over the remaining life of the lease.



Results of Operations
Fiscal 2026 Compared to Fiscal 2025

Revenue:
Equipment revenue
Service revenue
Total revenue
Gross Profit:
Gross profit: equipment
Gross profit: services
Total gross profit
Gross profit as a % of net sales
Equipment
Services

Research and development

Selling, general and administrative

Selling, general and administrative as a % of net sales
Litigation settlement cost

Operating income

Interest income, net

Other income, net

Provision for income taxes

Net income

Revenue

Revenue by major product lines is as follows:

Revenue:
Equipment Revenue
Intrusion and access alarm products
Intrusion products
Access alarm products
Total intrusion and access alarm products
Door locking devices
Total equipment revenue
Service revenue
Total Revenue

Fiscal year ended June 30, (dollars in thousands)

% Increase/

2026 2025 (decrease)
$ 104,788 $ 95291 10.0 %
97,528 86,330 13.0 %
202,316 181,621 11.4 %
31,757 22,496 412 %
88,034 78,534 12.1 %
119,791 101,030 18.6 %
59.2 % 55.6 % 6.4 %
30.3 % 23.6 % 28.4 %
90.3 % 91.0 % (0.8)%
13,791 12,581 9.6 %
44,362 42,190 5.1 %
21.9 % 23.2 % (5.6)%
16,000 — 100.0 %
45,638 46,259 (1.3)%
3,587 3,356 6.9 %
597 454 31.5%
6,795 6,663 2.0 %
43,027 43,406 (0.9)%

Year ended June 30,
(dollars in thousands)

% Increase

2026 2025 (decrease)
$ 28,056 $ 24,541 143 %
7,600 8,543  (11.0)%
35,656 33,084 7.8 %
69,132 62,207 11.1 %
104,788 95,291 10.0 %
97,528 86,330 13.0 %
$ 202,316 $ 181,621 11.4 %

Net revenue in fiscal 2026 increased by $20,695,000 to $202,316,000 as compared to $181,621,000 in fiscal 2025.

Net equipment revenue in fiscal 2026 increased $9,497,000 to $104,788,000 as compared to $95,291,000 in fiscal 2025. The increase
in net equipment revenues was due to increased revenue from door-locking products of $6,925,000, or 11.1% and increased revenue

of intrusion and access products of $2,573,000 million or 7.8%.

The increased revenue from our door locking products was primarily a result of the impact of pricing increases (approximately 6.1%)
with the balance due to increased sales volume (approximately 5.0%). The impact of price increases was a result of both our Alarm

Lock and Marks USA locking divisions (approximately 6.7% and 4.8%, respectively), sales volume on Alarm Lock grew

approximately 13% and Marks USA volume decreased approximately 8.2% as compared to Fiscal 2025.



The increased revenue in our intrusion and access alarm division was primarily a result of the impact of pricing increases
(approximately 9.1%), offset by a decrease in volume (approximately 1.3%). Intrusion product revenue increased by approximately
14.3% because of price increases of 10.4% and increased volume of 3.9%, primarily driven by the sale of our fire radio
communicators. Access alarm products revenue decreased approximately 11.0% because of price increases of 4.2%, offset by
decreased volume of approximately 15.2%.

Net service revenues for fiscal 2026 increased $11,198,000 to $97,528,000 as compared to $86,330,000 in fiscal 2025. The increase in
net service revenues was due to an increase in the number of our cellular communication devices (radios) put into service and
activated. The main driver of new activations was new installations of our fire radio communicators installed by our dealer network.

Gross Profit

The Company's gross profit increased by $18,761,000 to $119,791,000 in fiscal 2026 as compared to $101,030,000 in fiscal 2025.
Overall, gross margins increased to 59.2% of net revenue in 2026 from 55.6% in 2025.

Gross profit from equipment revenue was $31,757,000 or 30.3% of net equipment revenue, as compared to $22,496,000 or 23.6% of
net equipment revenue, in fiscal 2025.

The increase in gross profit percentage from equipment revenue was primarily a result of price increases (inclusive of lower sales
discounts and allowance), the impact of the refund of tariffs paid in fiscal 2025 (1.0%), reduced charges related to inventory reserves
(0.5%), offset by increased technical services costs (0.5%) as a result of investments in Al automation solutions.

Gross profit as a percentage of service revenue was consistent in both periods. Gross profit on service revenue was $88,034,000 or
90.3% of net service revenue in fiscal 2026 and $78,534,000 or 91.0% of net service revenue, in fiscal 2025.

Research and Development

Research and Development expenses increased by $1,210,000 to $13,791,000 or 6.8% of net revenue in fiscal 2026 as compared to
$12,581,000 or 6.9% of net revenue in fiscal 2025. The increase is primarily due to increases of $1,040,000 in personnel-related
expenses mainly from annual merit increases of engineering staff, and additional cost of obtaining UL approvals $106,000 for new
products.

Selling, General and Administrative

Selling, general and administrative expenses for fiscal 2026 increased by $2,172,000 to $44,362,000 or 21.9% of net revenue as
compared $42,190,000 or 23.2% of net revenue in fiscal 2025. The increase is primarily due to increases of $767,000 in personnel-
related expenses mainly from merit increases and the hiring of additional personnel in the sales and information technology
departments, $775,000 in commission payments mainly from the aforementioned increases in equipment revenue, $327,000 in
tradeshow related activities, $184,000 in insurance and $152,000 in 401(k) matching expenses, $104,000 in credit card processing fees
related to our service revenue, and $110,000 in other administrative costs, offset by decreases in professional fees of $247,000.

Litigation settlement costs

Litigation settlement costs, net of any insurance reimbursements of $16,000,000 was recognized in fiscal 2026 as a result of the
settlement described in Note 14.

Interest and Other Income (Expense)
Year ended June 30, (dollars in thousands)

2026 2025 % Increase (Decrease)
Interest Income $ 3,587 $ 3,356 7%
Investment Income 458 445 3%
Other, net 139 9 ok
$ 4,184 $ 3,810

**Percentage change not meaningful.



Interest income increased for fiscal 2026, compared to fiscal 2025, primarily due to the increase in our cash and cash equivalents as
well as higher interest rates.

Income Taxes

The Company’s provision for income taxes for fiscal 2026 increased by $132,000 to $6,795,000 as compared to $6,663,000 for the
same period a year ago. The Company’s effective tax rate (13.6% fiscal 2026 and 13.3% fiscal 2025) was consistent in both periods.

Non-GAAP Measures

We define non-GAAP adjusted EBITDA as our GAAP net income plus income tax expense, net interest income, stock-based
compensation, legal costs and settlement fees incurred and received in connection with non-ordinary course litigation and other
disputes, litigation settlement costs, and depreciation and amortization expense. We do not consider these items to be indicative of our
core operating performance. The non-cash items include amortization and depreciation expense and stock-based compensation
expense related to equity compensation. We define non-GAAP adjusted EBITDA margin as Adjusted EBITDA divided by net
revenue. Non-GAAP adjusted EBITDA and adjusted EBITDA margin are not a measure calculated in accordance with GAAP. See the
table below for a reconciliation of non-GAAP adjusted EBITDA from net income, the most directly comparable financial measure
calculated and presented in accordance with GAAP.

We have included non-GAAP adjusted EBITDA and non-GAAP adjusted EBITDA margin in this report because they are key
measure our management uses to understand and evaluate our core operating performance and trends, to generate future operating
plans, to make strategic decisions regarding the allocation of capital and to make strategic investment decisions. Further, we believe
the exclusion of certain expenses in calculating non-GAAP adjusted EBITDA facilitates comparisons of our operating performance on
a period-to-period basis and, in the case of exclusion of litigation settlement costs and certain historical legal expenses, excludes items
that we do not consider to be indicative of our core operating performance. Accordingly, we believe non-GAAP adjusted EBITDA
provides useful information to investors and others in understanding and evaluating our operating results in the same manner as our
management and board of directors.

Our use of non-GAAP adjusted EBITDA and non-GAAP adjusted EBITDA margin has limitations as an analytical tool, and you
should not consider it in isolation or as a substitute for analysis of our financial results as reported under GAAP. Some of these
limitations are: (a) although amortization and depreciation are non-cash charges, the assets being amortized and depreciated may have
to be replaced in the future, and non-GAAP adjusted EBITDA does not reflect cash capital expenditure requirements for such
replacements or for new capital expenditure requirements; (b) non-GAAP adjusted EBITDA does not reflect changes in, or cash
requirements for, our working capital needs; (c) non-GAAP adjusted EBITDA does not reflect the potentially dilutive impact of
equity-based compensation; (d) non-GAAP adjusted EBITDA does not reflect tax payments that may represent a reduction in cash
available to us; and (e) other companies, including companies in our industry, may calculate non-GAAP adjusted EBITDA or
similarly titled measures differently, which reduces its usefulness as a comparative measure.



Because of these and other limitations, you should consider non-GAAP adjusted EBITDA and non-GAAP adjusted EBITDA margin
alongside our other GAAP-based financial performance measures, net income and our other GAAP financial results. The following
table presents a reconciliation of non-GAAP adjusted EBITDA from net income, the most directly comparable GAAP measure, for
each of the periods indicated (in thousands):

Year ended June 30,

2026 2025

Non-GAAP adjusted EBITDA:

Net income, as reported $ 43,027 $ 43,406
Interest income, net (3,587) (3,356)
Provision for income taxes 6,795 6,663
Depreciation and amortization 2,208 2,276

Non-GAAP EBITDA 48,443 48,989

Adjustments:

Stock based compensation 989 1,513
Nonrecurring legal expense 1,238 1,624
Litigation settlement cost 16,000 -

Total adjustments 18,227 3,137

Non-GAAP adjusted EBITDA $ 66,670 $ 52,126

Non-GAAP adjusted EBITDA margin 33.0 % 28.7

ITEM 7A: QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate Risk

Our exposure to market rate risk for changes in interest rates primarily relates to our investment portfolio. We internally manage our
investment portfolios considering investment opportunities and risks, tax consequences, and overall financing strategies. Our
investment portfolio includes fixed-income securities with a fair value of approximately $10.6 million at June 30, 2026. These
securities are subject to interest rate risk and, based on our investment portfolio as of June 30, 2026, a 100 basis point increase in
interest rates would result in a decrease in the fair value of the portfolio of approximately $213,000. While an increase in interest rates
may reduce the fair value of the investment portfolio, we will not realize the losses in the Consolidated Statements of Income unless
the individual fixed-income securities are sold prior to recovery or the loss is determined to be other-than-temporary.

Currency Exchange Risk

We conduct business with non-U.S. customers, however all foreign sales transactions by the Company are denominated in U.S.
dollars. As such, the Company has shifted foreign currency exposure onto its foreign customers.

If changes in exchange rates were to negatively effect these customers, the Company could have trouble collecting unsecured
receivables, and or experience the cancellation of existing orders or the loss of future orders. The foregoing could materially adversely
affect the Company's business, financial condition and results of operations.

We are also exposed to foreign currency risk relative to expenses incurred in Dominican Pesos ("RD$"), the local currency of the
Company's production facility in the Dominican Republic. The result of a 10% strengthening or weakening in the U.S. dollar to the
RDS$ would result in an annual increase or decrease in income from operations of approximately $830,000.
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ITEM 8: FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

a. Financial Statements: Financial statements required pursuant to this Item are presented on pages FS-1 through FS-35 of this report
as follows:

NAPCO SECURITY TECHNOLOGIES, INC. AND SUBSIDIARIES

Report of Independent Registered Public Accounting Firm (PCAOB ID 34) E_g%

Consolidated Financial Statements:
Consolidated Balance Sheets as of June 30, 2026 and 2025 FS-4
Consolidated Statements of Income for the three years ended June 30, 2026 FS-5
Consolidated Statements of Comprehensive Income for the three years ended June 30, 2026 FS-6
Consolidated Statements of Stockholders' Equity for the three years ended June 30, 2026 FS-7
Consolidated Statements of Cash Flows for the three years ended June 30, 2026 FS-8
Notes to Consolidated Financial Statements FS-9

FS-1



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Stockholders and the Board of Directors of Napco Security Technologies, Inc.
Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of Napco Security Technologies, Inc. and subsidiaries (the
"Company") as of June 30, 2026 and 2025, the related consolidated statements of income, comprehensive income, shareholders'
equity, and cash flows, for each of the three years in the period ended June 30, 2026, and the related notes (collectively referred to as
the "financial statements"). In our opinion, the financial statements present fairly, in all material respects, the financial position of the
Company as of June 30, 2026 and 2025, and the results of its operations and its cash flows for each of the three years in the period
ended June 30, 2026, in conformity with accounting principles generally accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States)
(PCAOB), the Company's internal control over financial reporting as of June 30, 2026, based on criteria established in Internal
Control — Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission and our
report dated August 24, 2026, expressed an unqualified opinion on the Company's internal control over financial reporting.

Basis for Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on the
Company's financial statements based on our audits. We are a public accounting firm registered with the PCAOB and are required to
be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and
regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether due to error or fraud.
Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to
error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence
regarding the amounts and disclosures in the financial statements. Our audits also included evaluating the accounting principles used
and significant estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe
that our audits provide a reasonable basis for our opinion.

Critical Audit Matter

The critical audit matter communicated below is a matter arising from the current-period audit of the financial statements that was
communicated or required to be communicated to the audit committee and that (1) relates to accounts or disclosures that are material
to the financial statements and (2) involved our especially challenging, subjective, or complex judgments. The communication of
critical audit matters does not alter in any way our opinion on the financial statements, taken as a whole, and we are not, by
communicating the critical audit matter below, providing a separate opinion on the critical audit matter or on the accounts or
disclosures to which it relates.

Excess and Slow-Moving Inventory Reserve — Refer to Note 1 and 6 to the financial statements
Critical Audit Matter Description

Management records a reserve for excess and slow-moving inventory, which represents any excess of the cost of the inventory over its
estimated net realizable value. The reserve is calculated using an estimated reserve percentage applied to the inventory based on age,
historical trends, product life cycle, requirements to support forecasted sales, and the ability to find alternate applications of its raw
materials and to convert finished product into alternate versions of the same product. The reserve for excess and slow-moving
inventory was $5.1 million at June 30, 2026.

We identified the reserve for excess and slow-moving inventory as a critical audit matter because of the significant estimates and
assumptions management makes to determine the reserve, specifically the reserve percentage and forecasted inventory usage. This
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required a high degree of auditor judgment when performing audit procedures to evaluate the reasonableness of management’s reserve
for excess and slow-moving inventory.

How the Critical Audit Matter Was Addressed in the Audit

Our audit procedures related to the significant estimates and assumptions used in the excess and slow-moving inventory reserve
included the following, among others:

e  We tested the operating effectiveness of management’s internal controls over the determination of the inventory reserve.
e  We evaluated the methods and assumptions used by management to estimate the inventory reserve by:

O
O

O
O

Testing the significant inputs used to determine the reserve percentage for accuracy and completeness.

Inquiring with production and engineering management of the Company as to specific products considered in the
reserve, the product life cycles and corroborating alternate applications where applicable.

Comparing management’s forecasted usage with (1) historical inventory usage as well as forecasted sales, (2) internal
communications to management and the Board of Directors, and (3) forecasted information included in Company press
releases as well as in analyst and industry reports of the Company and companies in its peer group.

Evaluating management’s ability to accurately forecast inventory usage by comparing actual results to management’s
historical forecasts.

Considering the impact of changes in the macroeconomic environment on management’s forecasted usage.

Testing the mathematical accuracy of management’s calculations.

/s/ DELOITTE & TOUCHE LLP

Jericho, New York
August 24, 2026

We have served as the Company's auditor since fiscal year 2024.
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NAPCO SECURITY TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

June 30, 2026 June 30, 2025
(in thousands, except share data)
Assets
Current Assets
Cash and cash equivalents $ 126,928 $ 83,081
Marketable securities 10,637 16,095
Accounts and other receivable, net of allowance for credit losses of $101 and $25 as of June
30, 2026 and June 30, 2025, respectively 35,975 30,108
Inventories 30,118 29,962
Prepaid expenses and other current assets 4,325 3,198
Total Current Assets 207,983 162,444
Inventories - non-current 9,256 11,313
Property, plant and equipment, net 9,238 9,233
Intangible assets, net 2,990 3,287
Deferred income taxes 4,105 6,476
Operating lease - Right-of-use asset 4,906 5,188
Other assets 190 200
Total Assets $ 238,668 $ 198,141

Liabilities and Stockholders' Equity
Current Liabilities

Accounts payable $ 6,925 $ 5,742
Accrued expenses 8,546 8,712
Accrued litigation costs 16,000 —
Accrued salaries and wages 4,484 4,398
Dividends payable 5,365 4,992
Accrued income taxes 1,134 213

Total Current Liabilities 42,454 24,057
Accrued income taxes 33 143
Operating lease liability 5,179 5,335

Total Liabilities 47,666 29,535

Commitments and Contingencies (Note 13)

Stockholders' Equity
Common Stock, par value $0.01 per share; 100,000,000 shares authorized as of June 30,
2026 and 2025; 39,883,051 and 39,771,035 shares issued; and 35,768,437 and 35,656,421

shares outstanding, respectively. 399 398
Additional paid-in capital 25,355 25,280
Retained earnings 221,403 199,083
Treasury Stock, at cost, 4,114,614 shares as of both June 30, 2026 and June 30, 2025 (56,315) (56,315)
Accumulated other comprehensive income 160 160
Total Stockholders' Equity 191,002 168,606
Total Liabilities and Stockholders' Equity $ 238,668 § 198,141

See accompanying notes to consolidated financial statements.
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NAPCO SECURITY TECHNOLOGIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Revenue:
Equipment revenue
Service revenue
Total revenue
Cost of Revenue:
Cost of equipment revenue
Cost of service revenue
Total cost of revenue

Gross Profit

Operating Expenses:
Research and development
Selling, general, and administrative expenses
Litigation settlement cost
Total operating expenses

Operating Income

Other Income:
Interest income, net
Other income, net
Income before Provision for Income Taxes
Provision for Income Taxes
Net Income

Income Per Share:
Basic

Diluted
Weighted Average Number of Shares Outstanding:

Basic
Diluted

See accompanying notes to consolidated financial statements.
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Year Ended June 30,

2026

2025

2024

(in thousands, except for share and per share data)

$ 104,788 $ 95291 $ 113,071
97,528 86,330 75,749
202,316 181,621 188,820
73,031 72,795 79,862

9,494 7,796 7,204

82,525 80,591 87,066

119,791 101,030 101,754
13,791 12,581 10,763

44,362 42,190 37,173

16,000 — —

74,153 54,771 47,936

45,638 46,259 53,818

3,587 3,356 2,375

597 454 193

49,822 50,069 56,386

6,795 6,663 6,568

$ 43,027 S 43406 $ 49,818
$ 121§ 120§ 1.35
$ 120§ .19 § 1.34
35,690,000 36,298,000 36,812,000
35,891,000 36,499,000 37,066,000




NAPCO SECURITY TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHNSIVE INCOME

Net Income
Other comprehensive income

Net change in unrealized gains on available-for-sale debt securities
Tax effect on net change in unrealized (gains) on available-for-sale
debt securities

Total other comprehensive income
Comprehensive income

See accompanying notes to consolidated financial statements.
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Year Ended June 30,

2026 2025 2024
43,027 S 43406 $ 49,818
1 185
) (25)
— 160 —
43,027 $ 43,566 S 49.818




NAPCO SECURITY TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

Years ended June 30, 2026, 2025 and 2024
(in thousands except for share data)

Common Stock Treasury Stock
Number of Additional Accumulated
Shares Paid-in Number of Retained  Other Comprehensive
Issued Amount _ Capital Shares Amount Earnings Income Total
Balance at June 30, 2023 39,663,812 $ 397 $ 21,553 (2,893,715) $(19,521) $137,740 §$ —  $140,169
Stock options exercised 104,374 1 426 — — — — 427
Stock-based compensation expense — — 1,733 — — — — 1,733
Cash dividend ($.36 per share) — — — — — (13,258) — (13,258)
Net income — — — — — 49,818 — 49,818
Balances at June 30, 2024 39,768,186 $ 398 § 23,712  (2,893,715) $(19,521) $174,300 $ — $178,889
Stock options exercised 2,849 — 54 — — — — 54
Stock-based compensation expense — — 1,514 — — — — 1,514
Purchase of treasury shares — — —  (1,220,899)  (36,794) — — (36,794)
Cash dividend ($.52 per share) — — — — — (18,623) — (18,623)
Other comprehensive income, net of tax — — — — — — 160 160
Net income — — — — — 43,406 — 43,406
Balances at June 30, 2025 39,771,035 $ 398 $§ 25280 (4,114,614) $(56,315) $199,083 § 160 $ 168,606
Stock options exercised 112,016 1 627 — — — — 628
Tax withholdings related to stock option exercises — — (1,541) — — — — (1,541)
Stock-based compensation expense — — 989 — — — — 989
Cash dividend (8.58 per share) — — — — — (20,707) — (20,707)
Other comprehensive income, net of tax — — — — — — — —
Net income — — — — — 43,027 — 43,027
Balances at June 30, 2026 39,883,051 $§ 399 $§ 25355 (4,114,614) $(56,315) $221,403 $ 160  $ 191,002

See accompanying notes to consolidated financial statements.
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NAPCO SECURITY TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Change in accrued interest on other investments
Unrealized gain on marketable securities
Realized gain on sales of marketable securities
Charge (recovery) of credit losses
Change to inventory reserve
Deferred income taxes
Stock-based compensation expense
Changes in operating assets and liabilities:
Accounts and other receivable
Inventories
Prepaid expenses and other current assets
Income tax receivable
Other assets
Accounts payable, accrued expenses, accrued litigation costs, accrued salaries and
wages, accrued income taxes
Net Cash Provided by Operating Activities
Cash Flows from Investing Activities
Purchases of property, plant, and equipment
Purchases of marketable securities
Proceeds from sales of marketable securities
Purchases of other investments
Redemption of other investments
Net Cash Provided by (Used in) Investing Activities
Cash Flows from Financing Activates
Proceeds from stock option exercises
Dividends paid
Purchase of treasury shares
Payment of tax withholdings related to stock option exercises
Net Cash Used in Financing Activities

Net increase in Cash and Cash Equivalents
Cash and Cash Equivalents - Beginning
Cash and Cash Equivalents - Ending
Supplemental Cash Flow Information

Interest paid

Income taxes paid, net of refunds received
Non-Cash Investing and Financing Transactions

Dividends declared and not paid

See accompanying notes to consolidated financial statements.
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Fiscal Year ended June 30,

2026 2025 2024
(in thousands)

$§ 43,027 $§ 43406 $ 492818
2,208 2,276 2,163
— — 31
— (177) (56)
(407) (56) —
76 ) (99)
(444) 643 1,691
2,371 (1,048) (2,776)
989 1,513 1,733
(5,943) 1,797 (5,730)
2,344 7,995 (3,255)
(1,127) 1,071 (867)
(1) 48 2
11 86 25
18,041 (4,020) 2,688
61,145 53,527 45,368
(1,917) (2,116) (1,594)
(11,370) (12,835) (206)
17,236 2,556 —
— — (1,351)
— 26,980 —
3,949 14,585 (3,151)
628 54 427
(20,334) (13,632) (13,258)
— (36,794) —
(1,541) _ _
(21,247) (50,372) (12,831)
43,847 17,740 29,386
83,081 65,341 35,955
$§ 126,928 $ 83,081 $§ 65,341
$ — — 14
$ 3,505 $ 8,427 $ 9,330
$ 5365 4,992 _




NAPCO SECURITY TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - Description of Business, Basis of Presentation and Summary of Significant Accounting Policies

Nature of Business:

CLIN3

Napco Security Technologies, Inc (“NAPCO”, “the Company”, “we”, “our”) is one of the leading manufacturers and designers of
high-tech electronic security devices, cellular communication services for intrusion and fire alarm systems as well as a leading
provider of school safety solutions. We offer a diversified array of security products, encompassing access control systems, door-
locking products, intrusion and fire alarm systems and video surveillance products. These products are used for commercial,
residential, institutional, industrial and governmental applications, and are sold principally to independent distributors, dealers and
installers of security equipment. We have established a national network of trusted independent security dealers and integrators that
are experts at selling, installing and supporting our various technologies. These dealers and installers are dependent on our platform
for communication services to our radio communicators and smart security devices, and they pay us a monthly fee for these services to
operate and manage their businesses efficiently.

Basis of Presentation:

The consolidated financial statements are prepared in conformity with U.S. Generally Accepted Accounting Principles (“GAAP”) and
pursuant to the regulations of the U.S. Securities and Exchange Commission (“SEC”). The consolidated financial statements include
the accounts of NAPCO and its wholly-owned subsidiaries. All intercompany balances and transactions have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent gains and losses at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. We continuously evaluate our estimates and judgments
based on historical experience, as well as other factors that we believe to be reasonable under the circumstances. The results of our
evaluation form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from
other sources. Critical estimates include management’s judgments associated with reserves for sales returns and allowances, allowance
for credit losses, overhead expenses applied to inventory, inventory reserves, valuation of intangible assets, share based compensation
and income taxes. These estimates may change in the future if underlying assumptions or factors change, and actual results may differ
from these estimates.

Significant Accounting Policies:

Fair Value of Financial Instruments

The carrying amounts of financial instruments, including cash equivalents, accounts receivable, accounts payable, and accrued
expenses reflected in the consolidated financial statements approximate fair value due to their short-term maturities. The fair value of
debt for footnote disclosure purposes, including current maturities, if any, is estimated using recently quoted market prices of the
instrument, or if not available, a discounted cash flow analysis based on the estimated current incremental borrowing rates for similar
types of instruments.

Cash and Cash Equivalents
All financial instruments purchased with an original maturity of three months or less at the time of purchase are considered cash
equivalents. Such items may include liquid money market funds and time deposit accounts. Investments that are classified as cash

equivalents are carried at cost, which approximates fair value.

The Company’s cash and cash equivalents included approximately $92,915,000 and $48,249,000 of short-term time deposits as
of June 30, 2026 and 2025, respectively.
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Cash and cash equivalents consists of the following as of (in thousands):

June 30, 2026 June 30, 2025
Cash $ 34,013 $ 34,832
Money Market Fund 92915 48,249
$ 126,928 $ 83,081

The Company has cash balances in banks in excess of the maximum amount insured by the FDIC and other international agencies as
of June 30, 2026. The Company has not historically experienced any credit losses with balances in excess of FDIC limits.

Marketable Securities

Investments in debt securities are classified as available-for-sale and realized gains and losses are recorded using the specific
identification method. Changes in fair value, excluding credit losses and impairments, are recorded in other comprehensive income. Fair
value is calculated based on publicly available market information or other estimates determined by management. If the cost of an
investment exceeds its fair value, the Company evaluates, among other factors, general market conditions, credit quality of debt
instrument issuers, and the extent to which the fair value is less than cost. To determine credit losses, a systematic methodology is
employed that considers available quantitative and qualitative evidence. In addition, specific adverse conditions are considered related
to the financial health of, and business outlook for, the investee. If the Company plans to sell the security or it is more likely than not
that the Company will be required to sell the security before recovery, then a decline in fair value below cost is recorded as an impairment
charge in other income (expense), net and a new cost basis in the investment is established. If market, industry, and/or investee conditions
deteriorate, we may incur future impairments.

Investments in equity securities with readily determinable fair values are measured at fair value. Equity investments without readily
determinable fair values are measured using the equity method or measured at cost with adjustments for observable changes in price or
impairments (referred to as the measurement alternative). The Company performs a qualitative assessment on a periodic basis and
recognize an impairment if there are sufficient indicators that the fair value of the investment is less than carrying value. Changes in
value are recorded in other income (expense), net.

Accounts and Oher Receivable

Accounts receivable are stated net of the reserves for credit losses of $101,000 and $25,000 as of June 30, 2026 and 2025,
respectively. In accordance with ASU No. 2016-13, Financial Instruments — Credit Losses (Topic 326), the Company recognizes an
allowance for credit losses for trade and other receivables to present the net amount expected to be collected as of the balance sheet
date. Such allowance is based on the credit losses expected to arise over the life of the asset which includes consideration of past
events and historical loss experience, current events and also future events based on our expectation as of the balance sheet date.
Receivables are written off when the Company determined that such receivables are deemed uncollectible. The Company pools its
receivables based on similar risk characteristics in estimating its expected credit losses. In situations where a receivable does not share
the same risk characteristics with other receivables, the Company measures those receivables individually. The Company also
continuously evaluates such pooling decisions and adjusts as needed from period to period as risk characteristics change.

The Company utilizes the loss rate method in determining its lifetime expected credit losses on its receivables. This method is used for
calculating an estimate of losses based primarily on the Company’s historical loss experience. In determining its loss rates, the
Company evaluates information related to its historical losses, adjusted for current conditions and further adjusted for the period of
time that can be reasonably forecasted. Qualitative and quantitative adjustments related to current conditions and the reasonable and
supportable forecast period consider all the following: past due receivables, the customer creditworthiness, changes in the terms of
receivables, effect of other external forces such as competition, and legal and regulatory requirements on the level of estimated credit
losses in the existing receivables.
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Inventories

Inventories are valued at the lower of cost or net realizable value, with cost being determined on the first-in, first-out (FIFO) method.
The reported net value of inventory includes finished saleable products, work-in-process and raw materials that will be sold or used in
future periods. Inventory costs include raw materials, direct labor and overhead. The Company’s overhead expenses are applied based,
in part, upon estimates of the proportion of those expenses that are related to procuring and storing raw materials as compared to the
manufacture and assembly of finished products. These proportions, the method of their application, and the resulting overhead
included in ending inventory, are based in part on subjective estimates and actual results could differ from those estimates.

The Company records a reserve for excess and slow-moving inventory, which represents any excess of the cost of the inventory over
its estimated realizable value. This reserve is calculated using an estimated excess and slow-moving percentage applied to the
inventory based on age, historical trends, product life cycle, requirements to support forecasted sales, and the ability to find alternate
applications of its raw materials and to convert finished product into alternate versions of the same product to better match customer
demand. In addition, and as necessary, the Company may establish specific reserves for future known or anticipated events. There is
inherent professional judgment and subjectivity made by both production and engineering members of management in determining the
estimated excess and slow-moving percentage (See Note 6).

The Company also regularly reviews the period over which its inventories will be converted to sales. Any inventories expected to
convert to sales beyond 12 months from the balance sheet date are classified as non-current.

Property, Plant, and Equipment

Property, plant, and equipment are carried at cost less accumulated depreciation. Expenditures for maintenance and repairs are charged
to expense as incurred; costs of major renewals and improvements are capitalized. At the time property and equipment are retired or
otherwise disposed of, the cost and accumulated depreciation are eliminated from the asset and accumulated depreciation accounts and
the profit or loss on such disposition is reflected in income.

Depreciation is recorded over the estimated service lives of the related assets using primarily the straight-line method. Amortization of
leasehold improvements is calculated by using the straight-line method over the estimated useful life of the asset or lease term,
whichever is shorter.

Long-Lived and Intangible Assets

Long-lived assets are amortized over their useful lives and are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of the assets in question may not be recoverable. Impairment would be recorded in circumstances

where undiscounted cash flows expected to be generated by an asset are less than the carrying value of that asset.

Intangible assets consisted of the following (in thousands):

June 30, 2026 June 30, 2025
Carrying Accumulated Net book Carrying Accumulated Net book
value amortization value value amortization value
Customer relationships $§ 9800 § (9,644) § 156 $ 9,800 $ (9,549) § 251
Trade name 4,048 (1,214) 2,834 4,048 (1,012) 3,036

$ 13,848 S (10.858) $ 2990 $ 13,848 $ (10,561) $ 3,287

Amortization expense for intangible assets subject to amortization was approximately $298,000, $315,000 and $337,000 for the

fiscal years ended June 30, 2026, 2025 and 2024, respectively. Amortization expense for each of the next five fiscal years is estimated
to be as follows: 2027 - $283,000; 2028 - $269,000; 2029 - $210,000; 2030 - $202,000; and 2031 - $202,000. The weighted average
remaining amortization period for intangible assets was 13.3 years and 14.1 years at June 30, 2026 and 2025, respectively.
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Revenue Recognition

Revenue from contracts with customers is recognized upon transfer of control of promised products or services to customers in an
amount that reflects the consideration the Company expects to receive in exchange for those products or services. Revenue from all
sale types are recognized at the transaction price, which is the amount we expect to be entitled to in exchange for transferring goods or
providing services.

Equipment Revenue

Equipment revenue, which includes shipping and handling costs, is primarily generated by the sale of finished products to
customers. Those sales predominantly contain a single performance obligation, and revenue is recognized at a single point in time
when ownership, risks and rewards transfer, which is typically the date of shipment of the related equipment when the product is
picked up by the carrier or customer. A provision for product returns, credits and rebates is recorded as a reduction of equipment
revenue in the same period the revenue is recognized.

The Company provides limited standard warranty for defective products, usually for a period of 24 to 36 months, and accepts
returns for such defective products as well as for other limited circumstances. The Company also provides rebates to customers for
meeting specified purchasing targets and other coupons or credits in limited circumstances. Reserves are established for the
estimated returns, rebates and credits and such variable consideration is measured based on the most likely amount method.

The Company analyzes product sales returns and is able to make reasonable and reliable estimates of product returns based on
several factors including actual returns and expected return data communicated to the Company by its customers.

Service Revenue
Service revenue is primarily generated from the sale of monthly cellular communication services. Those sales predominantly
contain a single performance obligation and revenue is recognized ratably with the delivery of cellular communication service over

the related monthly period, and when ownership, risks and rewards transfer to the customer.

The services are billed monthly, and customers have the right to cancel the cellular communication services at any time, however
the contract with the customer does not provide for a refund.

Cost of Revenue
Cost of Equipment Revenue
Cost of equipment revenue is primarily comprised of direct materials and supplies consumed in the manufacturing of products, as
well as manufacturing labor, depreciation expense and direct and indirect overhead expenses necessary to acquire and convert the
purchased materials and supplies into finished products.

Cost of Service Revenue

Cost of service revenue is primarily the cost of operating our network operations center to manage and deliver telecommunication
services.

Shipping and Handling Sales and Costs
The Company records the amount billed to customers for shipping and handling in net revenue ($569,000, $419,000 and $349,000 in

the fiscal years ended June 30, 2026, 2025 and 2024, respectively) and classifies the costs associated with these revenues in cost of
sales (31,764,000, $1,589,000 and $1,573,000 in the fiscal years ended June 30, 2026, 2025 and 2024, respectively).
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Advertising and Promotional Costs

Advertising and promotional costs are included in "Selling, General and Administrative" expenses in the consolidated statements of
income and are expensed as incurred. Advertising expense for fiscal years ended June 30, 2026, 2025 and 2024 was $4,095,000,
$3,753,000 and $3,262,000, respectively.

Research and Development Costs

Research and development costs incurred by the Company are charged to expense as incurred and are included in operating expenses
in the consolidated statements of income.

Income Taxes

The Company records provisions for income taxes in the consolidated financial statements using the asset and liability method. Under
this method, income tax liabilities or receivables are recognized for the current year, in addition deferred tax assets and liabilities are
recognized for the expected future tax consequences of temporary differences between the financial reporting and tax basis of assets
and liabilities, as well as for operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using the tax
rates that are expected to apply to taxable income for the years in which those tax assets and liabilities are expected to be realized or
settled. When necessary, a valuation allowance is recorded to reduce deferred tax assets to the net amount that is believed is more
likely than not to be realized. That assessment considers the recognition of deferred tax assets on a jurisdictional basis. Accordingly, in
assessing the future taxable income on a jurisdictional basis, the Company considers the effect of the transfer pricing policies on that
income.

The Company recognizes tax benefits from uncertain tax positions only if it believes that it is more likely than not that the tax position
will be sustained on examination by the taxing authorities based on the technical merits of the position. The Company’s policy is to
adjust these unrecognized tax benefits in the period when facts and circumstances change, such as the closing of a tax audit, the
expiration of statute of limitation for a relevant taxing authority to examine a tax position, or when additional information becomes
available. To the extent that the final tax outcome of these matters is different than the amounts recorded, such differences will affect
the provision for income taxes in the period in which such determination is made and could have a material impact on the financial
condition and operating results. The provision for income taxes includes the effects of any accruals that we believe are appropriate, as
well as the related interest and penalties.

Legislation enacted in 2017, informally titled the Tax Cuts and Jobs Act introduced the global intangible low-taxed income (“GILTI”)
provisions effective in 2018, which generally impose a tax on the net income earned by foreign subsidiaries of a U.S. company in
excess of a deemed return on their tangible assets. The Company recognizes the tax on GILTI as a period cost when the tax is
incurred.

Net Income per Share
Basic net income per common share (Basic EPS) is computed by dividing net income by the weighted average number of common

shares outstanding. Diluted net income per common share (Diluted EPS) is computed by dividing net income by the weighted average
number of common shares and dilutive common share equivalents and convertible securities then outstanding.
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The following provides a reconciliation of information used in calculating the per share amounts for the fiscal years ended June 30 (in
thousands, except per share data):

Net Income per

Net Income Weighted Average Shares Share
2026 2025 2024 2026 2025 2024 2026 2025 2024
Basic EPS $43,027 $43,406 $49,818 35,690 36,298 36,812 $ 121 § 120 § 135
Effect of Dilutive Securities:
Stock Options — — — 201 201 254 (0.01) (0.01)  (0.01)
Diluted EPS $43,027 $43,406 $49,818 35891 36,499 37,066 § 120 §$ 1.19 §$ 1.34

Options to purchase 70,000, 110,375 and 19,663 shares of common stock for the fiscal years ended June 30, 2026, 2025 and 2024,
respectively, were not included in the computation of Diluted EPS because their inclusion would be anti-dilutive. These options were
still outstanding at the end of the respective periods.

Stock-Based Compensation
The Company has established five share incentive programs as discussed in Note 10.

The Company measures stock-based compensation at the grant date based on the fair value of the award and estimates the fair value of
each option granted on the date of the grant using the Black-Scholes option-pricing model, which contains uncertainties and requires us
to estimate the risk-free interest rate, expected term, expected stock price volatility and dividend yield. The expected term for options
granted is estimated using our historical experience, including information related to options we have granted.

The Company has elected to treat awards with only service conditions and with graded vesting as one award and recognizes
compensation costs for share-based awards on a straight-line basis, net of actual forfeitures, over the requisite service period of the
award, usually the vesting period, which is generally four or five years.

Foreign Currency

The Company has determined the functional currency of all foreign subsidiaries is the U.S. Dollar. All foreign operations are
considered a direct and integral part or extension of the Company’s operations. The day-to-day operations of all foreign subsidiaries
are dependent on the economic environment of the U.S. Dollar. Therefore, no realized and unrealized gains and losses associated with
foreign currency translation are recorded for the fiscal years ended June 30, 2026, 2025 or 2024.

Segment Reporting

The Company operates its business under one operating segment, which is also its reportable segment. The Company's Chief
Operating Decision maker (“CODM?”), who is our President and Chief Operating Officer, reviews financial information presented at
the consolidated level and decides how to allocate resources based on financial metrics, including net income. The measure of
segment assets is reported on the balance sheet as total consolidated assets. The CODM uses such financial metrics, including net
income, to evaluate income generated from segment assets (return on assets) in deciding whether to reinvest profits or allocate to other
parts of the organization, such as working capital needs, mandatory and discretionary capital expenditures or other growth
opportunities that may arise that are in the Company’s best interest and the best interest of the stockholders. See Note 15 — Segment
and geographical data for additional accounting policies and disclosures.

Leases

The Company determines at contract inception if an arrangement is a lease, or contains a lease, of an identified asset for which the
Company has the right to obtain substantially all of the economic benefits from its use and the right to direct its use. Right-of-use
(“ROU”) assets represent the Company’s right to use an underlying asset for the lease term, while lease liabilities represent the
Company’s obligation to make lease payments arising from the lease. Operating lease ROU assets and liabilities are recognized at
lease commencement date based on the present value of lease payments over the lease term. The implicit discount rate in the
Company’s leases generally cannot readily be determined, and therefore the Company uses its incremental borrowing rate based on
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information available at lease commencement date in determining the present value of future payments. If the Company has options to
renew or terminate certain leases, those options are included in the determination of lease term when it is reasonably certain that the
Company will exercise such options. The Company does not separate lease and non-lease components in determining ROU assets or
lease liabilities for real estate leases. Additionally, the Company does not recognize ROU assets or lease liabilities for leases with
original terms or renewals of one year or less. See Note 14 — Commitments and Contingencies; Leases for additional accounting
policies and disclosures.

Legal and Other Contingencies

The outcomes of legal proceedings and claims brought against us are subject to significant uncertainty. An estimated loss from a
contingency such as a legal proceeding or claim is accrued by a charge to income if it is probable that an asset has been impaired, or a
liability has been incurred and the amount of the loss can be reasonably estimated. In determining whether a loss should be accrued we
evaluate, among other factors, the degree of probability of an unfavorable outcome and the ability to make a reasonable estimate of the
amount of loss. Changes in these factors could materially impact our consolidated financial statements.

Recently Adopted Accounting Standards

In December 2023, the FASB issued ASU No. 2023-09, Income Taxes: Improvements to Income Tax Disclosures, which requires on
an annual basis to (1) disclose specific categories in the rate reconciliation, (2) provide additional information for reconciling items
that meet a quantitative threshold, and (3) income taxes paid disaggregated by jurisdiction. This guidance is effective for annual
periods beginning after December 15, 2024, with early adoption permitted, and can be applied either prospectively or retrospectively.
The Company has adopted this ASU for the fiscal year beginning July 1, 2025, on a prospective basis. The adoption resulted in
additional disaggregated tax information. Refer to Note 8, Income Taxes for the adoption of this guidance and related disclosures.

Recent Accounting Pronouncements Not Yet Adopted

In October 2023, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2023-06, Disclosure

Improvements: Codification Amendments in Response to the SEC’s Disclosure Update and Simplification Initiative, which modifies
the disclosure or presentation requirements of a variety of Topics in the Codification. Among the various codification amendments,
Topic 470 Debt is applicable to the Company which requires the disclosure of amounts, terms and weighted-average interest rates of
unused lines of credit. The effective date is either the date on which the SEC’s removal of the related disclosure requirement from
Regulation S-X or Regulation S-K becomes effective, or on June 30, 2027, if the SEC has not removed the requirement by that date,
with early adoption prohibited. The adoption of this new standard will not have a material impact on our financial statements and
related disclosures.

In November 2024, the FASB issued ASU No. 2024-03, Income Statement: Reporting Comprehensive Income - Expense
Disaggregation Disclosures, Disaggregation of Income Statement Expenses, which improves disclosure requirements and mandates
enhanced transparency about the types of expenses in commonly presented expense captions in financial statements. This guidance is
effective for annual periods beginning after December 15, 2026, and interim reporting periods beginning after December 15, 2027.
Early adoption is permitted and is effective on either a prospective basis or retrospective basis. The Company is currently evaluating
the impact that this guidance may have on our financial statements and related disclosures.

In July 2025, the FASB issued ASU No. 2025-05 Financial Instruments—Credit Losses (Topic 326): Measurement of Credit Losses for
Accounts Receivable and Contract Assets, which amends the manner in which credit losses for accounts receivable and contract assets
are determined. For public companies, the guidance introduces a practical expedient for estimating expected credit losses on current
accounts receivable and current contract assets. Under this expedient, entities may assume that conditions existing at the balance sheet
date will persist for the remaining life of the asset, which simplifies the estimation process by eliminating the need to forecast future
economic conditions for these short-term assets. This guidance is effective for fiscal years beginning after December 15, 2025, with
early adoption permitted. The Company is currently evaluating the impact of the adoption of this guidance on its financial statements
and related disclosures.

In September 2025, the FASB issued ASU No. 2025-06, Intangibles—Goodwill and Other—Internal-Use Software (Subtopic 350-40):

Targeted Improvements to the Accounting tor Internal-Use Software. The amendments update the framework for recognizing and
disclosing costs related to software developed for internal use, including costs associated with website development. The amendments
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are effective for annual reporting periods beginning after December 15, 2027, and interim periods within those annual periods. Early
adoption is permitted as of the beginning of an annual reporting period. The Company is currently evaluating the impact of this guidance
on its financial statements and related disclosures.

The Company is evaluating other pronouncements recently issued but not yet adopted. The adoption of these pronouncements is not
expected to have a material impact on our consolidated financial statements.

NOTE 2 — Revenue Recognition and Contracts with Customers

The Company is engaged in one major line of business: the development, manufacture, and distribution of security products,
encompassing access control systems, door security products, intrusion and fire alarm systems, alarm communication services, and
video surveillance products for commercial and residential use. The Company also provides wireless communication service for
intrusion and fire alarm systems on a monthly basis. These products are used for commercial, residential, institutional, industrial and
governmental applications, and are sold worldwide principally to independent distributors, dealers and installers of security
equipment. Sales to unaffiliated customers are primarily shipped from the United States.

As of June 30, 2026 and 2025, the Company included refund liabilities of approximately $3,924,000 and $4,790,000, respectively, in
accrued expenses within the Consolidated Balance Sheets. As of June 30, 2026 and 2025, the Company included return-related assets
of approximately $1,099,000 and $1,152,000, respectively, in other current assets.

As a percentage of gross sales, sales returns, rebates and allowances were 5%, 6% and 7% for the fiscal years ended June 30, 2026,
2025 and 2024, respectively.

The Company disaggregates revenue from contracts with customers into major product lines. The Company determines that
disaggregating revenue into these categories achieves the disclosure objective to depict how the nature, amount, timing, and
uncertainty of revenue and cash flows are affected by economic factors. As noted in the accounting policy footnote, the Company’s
business consists of one operating segment. Following is the disaggregation of revenues based on major product lines (in thousands):

Fiscal year ended June 30,

2026 2025 2024
Major Product Lines:
Intrusion and access alarm products $ 35,656 $ 33,084 $ 39,372
Door locking devices 69,132 62,207 73,699
Services 97,528 86,330 75,749
Total Revenues $202,316 $181,621 $ 188,820

The following table represents the allowance for credit losses accounts as of the respective years ending June 30 (in thousands):

Balance at Charged to Balance at
beginning of costs and Deductions/ end of
period expenses (recoveries) period
For the Year Ended June 30, 2026:
Allowance for credit losses $ 25 % 76 % — 3 101
For the Year Ended June 30, 2025:
Allowance for credit losses $ 32 % — 3 7 $ 25
For the Year Ended June 30, 2024:
Allowance for credit losses $ 131 § — 3 99 $ 32
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NOTE 3 — Business and Credit Concentrations

Financial instruments that potentially subject the Company to a concentration of credit risk mainly consist of cash equivalents, short-
term investments and accounts receivable. Our cash equivalents and short-term investments primarily consist of government securities
and money market funds which are held and managed by high credit financial institutions.

The Company had three customers that comprised 34% of the Company’s accounts receivable balance as of June 30, 2026 and two
customers that comprised 24% and 30% of the Company’s accounts receivable balances as of June 30, 2025 and 2024, respectively.

Sales to any customers did not exceed 10% of net revenue during fiscal years ended June 30, 2026, 2025 and 2024.

NOTE 4 — Fair Value Measurements

Fair value is the price that would be received for an asset or the amount paid to transfer a liability in an orderly transaction between
market participants. The Company is required to classify certain assets and liabilities based on the following fair value hierarchy:

e Level 1: Quoted prices in active markets that are unadjusted and accessible at the measurement date for identical, unrestricted
assets or liabilities;

e Level 2: Quoted prices for identical assets and liabilities in markets that are not active, quoted prices for similar assets and
liabilities in active markets or financial instruments for which significant inputs are observable, either directly or indirectly;
and

e Level 3: Prices or valuations that require inputs that are both significant to the fair value measurement and unobservable.

A financial instrument’s level within the fair value hierarchy is based on the lowest level of any input that is significant to the fair
value measurement. The Company has evaluated the estimated fair value of financial instruments using available market information
and valuations as provided by third-party sources. The use of different market assumptions or estimation methodologies could have a
significant effect on the estimated fair value amounts.

The following table presents the Company’s assets that were measured at fair value on a recurring basis as of June 30, 2026 and 2025
(in thousands):

Level 1 Level 2 Level 3 Total
June 30, 2026
Cash equivalents
Money market funds $ 92,915 $ - $ - $ 92,915
Total 92915 - - 92915
Marketable securities
U.S. Treasury Securities 10,637 - - 10,637
Total $ 10,637 $ - $ - $ 10,637
June 30, 2025
Cash equivalents
Money market funds $ 48,249 $ - $ - $ 48,249
Total 48,249 - - 48,249
Marketable securities
U.S. Treasury Securities 10,243 - - 10,243
Mutual funds 5,852 - - 5,852
Total $ 16,095 3 - $ - $ 16,095

The Company’s investments classified as Level 1 are based on quoted prices that are available in active markets, as well as time
deposits that are classified as Level 1 due to their short-term nature.

For the years ended June 30, 2026 and 2025, there were no transfers between Levels 1 and 2 investments and no transfers in or out of
Level 3.
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NOTE 5 — Marketable Securities

A summary of the fair value of the Company’s investment in marketable securities as of June 30, 2026 and 2025 is as follows (in
thousands):

2026 2025
Equity Securities $ — $ 5,852
Debt Securities (available-for-sale) 10,637 10,243
$ 10,637 $ 16,095

Investments in Equity Securities

The disaggregated net gains and losses on the equity securities recognized within the accompanying consolidated statements of
income for the years ended June 30, 2026, 2025 and 2024 are as follows (in thousands):

Year ended June 30,
2026 2025 2024
Net gains recognized during the period on equity securities $ 14 $ 276 $ 207
Unrealized gains recognized during the reporting period on equity securities still held
at the reporting date — 177 55
$ 14 $ 453  $ 262

The following tables summarize the Company’s investment in equity securities as of June 30, 2026 and 2025, respectively (in
thousands):

June 30, 2026 June 30, 2025
Unrealized Unrealized
Cost Fair Value Gain (Loss) Cost Fair Value Gain (Loss)
Mutual Funds $ — — 3 — 3 6,008 $ 5852 $ (156)

Investment income is recognized when earned and consists principally of interest income from fixed income mutual funds. Realized
gains and losses on sales of investments are determined on a specific identification basis.

Investments in Debt Securities

The following tables summarize the Company’s investments in debt securities as of June 30, 2026 and 2025 (in thousands):

June 30, 2026

Amortized Cost Unrealized Gains Unrealized Losses Agg@iiﬁz Fair
U.S. Treasury Securities $ 10,451 $ 186 $ — $ 10,637
June 30, 2025
Amortized Cost Unrealized Gains Unrealized Losses Aggregate Fair
Value
U.S. Treasury Securities $ 10,058 $ 185 $ — $ 10,243

The debt investments all mature within one year or less, and the Company did not recognize any credit or non-credit related losses
related to its det securities during the year ended June 30, 2026 and 2025, respectively.
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NOTE 6 - Inventories

Inventories, net of reserves are valued at lower of cost (first-in, first-out method) or net realizable value. Inventories, net of reserves
consist of the following (in thousands):

June 30, June 30,
2026 2025
Component parts $ 24,128 § 26,967
Work-in-process 7,185 6,457
Finished product 8,061 7,851

§ 39374 § 41,275

Classification of inventories:
Current $ 30,118 $ 29,962
Non-current 9,256 11,313
$ 39374 $ 41,275

The reserve for excess and slow-moving inventory, which reduces inventory in our consolidated balance sheets were $5,150,000 and
$5,515,000 as of June 30, 2026 and 2025, respectively.

NOTE 7 - Property, Plant, and Equipment

Property, plant and equipment consist of the following (in thousands) as of the year ending June 30,:

2026 2025 Useful Life in Years

Land $ 904 $ 904 N/A
Buildings 8911 8911 30to40
Molds and dies 7,572 7,548 3to5
Furniture and fixtures 3,888 3,805 5to 10
Machinery and equipment 32,459 31,053 3to10
Building improvements Shorter of the lease term or life of

4,061 3,657 asset

57,795 55,878

Less: accumulated depreciation and amortization (48,557) (46,645)

$ 9,238 8§ 9,233

Depreciation and amortization expense on property, plant, and equipment was approximately $1,911,000, $1,961,000 and $1,826,000
in fiscal 2026, 2025 and 2024, respectively.

NOTE 8 - Income Taxes

The provision for income taxes represents Federal, foreign, and state and local income taxes. The effective rate differs from statutory
rates due to the effect of state and local income taxes, tax rates in foreign jurisdictions, global intangible low-taxed income (“GILTI”),
tax benefit of R&D credits, and certain nondeductible expenses. Our effective tax rate will change based on recurring and non-recurring
factors including, but not limited to, the geographical mix of earnings, enacted tax legislation, and state and local income taxes.
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The amounts of income before income taxes attributable to domestic and foreign operations were as follows (in thousands):

For the Year ended June 30,

2026 2025 2024
Domestic $ 13331 § 12,038 § 6,936
Foreign 36,491 38,031 49,450
Total § 49822 § 50,0609 § 56,386

The provision for income taxes is comprised of the following (in thousands):

For the Year ended June 30,

2026 2025 2024
Current income taxes:
Federal $ 3254 $ 6,817 $ 8,329
State 1,170 894 1,015
4,424 7,711 9,344
Deferred income taxes:
Federal 2,664 (1,046) (2,367)
State (293) @) (409)

2371 (1,048)  (2,776)

Provision for income taxes $ 6795 $§ 6,663 $ 6,568

We adopted Accounting Standards Update 2023-09, Income Taxes (Topic 740): Improvements to Income Tax Disclosures (“ASU
2023-09”) prospectively. The items accounting for the difference between income taxes computed at the U.S. federal statutory rate
and our effective rate for the year ended June 30, 2026, pursuant to the requirements of ASU 2023-09, were as follows: (in thousands,
except for percentages):

2026
% of Pre-tax
Amount Income

U.S. federal statutory income tax rate $ 10,463 21.0 %
State and local income taxes, net(" 633 1.3 %
Increases (decreases) in taxes resulting from:
Foreign tax effects

Dominican Republic (DR)

Statutory tax rate difference between DR and U.S. (7,663) (15.4)%
Withholding tax 463 0.9 %

Effects of cross-board tax laws

Global intangible low-taxed income 3,762 7.6
Nontaxable or Nondeductible items

Share-based payment awards (37) 0.1)%

Executive compensation 157 0.3 %

Other, net 73 0.2 %
Tax credits (735) (1.5)
Change in uncertain tax positions 27) 0.1)%
Other adjustments (294) (0.6)%
Effective tax rate $ 6,795 13.6 %

( State taxes in California, Massachusetts, New Jersey and New York make up greater than 50% of the tax effect in this category.
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As previously disclosed for the years ended June 30, 2025 and 2024, prior to the adoption of ASU 2023-09, the items accounting for
the difference between income taxes computed at the U.S. federal statutory rate and our effective rate were as follows (in thousands,
except for percentages):

2025 2024
% of % of

Pre-tax Pre-tax

Amount Income Amount Income
Tax at Federal statutory rate $ 10,515 210 %  $ 11,841 21.0 %

Increases (decreases) in taxes resulting from:

Meals and entertainment 68 0.1 % 66 0.1 %
State income taxes, net of Federal income tax benefit 704 1.4 % 935 1.7 %
Global intangible low-taxed income 3,981 8.0 % 5,259 9.3 %
R&D Credit (461) (0.9)% (632) (1.1)%
Executive Compensation 183 0.4 % 47 0 %
Foreign Source income not subject to Tax (7,986) (16.0)% (10,518) (18.7)%
Uncertain Tax Positions (825) (1.6)% 78 0.1 %
Other, net 484 0.8 % (508) (0.9)%
Effective tax rate $ 6,663 133%  $ 6,568 11.6 %

Deferred tax assets and deferred tax liabilities at June 30, 2026 and 2025 are as follows (in thousands):

Deferred Tax Assets (Liabilities)

2026 2025

Accounts receivable $ 25 9 6
Inventories 598 633
Accrued liabilities 675 675
Stock based compensation expense 358 474
Revenue reserves 282 520
Unrealized loss on marketable securities 69 69
Capitalized research and development cost 948 6,181
Litigation settlement 3,888 —
Total Deferred Tax Assets $ 6,843 $ 8,558
Valuation allowance — —

Deferred income tax assets, net of valuation allowance $ 6,843 $ 8,558
Intangibles (726) (802)
Property, plant and equipment (934) (667)
Other deferred tax liabilities (1,078) (613)

Total Deferred Tax Liability $ (2,738) § (2,082)

Net Deferred Tax Asset $ 4,105  $ 6,476

Income taxes paid, net of refunds, pursuant to the disclosure requirements of ASU 2023-09 in fiscal year 2026 were as follows:

June 30, 2026

Federal $ 2,693
State
New York 204
Other States 518
Total cash paid for income taxes, net of refunds received $ 3,505
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The Company has identified the United States and New York State as its major tax jurisdictions. Fiscal years 2022 and forward are
still open for examination. In addition, the Company has a wholly-owned subsidiary which operates in a Free Zone in the Dominican
Republic (“DR”) and is exempt from DR income tax.

The provision for income taxes represents Federal, foreign, and state and local income taxes. The effective rate differs from statutory
rates due to the effect of tax rates in foreign jurisdictions, state and local income taxes, tax benefit of R&D credits, certain
nondeductible expenses, uncertain tax positions and global intangible low-taxed income ("GILTT").

During the year ending June 30, 2026, the Company decreased its reserve for uncertain income tax positions due to lapses in Federal
and state statutes. The result of this decrease was a tax benefit of $27,000. The Company’s practice is to recognize interest and
penalties related to income tax matters in income tax expense and accrued income taxes. The Company does not expect that its
unrecognized tax benefits will significantly change within the next twelve months. The Company claims R&D tax credits on eligible
research and development expenditures. The R&D tax credits are recognized as a reduction to income tax expense.

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows (in thousands):

2026 2025 2024
Balance of gross unrecognized tax benefits as of Beginning of Year $ 22 8 700 $ 700
Increase to unrecognized tax benefits resulting from a state filing tax position — — —
Decrease to unrecognized tax benefits resulting from an expiration of a statute (22) (678) —
Balance of gross unrecognized tax benefits as of End of Year $ —  $ 22 3 700

On July 4, 2025, President Trump signed into law the One Big Beautiful Bill Act ("OBBBA"). The OBBBA preserves the 21% U.S.
Federal statutory tax rate and makes a favorable change to the business interest expense limitation. Further, the OBBBA also makes
key elements of the Tax Cuts and Jobs Act permanent, including 100% bonus depreciation, domestic research cost expensing, and
various expiring international provisions (with some modifications). Pursuant to ASC 740, changes in tax rates and tax law are
required to be recognized in the period in which the legislation is enacted. The Company has completed its evaluation of the impact of
this legislation and has determined that the OBBBA will defer the payment of a significant portion of our current federal tax but did
not have a material impact on its Fiscal 2026 financial statements.

NOTE 9 - Debt

The Company has available a $20 million revolving credit line (the “Line”) with its primary bank, HSBC Bank USA National
Association (“HSBC”), which expires on February 9, 2029. Borrowings on the Line bear interest at the Secured Overnight Financing
Rate (SOFR) benchmark rate plus 1.2645% to 1.3645%, depending on the Fixed Charge Coverage Ratio (as defined), which is to be
measured and adjusted quarterly. As of June 30, 2026 and 2025, the Company has no outstanding borrowings on the Line.

The Line is secured by substantially all the Company’s domestic assets, including but not limited to, deposit accounts, accounts
receivable, inventory, equipment and fixtures and intangible assets. In addition, the Company’s wholly owned subsidiaries, except for
the Company’s foreign subsidiaries, have issued guarantees and pledges of all their assets to secure the Company’s obligations under
the Line. All the outstanding common stock of the Company’s domestic subsidiaries and 65% of the common stock of the Company’s
foreign subsidiaries have been pledged to secure the Company’s obligations under the Line. The Line contains various restrictions and
covenants including, but not limited to, compliance with certain financial rations, restrictions on payment of dividends and restrictions
on borrowings.

NOTE 10 - Stock Options

The Company recognized stock-based compensation of $989,000, $1,514,000 and $1,733,000 for the fiscal years ended June 30,
2026, 2025 and 2024, respectively. Stock-based compensation is included in Selling, General and Administrative expense in the
consolidated statements of income.

The Company has five stock option plans, two of the plans are available to grant stock options to employees (“Employee Plans”),
and three of the plans are available to issue stock options to non-employee directors and consultants (“Non-Employee Plans™).
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The Employee Plans provide for the Company to grant stock options, which are intended to qualify as incentive stock options (“ISOs”)
or non-incentive stock options. Plan participants who are granted ISOs and possess more than 10% of the voting rights of the Company’s
outstanding common stock must be granted options with an exercise price of at least 110% of the fair market value on the date of grant.
Options granted under the Employee Plans have a term of up to 10 years, from date of grant, at an exercise price equal to or greater than
the fair market value on the date of grant. The Employee Plans provide a cash-less exercise option for the participants, and options
granted vest in full upon a “change in control” as defined in the plans.

The Non-Employee Plans provide for the grant of stock options with a term of up to 10 years, from date of grant, at an exercise price
equal to or greater than the fair market value on the date of grant. The Non-Employee Plans provide a cash-less exercise option for the

participants, and options granted vest in full upon a “change in control” as defined in the plans.

The following table reflects provisions of each of the stock option plans:

Options available to Plan Options available
Plan Name be granted at plan termination for grant as of June
inception date 30,2026
2012 Employee Stock Option plan 1,900,000 December 2022 -
2022 Employee Stock Option plan 950,000  December 2032 795,000
2012 Non-Employee Stock Option plan 100,000  December 2022 -
2018 Non-Employee Stock Option plan 100,000  December 2028 4,000
2020 Non-Employee Stock Option plan 100,000 May 2030 45,100

The fair value of each option granted was estimated on the date of grant using the Black-Scholes option-pricing model with the
following weighted average assumptions:

2026 2025 2024
Risk-free interest rates 3.80% n/a 4.42 - 4.62%
Expected lives 5.11 Years n/a 5.63 - 5.87 Years
Expected volatility 53% n/a 56 %
Expected dividend yields 1.66% n/a 76-1.01 %

The risk-free interest rate is based on U.S. government issues with a remaining term equal to the expected life of the stock options.
The determination of expected volatility is based on historical volatility of the Company’s' common stock over the period
commensurate with the expected term of stock options. The weighted average expected term was determined based on the historical
employee exercise behavior of the options. The weighted-average fair value of stock options granted during the years ended June 30,
2026 and 2024 were $16.96 and $21.29, respectively.
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Outstanding as of June 30, 2023
Granted

Forfeited/Lapsed

Exercised

Outstanding as of June 30,2024
Forfeited/Lapsed

Exercised

Outstanding as of June 30, 2025
Granted

Forfeited/Lapsed

Exercised

Outstanding as of June 30, 2026

Vested and Exercisable as of June 30, 2024
Vested and Exercisable as of June 30, 2025
Vested and Exercisable as of June 30, 2026

As of June 30, 2026, the total compensation cost related to nonvested awards not yet recognized was $1,283,000.

Weighted average

The following table reflects the total activity for the stock option plans for the Year ended June 30, 2026, 2025 and 2024:

Remaining Aggregate
Number of Weighted average  Contractual Life Intrinsic Value
Options exercise price (in years) (in thousands)
678,880 $ 19.21 7.6 $10,511,000
130,000 $ 41.38
(16,000) $ 14.67
(153.644) $  (26.77) $ 4,113,000
639,236 $ 24.71 7.5 $ 17,413,000
(6,000) $ (24.27)
(5,000) $ 26.94 $ 67,000
628,236 24.70 6.5 § 4,742,000
25,000 $ 38.30
(6,000) $  (22.50)
(252,272) 3 20.51 $ 5,479,000
394,964 $ 28.27 6.4 $ 4,450,000
323,160 $ 20.75 6.9 $ 10,082,000
448,836 $ 22.02 6.1 $ 4,085,000
309,664 $ 25.47 59 § 4,238,000

There were 25,000 and 130,000 stock options granted during the fiscal years ending June 30, 2026 and 2024. There were no stock
options granted during the year ending June 30, 2025.

The total fair value of stock options vested was $1,504,000, $1,582,000 and $1,777,000 during the fiscal years ended June 30, 2026,
2025 and 2024, respectively. The aggregate intrinsic value of stock options exercised was $5,479,000, $67,000 and $4,113,000 during
the fiscal years ended June 30, 2026, 2025 and 2024, respectively. Cash received from exercises of stock options was $628,000,
$54,000 and $427,000 during the fiscal years ended June 30, 2026, 2025 and 2024, respectively.

NOTE 11 — Stockholders’ Equity Transactions

Dividends

The following table summarizes information about dividends declared by the Company for the Fiscal years ended June 30, 2026, 2025

and 2024:
Dividend Declaration Date  Stockholders of Record Date Dividend Payable Date Per Share Cash Dividend Amount
April 30, 2026 June 12, 2026 July 3, 2026 $0.15
January 29, 2026 March 12, 2026 April 3, 2026 $0.15
October 30, 2025 December 12, 2025 January 2, 2026 $0.14
August 21, 2025 September 12, 2025 October 3, 2025 $0.14
May 2, 2025 June 12, 2025 July 3, 2025 $0.14
January 30, 2025 March 12, 2025 April 3,2025 $0.125
November 1, 2024 December 12, 2024 January 3, 2025 $0.125
August 22, 2024 September 12, 2024 October 3, 2024 $0.125
May 2, 2024 June 3, 2024 June 24, 2024 $0.10
February 1, 2024 March 1, 2024 March 22, 2024 $0.10
November 2, 2023 December 1, 2023 December 22, 2023 $0.08
August 18, 2023 September 1, 2023 September 22, 2023 $0.08

FS-24



Shares Withheld

As permitted under the terms of our employee stock option plans, we may withhold shares of common stock in connection with the
exercise of stock options issued to employees to satisfy applicable tax withholding requirements. These withheld shares are not issued
or considered common stock repurchases under our stock repurchase program. We paid $1,541,000 in tax withholdings related to the
exercise of employee stock options during the fiscal year ended June 30, 2026. No tax withholdings related to the exercise of employee
stock options were paid during the fiscal years ended June 30, 2025 and 2024, respectively.

Common Shares Repurchases

On September 16, 2014, the Company’s Board of Directors authorized the repurchase of up to 2 million of the shares of the
Company’s common stock then outstanding. In December of Fiscal 2018, the Board of Directors authorized the repurchase of up to an
additional 1 million shares, and in November of Fiscal 2025, the Board of Directors authorized the repurchase of up to an

additional 1 million shares.

Such purchases may be made from time to time in the open market or in privately negotiated transactions subject to market conditions
and the market price of the common stock.

The Company currently has 359,741 available shares that can be repurchased under these authorizations. There were no repurchases of
shares for the years ended June 30, 2026 or 2024, respectively

The following table summarizes information about shares repurchased by the Company for the Fiscal year ended June 30, 2025:

Total Number of Maximum
Total Shares Purchased as  Number of Shares
Number of Average Part of Publicly that May Yet Be
Shares Price Paid Announced Plans or  Purchased Under
Period Purchased per Share Programs Plans or Programs
September 10, 2024 - September 19, 2024 193,252 $37.67 193,252 1,387,388
November 7, 2024 - December 19, 2024 282,647 $37.95 282,647 1,104,741
February 6, 2025 - March 20, 2025 745,000 $25.22 745,000 359,741
Total for the Year ended June 30, 2025 1,220,899 $30.14 1,220,899 359,741

NOTE 12 — Related Party Transaction

In March 2024, the Company's President and Chairman sold 2,000,000 shares of our common stock as a selling stockholder in an
underwritten secondary public offering at a public offering price of $40.75 per share. In connection with such offering, the selling
stockholder granted the underwriters an option to purchase additional shares (the “Greenshoe Option™) up to an

additional 300,000 shares of their common stock. On April 8, 2024, the underwriters exercised the Greenshoe Option, pursuant to
which the selling stockholder sold an additional 50,000 shares. The Company did not sell any shares in the offering and

received no proceeds from the offerings. The Company incurred $407,000 in offering expenses, which is included in Selling, General
and Administrative expenses in the consolidation statement of income for the year ended June 30, 2024.

NOTE 13 - 401(k) Plan

The Company maintains a 401(k) plan (“the Plan”) that is available to all U.S. employees and is qualified under Sections 401(a) and
401(k) of the Internal Revenue Code. Company contributions to this plan are discretionary and totaled $435,000, $283,000 and
$258,000 for the years ended June 30, 2026, 2025 and 2024, respectively.
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NOTE 14 - Commitments and Contingencies

Leases
The Company has entered into a 99-year lease, as amended, for approximately four acres of land in the Dominican Republic on which
the Company’s principal production facility is located. The lease, which expires in 2092 provides for an annual base rent of $235,000

plus $105,000 in annual service charges. The service charges increase 2% annually over the remaining life of the lease.

Operating lease obligations are included in operating lease right-of-use assets, accrued expenses and operating lease liabilities, non-
current on our consolidated balance sheets.

For the fiscal year ended June 30, 2026 and 2025, cash payments against operating lease liabilities totaled $318,000 and $345,000,
respectively.

Supplemental balance sheet information related to operating leases was as follows:

Weighted-average remaining lease term 66 Years
Weighted-average discount rate 6.25 %

The following is a schedule, by years, of maturities of lease liabilities as of June 30, 2026 (in thousands):

Year Ending June 30, Amount
2027 $ 349
2028 351
2029 353
2030 356
2031 358
Thereafter 28,951
Total future minimum lease payments $ 30,718
Less: Imputed interest 25,812
Total $ 4,906

Operating lease expense totaled approximately $468,000, $486,000 and $512,000, for the fiscal years ended June 30, 2026, 2025 and
2024, respectively.

Litigation

On August 29, 2023, a purported class action, brought on behalf of a putative class who acquired publicly traded NAPCO securities
between November 7, 2022 and August 18, 2023, was filed in the United States District Court for the Eastern District of New York
against the Company, its Chairman and Chief Executive Officer (now Founder and Executive Chairman) (the “former CEO”), and its
former Chief Financial Officer (who is currently the President and Chief Executive Officer) (the “current CEO”). The action,
captioned Zornberg v. NAPCO Security Technologies, Inc. et al., asserted claims under Sections 10(b) and 20(a) of the Securities
Exchange Act of 1934 in connection with statements made in the Company’s quarterly reports and earnings releases during the period
of November 7, 2022 through May 8, 2023. A lead plaintiff was appointed in November 2023 and lead plaintiff filed an Amended
Complaint on February 16, 2024. The Amended Complaint added claims under Sections 11, 12, and 15 of the Securities Act of 1933
in connection with the secondary public offering in February 2023. These additional claims were brought against the Defendants
named in the initial complaint, as well as the directors who allegedly signed the offering materials, and the underwriters for the
offering. Defendants filed a motion to dismiss the Amended Complaint on April 26, 2024. On April 11, 2025, the Court granted in
part and denied in part the motion to dismiss. The Section 11 and Section 12 claims brought against the individual Defendants were
dismissed; the remaining claims survived the motion to dismiss. On May 12, 2025, Defendants filed Answers to the Amended
Complaint. On September 29, 2025, Plaintiffs moved for class certification of both the Exchange Act and remaining Securities Act
claims. On October 17, 2025, pursuant to a joint letter and stipulation filed by all the parties, the Court dismissed the Securities Act
claims with prejudice and certified a class with respect to the Exchange Act claims. On February 9, 2026, a Second Amended
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Complaint was filed that added additional allegations but did not modify the claims brought against Defendants. On April 15, 2026,
Defendants and Plaintiffs filed letters requesting a pre-motion conference regarding Defendants’ proposed motion for summary
judgment and Plaintiffs’ proposed partial motion for summary judgment, respectively, which the Court scheduled for May 5, 2026. On
May 1, 2026, the parties reached a settlement in principle to resolve all remaining claims. The Company has accrued a liability of
$16,000,000 in the third quarter with respect to this litigation, which is reflected in the accompanying consolidated financial
statements. A settlement agreement has been substantially finalized. Once final, it will be subject to Court approval.

On November 26, 2024, a putative derivative lawsuit captioned Minzer v. Soloway, et al., Case No. 2024-1218, was filed in the Court
of Chancery in the State of Delaware against the Company’s former CEO, the current CEO, and certain current and former directors.
The Company is a “Nominal Defendant” in the lawsuit. After the Company and the individual Defendants moved to dismiss or stay
the action, the Plaintiff filed an Amended Complaint on June 12, 2025. The Amended Complaint alleges, among other things, that the
individual Defendants breached their fiduciary duties and aided and abetted breach of fiduciary duties by allowing the Company to
remain with ineffective internal controls over financial reporting and inventory and by allowing for the dissemination of false and
misleading financial information in public filings. The Amended Complaint also brings breach of fiduciary duty and unjust enrichment
claims in connection with stock sales by the Company’s former CEO and its current CEO and seeks indemnity and contribution. The
Company’s status as a “Nominal Defendant” in the action reflects the fact that the lawsuit is maintained by the named Plaintiff on
behalf of the Company and that the Plaintiff seeks damages on the Company’s behalf. Defendants filed a second motion to dismiss or
stay the case on August 22, 2025. On May 7, 2026, the motion to stay was denied and the motion to dismiss was granted in part and
denied in part, with four current and former directors being dismissed from the action; and certain claims against the former CEO and
his wife, the current CEO, and the Chair of the Audit Committee remaining. On June 30, 2026, the Company’s Board of Directors
appointed a special litigation committee (the “SLC”) to investigate the claims asserted in the action. On August 4, 2026, the parties
and the SLC entered into a stipulation requesting the Court stay the action for 180 days pending the SLC’s investigation and the Court
subsequently so-ordered the 180-day stay.

On April 25, 2025, a purported class action, brought on behalf of a putative class who acquired publicly traded NAPCO securities
between February 5, 2024 and February 3, 2025, was filed in the United States District Court for the Eastern District of New York
against the Company, its former CEO, and its former Chief Financial Officer (the current CEO). The action, captioned Patel v.
NAPCO Security Technologies, Inc. et al., asserts securities fraud claims under Sections 10(b) and 20(a) of the Securities Exchange
Act of 1934 in connection with statements made in quarterly earnings releases and calls during the period of February 5, 2024 through
February 3, 2025. On March 10, 2026, the Court appointed Co-Lead Plaintiffs. On April 24, 2026, the Court approved the parties’
proposed case management schedule. On May 11, 2026, Co-Lead Plaintiffs filed an Amended Complaint. On July 13, 2026,
Defendants filed a letter requesting a pre-motion conference regarding Defendants’ proposed motion to dismiss the Amended
Complaint. On July 20, 2026, Co-Lead Plaintiffs filed a letter opposing Defendants’ request for a pre-motion conference and proposed
motion to dismiss. The Company believes it has meritorious defenses and intends to vigorously defend against the Action.

With respect to all litigation and related matters, the Company records a liability when the Company believes it is probable that a
liability has been incurred, and the amount can be reasonably estimated. As of the end of the period covered by this report, due to the
stage of the cases the Company is not able to estimate any range of potential loss related to these matters and has not recorded any
liability other than the settlement described above. It is possible that the Company could be required to pay damages (in excess of
insurance coverages), incur other costs or establish accruals in amounts that could not be reasonably estimated as of the end of the
period covered by this report.

IEEPA Tariff Refunds

On February 20, 2026, the U.S. Supreme Court ruled that certain tariffs imposed under the International Emergency Economic Powers
Act (“IEEPA”) were invalid, and in March 2026, the U.S. Court of International Trade further ruled that importers that paid such
tariffs are due refunds.

During the year ended June 30, 2026, U.S. Customs and Border Protection approved certain of the Company’s refund claims for tariffs

previously paid under IEEPA. Based on the approval received and the absence of remaining substantive contingencies, the Company
determined that $3,353,000 was realized or realizable as of and for the year June 30, 2026.

FS-27



The Company recognized a receivable of $2,931,000 in accounts and other receivables in the accompanying consolidated balance
sheet as of June 30, 2026. Tariff refunds received and or accrued as of June 30, 2026, were recognized in cost of goods sold in the
accompanying consolidated statement of income, and approximately $1,003,000 of the recognized refund pertained to periods prior to
fiscal 2026.

Although we may be entitled to additional refunds of previously paid IEEPA tariffs, the amount and timing of any such refunds
remain uncertain. Following these rulings, new tariffs under other laws and imports from more countries were imposed, in addition to
existing non-IEEPA tariffs.

Employment Agreements

As of June 30, 2026, the Company was obligated under three employment agreements and one severance agreement. The employment
agreements are with the Company’s former Chief Executive Officer (“Former CEO”) now Founder and Executive Chairman, one with
the Chief Financial Officer and Chief Accounting Officer (“CFO”), and with the Company’s Senior Vice President of Engineering and
Chief Technology Officer (“the SVP of Engineering”). The severance agreement is with the Company’s current President and Chief
Executive Officer (“Current CEO”).

The employment agreement with the former CEO provides for an annual salary of $1,019,000, as adjusted for inflation; incentive
compensation as may be approved by the Board of Directors from time to time; and a termination payment in an amount up to 299%
of the average of the prior five calendar years’ compensation, subject to certain limitations, as defined in the agreement. The
employment agreement renews annually in August unless either party gives the other notice of non-renewal at least six months prior to
the end of the applicable term.

The employment agreement with the SVP of Engineering expires in August 2026 and provides for an annual salary of $476,000, and,
if terminated by the Company without cause, severance of nine months’ salary and continued company-sponsored health insurance for
six months from the date of termination.

The severance agreement is with the current CEO and provides for, if terminated by the Company without cause or within

three months of a change in corporate control of the Company, severance of nine months’ salary, based on a salary of $654,000,
continued company-sponsored health insurance for six months from the date of termination and certain non-compete and other
restrictive provisions.

The agreements with the former CEO and Current CEO described above have been superseded by new agreements executed
subsequent to June 30, 2026. See Note 16.

NOTE 15 — Segment and Geographical Data

Segment Information

Operating segments are defined as components of an enterprise about which separate discrete information is available for evaluation
by the chief operating decision maker. We have one operating and reportable segment.

The Company’s CODM, (the President and Chief Operating Officer) evaluates performance of the Company and makes decisions
regarding the allocation of resources based on total Company results. The measure of segment assets is reported on the balance sheet
as total consolidated assets. The consolidated net income is the measure of segment profit that is most consistent with U.S. GAAP.
Segment profit is used in developing the overall strategy and during the annual budget process, as well as considered in budget-to-
actual variances on a monthly basis when making decisions about the allocation of operating and capital resources.
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The CODM is regularly provided with not only the consolidated expenses as noted on the face of the income statement, but also the

significant segment expenses as below:

Net Revenue
Less:
Cost of revenue

Compensation-related expenses!
Commission expenses
Marketing, advertising and other promotional expenses
Research and development (excluding compensation related benefits)
Selling, general, and administrative expenses®
Litigation settlement cost
Interest and other (income), net
Provision for Income Taxes
Segment Profit

(1) Excludes stock based compensation.

Fiscal Year ended June 30,

2026 2025 2024
(in thousands)

$ 202316 $ 181,621 $ 188,820
82,525 80,591 87,066
29,729 27,922 23,060
6,939 6,165 5,519
4,096 3,753 3,262
1,645 1,475 1,476
15,744 15,456 14,619
16,000 — —
(4,184) (3,810) (2,568)
6,795 6,663 6,568

S 43,027 $ 43406 $ 49,818

(2) Excludes compensation-related expenses, commission expenses and marketing, advertising and other promotional expenses.

Geographic Information for Revenue

The Company is engaged in one major line of business: the development, manufacture, and distribution of security products,
encompassing access control systems, door-locking products, intrusion and fire alarm systems and video surveillance products for
commercial and residential use. The Company also provides wireless communication service for intrusion and fire alarm systems. These
products are used for commercial, residential, institutional, industrial and governmental applications, and are sold worldwide principally
to independent distributors, dealers and installers of security equipment. Sales to unaffiliated customers are primarily shipped from the
United States. The Company has customers worldwide with major concentrations in North America. All of the Company’s sales
originate in the United States and are shipped primarily from the Company’s facilities in the United States. There were no sales into any
one foreign country in excess of 10% of total Net Sales. The following table presents net sales by geographic area (in thousands).

Sales to external customers:
United States
Foreign
Total Net Revenue
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Fiscal Year ended June 30,

2026 2025

2024

$199,584 $180,072 § 187,724
2,732 1,549

1,096

$202,316 $ 181,621

$ 188,820




Geographic Information for Long-Lived Assets

Long-lived assets include property and equipment, net and operating lease right-of-use assets, net. Our long-lived assets are based on
the physical location of the assets. The following table presents long-lived assets by geographic area (in thousands).

As of June 30,
2026 2025
Long-lived assets:
United States $ 5814 $ 5264
Dominican Republic 8,330 9,157
Total Long-lived assets $ 14,144 $ 14,421

NOTE 16 — Subsequent Events

The Company has evaluated subsequent events occurring after the date of the consolidated financial statements through the date the
consolidated financial statements were issued for events requiring recognition or disclosure.

Cash Dividend

On August 20, 2026, the Company’s Board of Directors declared a cash dividend of $.17 per share payable on October 2, 2026 to
stockholders of record on September 11, 2026.

Employment Agreements

On July 8, 2026, the Board of the Company, approved a leadership transition plan whereby the former Chairman and CEO, will serve
as Founder and Executive Chairman, and the former President and Chief Operating Officer, will serve as Chief Executive Officer and
President. The transition was effective as of July 8, 2026.

In connection with the transition and appointment to Founder and Executive Chairman, the Company entered into an Employment
Agreement with the former Chairman and CEO effective as of July 8, 2026, whereby he will receive an annual base salary of
$800,000 and be eligible for an annual cash performance bonus targeted at 50% of base salary, in addition to being eligible for an
annual equity award targeted at 50% of base salary.

In connection with the transition and appointment to Chief Executive Officer and President, the Company entered into an Employment
Agreement with the former President and Chief Operating Officer effective as of July 8, 2026, whereby he will receive an annual base
salary of $900,000 and be eligible for an annual cash performance bonus targeted at 50% of base salary, in addition to being eligible
for an annual equity award targeted at 50% of base salary.

The employment agreements for both executives also provide for severance upon a termination without cause or a resignation for

good reason, equal to two times their base salary and target bonus amount which is conditioned upon a standard release of claims.
Both executives are subject to restrictive covenant obligations, including non-competition and non-solicitation obligations.
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ITEM 9: CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE.

None
ITEM 9A: CONTROL AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to provide reasonable assurance that the controls and procedures
will meet their objectives. In designing and evaluating the disclosure controls and procedures, management recognizes that any
controls and procedures, no matter how well designed and operated, can provide only reasonable, not absolute, assurance that the
desired control objectives are met. Further, the design of a control system is a resource constraint, therefore, in reaching a reasonable
level of assurance, management applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures.
Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and may not be
detected.

Management, including our Chief Executive Officer (who is designated as our principal executive officer) and our Chief Financial
Officer (who is designated as our principal financial officer), evaluated the effectiveness of our disclosure controls and procedures as
defined in Rule 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), as of June 30,
2026. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that our disclosure controls
and procedures were effective at a reasonable assurance level, as of June 30, 2026.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting (as defined in Rule
13a-15(f) under the Exchange Act). Management conducted an assessment of the effectiveness of our internal control over financial
reporting as of June 30, 2026 based on the criteria set forth in “Internal Control-Integrated Framework™ (2013) issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on this assessment, management has
concluded that our internal control over financial reporting was effective as of June 30, 2026 based on those criteria.

Management reviewed the results of its assessment with our Audit Committee. Deloitte & Touche LLP, our independent registered
public accounting firm, has audited the effectiveness of our internal control over financial reporting as of June 30, 2026, and has
issued an attestation report on our internal controls over financial reporting, which is included herein.

Changes in Internal Control over Financial Reporting

During the quarter ending June 30, 2026, there were no changes in the Company’s internal controls over financial reporting that have
materially affected, or are reasonably likely to materially affect, the Company’s internal controls over financial reporting.



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Stockholders and the Board of Directors of Napco Security Technologies, Inc.
Opinion on Internal Control over Financial Reporting

We have audited the internal control over financial reporting of Napco Security Technologies, Inc. and subsidiaries(the "Company")
as of June 30, 2026, based on criteria established in Internal Control — Integrated Framework (2013) issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). In our opinion, the Company maintained, in all material respects,
effective internal control over financial reporting as of June 30, 2026, based on criteria established in Internal Control — Integrated
Framework (2013) issued by COSO.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States)
(PCAOB), the consolidated financial statements as of and for the year ended June 30, 2026 , of the Company and our report dated
August 24, 2026, expressed an unqualified opinion on those financial statements.

Basis for Opinion

The Company's management is responsible for maintaining effective internal control over financial reporting and for its assessment of
the effectiveness of internal control over financial reporting, included in the accompanying Management's report on Internal Control
over Financial Reporting . Our responsibility is to express an opinion on the Company's internal control over financial reporting based
on our audit. We are a public accounting firm registered with the PCAOB and are required to be independent with respect to the
Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material respects.
Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion.

Definition and Limitations of Internal Control over Financial Reporting

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company's internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

/s/ DELOITTE & TOUCHE LLP

Jericho, New York
August 24, 2026



ITEM 9B: OTHER INFORMATION

The Company adopted an Insider Trading Policy on May 6, 2021. The policy was filed as an exhibit to the Company’s form 8-K filed
on May 6, 2021.

PART III
ITEM 10: DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information about our directors appearing in the Company’s Definitive Proxy Statement for the 2024 Annual Meeting of
Stockholders, to be filed with the Securities and Exchange Commission pursuant to Regulation 14A within 120 days after the end of
the fiscal year covered by this Annual Report on Form 10-K (“Proxy Statement”) under the heading “Election of Directors”, is
incorporated herein by reference.

We have adopted a Code of Ethics which applies to our senior executive and financial officers, among others. The Code is posted on
our website, www.napcosecurity.com, under the “Investors — Other” caption. We intend to make all required disclosures regarding any
amendment to, or waiver of, a provision of the Code of Ethics for senior executive and financial officers by posting such information
on our website.

The information appearing in the Proxy Statement relating to the members of the Audit Committee and the Audit Committee financial
expert under the headings “Corporate Governance and Board Matters — Board Structure and Committee Composition” and “Corporate
Governance and Board Matters — Board Structure and Committee Composition — Audit Committee” and the information appearing in
the Proxy Statement under the heading “Delinquent Section 16(c) Beneficial Ownership Reporting Compliance” is incorporated
herein by this reference.

The information set forth in the Proxy Statement under the heading “Information Concerning Executive Officers” is incorporated
herein by reference.

ITEM 11: EXECUTIVE COMPENSATION

The information appearing in the Proxy Statement under the heading “Executive Compensation” and the information appearing in the
Proxy Statement relating to the compensation of directors under the caption “Compensation of Directors” are incorporated herein by
this reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information appearing in the Proxy Statement under the heading “Beneficial Ownership of Common Stock™ is incorporated herein
by this reference.

Information regarding Equity Compensation Plan Information as of June 30, 2024 is included in Item 5.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information appearing in the Proxy Statement under the headings “Corporate Governance and Board Matters — Independence of
Directors,” “Corporate Governance and Board Matters — Board Structure and Committee Composition,” “Corporate Governance —
Policy with Respect to Related Person Transactions,” and “Executive Compensation — Certain Transactions” is incorporated herein by
this reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Information appearing in the Proxy Statement under the headings “Principal Accountant Fees” and “Policy on Audit Committee Pre-
Approval of Audit and Permissible Non-Audit Services of Independent Auditors” is incorporated herein by this reference.
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