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PART |
Item 1. Business
Business Development.

In 1950, John, Ray, and Hartford Henry founded Md&mos. Electronics. They sold Henry Bros. Elesics to Communication Group, Inc.
(“CGI") in 1985. In 1989, Jim Henry, our Chairmand Chief Executive Officer, and Irvin Witcosky,rdarmer President and Chief
Operating Officer reacquired certain assets, iroythe name Henry Bros. Electronics from CGI. 991 we acquired the assets of the
former Motorola CCTV division and formed Viscom Buzts, Inc. (“Viscom”). In 1999 we formed a comparamed Integcom Corp.,
incorporated in Delaware, into which we transfeeth HBE and Viscom. In 2001, we changed our nenigiversified Security Solutions,
Inc. and in 2005 we changed our name to Henry Belextronics, Inc. (“HBE").Following is a listing of key business developmesitgee the
inception of HBE:

« In November 2001, we completed our initial publffedng, including the underwriter’s over-allotmemtion of an aggregate of
1,725,000 shares of common stock. Our sharesadedron the NASDAQ under the ticker symbol HI

« In May 2002, we purchased Photo Scan Systems(“Rlgoto Scan”) a security integrator located inttemn California and changed
its name to Henry Bros. Electronics, Inc. in Decen2002.

« In August 2002, Photo Scan acquired National Safeatifornia, Inc. which sells and services alamowity equipment, lock and
timing mechanisms, vault security, control and lhgc&ystems and high resolution security equipmeeti oy commercial bank

« In September 2002, Photo Scan acquired Corporat&riSelntegration, LLC (“CSI”) a security integ@tlocated in Phoenix,
Arizona, and subsequently changed its name to Heroy. Electronics, LLC

« In April 2004, we acquired Airorlite Communicatigriac. (“Airorlite”), a company located in New Jeysthat specializes in the
design, manufacture and maintenance of wirelessmgritations equipment used to enhance emergeniryfraduency services
and cellular communication for both fixed and mekapplications

« In October 2005, we acquired Securus, Inc. a sigantegrator with offices in Denver and Coloradarigs, Colorado.

« In October 2006, we acquired CIS Security Systemp J“CIS”), a privately-held security systemsagtator with offices in
Baltimore, Maryland and Newington, Virginia and atgd certain assets of Southwest Securityscan(8#l), a privately-held
company headquartered in Duncanville, Texas thatiges installation, service and monitoring of as;esurveillance and alarm
systems

Our principal executive offices are located at 17F@llitt Drive, Fair Lawn, New Jersey 07410, and telephone number is (201) 794-6500.




Business of Issuer

We are an established leader in the electroniciphlysecurity industry providing technology-basetégrated electronic security systems,
services and emergency preparedness consultatmmtmercial enterprises and government agencies.

Security Distributing and Marketing magazine (“SDManks by each of their 2007 revenue the top aéfekt firms selling closed circuit TV
(“CCTV"), access control and integrated security systemswge ranked No. 14 in SDM's Top Systems IntegsaReport published in Ju
2008. As a single-source/turn-key provider of déifeed technology-based integrated security sohgtjave can expedite project completion
and optimize system manpower performance. The maaity evolving security requirements of commeraiatl government entities, together
with rapidly advancing technology, provides numearopportunities for us to assist our clients whthitt security needs.

We believe that the following key attributes pravias with a sustainable competitive advantage:

. Experience and expertise;

. Technological know-how;

. Commitment to customer service; and
. Strong list of references.

Our Vision and Strategy

Our vision is to maintain our leadership positinrsecurity technology. We intend to do this in st

. Providing advice on product selection and systesigte
. Examining and thoroughly testing each security pob@s it would be set up for use in our customiaslities; and
. Using only systems and components that are reledeefficient to use.

In addition to growing the business organically,lveee been actively pursuing the strategic acdomsdf synergistic integrators and specic
products and service companies to further fueldstgaowth. Consistent with our expansion strategy have acquired seven companies
since May of 2002.

Business Segments

Our operations are divided into two business segsnesecurity System Integration (“Integration”da®pecialty Products and Services
(“Specialty”). The Integration segment providegadte to grave services for a wide variety of siigucommunications and control

systems. The Company specializes in turn-key systhat integrate many different technologies. t&ys are customized to meet the
specific needs of its customers. Through the Sfig@agment we provide emergency preparednessaragrand specialized radio frequency
communication equipment and integration. Eacthef@ompanys segments markets its products and services matierwith an emphasis
Arizona, California, Colorado, Maryland, New Jersigw York, Texas and Virginia. Customers are primanedium and large businesses
and governmental agencies. The Company derivegaityaf its revenues from project installationsdato a smaller extent, maintenance
service revenue.




Integration Segment

At the beginning of each new client relationshi, designate one member of our professional stdffeaslient service contact. This
individual is the point person for communicatioredvieeen the client and us and often serves asitm@'slproject manager for all of its
security needs. Our engagement may include:

. Consulting and planning;

. Engineering and design;

. Systems installation and management;
. Systems training; and

. Maintenance and technical support.

Consulting and Planning

Security consulting and planning are the initishpds of determining a security solution for a prbjé/e have developed a planning process
that identifies all systems, policies and procedudhat are required for the successful operatiams#curity system that will both meet a
client's current needs and accommodate its prajdatare requirements. Our consulting and planmiracess includes the following steps:

. Identify the client's objectives and security sgstequirements;

. Survey the site(s), including inventory of physicamponents and software and evaluation of cliexisting infrastructure
and security systen

. Assess and prioritize the client's vulnerabilities;

. Develop and evaluate system alternatives;

. Recommend a conceptual security plan design;

. Estimate the cost of implementing the conceptuahphnd

. Develop a preliminary implementation schedule.

As a result of this process, we provide the cligith a master plan for an effective security santthat addresses routine operating needs as
well as emergency situations.

We believe that our comprehensive planning proeaasles our clients to budget for their securigureements on a long-term basis, identify
opportunities for cost reduction and prepare fouri risks.

Engineering and Design

The engineering and design process involves préparaf detailed project specifications and workirgwings by a team of our engineers,
systems designers and computer-aided design sygierators. These specifications and drawingsldegicamera sensitivity requirements,
layout of the control center, placement of cameras] readers and other equipment and electriqairements. Throughout our engineering
and design process, our goal is to understandligumt's operational preferences in order to desiggstem that is functional, cost-effective
and accommodates our client's present and futqueérements. In addition, we attempt to incorpo@ieclient's existing personnel,
equipment and other physical resources into thesysesign.




When retained as a single-source provider for kéynsecurity solutions, we select system comporrewsired under the specifications and
drawings. We recommend that our customers buy proffethe-shelf devices and software and resocustom equipment only when
absolutely necessary.

We have made a strategic decision not to repreggnéquipment manufacturer exclusively, therebyntaéiing objectivity and flexibility in
equipment selection. We believe that our techrpealiciency with the products available from a wid@ge of manufacturers enables us to
select components that will best meet a projeetisirements.

Systems Installation and Management
Under the supervision of the manager of the propaat technicians install hardware, integrate hamgvwand software, and validate and tes

system. Subcontractors typically perform the aspetsystems integration that do not require a kégkl of technical expertise, such as wire
installation and basic construction. Componentsriigy be integrated in a security system inclugefotiowing:

. Access control systems, which are designed to dralmauthorized personnel from specified areas;

. Intrusion detection systems, which detect unautiedridoor and window openings, glass breakage, tiobramotion, nois
and alarms and other peripheral equipm

. Closed circuit television systems, which monitod aecord entry and exit activity or provide surlaitce of designatt
areas

. Critical condition monitoring systems, which progidlarm monitoring and supervision of various systand facilities; an

. Intercoms, public address systems, fire detectignass and network connectivity that can expandaall security syste

into a closely controlled worldwide syste
Systems Training

Upon completion of a systems integration projed,typically will provide the customer with systemcdmentation and training in the
operation and maintenance of the system.

Maintenance and Technical Support

We provide maintenance and technical support seswa a scheduled, on-call, or emergency basisel$ervices include developing and
implementing maintenance programs both for secsgistems designed, engineered, or integrated bydigor existing systems.

Foecialty Segment

Airorlite specializes in designing, manufacturimglanaintaining wireless communications equipmertius enhance and extend emergency
radio frequency services and cellular communicatimrboth fixed and mobile applications. Our Diviéexl Securities Solutions, Inc. division

(formerly our EPP division) works with high-risefick building management to analyze their speé#ailities needs relating to emergency
response plans and the communication and trairfisgah plans to the building community.




Marketing

Our marketing activities are conducted on bothamati and regional levels. We obtain engagementaitfir direct negotiation with clients,
competitive bid processes and referrals. At thenat level, we conduct analyses of various indestand target those with significant
demand for security solutions.

We have developed expertise in the security reiguisitapplicable to airports and seaports, highbisklings, public transportation systems,
healthcare, financial, educational and other velticarkets. We have identified several key indestor facility types that we believe have
substantial and increasing requirements for sgcsetvices, including corporate campuses and fetharidities.

Customers

We provide our products and services to custonmetise public and private sectors through directs& end-users and through
subcontracting agreements and have provided sertoceustomers representing each of the verticaketsdescribed under Marketing.

Suppliers

We procure components and finished products framarity of suppliers as needed through purchasersrilVe actively manage this process
to ensure component quality, steady supply anddmsts. While there could be a short-term disrupiioqualifying vendors, we believe that
the components we utilize could be obtained fromrahtive sources, or that our products could Hesigned to use alternative suppliers’
components, if necessary.

Competition
The security industry is highly fragmented and cetitjve. We compete on a local, regional and natidrasis with systems integrators,

consulting firms and engineering and design firfigr competitors include equipment manufacturersvaamiors that also provide security
services. Many of our competitors have greater naoegnition and financial resources. We belidag wve compete primarily on our ability
to deliver solutions that effectively meet a cllismequirements and, to a lesser extent and ptimiarcompetitive bid situations, on price.
Many of the larger public sector projects requieefprmance bonds, which may limit our ability tongoete with larger competitors as the
prime contractor, depending upon the specificatafrtbe project.

Employees

As of March 10, 2009, we had 246 full time emplaydacluding officers, of whom: 154 were engagedngineering, systems installation
and maintenance services, 52 in administrationsaedunting, and 40 in marketing and sales. NormipEmployees are covered by a
collective bargaining agreement or are represdnyaalabor union. We consider our relationship veitin employees to be satisfactory.

Our business requires substantial technical capiabiin many disciplines, from mechanics and cotapsacience to electronics and advanced
software. We emphasize continued training for ned existing technical personnel. Accordingly, wadact training classes and seminars
in-house, send select employees to technical sskal avail ourselves of training opportunitieemt by equipment manufacturers and
other specialists on a regular basis.




Seasonality

Revenue generated by our services have typica#im Beasonal in nature and there could be periofiisatdiations in revenue volume due to
the timing of project installations or factors tlaaé beyond the Company’s control, such as weatieiconstruction delays.

Backlog

At December 31, 2008, the dollar amount of backlelieved to be firm was $23,701,243. At December28D7, our backlog was
$26,567,167.

All orders are subject to modification or cancédlatby the customer with limited changes. We bdalithat backlog may not be indicative of
actual sales for the current fiscal year or anyseding period.

Pricing

We employ a variety of pricing strategies for cenéces. Systems integration project pricing iscoagpon the estimated cost of the
equipment for the project including a profit margdtus the estimated hours for each skill set, ireguto complete the project multiplied by
the fully burdened hourly rate, plus a profit margPricing for engineering and maintenance sesvare determined based on the scope ¢
specific project and the length of our engagenfrgposals for consulting and threat assessmeritesrare priced based on an estimate of
hours, multiplied by standard selling rates or gn@ect basis.

AVAILABLE INFORMATION

We maintain an Internet website at the followingi@ds: www.hbe-inc.com. The information on our vitehis not incorporated by reference
into this Annual Report on Form 10-K. We make aafalé on or through our website certain reportsamdndments to those reports that we
file with or furnish to the Securities and Exchar@@mmission (the “SEC”) in accordance with the Siies Exchange Act of 1934. These
include our annual reports on Form 10-K, our qubrteports on Form 10-Q and our current report$-orm 8-K. We make this information
available on our website free of charge, as soarasonably practicable, after we electronically tihe information with, or furnish it to, the
SEC.

FORWARD-LOOKING STATEMENTS

This report includes forwarlboking statements within the meaning of SectioA &7 the Securities Act of 1933, as amended, arddi@e21E

of the Securities and Exchange Act of 1934, as ae@nForward looking statements may be identifigduch words or phrases as “believe,”
“expect,” “intend,” “estimate,” “anticipate,” “preict,” “will,” “may” and similar expressions. All atements that address operating
performance, events or developments that we expexiticipate will occur in the future are forwdobking statements. The forward-looking
statements used herein are not guarantees of fatufermance and involve a number of risks and dairgies. Factors that might cause

actual results to differ materially from the expmattesults described in or underlying our forwardking statements include:

. Conditions in the general economy and in the margetved by us;
. Competitive factors, such as price pressures;




. Interruptions of suppliers’ operations or the refusf our suppliers to provide us with componentemals; and
. The risk factors listed from time to time in ourGEeports.

This list is not exhaustive. Except as requiredanridderal securities laws and the rules and réigu&promulgated by the SEC, we do not
have any intention or obligation to update publizhy forward-looking statements after the filingtlot Annual Report on Form 10-K,
whether as a result of new information, future ésechanges in assumptions or otherwise .

ltem 1A. Risk Factors

Our business, operations and financial conditioassabject to various risks. Some of these areritesl below. This section does not
describe all risks that may be applied to our Camgpaur industry or our business and is intenddg as a summary of certain material risk
factors.

Current economic conditions may cause a decline in business spending which could adversely affect our business and financial performance.

Our operating results are impacted by the healtthe®fU.S economy. Our business and financial pmdioce may be adversely affectec
current and future economic conditions, such aagtion in the availability of credit to our custers and recession.

We are dependent upon a small number of customers for a large portion of our revenues.

We have a small number of customers from whicheeeive a large portion of our revenues. Our waitk wur largest customer accounted
for 6.8% of total revenue during 2008, with ourefilargest customers represented approximately 28f2%r 2008 revenue. Revenues from
governmental agencies accounted for 36.7% in 2088us 40.7% and 22.6% in 2007 and 2006, respécti@onsequently, we are often
required to replace one customer with one or mdreraccustomers in order to generate the same ansbuevenues. There can be no
assurance that we will continue to be able to do so

Some of our orders and contracts may be cancelled or modified so thereis a risk that our backlog may not be fulfilled.

Some of our orders and contract backlog are sulijezncellation or modification by our customeramy time so we cannot be certain that
we will fully recognize revenue from them. At Dedeen 31, 2008, the dollar amount of backlog belietele firm was $23,701,243.

We are dependent on a few vendors and rely on timely delivery of equipment from outside sources.

There are a few vendors from whom we obtain devacessoftware for specific access control, imagiagiote transmission, smart key and
mobile applications. The loss of any one of thesaganies as suppliers could have a materially agvenpact on our business, financial
condition and results of operations if we are uedbldevelop or acquire new technologies from osloeirces. We believe there are alterne
vendors to source such products.




Timely vendor deliveries of equipment meeting oualify control standards from all suppliers areamportant to our business because each
installed system requires the integration of aatgrof elements to be fully functional. The failucedeliver any component when required, in
operating condition, can delay the project, trigggicontract penalties, delay in progress paymantésmay result in cancellation of the
project.

We have not been consistently profitable and may not be profitable in the future.

For the years ended December 31, 2008, 2007 ar@l@@Cevenues were $62,357,466, $57,852,216 ahd $2,852, respectively. Our net
income was $1,557,756 for the year ended Decenhe2@®8. However, we had a net loss of $303,3@4$27260,138 million for the years
ended December 31, 2007 and 2006, respectivelycaegnake no assurances that we will be profitabiee future.

We experience intense competition for business from a variety of sources.

In systems integration, we compete for new busimésslarge construction firms, electrical contiastand consultants in the security
business and other systems integrators. Many of@mpetitors are much larger and have greater ressu In order to effectively compete
the future, we may have to charge less for ourieesywhich may result in lower profit margins.

Werely on a key executive.

James E. Henry is vital to our business. Losing ¢tdmld have a materially adverse impact on ourrassi, financial condition or results of
operations.

Our business and growth will suffer if we are unable to hire and retain highly skilled personnel.

Competition for highly skilled employees is interseur industry. The design and manufacture ofgent, and the installation of our
systems, requires substantial technical capalsiliienany disparate disciplines from mechanics@mputer science to electronics and
advanced software. Our future success dependsrabdity to attract, train, motivate and retaighly skilled employees. If we are unable to
hire and retain skilled personnel, our growth mayéstricted, the quality of our products and sswidiminished and our revenues and the
value of your investment reduced. There is no assgr that we will be able to retain our skilled égpes or attract, assimilate and retain
other highly skilled employees in the future.

Lengthy revenue cycles.

Revenue from our services and products frequentiglves a substantial commitment of resources #&uae a potential project and prepa
proposal. In addition, approval of proposals ofterolves a lengthy process due to clients' intepmatedures and capital expenditure
approval processes. We may not be awarded a ptbgove have prepared a proposal for and, evee ire, a substantial period of time
may elapse from when we make a proposal to whecaneecognize revenues from the project.

Seasonality.

Revenues of our services have typically been sehsonature and there could be periods of fludtuest in revenue volume due to the timing
of project installations or factors that are beytimel Company’s control, such as weather and coctgirudelays.
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We may make acquisitions or formjoint ventures that are unsuccessful.

Part of our growth strategy involves acquisitiongoint ventures with other system integrators.sls$trategy is subject to the following risks,
the occurrence of which could have a materiallyeasle impact on our business, financial conditioresults of operations:

. We may not be able to identify suitable acquisi@ma joint venture candidates.

. If the purchase price of an acquisition includeshcave may need to use a significant portion ofauailable cash or credit
facility with our bank.

. We could have difficulty assimilating the acquilgempany's operations and personnel or working thighjoint
venture. These difficulties could disrupt our oimgpbusiness, distract our management and empl@mekscrease our
Ccosts.

. We may not be able to retain key employees of tiggliaged companies or maintain good relations wi#ttustomers or
suppliers.

. We may be required to incur additional debt.

. We may be required to issue equity securities jofpasuch acquisition, which will dilute existirgpareholders.

. We may have to incur significant accounting chargash as for an impairment of intangible asseksclvmay adversely

affect our results of operatior
Thetrading volume in our common stock fluctuates and as a result you may find it difficult to sell your shares of our common stock.
Our common stock is listed on the Nasdaq Stock BtarRrading in our common stock fluctuates andame days is minimal. Failure to
maintain an active trading market in our commorrlstmould negatively affect the price of our comnstock and your ability to sell our
common stock.
Item 1B.  Unresolved Staff Comments
None.
Item 2. Properties
A description of the facilities we lease follows:
« 31,801 square foot sales, office, training and wause facility that also serves as our corpordtesin Fair Lawn, New
Jersey. This facility is a portion of a singlergtacinder block building in a commercial and inttigd park. The lease on this space
terminates on October 31, 2016, and provides faraal rent of $214,657 (escalates yearly) umat tate, payable in equal
monthly installments of $17,888, plus taxes of agpnately $5,414 per month. We are also responsibléhe cost of property tax
increases, utilities, repairs, maintenance, altaraf cleaning and insurant
« 8,980 square foot sales, office and warehousetfaiil Fullerton, California. A two-story, concrebeiilding in an office complex,
this space is leased until November 15, 2011 aivanage annual rent of $113,148 and has an anscalb¢ion clause, payable in

equal monthly installments of $9,429, with addiiboosts for maintenance, insurance, repairs aedasibns, utilities, property tax
increases and cleanir
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« 4,749 square foot sales, office and warehousétfaril Irving, Texas near the Dallas-Fort Worth part. A singlestory, cinder blocl
building in an office complex, this space is leasatll August 1, 2015 at an annual average reritd88,600, payable in equal
monthly installments of $3,300, with additional tofor insurance, repairs and alterations, utdlitigroperty taxes and cleanit

. 7,628 square foot sales, office and warehousétfaril Phoenix, Arizona near the Phoenix Airportsiagle-story, concrete building
in an office complex, this space is leased untijést 2012 at an average annual rental of $107&8&ble in average monthly
installments of $8,949, with additional costs fiosurance, repairs and alterations, utilities, tameeases and cleanir

« 2,711 square foot office space in New York City $ates and project management personnel. This temsmenced on December
29, 2006, with an annual rental of $68,962, payabtaonthly installments of $5,747, not includingjities. The lease escalates
yearly and expires February 29, 20

- 16,045 square foot sales, office and warehousét§aici Denver, Colorado. This facility is in a gjle-story, cinder block building in
commercial and industrial park. The lease on thi&e terminates April 2010 and provides for an ahrent of $88,248 until that
date, payable in equal monthly installments of $4,3vith additional costs for property taxes, tiéb, repairs, maintenance,
alterations, cleaning and insuran

« 3,500 square foot sales, office and warehouse spdgelorado Springs, Colorado. This facility isa single story multi-office
complex. The lease terminates December 2010 anddes for an annual rent of $25,760 and has anamscalation clause,
payable in equal monthly installments of $2,14thveidditional costs for property taxes, utilitiespairs, maintenance, alterations,
cleaning and insuranc

« 2,400 square foot sales, office and warehousetfairilGrand Junction, Colorado. This facilityasstructural steel building with
aluminum siding. The annual rent is $12,000 plyabequal monthly installments of $1,000. Thare additional costs for taxes,
utilities, maintenance, alterations, cleaning arslirance. The lease on this space expires on Nmred0d, 2009.

« 4,800 square foot sales, office and warehousétfairilNewington, Virginia. This facility is in aingle story multi-office
complex. The annual rent is $78,930 and has anamscalation clause. The lease expires on Jyl2@0. The lease includes
utilities.

« 2,400 square foot sales office facility in BaltirmpMaryland. This facility is in a single storyidik multi-office complex. The annual
rent is $27,840 and has an annual escalation clalise lease expires on August 31, 2011. Theraddéional charges for trash
removal, gas and common area maintene

These facilities or similar facilities should meeir operational needs for the foreseeable future.

12




Item 3. Legal Proceedings

In July 2007, an accident occurred in Corona, Galifs involving one of the Company’s vehicles. Tperator of a motorcycle was killed in
the accident. In December 2007, his family commériitigation against the former Company employe®wilas driving the vehicle, as well
as the Company. In the fourth quarter 2008, tise g#as settled by our insurance carrier. In J§32@09, a motion was filed by our
insurance carrier requesting that the court deanthie settlement was entered into in good faftlcourt hearing on that motion is scheduled
for April 16, 2009.

We know of no other material litigation or procewgli pending or threatened, to which we are or neypine a party.

Item 4. Submission of Matters to a Vote of Secusi Holders

At our 2008 Annual Meeting of Stockholders, helddmvember 12, 2008, the following individuals, ctituging all of the members of the
Board of Directors, were elected. For each eledirgttor the results of the voting were:

Number of Number of

Name votes for  votes withhel
James E. Henr 4,485,56. 1,372,171
Brian React 4,374,27 1,483,45!
Robert L. De Lia St 4,485,64, 1,372,09.
James W. Powe 4,475,71. 1,382,02
Joseph P. Ritort 4,475,24. 1,382,49
Richard D. Rockwel 5,687,83! 169,89¢
David Sand: 4,485,24, 1,372,49.

The stockholders also voted to ratify the selectibAmper, Politziner & Mattia, LLP as our indepe&md auditors for 2008. The results of the
voting for this proposal were 5,831,062 in favgh3D against and 25,141 abstentions.

PART Il
Item 5. Market for Registrant’'s Common Equity and Related Stockholder Matters and Issuer Purchased &quity Securities
On October 1, 2008, we switched the listing of cmmmon stock from the American Stock Exchange (“AVIEo The Nasdaq Stock

Market® (“NASDAQ"). Our common stock, $.01 par valper share, is now traded under the symbol NASDARE. The following table
presents high and low sales prices of our commmksds reported on the NASDAQ or AMEX, as apprdptifor the periods indicated:
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The following table indicates high and low stockcps for each period.

2008 High Low

First Quartel $ 5.0 $ 4.1¢4
Second Quarte $ 6.5 $ 4.9t
Third Quartel $ 7.1C $ 5.52
Fourth Quarte $ 6.8C $ 4,72
2007 High Low

First Quartel $ 6.2 $ 4.07
Second Quarte $ 48C $ 3.6¢€
Third Quartel $ 5,94 $ 3.6(
Fourth Quarte $ 54t $ 3.8t

(@)

(b)

(©

(d)

(€)

Number of Holders of Common Stock. The numberadflérs of record of our Common Stock on Decembe2808 was
36. Since a portion of the shares of the commotksdce held in street or nominee name, it is beliethat there are
significant number of additional beneficial ownefscommon stock

Dividends. There were no cash dividends or othshdlistributions made by us during the years ebgmgmber 31, 2008
and 2007. Future dividend policy will be deterntir®/ our Board of Directors based on our earnifigancial condition,
capital requirements and other existing conditioiiss anticipated that cash dividends will notgaed to the holders of our
common stock in the foreseeable futt

In connection with the acquisition of Securus loie.October 10, 2005, the Company issued an aggre§d50,001 shares of
its common stock of which 150,001 are being heldsorow pursuant to the stock purchase escrow mgraeetween the
Company and the selling shareholders of Securas, These shares held in escrow may be earnetirauigth December 31,
2010 based upon the aggregate value of the earbafgee interest and tax (“EBIT”) to $2,960,000 €Tiksuance of the shares
of restricted stock in connection with the aforetr@red transaction was made in reliance upon teengxion provided in
section 4(2) of the Securities Act of 1933, as aael:

In connection with the acquisition of all the cap#tock of CIS Security Systems Corp. (“CIS”) oat@ber 2, 2006 , the
Company issued an aggregate of 20,000 sharesadfritnon stock. The Company issued an additiod&0® shares of its
restricted common stock since the acquisition 8'€selling shareholder after CIS met certain perénce targets. The
issuances of the shares of restricted stock inexion with the aforementioned transactions waseniadeliance upon the
exemption provided in section 4(2) of the Secwsitdet of 1933, as amended. The selling sharehodg earn an additional
50,000 shares of the Compi's common stock if CIS achieves certain performaaggets through December 20.

Securities authorized for issuance under equitypmameation plans

See Item 12 of this Annual Report on Form 10-Kifdormation about our equity compensation plans.
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ltem 6. Selected Financial Data

Years ended December 3

2008 2007 2006 2005 2004
Results of operations:
Net revenue $ 62,357,46 $ 57,852,21 $ 42,132,85 $ 42,156,18 $ 29,725,71
Cost of revenu 46,465,19 45,076,12 30,818,83 31,581,18 22,305,63
Selling, general and administrati 12,797,73 12,695,50 12,720,38 8,422,19: 6,943,88!
Net income (loss 1,557,75! (303,309 (2,260,13) 1,137,97. 169,63
Per common share:
Net income (loss
Basic $ 027 $ (0.05) $ 039 $ 02C $ 0.0
Diluted 0.2¢ (0.0%) (0.39) 0.2C 0.0
Cash dividends declart - - - - -
Financial position at year-end:
Total asset $ 36,610,10 $ 32,331,577 $ 31,371,60 $ 25,161,53 $ 23,372,37
Long term debt, net of current maturit 4,855,66: 465,53¢ 3,463,233 727,96: 168,98¢
Total Liabilities 20,551,15 18,397,47 17,360,99 9,178,56 8,349,39!
Shareholders' equil 16,058,95 13,934,09 14,010,61 15,982,96 14,653,78

Item 7. Management's Discussion and Analysis of f@ncial Condition and Results of Operations
Overview

We are an established leader in the electroniciphlysecurity industry, specializing in integratsturity systems and emergency
preparedness. Our operations are divided intdbwginess segments — Security System Integratiotegffation”) and Specialty Products and
Services (“Specialty”). The Integration segmentvies “cradle to grave” services for a wide variefysecurity, communications and control
systems. The Company specializes in turn-key systlat integrate many different technologies. t&ys are customized to meet the
specific needs of its customers. Through the Sfigcgagment we provide emergency preparednessaregrand specialized radio frequency
communication equipment and integration. Eaclhef@ompany’s segments markets nationwide with grhesis in Arizona, California,
Colorado, Maryland, New Jersey, New York, Texas ¥indinia. Customers are primarily medium and labgsinesses and governmental
agencies. The Company derives a majority of itemeres from project installations and, to a smalktent, maintenance service revenue.

Our Vision and Strategy
Our vision is to maintain our leadership positinrsecurity technology. We intend to do this in et
. Providing advice on product selection and systesigte

. Examining and thoroughly testing each security podas it would be set up for use in our customialities; and
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. Using only systems and components that are relefdeefficient to use.

In addition to growing the business organically,lveee been actively pursuing the strategic acdomsdf synergistic integrators and specic
products and service companies to further fueldstgaowth. Consistent with our expansion strategy acquired seven companies since
of 2002, which include the two acquisitions mad©utober 2006 (See Note 17 to the Consolidatedrigiial Statements included in this
Annual Report on Form 10-K).

To finance our acquisitions, we have used a comibim®f internally generated cash, the sale of camypcommon stock and bank debt. We
currently have a $9 million credit facility with TBanknorth, which includes a $1 million term lognadiich $103,410 was outstanding at
December 31, 2008. As part of our credit faciity also have an $8 million revolving credit fagilit Borrowings under the revolving credit
facility were $4,335,898, at December 31, 200& tur expectation and intent to use cash andciariadditional debt as appropriate to
finance future working capital and acquisitionsdditionally, to fund future acquisitions we wouldrssider the issuance of subordinated debt,
or the sale of equity securities, or the sale igtexg Company assets.

Trends

We anticipate that the overall average operatinggima for our business to be approximately 6% fi02 as compared to operating margins
of 5%, essentially breakeven, and (6.2)% for y@a8, 2007 and 2006, respectively.

There are several factors impacting operating margncluding levels of competition for a partiaupoject and the size of the project. As a
significant amount of our costs are relatively ixsuch as labor costs, increases or decreasegdnues can have a significant impact on
operating margins. The Company continually mositmsts and pursues cost control measures andrstiEs/es to improve operating
margins.

RECENT ACCOUNTING PRONOUNCEMENTS:

In October 2008, the FASB issued FSP No. 1578etérmining the Fair Value of a Financial Asset Wliee Market for That Asset Is M
Active” ("FSP 157-3"). FSP 153-clarifies the application of SFAS 157 in a markett is not active and provides an example tatitate ke
considerations in determining the fair value ofreficial asset when the market for that financésles is not active. FSP 18Awvas effectiv
for the Company on September 30, 2008 for all fo@nassets and liabilities recognized or discloaédair value in our Consolidat
Financial Statements on a recurring basis (orast lannually).

In May 2008, the FASB issued SFAS No. 162. Therdtzhy of Generally Accepted Accounting Principldhe statement is intendec
improve financial reporting by identifying a cortsist hierarchy for selecting accounting princigle®e used in preparing financial statem
that are presented in conformity with GAAP. Ptiothe issuance of SFAS No. 162, GAAP hierarchy deffed in the American Institute
Certified Public Accountants (“AICPA”) Statement Auditing Standards (SAS) No. 69THe Meaning of Present Fairly in Conformity W
Generally Accepted Accounting PrincipledJnlike SAS No. 69, SFAS No. 162 is directed to ¢ty rather than the auditor. Statement
162 is effective 60 days following the SECapproval of the Public Company Accounting OvdrsiBoard Auditing amendments to /
Section 411. The Meaning of Present Fairly in ©omfty with Generally Accepted Accounting PrincipléSFAS No. 162 is not expectel
have any material impact on the Company’s restiltperations, financial condition or liquidity.
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Effective January 1, 2008, the Company adopted SRAS157. “ Fair Value Measurementdh February 2008, the Financial Account
Standards Board (“FASB”) issued FASB Staff Posithdm FAS 157-2. “Effective Date of FASB Stateméld. 157", which provides a or
year deferral of the effective date of SFAS No. f&7nor-financial assets and ndimancial liabilities, except those that are redagd ol
disclosed in the financial statements at fair vatieast annually. Therefore, the Company hagtadahe provisions of SFAS No. 157 v
respect to its financial assets and liabilitiesyorBFAS No. 157 defines fair value, establishdeamework for measuring fair value un
generally accepted accounting principles and erdsdisclosures about fair value measurements. vBhie is defined under SFAS No. :
as the exchange price that would be received faasset or paid to transfer a liability (an exitcpiin the principal or most advantage
market for the asset or liability in an orderlyrnsaction between market participants onnieasurement date. Valuation techniques us
measure fair value under SFAS No. 157 must maxirtheeuse of observable inputs and minimize the afsenobservable inputs. T
standard describes a fair value hierarchy basethme levels of inputs, of which the first two azensidered observable and the
unobservable, that may be used to measure faievdlbe adoption of this Statement did not have &en@ impact on the Compary’
consolidated results of operations and financiaamon.

In December 2007, the FASB issued SFAS No. 141lideelv2007), “Business Combinationst, SFAS No. 141R. SFAS No. 141R repl¢
SFAS No. 141. This Statement establishes pringipted requirements for how an acquirer recognimdstaeasures in its financial statem
the identifiable assets acquired, the liabilitissuaned, any nocentrolling interest in the acquiree and the godidaaquired. This Stateme
also establishes disclosure requirements whichemiible users to evaluate the nature and finaeffedts of the business combination. ~
Statement is effective for business combinatiomsivoich the acquisition date is on or after theibeimg of the first annual reporting per
beginning on or after December 15, 2008. Thise®tant will have an impact on future acquisitions.

In December 2007, the FASB issued SFAS No. 160ontdntrolling Interests in Consolidated Financight8mentsaan Amendment ¢
Accounting Research Bulletin No. 51SFAS No. 160 establishes accounting and reportiagdards for ownership interests in subsidi
held by parties other than the parent, the amotimonsolidated net income attributable to the paerd to the noncontrolling intere
changes in parert’ ownership interest and the valuation of retainashcontrolling equity investments when a subsidias
deconsolidated. This Statement also establishEstieg requirements that provide sufficient distices that clearly identify and distingt
between the interests of the parent and the intedsthe noncontrolling owners. This Statemenefiective for fiscal years and inter
periods within those fiscal years, beginning orafter December 15, 2008. The Company does notcexpe adoption of this Statemen
have a material impact, if any, on the Companytssctidated financial statements.
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Critical Accounting Policies and Estimates

The Company’s consolidated financial statementg lten prepared in conformity with generally aceggtccounting principles in the
United States of America, which requires manageneentake estimates and assumptions that affecefimted amounts of assets and
liabilities and disclosure of contingent assets latullities, at the date of the financial staterseand the reported amount of revenues and
expenses during the reporting period. Actual testduld differ from those estimates. Managemeas iis best judgment in valuing these
estimates and may, as warranted, solicit extemudépsional advice. The following critical accoungtipolicies, some of which are impacted
significantly by judgments, assumptions and estsaaffect the Company’s consolidated financigkst@nts.

Revenue Recognition

Revenue from a project in either the Integratio®pecialty segments are recognized on the perceofagbmpletion method,
whereby revenue and the related gross profit aerméned based upon the actual costs incurredteofdathe project to the total estimated
project costs at completion. Project costs genenatllude all material and shipping costs, the Canys direct labor, subcontractor costs and
an allocation of indirect costs related to the ctitebor. Changes in the project scope, site cumdif staff performance and delays or probl
with the equipment used on the project can resulidreased costs that may not be billable or aeddpy the customer and results in a loss or
lower profit than was originally anticipated at tiirae of the proposal.

Estimates for the costs to complete the projectamtinuously updated by management during theopmeince of the project. Provisions
for changes in estimated costs and losses, if@nyncompleted projects are made in the periodhictwsuch changes are determined. In
general, we determine a project to be substantaligpleted after:

1. The scope of work is completed, which includesalling the equipment as required in the contract
2. System is functional and has been tested.
3. Training has been provided.

The majority of the Company’s projects are complet&hin a year. Revenue from product sales aregeized when title and risk of loss
passes to the customer.

Service contracts, which are generally separatedatithct agreements from project agreements, idleelkeither monthly or quarterly on the
last day of the month covered by the contract. oddingly, revenue from service contracts are recghratably over the length of the
agreement. In 2006, 2007 and 2008, the Compangatidundle any significant service contracts with gystems installation work.

Trade Receivables and Allowance for Doubtful Accounts

Trade receivables are stated at net realizablesvalinis value includes an appropriate allowance$timated uncollectible accounts. The
allowance is evaluated on a regular basis by manageand is based upon historical experience \Witctistomer, the aging of the past due
amounts and the relationship with and economiaistat our customers. The evaluation is based uptimates taking into account the facts
and circumstances at the time of the evaluatiotu@aincollectible accounts could exceed our egémand changes to its estimates will be
accounted for in the period of change. Accounamegs are charged against the allowance afterealhsof collection have been exhausted
and the potential for recovery is considered rem@ar trade receivables are not collateralized.
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Inventory Valuation

Inventory is stated at the lower of cost or makkatie. Cost has been determined using the firdtrgt-out method. Inventory quantities on-
hand are regularly reviewed, and where necessesgrves for excess and obsolete inventories apedext.

Warranty

The Company offers warranties on all products,uditig parts and labor that range from one yeanneetyears depending upon the type of
product concerned. For products made by otheesCtimpany passes along the manufacturer’s wartarthe end user.

Intangible Assets

The Company’s intangible assets include goodwill ather intangibles that consist of the fair vadfi@cquired customer lists, service
contracts acquired, trade names, and covenants sompete. Goodwill represents the excess offfase price over fair value of net assets
acquired at the date of acquisition.

Effective January 1, 2002, the Company adoptegtbeisions of Statement of Financial and Accounttgndards (SFAS) 142 “Goodwill
and Other Intangible Assets”. In accordance Wittt statement, goodwill and intangible assets imdefinite lives are not amortized, but are
tested at least annually for impairment. Prioraouhry 1, 2002, the Company had not recorded gdlogiwather intangible assets of indefir
lives. Intangible assets with estimable usefuldiveonsisting primarily of acquired customer lis&rvice contracts and covenants not to
compete are amortized on a straight-line basis thr estimated useful lives of three to fifteerays and are reviewed for impairment
whenever events or changes in circumstances irdibat the carrying amount of an asset or assepgray not be recoverable. If the
intangible asset’s remaining useful life is chandbd intangible asset will be amortized over #maining useful life. If the asset being
amortized is determined to have an indefinite udé&y the asset will be tested for impairmentelimpairment test will consist of measuring
its fair value with its carrying amount. If the pang amount of the intangible assets exceedsits/alue, an impairment loss is recognized
for an amount equal to the excess and the adjesieging amount is recognized as its new accourdasgs.

The Companys goodwill impairment test is based on a two pestedure consistent with the requirements of SFAE The first test consis
of determining the fair value of the reporting uawitd comparing it to the carrying value of the réipg unit. If the carrying value of the
reporting unit exceeds the fair value of the rapgrtinit, a second test is performed. In step te,implied fair value of the goodwill (which
is the excess of the fair value of the reporting ower the fair value of the net assets) is coragdo the carrying value of the goodwill. An
impairment loss is recognized for any excess vafignodwill over the implied value. We determinéeé teporting unit by analyzing
geographic regions, as management evaluates the&@y's performance in this manner. We have idettifive separate and distinct
operating units for the testing requirements of SAA2, and evaluate each reporting unit for impaimmn
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Income Taxes

Deferred taxes are provided on an asset and thabilethod whereby deferred tax assets are recatjfizeleductible temporary differences
and operating loss carry forwards and deferrediadyities are recognized for taxable temporarffedences. Temporary differences are the
differences between the reported amounts of aasettiabilities and their tax basis. Deferred tageds are reduced by a valuation allowance
when, in the opinion of management, it is moreljikban not that some portion or all of the defdrtax assets will not be realized. Deferred
tax assets and liabilities are adjusted for theat$f of changes in tax laws and rates on the da&eactment.

Comparison of the year ended December 31, 2008 toetyear ended December 31, 2007

Analysis of consolidated statement of operations

For the years ended December

2008 2007 % chang

Revenue $ 62,357,46 $ 57,852,21 7.8%
Cost of revenue 46,465,19 45,076,12 3.1%

Gross profit 15,892,27 12,776,09 24.4%
Operating expense
Selling, general and administrative exper 12,797,73 12,695,50 0.8%
Goodwill and intangible asset impairment charges - 43,99¢ -100.(%
Operating profit 3,094,54. 36,58: 8359.%%
Interest incomt 91,55¢ 73,49! 24.€%
Other income (expens 17,26¢ (191) -9152.¢%
Interest expense (271,290 (349,907 -22.5%
Income (loss) before tax exper 2,932,07 (240,029 1321.%
Provision for income taxes 1,374,32 63,28. 2071.&%
Net income (loss $ 1,557,750 $ (303,309 613.¢%

Revenue Revenue for the year ended December 31, 2008 wa8%6466 representing an increase of $4,505,250886, as compared to
revenue of $57,852,216 for the year ended DeceBhe2007. Arizona operations continued to showifiant revenue improvement as
revenues from its top three customers showed wesaryear increases. Improved revenues from ounr@db and Virginia operations also
contributed to the higher revenues for the yeaedridecember 31, 2008, compared to the same peribe iprior year. These increases were
partially offset by a decline in revenue from owli@®rnia Banking operations, as well as from ouolite subsidiary. While up significant
from preceding years, New Jersey / New York’s rexesnwere flat in 2008 compared to 2007. A sigaificportion of the revenues in both
years for New Jersey / New York resulted from wooknpleted for several large public agencies inNbe York Metropolitan area. |
February 2008, the Company entered into a subarintragreement with Global Security & Engineerirgdufions, a division of L3 Services
Inc.  (“L-3") pursuant to which L-3 would isst&sk orders under its Indefinite Quantity FirmeaxPrice Contract with the U.S. Marine
Corp Systems Command to deliver a Tactical Vidept@a System (“TVCS”). TVCS is used for real-tinisualization and situational
awareness while Marine units are conducting mylitgzerations in urban terrain training exercis€he performance period of the contract is
three years. In 2008, the revenue recognized uhdecontract represented $2.6 million and theeeawoutstanding task orders included in
our backlog of approximately $5 million at DecemBé&r 2008.
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Cost of Revenue Cost of revenue for the year ended December 318 2@3 $46,465,194 as compared to $45,076,126 doyehr ended
December 31, 2007. The gross margin as a perceavefiues for the year ended December 31, 2002%&%0 as compared to 22.1% for
year ended December 31, 2007, mainly resulting stmmger margins in our New Jersey / New York ®irdinia operations. In the earli
months of 2007, New Jersey / New York experiencethegin decline as the result of cost overruns naraber of installations, which
contributed to the improvement for the year endeddbnber 31, 2008 versus 2007. In addition, di2D@8 New Jersey / New York
experienced higher margins on several of the |ptd@ic agency jobs in the New York Metropolitanarhie to efficient project management,
which also contributed to this year-over-year corigma. In addition to the gross margin as a pdroérevenue improvement, the
significantly higher revenues from our New Jerséleiv York and Arizona operations contributed toitierease in gross profit dollars for t
year ended December 31, 2008. Gross profit in 2088 benefited from the commencement of work enL-3 Contract discussed

above. Partially offsetting the improved margirsrevsignificant losses incurred in the first quaaie2008 in our Airorlite Subsidiary in ord
to complete work on certain open contracts.

Also contributing to the improved margins in thesfiyear of 2008 was an overall shift to higher girajobs, and improved labor utilization.

Selling, General and Administrative Expenses Selling, general and administrative expenses wepg797,730 for the year ended Decen
31, 2008 as compared to $12,695,509 for the yadedBDecember 31, 2007. This increase of 0.8% 02,220 was mainly attributable to
higher vehicle expense due to increased fuel chstag 2008, higher stock option expense and @&cetase in bad debt expense for the
current year period, partially offset by improvedbdr utilization, lower professional fees, and lowepreciation and amortization of
intangibles expense.

Interest Income —Interest income for the year ended December 318 2663 $91,558 as compared to $73,493 for the yelaceDecember
31, 2007. This increase was attributable to higlash balances during the twelve month period ebdegmber 31, 2008 versus the same
period in the prior year.

Interest Expense 4nterest expense for the year ended December 88, 28s $271,290 as compared to $349,907 for theereted
December 31, 2007. Although the average outstagraiit balance was only $171,391 higher in theveveionth period ended December
2008 versus that in the year ended December 37, 200 average prime rate of interest paid washz®is points lower in the 2008 period
than it was in 2007.

Tax Expense -The effective tax rate for the year ended DecerBheP008 was 46.9%, based upon income before f@ense of

$2,932,076. The tax rate is a result of the Compmgoerating in multiple states and jurisdictionshaiigher tax rates, combined with the
impact of being unable to claim a state tax bemafithe Airorlite subsidiary losses. Tax expemsdlie year ended December 31, 2007 was
$63,281. This provision is driven primarily by fitability in states with higher income tax rates.
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Net Income (Loss) As a result of the above noted factors our nedrime was $1,557,756 for the year ended Decemb@0B8B, compared to
a net loss of $303,304 for the year ended DeceBihe2007. This resulted in diluted earnings pereslo@$0.26 on weighted average diluted
common shares outstanding of 5,988,782 for the geded December 31, 2008, as compared to dilugsdder share of $0.05 on weighted
average diluted common shares outstanding of 368&pr the year ended December 31, 2007.

Comparison of the year ended December 31, 2007 teetyear ended December 31, 2006

Analysis of consolidated statement of operations

For the years ended December 3

2007 2006 % chang

Revenue $ 57,852,221 $ 42,132,85 37.2%
Cost of revenue 45,076,12 30,818,83 46.2%

Gross profit 12,776,09 11,314,02 12.9%
Operating expense
Selling, general & administrative expen: 12,695,50 12,720,38 -0.2%
Goodwill & intangible asset impairment charges 43,99¢ 1,191,001 -96.2%
Operating profit (loss 36,58: (2,597,36) -101.4%
Interest incomi 73,49 19,51t 276.€%
Other expens (297 (674) -71.1%
Interest expense (349,90) (103,929 236.1%
Loss before tax expen (240,02) (2,682,44) -91.1%
Tax expense (benefit) 63,28 (422,309 -115.(%
Net loss $ (303,309 $  (2,260,13) 86.€%

Revenue - Revenue for the year ended December 31, 2007 wa8%5216 as compared to $42,132,852 for the yededDecember 31,
2006. This represents an increase of 37.3% oegpribr year. CIS Security Systems Corp. (“CIS/¢inia and Maryland operations)
acquired in October 2006 accounted for $3,088,23Beincrease in revenues. New Jersey’s reveingesased significantly as a result of
the contracts awarded by large public agencielsaériNiew York Metropolitan area at the end of 2006 @arly 2007. For the year ended
December 31, 2007, the Company experienced comtirexenue improvement from our Arizona Divisionyadl as improvements in our
Colorado, Texas and California Divisions. Revenfues governmental agencies represented 39.8% 2a16d®of total revenues, for the
years ended December 31, 2007 and 2006, respgc

Cost of Revenue - Cost of revenue for the year ended December 3T, 2@% $45,076,126 as compared to $30,818,832 éoyehr ended
December 31, 2006. The gross profit margin forytha&r ended December 31, 2007 was 22.1% as comiua?&d9% for the year ended
December 31, 2006. The decline in the gross pmaditgin was driven principally from the Califorraad New Jersey operations. Califorsia
margin decline was the result of cost overruns anraber of projects that were quoted late in 20@6early 2007.
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The decline in New Jersey in the first quarter @2 was the result of cost overruns on a numberstédllations. In addition, as discussed
above in “Revenue,” several large projects werekbdan New Jersey at the end of 2006 and earlYpv2 These projects carry gross profit
margins that are below the Company’s historicalage. Therefore, while gross margin percentagebrid in New Jersey for the year
ended December 31, 2007 compared to the same pettiod prior year, because of the significanté@ase in revenue from these larger
projects, gross profit dollars actually increasg®5.6% year over year.

Selling, General and Administrative Expenses - Selling, general and administrative expense wass®52509 for the year ended December 31,
2007, as compared to $12,720,381 for the year eDdedmber 31, 2006. The increased costs assoeidtethe CIS acquisition in our 2006
fourth quarter, as well as higher corporate cakis, mainly to organizational changes, and costsiiad in addressing the internal control
weaknesses identified in Iltem 9A of the Annual Répa Form 10-K for the fiscal year ended Decengir2006, as well as costs incurred in
preparation for Sarbanes Oxley implementation, wgereerally offset by lower bad debt expense andorgd labor utilization .

Goodwill and Intangible Asset Impairment Charges — Based upon our goodwill evaluation under the reunants of SFAS 142, the Company
took a charge to operations of $1,191,000 (or pexidiluted share) associated with goodwill imp@&niassociated with our California
banking vertical market for the year ended Decer8tie2006. For the year ended December 31, 29T dmpany recorded a $43,999
impairment charge for the write-down of a trade sam

Interest Income — Interest income for the year ended December 317 2G& $73,493, as compared to $19,515 for theerded December
31, 2006.

Interest Expense - Interest expense for the year ended December 87, 28s $349,907, as compared to $103,923 for thegreded
December 31, 2006. Average outstanding debt balaas considerably higher in the twelve month gkended December 31, 2007 versus
for the year ended December 31, 2006, accountinthéohigher interest expense in 2007.

Tax Expense —Tax expense for the year ended December 31, 2868%68,281. This provision is driven primarily fmpfitability in states
with higher income tax rates. For the year endedeinber 31, 2006, principally aa result of the loss before tax incurred by the Gany,
there was an overall tax benefit of $422,305. Dleisefit was patrtially offset by state income tafe@shose jurisdictions that were profitable
during the period. The write-off of the goodwilsdussed above is a permanent difference under FASB“Accounting for Income

Taxes”. Accordingly, there was no tax benefit takar this write-off.

Net Loss- As a result of the above noted factors our net lwas $303,304 for the year ended December 3Z,&00ompared to a net loss of
$2,260,138 for the year ended December 31, 2006.r€bulted in diluted loss per share of $0.05 efgited average common shares
outstanding of 5,768,864 for the year ended Dece@be2007, as compared to diluted loss per sHe$0.89 on weighted average common
shares outstanding of 5,749,964 for the year efs@mber 31, 2006.

Liquidity and Capital Resources— As of December 31, 2008, we had cash and cashagqots of $27,704. Our minimal cash balance at
December 31, 2008 is due to minimizing the cashrmas in our operating accounts by managing it authrevolving credit facility.

Our net current assets were $13,944,121 at Deae®ih@008 versus $6,971,732 at December 31, 20fial debt at December 31, 2008
$5,485,404 compared to the December 31, 2007 balaitt4,736,384.
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Cash used in operating activities was $3,187,96indthe year ended December 31, 2008. The mgsffisiant use of cash resulted from a
net increase in accounts receivable of $5,204,htiCcast in excess of billings and estimated prafit$2,317,062 and a decrease in accounts
payable of $1,230,408. This was partially offsgtan increase in accrued expenses of $1,766,022araitrease in billings in excess of costs
and estimated profits of $429,749.

Cash used in investing activities was $631,994e fiost significant expenditures were for vehiclechases and earn-out payments related tc
the CIS acquisition.

Cash from financing activities provided $570,2¥qresenting $700,001 in net proceeds from the vexgbank line, plus proceeds from
stock option exercises of $119,258 and a net ragdvem stockholder of $59,443, partially offset t&ym loan and capital lease payments,.

Borrowings under the revolving credit facility ae€ember 31, 2008 were $4,335,898. The Compamgisred to maintain certain financial

and reporting covenants and restrictions on divddeglyments under the terms of the Loan Agreemetht T8 Bank, N.A. (See Note 8 to the
Consolidated Financial Statements included inAmsual Report on Form 10-K).

Backlog and Bookings

Booked orders increased 5.1% to $59,491,542 foy¢lae ended December 31, 2008 as compared to 8L for the year ended Decem
31, 2007. The Company'’s backlog as of Decembe2@08 was $23,701,243 and was $26,567,167 at Dece3th2007. The primary factor
in the decline in the backlog is attributable te Work completed on several large public agency joliNew Jersey / New York in 2008,
partially offset by the bookings related to the IG8ntract. Booked orders increased to $56,616,9T8e year ended December 31, 2007 as
compared to $53,822,722 in the corresponding peri@D06.

DIVIDENDS

We have not declared cash dividends on our commuitye The payment of dividends is prohibited unther existing credit agreement with
TD Bank, N. A. We may, in the future, declare damds under certain circumstances.

SEASONALITY

Revenues generated by our services have typicaiy Beasonal in nature and there could be perfdisctuations in revenue volume due to
the timing of project installations or factors tlaaé beyond the Company’s control, such as weatieiconstruction delays.

INFLATION

Our revenues generally have kept pace with inftatio

OFF BALANCE SHEET ARRANGEMENTS

We do not have any financial partnerships with msotidated entities, such as entities often refetoeas structured finance, special purpose
entities or variable interest entities which arepfestablished for the purpose of facilitatinglodfance sheet arrangements or other

contractually narrow or limited purposes. Accordyngve are not exposed to any financing, liquidityarket or credit risk that could arise if
we had such relationships.
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AGGREGATE CONTRACTUAL OBLIGATIONS
As of December 31, 2008, the Company’s contraaihbdjations, including payments due by period,asdollows:

Payment due by period

2009 2010 2011 2012 2013 Thereafter Total
Long -Term Debt
Obligations $ - $ 433589 $ - % - % - $ - $ 4,335,89
Interest Obligation or
Long-term deb 140,91° 140,91° 82,20 - 364,03!
Capital Lease
Obligations 358,29¢ 297,02 197,92¢ 86,08: - - 939,33
Short-term debt 372,40: - - - - - 372,40:
Total $ 871,61¢ $ 4,77383 $ 280,12¢ $ 86,08: $ - $ - $ 6,011,67

ltem 7A. Quantitative and Qualitative Disclosuresabout Market Risk

We have one revolving loan for which the interese ron outstanding borrowings is variable and geHaipon the prime rate of interest. At
December 31, 2008 and 2007, there was $4,335,89083635,897, respectively, outstanding underrthislving credit facility.

Item 8. Financial Statements and Supplementary Dat
Refer to pages F-1 through F-35.
Item 9. Changes in and Disagreements with Accountés on Accounting and Financial Disclosure

On November 5, 2007, the Company notified Demeg&i@ompany, L.L.C. of its decision to dismiss Demet & Company, L.L.C. as the
Company’s independent auditors.

Concurrently, the Audit Committee and the Boar@®wo&ctors approved the engagement of Amper, Pobizand Mattia, LLP as the
Company's independent auditors, effective uporfination to Demetrius & Company, L.L.C. of dismissand execution of an engagement
letter. Amper, Politziner and Mattia, LLP servedtas Company's independent auditors beginning thighquarter ended September 30, 2007.

During the period beginning January 1, 2005 throNgkember 5, 2007 (the date Amper, Politziner aradtid, LLP was appointed), neither
the Company nor anyone acting on the Company’slbetiasulted with Amper, Politziner and Mattia, LLfegarding (1) the application of
accounting principles to a specified transactiothertype of audit opinion that might be renderadtee Company's financial statements ot
any of the matters or events set forth in Item 8Q2((ii) of Regulation S-K.
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The reports of Demetrius & Company, L.L.C. on tren@®any’s financial statements for the 2006 figesr did not contain an adverse
opinion or a disclaimer of opinion and were notldieal or modified as to uncertainty, audit scopeaccounting principles. During the
Company’s two most recent fiscal years and theopdrom the end of the most fiscal year and throdighember 5, 2007, the date of
appointment of Amper, Politziner & Mattia, LLP etiperiod January 1, 2007 through November 7, 20@re were no disagreements with
Demetrius & Company, L.L.C. on any matters of aettimg principles or practices, financial statemaistlosure, or auditing scope and
procedures which, if not resolved to the satistactf Demetrius & Company, L.L.C., would have calBemetrius & Company, L.L.C. to
make reference to the matter in its report.

During the year ended December 31, 2008, there m@edisagreements with the Company's principalpedéeent accountant on accounting
or financial disclosure.

ITEM 9A (T). CONTROLS AND PROCEDURES
(a) EFFECTIVENESS OF DISCLOSURE CONTROLS AND PROCEDURES

The Company’s management, with the participationwfChief Executive Officer, Chief Operating Officand Chief Financial Officer,
evaluated the effectiveness of our disclosure otsmaind procedures as of December 31, 2008. The“tisclosure controls and procedures,”
as defined in Rules 13(a)-15(e) and 15(d)-15(ekutite Securities Exchange Act of 1934, as ame(tied Exchange Act”), means controls
and other procedures of a company that are destgnerssure that information required to be disaldsgthe company in the reports that it
files or submits under the Exchange Act is recorgedcessed, summarized and reported, within the fieriods specified in the SEC’s rules
and forms. Disclosure controls and procedures deglwithout limitation, controls and proceduresigiesd to ensure that information requi
to be disclosed by a company in the reports tHde# or submits under the Exchange Act is accated and communicated to the company’
management, including its principal executive aridgipal financial officers, as appropriate to alltimely decisions regarding required
disclosure. Management recognizes that any cordralorocedures, no matter how well designed ardatgd, can provide only reasonable
assurance of achieving their objectives and managenecessarily applies its judgment in evaluattirgcost-benefit relationship of possible
controls and procedures. Based on the evaluationodlisclosure controls and procedures as of Dbeeil, 2008, our Chief Executive
Officer and Chief Financial Officer concluded thas, of such date, our disclosure controls and pioes were effective.

(b) MANAGEMENT’S ANNUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of the Company is responsible fabkshing and maintaining adequate internal comtver financial reporting. Internal
control over financial reporting is defined in RailE3a-15(f) and 15d-15(f) promulgated under theharge Act as a process designed by, or
under the supervision of, the company’s principacaitive and principal financial officers and effet by the company’s board of directors,
management and other personnel, to provide reapassurance regarding the reliability of financegorting and the preparation of
financial statements for external purposes in atamaore with generally accepted accounting principtesincludes those policies and
procedures that:
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. Pertain to the maintenance of records that, inorgsle detail, accurately and fairly reflect trengactions and dispositions of the assets
of the company

. Provide reasonable assurance that transactioms@reled as necessary to permit preparation afi¢iahstatements in accordance with
generally accepted accounting principles, andrégipts and expenditures of the company are bmadg only in accordance with
authorizations of management and directors of th@iany; anc

. Provide reasonable assurance regarding preventiomely detection of unauthorized acquisition, eselisposition of the company’s
assets that could have a material effect on tten@ial statement

Because of its inherent limitations, internal cohtver financial reporting may not prevent or d¢taisstatements. Projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadégbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

Our management assessed the effectiveness oftetmahcontrol over financial reporting as of Det®m31, 2008. In making this
assessment, management used the criteria sebfottie Committee of Sponsoring Organizations offtteadway Commission (COSO) in
Internal Control-Integrated Framework. Based on our assessment, management believeadtwtDecember 31, 2008, the Company’s
internal controls over financial reporting is etige based on those criteria.

This annual report does not include an attestaport of the Company's registered public accogrfiim regarding internal control over
financial reporting. Management's report was nbject to attestation by the Company's registetddipaccounting firm pursuant to
temporary rules of the Securities and Exchange Cissiom that permit the Company to provide only ngemaent's report in this annual
report.

Changesin Internal Control over Financial Reporting

There were no significant changes in our interoatil over financial reporting (as such term ifired in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) identified in managemawsuation during the fourth quarter of fiscal y2808 that have materially affected or
reasonably likely to materially affect our intermaintrol over financial reporting.

Item 9B. Other Information

There were no events requiring disclosure thattmdeen made under Form 8-K in the fourth quartewr fiscal year.
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PART Il
Item 10. Directors, Executive Officers and Corporate

Identification of Directors (ages are as of Mar€h 2008)

Director
Name Age Position(s) with the Company Since
James E. Henr 54  Chairman, Chief Executive Officer, Treasurer anteBlior 199¢
Brian Reach 54  President, Chief Operating Officer, Secretary aiédor 200¢
Robert L. De Lia S 60  Director 200¢
James W. Powe 78 Director 200¢
Joseph P. Ritort 76 Director 200z
Richard D. Rockwel 54  Director 2007
David Sand: 51 Director 200t
Identification of Executive Officers (ages are &8arch 10, 2008)
Officer
Name Age Position(s) with the Company Since
James E. Henr 54  Chairman, Chief Executive Officer, Treasurer anteBlior 199¢
Brian React 54  President, Chief Operating Officer, Secretary aiédor 200¢
John P. Hopkin 48  Chief Financial Officel 200¢
Brian J. SmitF 53 Corporate Controlle 2007
Christopher Peckhal 43  Chief Information Officer / Chief Security Offict 2007

James E. Henry co-founded the Company’s predecessgpany in 1989 and served as President and Ekefutive Officer until December
2001 when he was elected Chairman of the BoardHdnry continues to serve as Chief Executive Offaoad is also the Company’s
Treasurer. Mr. Henry graduated from the UniversitiNlew Hampshire with a Bachelor of Science degmesdectrical engineering. In additir
to his other responsibilities, Mr. Henry has conéd to design, install, integrate and market sgcarid communications systems as well as
manage the Company’s research and development.

Brian Reach, in addition to his prior duties, wased Chief Operating Officer in August 2006 andsRient in March 2007. Mr. Reach has
been a member of the Company’s Board of Directoises-ebruary 2004 and has served as the CompdingsChairman since June 2004
and as its Secretary since November 2004. Frone8dyer 1999 until April 2002, Mr. Reach was the €Rieancial Officer of Globix
Corporation, a provider of application, media anfilastructure management services. Globix’s comatock is traded on the OTC Bulletin
Board. From May 1997 to August 1999, Mr. Reach thasChief Financial Officer of IPC Communicatioasprovider of integrated
telecommunications equipment and services to ttanfiial industry. During his tenure at IPC, Mr. Breauccessfully guided IPC through its
leveraged recapitalization and financially restouet! IPC enabling it to invest in strategic acdigas and next generation technologies. Prior
to IPC, Mr. Reach was the Chief Financial OfficeCeladon Group, Inc. and Cantel Industries, Inc. Reach became a certified public
accountant in 1980 and received his Bachelor adriga degree in accounting from the University a8ton in 1977.
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Robert L. De Lia, Sr. has been a member of our @8earce May 2004. Currently, Mr. De Lia is vice giceent of TJ’s Motorsport, a privately
held company dedicated to supplying quality mopmrsproducts. From 2002 to 2003, Mr. De Lia waes Bnesident and Chief Executive
Officer of Airorlite Communications, Inc., a compathat specializes in designing, manufacturing eraihtaining wireless communications
equipment used to enhance and extend emergenoyfraduency services and cellular communicatiorbfith fixed and mobile applications.
In April 2004, a wholly-owned subsidiary of the Cpamy purchased all of the issued and outstandiagestof stock of Airorlite
Communications, Inc. From 1987 to 1999, Mr. De Wwis the President and Chief Executive Officer dFiOptions, Inc. Mr. De Lia
graduated from the New York Institute of Technolagy969.

James W. Power has been a member of our Board Bemember 2005. Mr. Chairman of MDI, Inc, a Naslistged provider of integrated
access control and physical security products degnment and commercial organizations; directdRAE Systems, Inc., a manufacturer of
equipment used to detect weapons of mass desmmub@aardous materials and toxic chemicals; angtineipal partner in J.W. Power &
Associates. Mr. Power previously served as Chairafahe Board of InfoGraphic Systems Corp.; Praesided Chief Executive Officer of
Martec\SAIC; President and Chief Executive OffioéPinkerton Control Systems and has held seniecative positions with Cardkey
Systems, Inc., Nitrol Corporation and TRW Data 8gst. Previously, he has served as a director adbhatSemiconductor, ICS Corporatis
and Citicorp Custom Credit and Citicorp Credit Ses.

Joseph P. Ritorto has been a member of our Boace Sanuary 2002. Mr. Ritorto is the co-foundeFioét Aviation Services, Inc., which is
located in Teterboro Airport, Teterboro, New Jeraay provides a variety of aviation support sewidér. Ritorto has been an officer, in
various capacities, of First Aviation Services si1®86. Mr. Ritorto sold First Aviation Servicesagroup led by Goldman Sachs in May
2008. From 1991, until he retired in May 2001, Ritorto served as the Senior Executive Vice Pezdidnd Chief Operating Officer of
Silverstein Properties, Inc. In this capacity, Ritorto’s responsibilities included overseeing @tiems and directing the lease administration
of Silverstein owned and managed properties.

Richard D. Rockwell has served as a director ofGbmpany since November 2007. In November 2008 Rdckwell was named Vice
Chairman of the Company's Board of Directors aimukjd the Company's Executive Committee as ChairtfdanRockwell has been Owner
and Chairman of Professional Security Technolopigs, a full service security systems integratorcsini996. Mr. Rockwell has been Ow
and President of Main Security Surveillance, Iieca 2005. From 1982 to 2003, Mr. Rockwell was ridrr, Owner and Chief Executive
Officer of Professional Security Bureau, Ltd. (“PBE security guard services company. In 2003 R&ih annual revenues in excess of
$100 million, was divested to Allied Security. Frd997 through 2003, Mr. Rockwell was co-foundet @mairman of TransNational
Security Group, LLC (“TSG").TSG afforded the member companies with opportunitie national sales and marketing, national catitig,
and combined purchasing power. From 1995 to 20B5Rockwell was founder and owner of PeopleVisiarill service advertising and
display manufacturing company. From 1981 to 1982,Rockwell was vice president, legal affairs oétvbpolitan Maintenance Company, a
publicly-traded company listed on the Boston stexghange. Mr. Rockwell received a Bachelor of Amsn Ithaca College and a Juris
Doctor from Western New England College of Law.
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David Sands has been a member of our Board sir@® 2dr. Sands is a certified public accountant ampdrtner of Buchbinder Tunick &
Company LLP where he is the head of the tax departnMr. Sands is a member of the American IngitftCertified Public Accountants
and the New York State Society of CPAs. Mr. Sarasdiso lectured at the New York University Sum@entinuing Education and the
Foundation for Accounting Education Programs. Mm&s received a Bachelor of Science from SUNY dfaBuand a Master of Science in
Taxation from Pace University.

John P. Hopkins was appointed Chief Financial @ffia August 2006. Prior to joining the Company, Mopkins was Chief Financial
Officer for Measurement Specialties from July 2602August 2006, was Vice President, Finance froml&001 to July 2002, and was Vice
President and Controller from January 1999 to Ma2€91, with Cambrex Corporation, a provider oestific products and services to the
life sciences industry. From 1988 to 1998, he keldous senior financial positions with ARCO Cheati€ompany, a manufacturer and
marketer of specialty chemicals and chemical inegfiates. Mr. Hopkins is a Certified Public Accounttand was an Audit Manager for
Coopers & Lybrand prior to joining ARCO Chemicalr.NMopkins holds a B.S. in Accounting from West €iee University, and an M.B.A.
from Villanova University.

Brian J. Smith was appointed Corporate Controtiehpril 2007. Prior to joining the Company, Mr. 8mwas VP-General Manager
NetVersant of New York, a provider of voice andadsystem infrastructure from 2002. From 1991 t0228Ir. Smith held various seni
financial positions with Insilco Technologies, amafacturer and distributor of electronic componerl. Smith is a Certified Public
Accountant and began his career as an auditor RM®& Peat Marwick. Mr. Smith holds a B.S. in Accting from Fordham University.

Christopher Peckham was appointed Chief Informabéficer / Chief Security Officer in September 2007rior to joining the Company, Mr.
Peckham was Director of Operations with Sungardkligeducation from 2003. From 1999 to 2003, MckPam served in several VP
positions at Globix Corporation in the areas ofvidek and Systems Engineering, Operations, and imdition Technology. Prior to that, he
held positions in networking and systems at IconTC®IFMC, and NJIT. Mr. Peckham received the BVBS., and Ph.D. degrees in
electrical engineering from the New Jersey Insitoft Technology and a MBA from Rutgers University.

(c) Compliance with Section 16(a) of the Exchange A
Section 16(a) of the Exchange Act, requires owradars and officers, and persons vavmn more than 10% of our Common Stock, to file \
the Securities and Exchange Commission initial rspaf beneficial ownership and reports of charigdseneficial ownership of our Comm

Stock and other equity securities. Our officersgctiors and greater than 10% beneficial ownersegrgired by SEC regulation to furnish us
with copies of all Section 16(a) forms they file.
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To our knowledge, for the year ended December B8 2based solely on a review of the copies of sapbrts furnished to the Company :
representations by these individuals that no atiygorts were required during the year ended DeceBhe2008, all Section 16(a) filing
requirements applicable to our directors, officnd greater than 10% beneficial owners have besitifiled.

(d) Code of Conduct and Ethics

We have a Code of Conduct that applies to all ofdectors, officers and employees, including principal executive officer, principal
financial officer and principal accounting officeind a Code of Ethics that applies to our seni@riial officers. You can find our Code of
Conduct and Code of Ethics on our website: www.inlgecom. We will post there any amendments teeh@odes, as well as any waivers
that are required to be disclosed by the rulestbéethe Securities and Exchange Commission or DAS.
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ltem 11. Executive Compensation
Summary Compensation Table
The following table sets forth summary informatwoncerning the annual compensation for the yeated®ecember 31, 2008 and 2007 for

our principal executive officer (“PEQ"), principfihancial officer (“PFO”) and our most highly comsated executive officers other than our
PEO and our PFO for the year ended December 38; 200

Option All Other
Salary Bonus Awards compensatio Total
Name and Principal Positic Year () ($) ($)(D) %) (2 (%
James E Henry, Chairman, Chief 2008 180,13: 36,05( - - 216,18:
Executive Officer, Treasurer and 2007 174,14¢ - - - 174,14¢
Director 2006 130,68 - - - 130,68
Brian Reach, President, Chief Operati 2008 180,13: 36,05( - 6,30( 222,48
Officer, Secretary and Director (3) 2007 173,01¢ - 10,62¢ 6,281 189,92¢
2006 72,00( - 42,36 6,051 120,41.
John P. Hopkins, Chief Financial Offic 2008 180,13: 33,05( - 6,00( 219,18:
4 2007 175,00( - 31,87¢ 6,50( 213,37¢
2006 69,00( - 13,28 2,00 84,28:
Brian J. Smith (5) 2008 147,97: 17,80: - 6,00( 171,77.
2007 100,22: - 12,03t 4,25( 116,50¢
Christopher Peckham (6) 2008 125,92¢ 25,18¢ - 4,80( 155,91!
2007 36,05¢ - 5,407 1,40( 42,86¢

(1) Represents the dollar amount recognized farftial statement reporting purposes with respetttet years ended December 31, 2007
2006 for the fair value of the option granted te ttamed executive officer. The fair value waswsted in accordance with FASB 123R. For
a more detailed discussion on the valuations madeaasumptions used to calculate the fair valumiobptions refer to Note 10 of our
Annual Report on Form 10-K for the year ended Ddwemn31, 2008.

(2) For Mssrs. Hopkins, Smith and Peckham reptesauto allowances. For Mr. Reach represents rakgiemium reimbursement.

(3) Effective August 8, 2006, Mr. Reach assuntedposition of Chief Operating Officer. EffectiMarch 23, 2007, Mr. Reach assumed the
additional position of President.

(4) Effective August 8, 2006, Mr. Hopkins becarhe €hief Financial Officer.

(5) Effective April 14, 2007 Mr. Smith became ther@orate
Controller.

(6) Effective September 10, 2007 Mr. Peckham bedi€hief Information Officer / Chief Security @fér.
Grants of Plan-Based Awards in 2008.
There were no grants of stock options under oustieg stock option plans issued by us during 2@0&ecutive officers named in the

Summary Compensation Table.
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Outstanding Equity Awards at December 31, 2008

The following table contains information concernimgexercised options held as of December 31, 2@QBéexecutive officers named in the
Summary Compensation Table:

Option Awards
Number of Number of Equity Incentive Pla
Securities Securities Awards: Number of
Underlying Underlying Securities Underlyin Option Option
Options Options Unexercised Unearn Exercise Expiration
Exercisable Unexercisabl Options Price Date
Name (#) (#) (#) ($)
Brian React 100,00((1) - - 7.1C 5/31/200¢
Brian React 20,00((2) 30,00((2) - 3.71 8/8/2012
John P. Hopkin 60,00((3) 90,00((3) - 3.71 8/8/2012
Brian Smith 8,00( 32,00((4) - 4.2¢ 5/14/2013
Brian Smith 2,00( 8,00((5) - 4.11 11/8/2013
Christopher Peckhal 10,00¢( 40,00((6) - 4.6t 9/11/2013

(1) Represents grant of 100,000 incentive stoclooptwhich vests equally in 25 monthly installmenitgl,000, with the installment vesting
on June 30, 2004.

(2) Represents grant of 50,000 incentive stockoogtiwhich vests in five equal installments of 10,08 August 8, 2007, 2008, 2009, 2010,
and 2011, respectively.

(3) Represents grant of 150,000 incentive stoclooptwhich vests in five equal installments of 3@ ®n August 8, 2007, 2008, 2009, 2010,
and 2011, respectively.

(4) Represents grant of 40,000 incentive stockoogtiwhich vests in five equal installments of 8,000April 13, 2008, 2009, 2010, 2011, and
2012, respectively.

(5) Represents grant of 10,000 incentive stockoogtivhich vests in five equal installments of 2,680November 8, 2008, 2009, 2010, 2011,
and 2012, respectively.

(6) Represents grant of 50,000 incentive stockoogtivhich vests in five equal installments of 10,08 September 11, 2008, 2009, 2010,
2011, and 2012, respectively.

Directors who are also our employees receive nitiaddl compensation for attendance at board mgetikir. Henry and Mr. Reach are the
only members of the Board of Directors who are aisployees. The Company’s non-employee direcamsive a quarterly fee of $1,250
and an annual stock option grant to purchase ZBéfes of the Company’s common stock at the clasiage price on the day of the grant
and $1,000 for attendance at each Board or Conmemitigeting. For the year ended December 31, 200&, @lir outside Directors, that is,
Directors who are not employees or full-time cotemils of the Company, each received compensatitoilagss:
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Fees Earned Option

Paid in Casl Awards Total
Name ®A) ®)@) $)
Robert De Lia, Sr 7,75(C 10,40((3) 18,15(
James W. Powe 9,00( 10,40((4) 19,40(
Joseph P. Ritort 9,00( 10,40((5) 19,40(
Richard D. Rockwel 10,00¢( 5,20((6)  15,20(
David Sand: 10,00( 10,40((7) 20,40(

(1) Outside Directors each receive a cash retainarate of $5,000 per annum and $1,000 for d¢tece at each meeting. The Company
reimburses Directors for out-of-pocket expensearmd travelling to Board of Director's meetings.

(2) Represents the dollar amount recognized famftial statement reporting purposes with respettte year ended December 31, 2008 for
the fair value of the option granted to the nam@ador. The fair value was estimated in accoréamith FASB 123R. For a more detailed
discussion on the valuations made and assumptertsto calculate the fair value of our optionsréfeNote 10 of our Annual Report on
Form 10-K for the year ended December 31, 2008.

(3) At December 31, 2008, Mr. De Lia, Sr. heldiops$ to purchase 12,000 shares of Common Stock.

(4) At December 31, 2008, Mr. Power held optianpurchase 10,000 shares of Common Stock.

(5) At December 31, 2008, Mr. Ritorto held optiagagpurchase 12,000 shares of Common Stock.

(6) At December 31, 2008, Mr. Rockwell held optdn purchase 2,000 shares of Common Stock.

(7) At December 31, 2008, Mr. Sands held optionsurchase 10,000 shares of Common Stock.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTI CIPATION

The current members of the Compensation Commiteedassrs. Ritorto, DeLia and Rockwell. The Boambmall decisions concerning
executive compensation related to 2008. No exeeutificer of the Corporation served as a membdh@Board of Directors of another en
during 2008. None of the members of the Compems&@&bmmittee has ever been an officer or employéteary Bros. Electronics, Inc. or
any of its subsidiaries, and no “compensation cameminterlocks” existed during fiscal 2008.

COMPENSATION DISCUSSION AND ANALYSIS

Through the following questions and answers wearll material elements of our executive comptosa
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What are the objectives of our executive compermafrograms?

Our corporate goal is to maximize our total retirour shareholders through share price appreniafiowards this goal, we seek to
compensate our executives at levels that are catmpetith peer companies so that we may attraatgin and motivate highly capable
executives. We also design our compensation pragtaralign our executives’ interests with thosewf shareholders.

Our 2008 executive compensation, reflects our eftorealize these objectives.
What are the principal components of our executisempensation programs?

Overview: Our executive compensation programs consist oétprincipal components: (i) a base salary; (ii)uiionuses; and (iii) stock
option grants. The Company’s policy for compengptinr executive officers is intended to providendigant annual long-term performance
incentives. We describe each of these principalpmrants below .

Relationship of the principal components: We have allocated the three principal componentgioexecutive compensation programs in a
manner that we believe optimizes each executivai¢ribution to us. We have not established spetifimulae for making the allocation.

Base Salary: We do not have employment agreements with any oérecutives. Base salaries for executive offieegesdetermined by
evaluating a variety of factors, including the estpiece of the individual, the competitive market@dor managerial talent, the Company’s
performance, the executive’s performance, andabpansibilities of the executive. Although our G@msation Committee annually reviews
salaries of our executive officers, our Compensaiommittee does not automatically adjust baseisald it concludes that adjustments to
other components of the executive’s compensationldvoe more appropriate.

Annual Bonus: Cash bonus awards are based on a variety of fatohsding the individual performance of the exiaaeiand the Company’
performance.

Long-Term Incentive Compensation (Stock Options folCommon Shares): The Compensation Committee believes that stockebase
compensation arrangements are essential in alighaninterests of management and the stockhol@iaesCompany’s 2002, 2006 and 2007
Stock Plans provides for the issuance of stoclooptto its executive officers and other employ&ésck options to purchase shares of the
Company’s common stock are issued at an exercise gqual to the fair market value of such stockhmndate immediately preceding the
date on which the stock option is granted. Thes®ptypically vest over a three to five year pdrfrom the date of grant and are granted to
the Company’s executive officers and other emplsyesepart of their employment with the Companysoa aeward for past individual and
corporate performance. The size of awards is détedrby the Committee based on factors such asxbeutive’s position, individual
performance and the Company’s performance.

What do we seek to reward and accomplish through executive compensation programs?

We believe that our compensation programs, collelstj enable us to attract, retain and motivatd ljgality executives. We provide annual
bonus awards primarily to provide performance itiges to employees to meet corporate performangactibes. Our corporate objectives
are measured by sales increases, operating manginisicome and other items of performance as ihted on an annual basis. We design
long-term incentive awards primarily to motivatedarward employees over longer periods. Througltinggand forfeiture provisions that we
include in awards of stock options we provide aditi@hal incentive to executives to act in furthera of our longer-term interests. An
executive whose employment with us terminates leedguity-based awards have vested, either beda@sxecutive has not performed in
accordance with our expectations or because thauixe chooses to leave, will generally forfeit threvested portion of the award.

35




Why have we selected each principal component af executive compensation programs ?

We have selected programs that we believe are cofyrused by public companies, both within and alésf our industry, because we
believe commonly used programs are well undersbyoour shareholders, employees and analysts. Mereae selected each program only
after we first confirmed, with the assistance dfsale professional advisors, that the program catapuaith settled legal and tax rules.

How do we determine the amount of each principahgoonent of compensation to our executive

Our Compensation Committee exercises judgment autdedion in setting compensation for our seniaraetives. The Committee exercises
its judgment and discretion only after it has fagtluated the recommendations of our Chief Exeeifficer and Chief Operating Officer
and evaluated our corporate performance.

What specific items of corporate performance do take into account in setting compensation policisd making compensation
decisions?

Our corporate performance primarily impacts theumhbonuses and lortgrm incentive compensation that we provide oucetiee officers.
We use or weight items of corporate performancedintly in our annual bonus and lotegm compensation awards and some items are
determinative than others.

Goals for executives in 2008 varied because thesaseresponsibility of executives differ. Goale generally developed around metrics tied
to our growth and profitability, including increasi& revenue and operating profit, decreases iemsgs, execution of acquisitions, enhanced
operational efficiencies and development of add#l@mpportunities for our long-term growth.

How do we determine when awards are granted, inahgdawards of equit-based compensation?

Historically, our Compensation Committee has awam@nual bonuses in the quarter following the . The Compensation Committee
makes awards of stock options on an ad hoc basigidmerally quarterly, following review of pertmefinancial information and industry
data. In addition, the Compensation Committee cotsda thorough review of stock option awards arehgprocedures annually. The date on
which the Committee has met has varied from yege#w, primarily based on the schedules of Committembers, the timing of compilati

of data requested by the Committee and the timéfaged to the hiring of senior management.

Over the past years our equity-based awards tauéixes have taken the form of stock options. Thealner of stock options subject to an
award has been computed by taking into accounttdmpany’s performance, the particular executive'sgrmance, our retention objectives,
and other factors.

What factors do we consider in decisions to increas decrease compensation materially?

Historically, we have generally not decreased thgelsalaries of our executive officers or redubedt tncentive compensation targets due to
individual performance. When an executive's perfange falls short of our expectations then we beliewr interests are best served by
replacing the executive with an executive who panfoat the level we expect. The factors that wesiclam in decisions to increase
compensation include the individual performancéhefexecutive, responsibility of the executive and corporate performance, as discussed
above.
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To what extent does our Compensation Committee aderscompensation or amounts realizable from pricompensation in setting other
elements of compensation?

The primary focus of our Compensation Committegetting executive compensation is the executive‘senit level of compensation,
including recent awards of long-term incentivegirtg into account the executive’s performance amdoorporate performance. The
Committee has not adopted a formulaic approachdosidering amounts realized by an executive fraor gquity-based awards.

How do accounting considerations impact our compatisn practices”

Accounting consequences are not a material coragidarin designing our compensation practices. Hamenve design our equity awards so
that its overall cost fell within a budgeted dokemount and so that the awards would qualify fassification as equity awards under FAS
123R. Under FAS 123R the compensation cost recedriir an award classified as an equity awardidfifor the particular award and,
absent modification, is not revised with subsequéanges in market prices of our common sharether assumptions used for purposes of
the valuation.

How do tax considerations impact our compensatiaagtices?

Prior to implementation of a compensation prograuweh @avards under the program, we evaluate the feide@me tax consequences, both to
us and to our executives, of the program and aw&efere approving a program, our Compensation Cibieenreceives an explanation from
our outside professionals as to the tax treatmietiteoprogram and awards under the program andaxsses from our outside professionals

that the tax treatment should be respected bydaadnhorities.

Section 162(m) of the Internal Revenue Code limitstax deduction each year for compensation th edour Chief Executive Officer and
our four other highest paid executive officers tonillion unless, in general, the compensationaisl punder a plan that is performanmetated
non-discretionary and has been approved by ouekbbters. Generally, Section 162(m) has not hagrafisant impact on our compensation
programs.

What are our equity or other security ownership tdgements for executives and our policies regardihgdging the economic risk of share
ownership?

We do not maintain minimum share ownership requéinets for our executives. We do not have a poligaréing hedging the economic risk
of share ownership.

To what extent do we benchmark total compensatiom anaterial elements of compensation and what dre benchmarks that we use?

While the Compensation Committee does not perfammél benchmarks, they do compare the elementgafdompensation to
compensation provided by knowledge gained in tdestry.
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Do we have a policy regarding the recovery of awamt payments if corporate performance measuresmpdich awards or payments al
based are restated or adjusted in a manner that Wlaeduce the size of an award or payment?

For non-executive officers, we have a policy thatvjdes for a case-by-case review to determineécavery of an award is necessary if a
performance measure used to calculate the awaub&equently adjusted in a manner that would hedeced the size of the award. For
executive officers, we have a policy that requaeescovery of an award if a performance measuré wsealculate the award is subsequently
adjusted in a manner that would have reduced #eeddithe award.

What is the role of our executive officers in thempensation process?

Our Compensation Committee meets periodically withChief Executive Officer and Chief Operating i©df to address executive
compensation, including the rationale for our congagion programs and the efficacy of the programechieving our compensation
objectives. The Compensation Committee also reliesxecutive management to evaluate compensatigngms to assure that they are
designed and implemented in compliance with lawkragulations, including SEC reporting requiremeiitee Compensation Committee
relies on the recommendations of our Chief Exeeu¥ficer and Chief Operating Officer regarding gerformance of individual executives.
At meetings in 2008 the Compensation Committeeivederecommendations from our Chief Executive @ffiand Chief Operating Officer
regarding salary adjustments and annual bonustank gption awards for our executive officers. @inief Executive Officer and Chief
Operating Officer play a significant role in detémmg the annual cash compensation of our execuiifreers. The Compensation Committee
believes that it is important for it to receive thput of the Chief Executive Officer and Chief @giing Officer on compensation matters s
they are knowledgeable about the activities ofexacutive officers and the performance of theiteduand responsibilities, as well as their
contributions to the growth of the Company andiisiness. The Compensation Committee accepted thesemendations after concluding
that the recommendations comported with the Coreeigtobjectives and philosophy and the Committee&uation of our performance and
industry data.

Compensation Committee Report

Our Compensation Committee has reviewed and disdubg Compensation Discussion and Analysis wittntanagement and based on the
review and discussion recommended to the BoardhleaCompensation Discussion and Analysis be irelud this Annual Report on Form
10-K. The Board accepted the Compensation Comrigtteeommendation. This report is made by the wigeed members of the
Compensation Committee:

Joseph P. Ritorto (Chair)

Robert De Lia, Sr.

Richard D. Rockwell

Item 12. Security Ownership of Certain BeneficiaDwners and Management and Related Stockholder Magts

a) The following table provides infornwtiwith respect to the equity securities that atb@ized for issuance under our compensation
plans as of December 31, 2008:

Equity Compensation Plan Information - For the Yeaded December 31, 2008:
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Weighted Number of securities

average remaining available for
Number of securities  exercise price ¢  future issuance under
be issued upon exerc outstanding equity compensation pla

of outstanding option options, warran®  (excluding securities
warrants and rights and rights reflected in column (a))

Plan categor (@) (b) ()

Equity compensation plans approved by security drs 984,51* $ 4.97 245,48!
Equity compensation plans not approved by sechotgers 193,66¢* $ 7.6C —
Total 1,184,17 $ 5.4C 245,48!

* This amount includes options issuable pursuamutio2002, 2006 and 2007 Stock Option Plans. Téamspauthorizes the issuance of opti
to purchase up to 230,000, 250,000 and 250,00@sled our Common Stock to employees, directord,camsultants of the Company under
the 2002, 2006 and 2007 Stock Option Plans, reispéct

Also included are options issuable pursuant tolecentive Stock Option Plan. The Board of Direstand our shareholders approved the
adoption of the Incentive Stock Option Plan on Delger 23, 1999. Our Incentive Stock Option Plarvigies for the granting of options to
purchase a maximum of 500,000 shares of the Congpaasnmon stock.

** This amount includes warrants to purchase 138,88d 55,333 shares at $7.60 expiring July 27, 20@ were granted in connection with
the issuance of 553,333 shares of our common s$tocértain qualified institutional investors ane filacement agent, respectively, in July
2004.

b) Security Ownership Of Certain Benegfi@wners And Management And Related Stockholdetévia

The table that follows sets forth, as of March 2008 certain information regarding beneficial ovatn@p of our common stock by each per
who is known by us to beneficially own more than 8Pour common stock. The table also identifiesdtuek ownership of each of our
directors, each of our officers, and all directansl officers as a group. Except as otherwise itelitahe stockholders listed in the table have
sole voting and investment powers with respechéoshares indicated. Unless otherwise indicatedhtisiness address for each of the named
individuals is Henry Bros. Electronics, Inc., 174dllitt Drive, Fair Lawn, New Jersey 07410.

Shares of common stock which an individual or grbap a right to acquire within 60 days pursuarhéoexercise or conversion of options,
warrants or other similar convertible or derivatsezurities are deemed to be outstanding for thgoge of computing the percentage
ownership of such individual or group, but are de¢med to be outstanding for the purpose of comgtlie percentage ownership of any
other person shown in the table.
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The applicable percentage of ownership is basesl ®fi,583 shares outstanding as of March 10, 2008.

Number of
shares

Percentage of Commo

beneficially  Stock Beneficially

Name address and title of beneficial owne owned Owned

James E. Henry, Chairman, Chief Executive Offigeeasurer and Directt 1,275,37! 21.4%
Brian Reach, President, Chief Operating Officecr&gry, and Director (1 220,00( 3.7%
John P. Hopkins, Chief Financial Officer | 64,50( 1.1%
Brian J. Smith, Corporate Controller { 18,00( *
Christopher Peckham, Chief Information Officer i€ftSecurity Officer (4 10,00( *
Robert De Lia, Sr., Director (¢ 66,69 1.1%
James W. Power, Director ( 10,00( *
Joseph P. Ritorto, Director ( 52,00( *
Richard D. Rockwell (8 2,044,70: 34.2%
David Sands, Director (¢ 10,00-( *
All executive officers and directors as a group j¢&@sons) (10 3,795,511 63.€%

* Less than 1%

(1) The amount shown for Mr. Reach includes a culyeexercisable option to purchase 100,000 shafrédse Company’s Common Stock at a
price of $7.10 per share and a currently exeragsaption to purchase 20,000 shares of the Comp&myrismon Stock at a price of $3.71 per
share.

(2) The amount shown for Mr. Hopkins includes arently exercisable option to purchase 60,000 shafriee Company’s Common Stock at
a price of $3.71 per share.

(3) The amount shown for Mr. Smith includes a cutlyeexercisable option to purchase 16,000 sharésoCompany’s Common Stock at a
price of $4.26 per share and 2,000 shares of timep@ny’s Common Stock at a price of $4.11 per share.

(4) The amount shown for Mr. Peckham includes aenily exercisable option to purchase 10,000 shafrdse Company’s Common Stock at
a price of $4.65 per share.

(5) The amount shown for Mr. De Lia, Sr. includearfcurrently exercisable options to purchase 2glG0es each of the Company’s
Common Stock at a price of $7.19, $4.90, $3.33%h65 per share, respectively, and one currenyaisable option to purchase 4,000
shares of the Company’s Common Stock at a priS a0 per share.

(6) The amount shown for Mr. Power includes threeantly exercisable options to purchase 2,000eshaach of the Company’s Common

Stock at a price of $6.08, $3.33, and $4.65 pereshaspectively, and one currently exercisabléopb purchase 4,000 shares of the
Company’s Common Stock at a price of $5.60 pereshar
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(7) The amount shown for Mr. Ritorto includes faurrently exercisable options to purchase 2,000esh@ach of the Company’s common
stock at $7.19, $4.90, $3.33, and $4.65 per shespectively, and one currently exercisable optiopurchase 4,000 shares of the Company’s
Common Stock at a price of $5.60 per share.

(8) The amount shown for Mr. Rockwell includesuarently exercisable option to purchase 2,000 shaf¢he Company’s Common Stock at
a price of $5.60.

(9) The amount shown for Mr. Sands includes threeently exercisable options to purchase 2,000esheach of the Company’s Common
Stock at a price of $4.90, $3.33, and $4.65 pereshaspectively, and one currently exercisabléopb purchase 4,000 shares of the
Company’s Common Stock at a price of $5.60 pereshar

(10) The amount shown includes currently exercesalptions to purchase 208,000 shares of the Congpeognmon stock.

Item 13. Certain Relationships and Relate@iransactions and Director Independence

a) Joseph P. Ritorto, a member of our Boirectors since January 2002, was co-foundétist Aviation Services, Inc. (“First
Aviation”). Mr. Ritorto sold First Aviation to argup led by Goldman Sachs in May 2008. In 2007 20@b, the Company had revenues of
$546,375 and $678,138 principally associated witingegrated security systems project with Firsiafien. During the period in 2008 that
the business was owned by Mr. Ritorto, the Comgead/no revenues from First Aviation. There ar@utstanding accounts receivable due
from First Aviation at December 31, 2008 relatedht® period that the business was owned by Mr.riito

b) The Company considers Messrs. DeRdayer , Ritorto, Rockwell and Sands to be independieectors in accordance the
NASDAQ's listing standards.

Item 14. Principal Accountant Fees and Services
Fees Paid to Our Independent Auditors During 2008 and 2007
Audit Fees

The aggregate fees paid to Amper, Politziner & MattLP for professional services rendered forahdits of the Compang’annual financic
statements on Form 10-K in 2008 and the revievhefiinancial statements on Form 10-Q for the qusweeded March 31, June 30, and

September 30, 2008 were $161,710.

The aggregate fees paid to Amper, Politziner & MattLP for professional services rendered forahdits of the Compang’annual financic
statements on Form 10-K in 2007 and the revievhefiinancial statements on Form 10-Q for the quaneled September 30, 2007 were

$144,200.

The aggregate fees billed by Demetrius & Companly,Q. for professional services rendered for theéengs of the financial statements on
Form 10-Q for the quarters ended March 30 and 30n2007 were $15,000.

Audit-Related Fees

There were no audit-related fees paid to AmpeiliiFoér & Mattia, LLP in 2008 and 2007.
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The aggregate fees billed for audit-related sesvimeDemetrius & Company, L.L.C. for the year enBetember 31, 2007 were
approximately $2,200.

Audit related services include due diligence inrgtion with acquisitions, consultation on accaugptnd internal control matters, audits in
connection with proposed or consummated acquisitéord review of registration statements.

Tax Fees

There were no tax fees paid to Amper, Politzingvi&ttia, LLP in 2008 and 2007.
There were no tax fees paid to Demetrius & Comphry C. in 2007.

All Other Fees

There were no other fees paid to Amper, Politz&é#dattia, LLP in 2008 and 2007.

The aggregate fees billed for all other profesdiseavices rendered by Demetrius & Company, L.lfd€the year ended December 31, 2007
was $15,000. These fees related to a 401(k) pldi.au

Pre Approval of Audit and Permissible Nekudit Services

The Audit Committee approved 100% of the fees paithe principal accountant for audit-related, aaxl other fees. The Audit Committee
pre-approves all non-audit services to be perfortmethe auditor. The percentage of hours expenddti@principal accountant’s
engagement to audit the Company’s financial statesfer the most recent year that were attributedtdrk performed by persons other than
the principal accountant’s full-time, permanent égpes was 0%.

Part IV

ltem 15. Exhibits, Financial Statement Sclueiles

(&) The following consolidated financial statesesind schedules are filed at the end of this tepeginning on page F-I. Other schedules
are omitted because they are not required or arappicable or the required information is showrtie consolidated financial statements or

notes thereto.

(b) See Exhibit Index following this Annual Repon Form 10-K.

Documenti Page
Reports of Independent Registered Public Accourfiings F-1to F-2
Consolidated Balance Sheet as of December 31, 2002007 F-3
Consolidated Statements of Operations for the YEaded December 31, 2008, 2007 and 2 F-4
Consolidated Statements of Sharehc' s Equity for the Years Ended December 31, 20087 200@ 200¢ F-5
Consolidated Statements of Cash Flows for the YEaded December 31, 2008, 2007 and 2z F-6
Notes to Consolidated Financial Statem F-7 to F-35
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Date:

SIGNATURES

Pursuant to the requirements of Section 13 or 16f(the Securities Exchange Act of 1934 as amentthedRegistrant had duly
caused this report to be signed on its behalf byutidersigned, thereunto duly authorized.

March 23, 200

HENRY BROTHER ELECTRONICS, INC

By: /s/ James E. Hen
James E. Henr
Chairman, Chief Executive Officer, Treasurer anteBtior

Pursuant to the requirements of the Securities &xgé Act of 1934 as amended, this report has bhgeadbelow by the following persons
on behalf of the Registrant and in the capacitiesan the dates indicated.

Each person, in so signing also makes, constitatesappoints James E. Henry and Brian Reach,asfdaf them acting alone, as his true
and lawful attorneys-in-fact, with full power oflsstitution, in his name, place, and stead, to eeand cause to be filed with the SEC any or

all amendments to this report.

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

March 23, 2008

March 23, 2008

March 23, 2008

March 23, 2008

March 23, 2008

March 23, 2008

March 23, 2008

March 23, 2008

SIGNATURE

/sl James E. Heni

James E. Henr
Chairman, Chief Executive Officer, Treasurer anteBtior

/sl Brian Reacl

Brian React

President, Chief Operating Office
Secretary and Directt

/s/ John P. Hopkin

John P. Hopkin
Chief Financial Officel

/s/ Robert L. DelLia S

Robert L. DeLia Sr
Director

/sl James W. Powt
James W. Powe
Director

/sl Joseph P. Ritori

Joseph P. Ritort
Director

/s/ Richard D. Rockwe

Richard D. Rockwel
Director

/s/ David Sand

David Sand:
Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Henry Bros. Electronics, Inc. and Subsidiaries

We have audited the accompanying consolidated balsineets of Henry Bros. Electronics, Inc. and lidrges (the “Company”) as of
December 31 2008 and 2007, and the related coasatidtatements of operations, stockholders’ egaiitst cash flows for the years then
ended. These financial statements are the resplitysalh the Company’s management. Our responisjbi§ to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversightulo(United States). Thc
standards require that we plan and perform thetisitmliobtain reasonable assurance about whethén#reial statements are free of mate
misstatement. The Company is not required to hasewere we engaged to perform, an audit of itsrirdl control over financial reportir
Our audit included consideration of internal cohtreer financial reporting as a basis for desigranglit procedures that are appropriate it
circumstances, but not for the purpose of exprgssimopinion on the effectiveness of the Compsinyternal control over financial reportii
Accordingly we express no such opinion. An audibahcludes examining, on a test basis, evidenppating the amounts and disclosure
the financial statements, assessing the accouptingiples used and significant estimates made bpagement, as well as evaluating
overall financial statement presentation. We belithat our audits provide a reasonable basis foopinion.

In our opinion, the consolidated financial stateteaeferred to above present fairly, in all materéspects, the financial position of He
Bros. Electronics, Inc. and Subsidiaries as of Ddmy 31, 2008 and 2007, and the results of itsatipers and its cash flows for the years®
ended in conformity with accounting principles gedly accepted in the United States of America.

As discussed in Note 9 to the consolidated findrsta@tements, in 2007, Henry Bros. Electronics, &nmd Subsidiaries adopted the provis
of FIN 48, “Accounting for Uncertainty in Income X&s — an Interpretation of FASB Statement No. 109.”

In connection with our audits of the financial staents referred to above, we audited Schedulevialgation and Qualifying Accounts.
our opinion, the financial schedule, when considererelation to the financial statements takeraashole, presents fairly, in all mate
respects, the information stated therein.

/sl Amper, Politziner & Mattia LLP

March 19, 2009
Edison, New Jersey
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Report of Independent Registered Public Accountindrirm

Board of Directors and Stockholders
Henry Bros. Electronics, Inc. and Subsidiaries

We have audited the accompanying consolidateémtaits of operations, stockholdeesjuity, and cash flows of Henry Bros. Electror
Inc. and Subsidiaries for the year ended Decemler 2006. These financial statements are the redipibty of the Company
management. Our responsibility is to express amapon these financial statements based on adit.au

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversighti@dq&@nited States). Those stand:
require that we plan and perform the audit to ebtaasonable assurance about whether the finas@tments are free of mate
misstatement. The Company is not required to hasewere we engaged to perform, an audit of itsrival control over financial reportir
Our audit included consideration of internal cohtreer financial reporting as a basis for desigranglit procedures that are appropriate it
circumstances, but not for the purpose of exprgssimopinion on the effectiveness of the Compsimyternal control over financial reportii
Accordingly we express no such opinion audit also includes examining, on a test basiglence supporting the amounts and disclo:
in the financial statements, assessing the acaauptiinciples used and significant estimates madmanagement, as well as evaluating
overall financial statement presentation. We belithat our audit provides a reasonable basis foopinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all materéspects, the results of operations of H
Bros. Electronics, Inc. and Subsidiaries, and thagh flows for the year ended December 31, 2@D6omnformity with accounting principl
generally accepted in the United States of America.

/sl Demetrius & Company, L.L.C.

Wayne, New Jersey
October 17, 2007
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31

2008 2007
ASSETS
CURRENT ASSETS
Cash and cash equivale $ 27,70¢  $ 3,277,45!
Accounts receivable-net of allowance for doubtté@unts $801,306 in 2008 and $810,588 ir
2007 18,164,06 13,306,55
Inventory 1,201,47 1,460,93.
Costs in excess of billings and estimated pr¢ 5,512,10: 3,195,03!
Deferred tax asst 1,363,30! 739,56
Retainage receivab 1,756,48. 1,708,12!
Prepaid expenses and income tax receiv 878,00: 900,92
Other assets 330,05: 315,08:
Total current asse 29,233,19 24,903,67
Property and equipment - net of accumulated degieni $2,993,961 in 2008 and $2,408,653
2007 2,620,79 2,408,641
Goodwill 3,592,08I 3,379,03I
Intangible asset- net of accumulated amortizati 1,016,66! 1,183,54
Deferred tax assi - 306,22:
Other assets 147,38 150,45¢
TOTAL ASSETS $ 36,610,100 $ 32,331,57
LIABILITIES & STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts payabl $ 6,927,36! $ 8,157,77.
Accruedexpense: 4,833,61 3,128,96!
Accrued taxe! 200,77 139,40:
Billings in excess of costs and estimated pr¢ 2,006,75: 1,577,00:
Deferred income 157,89( 206,46(
Current portion of lon-term deb 629,74 634,94¢
Revolving loar - 3,635,89
Other current liabilities 532,93. 451,49(
Total current liabilities 15,289,07 17,931,93
Long-term debt, less current porti 4,855,66. 465,53¢
Deferred tax Liability 406,41 -
TOTAL LIABILITIES 20,551,15 18,397,47
STOCKHOLDERS' EQUITY
Preferred stock, $.01 par value; 2,000,000 sharg®azed; no shares issu - -
Common stock, $.01 par value; 10,000,000 shardémaned; 5,966,583 shares issued and
outstanding in 2008 and 5,926,065 in 2 59,66¢ 59,26!
Additional paid in capita 17,732,59 17,165,89
Accumulated deficit (1,733,309 (3,291,06)
TOTAL EQUITY 16,058,95 13,934,09
TOTAL LIABILITIES & STOCKHOLDERS' EQUITY $ 36,610,100 $ 32,331,57

See accompanying notes to the consolidated finbsteiements.
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue
Cost of revenue
Gross profit

Operating expense

Selling, general and administrative exper
Goodwill and intangible asset impairment charges
Operating profit (loss

Interest incomt
Other income (expens
Interest expense

Income (loss) before tax exper

Provision for (benefit from) income taxes
Net income (loss

BASIC EARNINGS (LOSS) PER COMMON SHARI

For the years ended December 3.

Basic earnings (loss) per common share
Weighted average common shares

DILUTED EARNINGS (LOSS) PER COMMON SHARE

Diluted earnings (loss) per common share
Weighted average diluted common shares

2008 2007 2006
$ 62,357,46 $ 57,852,21 $ 42,132,85
46,465,19.  45,076,12  30,818,83
15,892,27 12,776,090  11,314,02
12,797,73  12,695,50 12,720,38
- 43,99¢ 1,191,00
3,094,54. 36,58 (2,597,36)
91,55¢ 73,49: 19,51¢
17,26¢ (191) (674
(271,29() (349,90) (103,92))
2,932,07 (240,02) ~ (2,682,44)
1,374,32 63,28 (422,309
$ 1557,75 $  (303,30) $ (2,260,13)
$ 027 $ (0.05) $ (0.3¢)
5,786,10. 5,768,86. 5,749,96.
$ 0.2 $ (0.05) $ (0.3¢)
5,088,78. 5,768,86. 5,749,96.

See accompanying notes to the consolidated finbsteiements.




HENRY BROS. ELECTRONCS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Balance at December 31, 2C
Employee stock options exercis
Value of stock option gran

Shares issued in connection with the acquisitioBI&f
Security System

Amortization of value assigned to stock option ds:
Net loss for December 31, 20
Balance at December 31, 2C

Reclassification of deferred stock compensatiomupo
adoption of SFAS 123(F

Cumualitive effect for adpotion of Fin ¢

Shares issued in connection with the acquisitioBI&f
Security System

Amortization of value assigned to stock option ds:
Net loss for December 31, 20

Balance at December 31, 2C

Recovery from shareholder, r

Surrendered shares to purchase fixed ¢
Employee stock options exercis

Shares issued in connection with the acquisitioBI&f
Security System

Amortization of value assigned to stock option ¢s:

Net income for December 31, 20

Balance at December 31, 2008

Common Stock

par value $.01 Additional
10,000,000 Authorizec Paid-in Retained
Shares Amount Capital Earnings Total
5,889,39' $ 58,89 $ 16,956,000 $ (689,05) $ 15,982,96
6,66€ 67 30,93( 30,99’
230,26° -
20,00( 20C 67,00( 67,20(
189,59:
(2,260,13) (2,260,13)
5,916,06! 59,16! 17,284,20 (2,949,19) 14,010,61
(383,55:)
(38,56) (38,56_:)
10,00( 10C 37,40( 37,50(
227,83¢ 227,83¢
(303,30, (303,309
5,926,06! 59,26! 17,165,89 (3,291,06) 13,934,09
59,44: 59,44:
(3,200 (32 (14,049 (14,080
23,71¢ 237 119,02: 119,25¢
20,00( 20C 120,35( 120,55(
281,93¢ 281,93¢
1,557,75 1,557,75!
5,966,58. $ 59,66¢ $ 17,732,59 $ (1,733,30) $ 16,058,95

See accompanying notes to the consolidated finbsteitements.
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 3.
2008 2007 2006

Cash flows from operating activitie
Net income (loss
Adjustments to reconcile net income (loss) fromrapens to net cash (used in) provi

$ 1,557,750 $ (303,309 $ (2,260,13)

by operating activities

See accompanying notes to the consolidated finbsteiements.
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Depreciation and amortizatic 840,73 899,32! 699,55¢
Bad debt expens 346,60: 41,12 172,40:
Provision for obsolete invento 202,49( 180,00( 384,00(
Impairment charge - 43,99¢ 1,191,00!
Stock option expens 281,93 227,83¢ 189,59:
Deferred income taxe 88,89t (26,730) (386,007
Changes in operating assets and liabilit
Accounts receivabl (5,204,11j) 280,67 (3,071,30)
Inventory 56,96¢ 67,00z (801,540
Costs in excess of billings and estimated prt (2,317,06) 1,448,43 (1,484,85)
Retainage receivab (48,357 (317,65) (180,459
Other asset (14,970 (25,007 (21,809
Prepaid expenses and income tax receiv 22,92( (446,12) (204,61
Accounts payabl (1,230,40i) 2,184,72! 1,930,03!
Accrued expense 1,766,02. (1,576,749 2,285,20:
Billings in excess of costs and estimated pr¢ 429,74¢ 409,74 (9,559
Deferred incom (48,577 (270,31H (93,719
Other liabilities 81,43\ 198,60¢ 19,58"
Net cash (used in) provided by operating activities (3,187,96) 3,015,59: (1,642,611
Cash flows from investing activitie
Purchase of businesses, net of cash acq (62,500 (25,000 (1,666,36)
Purchase of property and equipment (569,494 (652,704 (1,393,00)
Net cash used in investing activities (631,999 (677,704 (3,059,369
Cash flows from financing activitie
Recovery from shareholder, r 59,44: - -
Proceeds from issuance of common st- net of fees 119,25¢ - 30,99%
Net proceeds from revolving bank lin 700,00: 788,00( 2,847,89i
Proceeds from bank loa - - 186,50(
Payments of bank loal (221,110 (206,607) (217,810
Net repayments of other de - (9,135 (26,465
Net change in equipment financing (87,377 167,44: (96,977
Net cash provided by financing activities 570,21! 739,70¢ 2,724,14.
(Decrease) Increase in cash and cash equive (3,249,74) 3,077,59 (1,977,83)
Cash and cash equivalents - beginning of period 3,277,45! 199,85: 2,177,68
Cash and cash equivalents - end of period $ 27,70¢ $ 327745 $ 199,85:
Supplemental disclosure of cash flow informati
Amount paid for the period fo
Interest $ 265,87¢ $ 331,92: $ 86,09:
Taxes 1,032,64 240,00( 325,81
Non-cash investing and financing activiti¢
Equipment finance 316,51: 359,04( 250,49:
Issuance of stock to acquire busines 120,55( 37,50( 67,20(
Surrender shares to purchase fixed as 14,08( - -




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICA NT ACCOUNTING POLICIES

Henry Bros. Electronics, Inc., (the “Company”) atedsubsidiaries, are divided into two businessrsags — Security System Integration
(“Integration”) and Specialty Products and Servi¢&pecialty”). The Integration segment providesdtle to grave” services for a wide
variety of security, communications and controltegss. The Company specializes in turn-key systhatsintegrate many different
technologies. Systems are customized to meeptwfic needs of its customers. Through the SpigciRrdoducts and Services segment we
provide emergency preparedness programs, mobil@ldigcording solutions and specialized radio firercy communication equipment and
integration. Each of the Company’s segments manationwide with an emphasis in the Arizona, ©@atifa, Colorado, Maryland, New
Jersey, New York, Texas and Virginia metropolitagaas. Customers are primarily medium and largeniegsies and governmental agencies.
The Company derives a majority of its revenues fponject installations and to a smaller extent,meance service revenue.

The table below shows revenue percentage by getigrigation for each of the years ended December 3

2008 2007 2006

New Jersey/New Yor 45% 46% 44%
California 20% 20% 27%
Texas 4% 4% 3%
Arizona 11% 8% 7%
Colorado 8% 9% 11%
Maryland / Virginia (1) 10% 8% 4%

Integration segmet 98% 95% 96%

Specialty segmer 2% 7% 7%
Inter-segment 0% -2% -3%

Total revenue 10(% 10(% 10(%

(1) Acquired October 2, 2006




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(&) Principles of Consolidation

The consolidated financial statements include tu®ants of the Company and its wholly-owned subsies. Acquisitions are recorded as of
the purchase date, and are included in the corgetidinancial statements from the date of acdorsitAll material intercompany
transactions have been eliminated in consolidation.

(b) Reclassifications

The presentation of certain prior year informati@s been reclassified to conform to the current pessentation. The Company has
reclassified certain costs from cost of revenue &&llling, general and administrative expenses drhount of this reclassification was
$692,635, $499,179, and $767,904, for the yearsceBcember 31, 2008, 2007 and 2006, respectiviéigse reclassifications had no
impact on operating profit (loss). The gross prfafi each of the quarters for the years ended iDbee 31, 2008 and 2007 reflect the impact
of this reclassification (See Note 18).

() Revenue Recognition
Revenue from a project in either the Integratio®pecialty segments are recognized on the perapfagpmpletion method, whereby
revenue and the related gross profit are deternbiasdd upon the actual costs incurred to datdéoptoject to the total estimated project
costs at completion. Project costs generally inelaldl material and shipping costs, the Companyaatliabor, subcontractor costs and an
allocation of indirect costs related to the diretior. Changes in the project scope, site condifistaff performance and delays or problems
with the equipment used on the project can resufidreased costs that may not be billable or @eddpy the customer and results in a loss or
lower profit from what was originally anticipatetithe time of the proposal.
Estimates for the costs to complete the projecparisdically updated by management during thegoerénce of the project. Provision for
changes in estimated costs and losses, if anynoonopleted projects are made in the period in whigth losses are determined. In general,
we determine a project to be substantially comgleféer:

1. The scope of work is completed which includes iliatathe equipment as required in the contr

2. System is functional and has been tes

3. Training has been provide
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

Except for projects in excess of $1 million, thejoniy of the Company'’s projects are completed wita year. Revenue from product sales

are recognized when title and risk of loss passéiset customer. Service contracts, which are s¢pand distinct agreements from project

agreements, are billed either monthly or quarteAgcordingly, revenues from service contractsramgnized ratably over the length of the
agreement.

(d) Use of Estimates

The preparation of financial statements, in conforiwith generally accepted accounting principleshe United States, requires manager
to make estimates and assumptions that affeceffmted amounts of assets and liabilities and is&asure of contingent assets and
liabilities, at the date of the financial statenseand the reported amount of revenues and expdnseg the reporting period. Actual results
could differ from those estimates.

Revenue and costs relating to security integragi@tems projects and service agreements are garlycaffected by managemestéstimate:
The contract sale price and estimated costs arghgson the facts and circumstances known atiie af the proposal. Estimates for the
costs to complete the contract are periodicallyatgd during the performance of the contract. Uniptaldle events can occur during the
performance of the contract that can increasedbts@nd reduce the estimated gross profit. Chartfgrs to record additional costs may not
be approved or can become subject to long negmimtivith the customer and can result in concesdigrise Company. Considerable
judgments are made during the performance of theact that affects the Compé's revenue recognition and cost accruals that naa la
significant impact on the results of operationsorégd by the Company.

(e) Cash Equivalents

The Company considers highly liquid instrumentdwaitiginal maturity of three months or less to bsltequivalents.

() Trade Receivables and Allowance for Doubtfdtcounts

Trade receivables are stated at net realizablesvalinis value includes an appropriate allowance$timated uncollectible accounts. The
allowance is evaluated on a regular basis by maneageand is based upon historical experience Wihctustomer, the aging of the past due
amounts and the relationship with and economicistat our customers. The evaluation is based uptmates taking into account the facts
and circumstances at the time of the evaluatiotu@laincollectible accounts could exceed the Comigagstimates and changes to its

estimates will be accounted for in the period airaie. Account balances are charged against theaaite after all means of collection have
been exhausted and the potential for recoveryrisidered remote.
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

() Inventory

Inventory is stated at the lower of cost or makka@tie. Cost has been determined using the firdtrgt-out method. Inventory quantities on-
hand are periodically reviewed, and where necessasgrves for excess and obsolete inventorieseaczded.

(h) Retainage Receivable

Retainage receivables represent balances billeddiygaid pursuant to retainage provisions of ttogegt contracts and will be due and
payable upon completion of specific tasks or thegietion of the contract.

(i) Property and Equipment

Property and equipment are recorded at cost, rest@fmulated depreciation. Depreciation is conppatea straightine basis over estimate
useful lives of four to ten years. Leasehold inveroents are amortized over the shorter of relaasd term or the estimated useful

lives. Upon retirement or sale, the costs of gsets disposed of and the related accumulatedaatioe are removed from the accounts and
any resulting gain or loss is included in the deiaation of income. Repairs and maintenance arstexpensed as incurred. Annually, the
Company routinely reviews its property and equiphfenimpairment, and accordingly, will write-dowhose assets to their estimated fair
value. There was no impaired property and equipine2008, 2007 and 2006.

() Intangible Assets

The Company’s intangible assets include goodwill ather intangibles that consist of the fair vadfiecquired customer lists, service
contracts acquired, trade names, and covenants sompete. Goodwill represents the excess oftyase price over fair value of net assets
acquired at the date of acquisition.

The Company follows the provisions of Statemerftioaincial and Accounting Standards (SFAS) 142 “Gathéind Other Intangible

Assets”, whereby goodwill and intangible asset$witlefinite lives are not amortized, but are tésteleast annually for impairment. Prior to
January 1, 2002, the Company had not recorded gbaaether intangible assets with indefinite lszdntangible assets with estimable us
lives, consisting primarily of acquired custometdi service contracts and covenants not to competemortized on a straiglitie basis ove
their estimated useful lives of three to fifteemrggeand are reviewed for impairment whenever evanthanges in circumstances indicate that
the carrying amount of an asset or asset groupnuoglge recoverable. If the intangible asset’s raimgiuseful life is changed, the intangible
asset will be amortized over the remaining uséfel If the asset being amortized is determinelaee an indefinite useful life, the asset will
be tested for impairment. The impairment test wglhsist of measuring its fair value with its cangiamount. If the carrying amount of the
intangible assets exceeds its fair value, an impait loss is recognized for an amount equal t@koess and the adjusted carrying amount is
recognized as its new accounting basis. The Compaorded an impairment charge of $43,999 for theewdown of a trade name for the
year ended December 31, 2007. There were no daites for the years ended December 31, 2008 angl
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

(k) Goodwill

The Companys goodwill impairment test is based on a two pestedure consistent with the requirements of SFAE The first test consis
of determining the fair value of the reporting wenitd comparing it to the carrying value of the réipg unit. If the carrying value of the
reporting unit exceeds the fair value of the rapgrtinit, a second test is performed. In step te,implied fair value of the goodwill (which
is the excess of the fair value of the reporting aver the fair value of the net assets) is coragdo the carrying value of the goodwill. An
impairment loss is recognized for any excess vafugodwill over the implied value. The Companyetatines the reporting unit by
analyzing geographic region, as management evaltiaeCompany’s performance in this manner. Wetiiileth five separate and distinct
operating units for the testing requirements of SHA2. In 2008 and 2007, no charges to operatemgdted from management’s goodwill
impairment evaluation. However, based upon oub28luation, the Company took a charge to oparatid $1.2 million (or $.21 per
diluted share) associated with goodwill impairmasgociated with our California banking vertical kedr

() Concentrations of Credit Risk

Financial instruments that potentially subject @@npany to concentrations of credit risk consighpgrily of cash, cash equivalents and
accounts receivable. At various times, the Compeat/cash balances at certain financial institutiorexcess of federally insured
limits. However, the Company does not believe thiatsubject to unusual credit risk beyond thenmal credit risk associated with
commercial banking relationships.

Credit risk is generally diversified due to theg@mumber of customers that make up the Compamng®mer base and their geographic
dispersion. The Company performs an ongoing ceadituation of its customers. In 2008, billings teeaustomer represented 6.8% of the
Company'’s consolidated revenue or 6.9% of reverura the Integration segment. In 2008, accountsivabk from one customer
represented 10.1% of the Company’s consolidatedgesiunts receivable. Revenues from local govenhiagencies were 36.7%, 40.7% and
22.6% of total revenue for the years ended DeceBibe2008, 2007 and 2006, respectively.

There are a few vendors from whom we obtain devacessoftware for specific access control, imagiagyote transmission, smart key and
mobile applications. The loss of any one of thesaganies as suppliers could have a materially agvenpact on our business, financial
condition and results of operations if we are uedbldevelop or acquire new technologies from osloeirces. We believe there are alterne
vendors to source such products.
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

Timely vendor deliveries of equipment meeting oualify control standards from all suppliers areamportant to our business because each
installed system requires the integration of aatgrof elements to be fully functional. The failucedeliver any component when required, in
operating condition, can delay the project, trigggicontract penalties, delay in progress paymantésmay result in cancellation of the
project.

(m) Income Taxes

Deferred taxes are provided on the asset anditiabiethod whereby assets and liabilities are raczayl for taxable temporary

differences. Temporary differences are the diffees between the amounts reported for financitdrsi@nt purposes and corresponding
amounts for tax purposes. Deferred tax assetedteed by a valuation allowance when, in the @piif management, it is more likely than
not that some portion or all of the deferred tasets will not be realized. Deferred tax assetsliabdities are adjusted for the effects of
changes in tax laws and rates on the date of eeattm

(n) Fair Value of Financial Instruments

The carrying amounts of the Company’s financialrimaents, which include cash equivalents, accowgtsivable, accounts payable, accrued
expenses, short and long-term debt, approximateftievalues as of December 312008.

(o) Advertising Costs

The Company expenses advertising cost when thetsbraent occurs. Total advertising expenses aiteduo approximately $93,599,
$63,759 and $67,542 for the years ended Decemh@088, 2007 and 2006, respectively.

(p) Stock Based Compensation

The Company follows Financial Accounting StandaBisrd (“FASB”) Statement of Financial AccountingaBtlards (“SFAS”)No. 12:
(revised 2004), “Shared—Based Paymer8FFAS No. 123R). SFAS No. 123R requires recognitibiine cost of employee services receive
exchange for an award of equity instruments infthancial statements over the period that the eyg#lds required to perform service:
exchange for the award. SFAS No. 123R also requoiegsurement of the cost of employee serviceswedén exchange for an award bg
on the grant date fair value of the award. The Camgpadopted SFAS No. 123R using the modified pratsge method. Under tr
application, the Company is required to record censation expense for all awards granted after &éte df adoption and for the unves
portion of previously granted awards that remaitstanding at the date of adoption.
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

(@) W arranty

The Company offers warranties on all products,uditig parts and labor that ranges from one to theegs, depending upon the product. For
products made by others, the Company passes dlenganufacturer’s warranty to the end user. Feytars ended December 31, 2008,
2007 and 2006, warranty expense was $40,155, $34,86 $34,490, respectively.

() Net Earnings (Loss) Per Share

The computation of basic earnings (loss) per sisarased upon the weighted average number of shhoesnmon stock outstanding during
the period. The computation of diluted loss perslexcludes the dilutive effects of common stockieajents such as options and warrants.
Potentially dilutive securities are not includedass per share for the years ended December 8%, &@d 2006 as their inclusion would be
antidilutive.

The following securities were not included in tlemputation of diluted net loss per share as tHéscewould have been anti-dilutive:

December 31,

2007 2006
Options to purchase common stc 50,83¢ 1,14¢
Shares issued in connection with the acquisitio8exfurus Inc.,
held in escrov 150,00: 150,00:

(s) Segment Information

FASB issued Statement of Financial Accounting Saadsl No. 131, Disclosure about Segments of an Enterprise and Related Information

" (“Statement 131"), that establish standards ffier teporting by public business enterprises offiie and descriptive information about
reportable operating segments in annual finantiéments and interim financial reports issuechtrsholders. The Company has identified
two operating segments in which it operates; Sgc&ystems Integration (“Integration”) and Spegidttoducts and services (“Specialty”).
The Integration segment provides design, instalaéind support services for a wide variety of sggurommunications and control
systems. The Company specializes in turn-key systhat integrate many different technologies. t&ys are customized to meet the
specific needs of its customers. The Specialty Betsdand Services segment (“Specialty”) includes@bmpany’s emergency preparedness
planning programs business and its wireless busisigscializes in designing, manufacturing and raaiirtg wireless communications
equipment used to enhance and extend emergenoyfraduency services and cellular communicatiorbfuth fixed and mobile applications.
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

Each of the Company’s segments market nationwidle avi emphasis in the Arizona, California, Colaradaryland, New Jersey, New
York, Texas and Virginia metropolitan areas. Custmsrare primarily medium and large businesses amdrgmental agencies. The Compi
derives a majority of its revenues from projectatiations and, to a smaller extent, maintenancéa®erevenue.

(t) Recent Accounting Pronouncements

In October 2008, the FASB issued FSP No. 1578etérmining the Fair Value of a Financial Asset Wliee Market for That Asset Is M
Active” ("FSP 157-3"). FSP 153-clarifies the application of SFAS 157 in a markett is not active and provides an example tatitate ke
considerations in determining the fair value ofrefcial asset when the market for that financsakes is not active. FSP 13Awvas effectiv
for the Company on September 30, 2008 for all fim@nassets and liabilities recognized or discloaédair value in our Consolidat
Financial Statements on a recurring basis (oragt lannually).

In May 2008, the FASB issued SFAS No. 162. Therdtehy of Generally Accepted Accounting Principldhe statement is intendec
improve financial reporting by identifying a cortsist hierarchy for selecting accounting princigle®e used in preparing financial statem
that are presented in conformity with GAAP. Ptiothe issuance of SFAS No. 162, GAAP hierarchy deffed in the American Institute
Certified Public Accountants (“AICPA”) Statement Auditing Standards (SAS) No. 69THe Meaning of Present Fairly in Conformity W
Generally Accepted Accounting PrincipledJnlike SAS No. 69, SFAS No. 162 is directed to ¢ty rather than the auditor. Statement
162 is effective 60 days following the SECapproval of the Public Company Accounting OvdrsiBoard Auditing amendments to /
Section 411. The Meaning of Present Fairly in ©omfty with Generally Accepted Accounting PrincipléSFAS No. 162 is not expectel
have any material impact on the Company’s restilgperations, financial condition or liquidity.

Effective January 1, 2008, the Company adopted SRAS157. “ Fair Value Measurementdh February 2008, the Financial Account
Standards Board (“FASB”) issued FASB Staff Posithdm FAS 157-2. “Effective Date of FASB Stateméld. 157", which provides a or
year deferral of the effective date of SFAS No. f&7nor-financial assets and ndimancial liabilities, except those that are redagd ol
disclosed in the financial statements at fair vatieast annually. Therefore, the Company hagtadahe provisions of SFAS No. 157 v
respect to its financial assets and liabilitiesyorBFAS No. 157 defines fair value, establishédsamework for measuring fair value un
generally accepted accounting principles and erdsdisclosures about fair value measurements. vBhie is defined under SFAS No. :
as the exchange price that would be received faasset or paid to transfer a liability (an exitcpiin the principal or most advantage
market for the asset or liability in an orderlyrnsaction between market participants on the measnedate. Valuation techniques use
measure fair value under SFAS No. 157 must maxirtheeuse of observable inputs and minimize the afsenobservable inputs. T
standard describes a fair value hierarchy basethme levels of inputs, of which the first two azensidered observable and the
unobservable, that may be used to measure faievalu
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

The adoption of this Statement did not have a ratenpact on the Company’s consolidated resultspsrations and financial condition.

In December 2007, the FASB issued SFAS No. 14liqeev2007), “Business Combinationst, SFAS No. 141R. SFAS No. 141R reple
SFAS No. 141. This Statement establishes pringigtel requirements for how an acquirer recognimdsv@easures in its financial statem:
the identifiable assets acquired, the liabilitissuaned, any nocentrolling interest in the acquiree and the godidadaquired. This Stateme
also establishes disclosure requirements whichenmiible users to evaluate the nature and finaeffedts of the business combination. ~
Statement is effective for business combinatiomsiMoich the acquisition date is on or after theibeimg of the first annual reporting per
beginning on or after December 15, 2008. Thise®tant will have an impact on future acquisitions.

In December 2007, the FASB issued SFAS No. 160onténtrolling Interests in Consolidated Financight&mentsan Amendment «
Accounting Research Bulletin No. 51SFAS No. 160 establishes accounting and reportaugdards for ownership interests in subsidi
held by parties other than the parent, the amotimonsolidated net income attributable to the paerd to the noncontrolling intere
changes in parert’ ownership interest and the valuation of retaingshcontrolling equity investments when a subsidids
deconsolidated. This Statement also establishEstieg requirements that provide sufficient distices that clearly identify and distingt
between the interests of the parent and the intedsthe noncontrolling owners. This Statemenefiective for fiscal years and inter
periods within those fiscal years, beginning orafter December 15, 2008. The Company does notcéxipe adoption of this Statemen
have a material impact, if any, on the Companyissotidated financial statements.
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

2. ACCOUNTS RECEIVABLE
Accounts receivable consisted of the following:

December 31

2008 2007
Completed contracts, including retentic $ 2,829,70. $ 2,665,88
Contracts in progress: 16,135,67 11,451,26

18,965,37 14,117,14
Less: Allowance for doubtful accounts 801,30¢ 810,58¢

$ 18,164,06 $ 13,306,55

A t December 31, 2008 and 2007, the largest accaantsvable from any one customer represented 1@i8614.8% of the net accou
receivable, respectively.
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

3. COSTS AND BILLINGS ON UNCOMPLETED CONTRACTS

Costs and billing on uncompleted contracts congistehe following:

December 31

2008 2007
Cost incurred on uncompleted contre $ 68,235,89 $ 43,011,15
Billings on uncompleted contracts 64,730,54 41,393,11

$ 3,505,35( $ 1,618,03

Included in accompanying Balance Sheets underoff@ning captions:

December 31

2008 2007
Costs in excess of billings and estimated prt $ 5,512,100 $ 3,195,03
Billings in excess of costs and estimated profits 2,006,75: 1,577,00:

$ 3,505,351 $ 1,618,03
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements

4, INVENTORY
Inventories consisted of the following:

December 31

2008 2007
Component part $ 166,25: $ 194,66
Finished goods 1,810,76. 1,861,80.

1,977,011 2,056,47!
Less: Valuation allowance (775,539 (595,539
Net inventory $ 1,201,47 $ 1,460,93

5. PROPERTY AND EQUIPMENT
Property and equipment consisted of the following:

December 31

2008 2007
Office equipmen $ 518,15t $ 468,04t
Demo and testing equipme 330,40: 144,37t
Automotive equipmer 2,114,45! 1,797,94
Computer equipmet 1,669,17. 1,420,51.
Machinery and equipme 586,01: 618,72¢
Leasehold improvements 396,55: 367,68t

5,614,75. 4,817,29.
Less: Accumulated depreciation (2,993,96) (2,408,65))

$ 2,620,790 $  2,408,64

Depreciation expense was $673,856, $689,884 ans, $B4 for the years ended December 31, 2008, 2002@06, respectively .
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

Equipment under capital leases included in PropemtyEquipment are as follows:

December 31

2008 2007
Automotive equipmer $1,187,54. $ 871,03:
Less: Accumulated depreciation (420,249  (176,11%)

6. GOODWILL

Gooduwill consisted of the following:
December 31

2008 2007
National Safe of California, Int $ 483,75. $ 483,75:
Photo Scan Systems, Ir 472 ,47" 472 47"
Henry Bros. Electronics, LLC (Arizoni 317,11 317,11
Airolite Communications, Inc 250,03« 250,03«
Securus, Inc 971,21( 971,21(
CIS Security Systems Cor 1,059,20! 846,15(
Southwest Securityscan, Inc. 38,29 38,29

$ 3,592,08 $ 3,379,03

In 2008 and 2007, no charges to operations resfrived management’s goodwill impairment evaluatidtowever, based upon the
Companys 2006 goodwill evaluation under the requiremehfBAS 142, the Company took a charge to operatidi .2 million (or $.21 pe
diluted share) associated with goodwill impairmasgociated with our California banking vertical kedr(National Safe of California).
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HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

7. INTANGIBLE ASSETS
Intangible assets consist of the following:

Gross carrying value
December 31, 200

Additions (deletions
Impairment charge
December 31, 200
Additions (deletions
Impairment charge
December 31, 2008

Accumulated
amortization:
December 31, 200
2007 Amortizatior
Impairment charge
December 31, 200
2008 Amortizatior
Impairment charge
December 31, 2008

Net carrying value

Weighted average life in

years

Amortizable Intangibles

Acquired Covenant Total
Customer Service Not to Trade Amortizable Trade Total
List Rights Compete Name Intangibles Name Intangibles
$ 959,99¢ $ 436,64¢ $ 287,77 $ 80,00 $ 1,764,420 $ 315,11  $ 2,079,53.
- - - (43,999 (43,999 - (43,999
959,99¢ 436,64¢ 287,77 36,00 1,720,42 315,11 2,035,53!
959,99¢ 436,64¢ 287,77: 36,00 1,720,42. 315,11 2,035,53!
(172,85 (188,46 (261,80%) (20,000 (643,12() - (643,12()
(118,707 (48,19)) (25,96%) (16,007) (208,86¢) - (208,86¢)
(291,55) (236,66 (287,779 (36,007) (851,989 - (851,98¢)
(118,69() (48,199 (166,88 (166,88:)
(410,249 (284,859 (287,777 (36,00) (1,018,870 - (1,018,87/)
$ 549,75! $ 151,79 $ - % - $ 701,55. $ 315,11 $ 1,016,66!
11 6 3 5 6

Amortization expense was $166,882, $208,868, aB3,$87 for the years ended December 31, 2008, 2002006, respectively.

Future amortization expense for the next five yéaes follows:

December 3:
2009 166,89¢
2010 164,03:
2011 120,08¢
2012 120,08¢
2013 94,42¢

F-20




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements (ctnued)

8. LONG-TERM DEBT

On June 30, 2005, the Company entered into a lgaement (the “Loan Agreement”) with TD Bank, N.ATD Bank”, formerly known as
TD Banknorth, N.A., and Hudson United Bank) purgutarwhich TD Bank extended a $4 million two-yeagdit facility (the “Revolving
Loan”), to the Company and refinanced $1 millioresisting indebtedness to TD Bank into a five yteam loan (the “Term Loan”).

On October 6, 2008, the Company executed its famtendment to the Revolving Loan with TD Bank, @asing its line of credit from $4
million to $8 million. The term of the agreemenshzeen extended to June 30, 2010. Advances umel&dvolving Loan may be used to
finance working capital and acquisitions. Inteiegiaid monthly in arrears at TD Bank'’s prime rig@e5% at December 31, 2008 and 7.25%
at December 31, 2007). TD Bank has a first pgaécurity interest on the Company’s accounts vat#é and inventory.

The Term Loan provides for the payment of sixtyadaunonthly installments of principal and interasttie amount of $19,730 commencing
July 30, 2005 and continuing through June 30, 201t@rest under the Term Loan is 6.75%.

The Company is required to maintain certain finahand reporting covenants and is restricted frayirg dividends under the terms of the
Loan Agreement.

Long-term debt included the following balances:
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December 31

2008 2007
Term loan at 6.75% interest payable in monthlyalhstents
of $19,730 thru June 30, 20 $ 103,41 $ 324,52(
Revolving line at the prime rate of interest, pdgab monthly
installments thru June 30, 20 4,335,89: 3,635,89
Corporate insurance financed at 7.85% in montigyallments
thru October 1, 200 268,99: 172,80’
Capitilzed lease obligations due in monthly instegdhts,
with interest ranging from 6.4% to 12.7 777,10: 595,58°
Other miscellaneous debt - 7,57¢
5,485,40 4,736,38
Less: Current Portio (629,74 (634,949
Revolving loan - (3,635,89)
$ 4,855,66 $ 465,53

The weighted average prime interest rate for tteesyended December 31, 2008, 2007 and 2006 we¥e 4.8% and 7.9%, respectively.

Aggregate maturities of all outstanding debt atémeber 31, 2008:

2009 $ 629,74
2010 4,545,79
2011 170,64!
2012 139,22!

$5,485,40.
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Obligations Under Capital Leases:
Future minimum lease payments for assets undetatégmses outstanding at December 31, 2008:

200¢ $ 358,29¢

201 297,02:
2011 197,92¢
201z 86,08:¢

939,33«

Less: Amount representing inter (162,23()
Present value of net minimum lease payn $ 777,10:

9. INCOME TAXES
The tax provision consists of the following:

Years Ended December 31

2008 2007 2006
Federal:
Current $ 821,39¢ $ 586¢ $ (130,790
Deferred 138,50° 24,46¢ (318,007
959,90! 30,33« (448,799
State:
Current 464,02 63,93 94,49;
Deferred (49,617) (30,987 (68,00%)
414,41! 32,947 26,487

$ 137432 $  63,28° $ (422,30)
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The components of the deferred tax asset (liab#ityof December 31, 2008 and 2007 are as follows:

2008 2007
Deferred Tax Asset:
Allowance for doubtful accoun $ 331,33( $ 313,38!
Accrued absence 237,99: 220,13¢
Accrued warrant 219,51 188,92:
Bonus accrue 276,12( -
Inventory 321,47¢ 230,85!
Deferred ren 43,43¢ 20,62:
Stock compensatic 93,54: 64,21"
Unearned maintenani - 40,13:
Net operating loss carry forward 465,59. 592,28
Total deferred tax asset $ 1,989,00. $ 1,670,55
Deferred Tax Liability:
Deferred revenu $ (66,56) $ (274,49()
Depreciatior (503,839 (23,64¢)
Goodwill (83,229 -
Intangible assets (378,485 (326,629
Total deferred tax liability $(1,032,11) $ (624,76Y
Net deferred tax ass $ 956,89: $ 1,045,78
Net shor-term asset $ 1,363,300 $ 739,56
Net lon¢-term (liability) asset $ (406,41) $ 306,22

For the year ended December 31, 2008, the Compidizgd net operating loss carryforwards of apjmately $416,000. Additionally, for
the year ended December 31, 2008 the Companyadti$s7,800 NOL's from acquired subsidiaries. Tfueee there remains approximately
$1,007,000 of acquired NOL's which are subjectadaus expiration dates. The acquired NOL'’s ase aubject to limitations in their use
based on the value of the acquired company atateaf the change of ownership.

The Company also has State NOL's of approximatBgl9 #illion for which a tax benefit of approximateé118,000 has been recorded in the

schedule above. The state tax benefit is net afcaqupately $319,000 of a valuation allowance sittee Company does not believe it is more
likely than not they will be able to utilize allé&8é NOL'’s in the near future.
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The provision for income taxes reported for thergeaded December 31, differs from that computéthusie United States statutory tax rate
of 34% due to the following:

Years Ended December 31

2008 2007 2006

Provision (benefit) for taxes using statutory 1 $ 996,90¢ $ (81,60 $ (918,97)
State taxes, net of federal tax ben 218,41: 10,82 17,48:
FIN 48 state exposur- penalty and intere: 9,22¢ 10,92¢ -
FIN 48 state exposur net of federal tax benefit on inter: (1,459 (2,387) -
State taxes, net of federal tax ber-change in estimated re - 1,841 -
Change in prior year deferred tax estime State 6,88( 5,28( -
Change in prior year deferred tax estime Federa 31,39 23,07¢ -
Permanent difference

Goodwill impairmen - 14,96( 404,94(

Goodwill tax amortizatior - (8,657) -

Qualified stock based compensat 91,60: 66,58t 58,50:

Other 21,357 22,43¢ 15,75(

Provision (benefit) for income taxes $ 137432 $ 63,280 $ (422,309

The Company adopted the provisions of FASB Integti@n No. 48, “Accounting for Uncertainty in IncenTaxes — an interpretation of
FASB Statement No. 109" as of January 1, 2007 a Assult of the implementation of FIN 48, the Compeecognized an approximate
$38,561 increase in the liability for unrecognizaxl benefits and a decrease to the January 1,24@rce of retained earnings. There were
no additional tax liabilities identified in 2008xaept for the potential additional interest on #hbabilities recognized at December 31,
2007. As of December 31, 2008 and 2007, the Cagnpad $54,866 and $47,100, respectively, of unyeized income tax benefits, all of
which would affect the Company’s effective tax réditeecognized.

A reconciliation of the beginning and ending bakmof the total amounts of gross unrecognized ¢setits as of and during the years ended
December 31, 2008 and 2007 follows:
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Years Ended December 31

2008 2007
Gross unrecognized income tax benefits beginningaf $ 47,10C $ 38,56!
Additions for tax postions of the current yi -
Additions for the tax positions of prior years 7,76¢€ 8,53¢
Gross unrecognized income tax benefits at end af ye $ 54,86¢ $ 47,10(

The Company has analyzed filing positions in alfhaf federal and state jurisdictions where it guieed to file income tax returns, as well as
all open tax years in these jurisdictions. The Canyphas identified its federal consolidated taynmeaind its state tax returns in New York,
New Jersey and California as major tax jurisdicticas defined. The only periods subject to exanaindbr the Compar’s federal return are
the 2005 through 2007 tax years. The periods sttgjeexamination for the Company’s state returnémv York, New Jersey and California
are years 2005 through 2007. The Company recogpesitial accrued interest and penalties relatathtecognized tax benefits in income
tax expense. At December 31, 2008 and 2007, tmep@ny recognized approximately $9,224 and $12 @&hectively, in potential interest
and penalties associated with uncertain tax positiorhe change in the unrecognized tax benefitimihe next 12 months is not expected to
be material to the financial statements.

10. INCENTIVE STOCK OPTION PLAN

The Company has a Stock Option Plan (the “1999"Rlfor the benefit of employees of the Companydemnwhich options to purchase up to
a maximum of 500,000 shares of its common stock beaigsued. The maximum term of any option is &ary, and the option price per st
may not be less than the fair market value of tam@any’s shares at the date the option is graritemvever, options granted to persons
owning more than 10% of the voting shares will hasterm not to exceed five years, and the optisseill not be less than 110% of fair
market value. Options granted to an optioneeusillally vest 33 1/3% annually, beginning on thst fmniversary of the option grant, subj
to the discretion of the Compensation CommittethefBoard of Directors. The 1999 Plan will terntean December 23, 2009 or on such
earlier date as the Board of Directors may detegmimy option outstanding at the termination daifér@main outstanding until it expires or
is exercised in full, whichever occurs first.

On May 10, 2002, the Board of Directors approverl2802 Incentive Stock Option Plan (the “2002 Pjawhich the shareholders
subsequently approved on October 28, 2002. On #2006, the Board of Directors approved thes28@ck Option Plan (the 2006
Plan™), which the shareholders subsequently approved oeidber 1, 2006. On November 8, 2007, the Boardimcibrs approved the 20
Stock Option Plan (the “2007 Plan”), which the gtherders subsequently approved on November 12,.2007
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The 2002, 2006 and 2007 Plans (collectively “thenB1) allow the granting of incentive stock opti@rsnon-qualified stock options to the
Company’s employees, directors and consultants apmaximum of 230,000, 250,000 and 250,000 stafriégs common stock for the 2002,
2006 and 2007 Plans, respectively. All stock apgigranted under the Plans will be exercisableatt §me or times and in such instalime;
if any, as our Compensation Committee or the Bozagt determine and expire no more than ten yeans the date of grant. The 2002 Plan
will terminate on May 9, 2012, the 2006 Plan wélitrhinate on August 2, 2016, and the 2007 Plantarthinate on November 8, 2017, or s
earlier date as the Board of Directors may deteemifiny option outstanding at the termination daileremain outstanding until it expires or
is exercised in full, whichever occurs first. Tdaeercise price of the stock option will be at faiarket value. Vesting is at the discretion of
Compensation Committee. The Plans allow for immtedvesting if there is a change of control. ABetember 31, 2008, in total, 245,485
options are available for future grant under th@91 2002, 2006 and 2007 Plans. The Company ch&2@&t938, $227,839 and $189,593 to
operations for the years ended December 31, 2@18, and 2006, respectively, for the fair valuehafse options granted subsequent to
January 1, 2003.

A summary of stock option activity under the Plafgkbows:

Number of Outstanding Shares Exercis Weighted Average Exercise Pr

Outstanding Exercisable Outstanding Exercisable
December 31, 200 471,37¢ 240,37! 5.9t 6.7C
Granted at marke 256,00( 3.9C
Exercisec (6,66¢€) 4.6t
Terminated (50,109 5.6t
December 31, 200 670,60( 290,43! 5.17 6.37
Granted at marke 309,80( 4.3z
Exercisec -
Terminated (63,500) 5.3¢
December 31, 200 916,90( 354,62( 4.87 5.6¢
Granted at marke 128,00( 5.5¢
Exercisec (21,219 5.07
Terminated (39,167 5.0
December 31, 2008 984,51! 496,85¢ 4.97 5.44
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A summary of the status of the Compangbnvested shares as of December 31, 2008 andeshdaring the year ended December 31,
is presented below:

Grant Date

Nonvested Share: Shares Fair Value

Nonvested at January 1, 2C 380,16! $ 1.67
Granted in 200° 309,80( 2.1¢
Vested in 200° (84,21Y 1.7t
Forfeited (nonvested) (43,470 2.0¢
Nonvested at December 31, 2( 562,28 $ 1.91
Granted in 200! 128,00( 2.5¢
Vested in 200¢ (237,919 1.7¢
Forfeited (nonvestec (35,29)) 2.0z
Nonvested at December 31,2(C W 2.0C

As of December 31, 2008, there was $661,158 ofl imt@ecognized compensation cost related to noadesharesdased compensati
arrangements under the Plan. That cost is expézteel recognized over a weighted-average peri@dddofears.

The aggregate fair value of options outstandin@estember 31, 2008, was $2,004,649 and had a weliglvierage remaining contractual life
of 3.6 years. Of these options outstanding, 496y@&i®& exercisable and 481,106 were expected toaedthad an aggregate fair value of
$903,109 with a weighted-average remaining conieddife of 4.8 years. The following table providetormation related to options
exercised during the years ended December 31:

2008 2007 2006
Total intrinsic value $ 146,70: - 39,59¢
Cash received upon exerc 119,25¢ - 30,99°
Related tax benefits realiz: 11,39: - 2,92¢

Stock based compensation is being amortized oeevehting period of up to five years. The fair wabf the Company’s stock option awards
was estimated assuming no expected dividends anditbwing weighted-average assumptions for theryended December 31:
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2008 2007 2006
Expected Life (years 4.3 4.C 3.0
Expected volatility 42.9% 51.%% 36.8%
Risk-free interest rate 2.5% 4.1% 4.2%
Dividend yield - - -
Weighte-average gra-date fair value $ 25€ $ 2.1¢ $ 1.44

The assumptions above are based on multiple fadgtarsiding historical exercise patterns of empkyavith respect to exercise and post-
vesting employment termination behaviors, expedtddre exercise patterns for these employees amchigtorical volatility of our stoc
price. The expected term of options granted isvddrusing compangpecific, historical exercise information and reggmets the period
time that the options granted are expected to b&tanding. The riskree interest rate for periods within the contrattife of the option i
based on the U.S. Treasury yield curve in effethatime of the grant.

11. STOCKHOLDERS’ EQUITY

In connection with the acquisition of all the capitock of CIS Security Systems Corp. (“CIS”) oct@ber 2, 2006, the Company issued an
aggregate of 20,000 shares of its common stockedaht $67,200. The Company issued an additidh@0B shares of its restricted common
stock in 2007 and 2008 to CIS’s selling sharehodder CIS met certain performance targets. Theaisse of the shares of restricted stock in
connection with the aforementioned acquisition wesle in reliance upon the exemption provided iticee(2) of the Securities Act of
1933, as amended. In addition, the selling shddehonay earn an additional 50,000 shares of theg2my’s common stock if CIS achieves
certain performance targets through December, 2011.

In connection with the acquisition of Securus, loc.October 10, 2005, the Company issued an agigref§id50,001 shares of its common
stock, all of which are being held in escrow purdua the stock purchase escrow agreement betvieeBdmpany and the selling
shareholders of Securus, Inc. These shares hektiow may be earned out through December 31, 284€d upon the aggregate value o
earnings before interest and tax (“EBIT”") to $2,98D.

The issuance of the shares of restricted stoakpmmection with the aforementioned acquisition, weasle in reliance upon the exemption
provided in section 4(2) of the Securities Act 883, as amended.
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Holders of common stock are entitled to one voteefich share held on all matters submitted forta gbstockholders and do not have
cumulative voting rights. Apart from preferenckattmay be applicable to any shares of prefermtksiutstanding at the time, holders of
common stock are entitled to receive dividendshigtaf any, as may be declared from time to tinyeolir board of directors out of funds
legally available. Upon the liquidation, dissotutior winding up of the Company, the holders of owm stock are entitled to receive ratably
the net assets available after the payment ofadlilities and liquidation preferences on any aarnsling preferred stock. Holders of common
stock have no preemptive, subscription, redempiroronversion rights, and there are no redemptiaginking fund provisions applicable to
the common stock.

Preferred Stocl— Our board of directors is authorized, without&tmlder approval, to issue up to 2,000,000 shafreseferred stock in one
or more series and to fix the rights, preferenpasijleges and restrictions of these shares, inndividend rights, conversion rights, voting
rights, terms of redemption and liquidation prefees, and to fix the number of shares constitudimg series and the designations of these
series. These shares may have rights senior tcomumon stock. The issuance of preferred stock Imaag the effect of delaying or
preventing a change in control. The issuance demexd stock could decrease the amount of ear@indsassets available for distribution to
the holders of our common stock or could avers#gcathe rights and powers, including voting rigihtf the holders of our common

stock. At present, we have no plans to issue preafestock in the foreseeable future.

Warrants- In connection with the Company’s private placetrafrits common stock to certain qualified institutal investors in July 2004
(as noted above), such investors were issued warn@@acquire 138,333 shares of common stock akarcise price of $7.60 per share,
exercisable for a period commencing six monthg difiie date of issuance through the fifth anniversdthe issuance. In addition, the
Placement Agent was issued warrants to acquire835Bares of common stock with the same termsose tissued to the institutional
investors. These warrants will expire July 27, 2009

A total of 245,485 common shares are reservedx@rcise of employee stock options and warrantsd &eoember 31, 2008.

12, COMMITMENTS

Leases- The Company leases its office and warehousetfasiunder operating leases that expire throudl62@uture minimum rental
payments, under non-cancelable leases as of Dec&hb2008, are as follows:
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2009 $ 748,75
2010 661,15¢
2011 429,44!
2012 364,99!
2013 263,80(
Thereafter 685,08
$3,153,23!

Rent expense under operating leases was $890,7%8,258 and $663,257 for the years ended Decenib@088, 2007 and 2006,
respectively.

13. EMPLOYEE BENEFIT PLAN

As of January 1, 2003, the Company sponsored &4flan, including discretionary profit sharing (t01-K Plan”). As of September 1,
2003, the Company decided to discontinue matchimgl@yee contributions to the 401-K Plan, but resdimliscretionary matches in 2008.
The Company has implemented a match for 2008 wiaghehCompany matched 25% of employee’s contrilmgtiop to 10% of the
employees salary, with a maximum match of $750.eRpense of $73,879 was recorded for the year eDdedmber 31, 2008 associated
with the Company matching contribution. The Compplans to continue the same discretionary mat@dd®. The Compang’contribution:
to the employees' accounts vest equally over tyeaes and the employee contribution to their owgoant vests immediately. There were no
Company matching contributions to the 401-K plarirdu2007 or 2006.

14. RELATED PARTY TRANSACTIONS

Joseph P. Ritorto, a member of our Board of Dimscsince January 2002, was co-founder of First #aaServices, Inc. (“First

Aviation”). Mr. Ritorto sold First Aviation to argup led by Goldman Sachs in May 2008. In 2007 20@b, the Company had revenues of
$546,375 and $678,138 principally associated witingegrated security systems project with Firsiafien. During the period in 2008 that
the business was owned by Mr. Ritorto, the Comgead/no revenues from First Aviation. There ar@utstanding accounts receivable due
from First Aviation at December 31, 2008 relatedht® period that the business was owned by Mr.riito
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15. CONTINGENT LIABILITIES

In July 2007, an accident occurred in Corona, Galifs involving one of the Company’s vehicles. Tperator of a motorcycle was killed in
the accident. In December 2007, his family commédriitigation against the former Company employe®wilas driving the vehicle, as well
as the Company. In the fourth quarter 2008, tise g#as settled by our insurance carrier. In J32@09, a motion was filed by our
insurance carrier requesting that the court deantlie settlement was entered into in good faftlcourt hearing on that motion is scheduled
for April 16, 2009.

We know of no other material litigation or procewgli pending or threatened, to which we are or neypine a party.

From time to time, the Company is subject to vagiolaims with respect to matters arising out ofrtbemal course of business. In
management’s opinion, none of these claims isylikehave a material affect on the Company’s cadat#d financial statements.

16. SEGMENT DATA
Selected information by business segment is predentthe following tables for the years ended Deoer 31:

For the year ended December 3.

2008 2007 2006
Revenue
Integration $ 60,843,18 $ 56,332,83 $ 40,606,10
Specialty 1,514,28. 2,147,35! 2,766,02.
Inter-segment - (627,970 (1,239,27)
Total Revenue $ 62,357,46 $ 57,852,21 $ 42,132,85
Operating Profit (Loss
Integration $ 7,019,07. $ 3,159,35. $ 144,22
Specialty (625,43)) (544,47)) (751,919
Corporate (3,299,101 (2,578,300 (1,989,67)
Total Operating Profit (Loss) $ 3,09454 $ 36,58: $ (2,597,36)
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Selected balance sheet information by businessemgmpresented in the following table as of Delnen81:

December 31

2008 2007
Total Assets
Integration $33,304,89 $27,821,57
Specialty 1,756,73 950,00(
Corporate 1,548,48! 3,560,00
Total Assets $36,610,10 $32,331,57

17. ACQUISITIONS

On October 2, 2006, the Company consummated thasitbign of all the capital stock of CIS Securitystfems Corp. (“CIS”), a privatelgeld
security systems integrator with offices in BaltmmoMaryland and Newington, Virginia, for an aggatsgpurchase price of $1,545,973
($850,000 in cash to the selling shareholder, semption and subsequent repayment of CIS deheiamount of $603,364, the issuance of
20,000 shares of the Company’s $0.01 par value amrstock valued at $67,200 and $25,409 in transactsts). In addition, the selling
shareholder may earn an additional amount up t0 828 in cash and 80,000 additional shares of trapgany’s common stock if CIS
achieves certain performance targets through Deeer@b11. As of December 31, 2008, on a cumuldtasss the selling shareholder has
earned $117,500 in cash and 30,000 additional stfeatued at $158,050) of the Company’s commonksteough the achievement of
certain performance targets, which resulted irb3,050 and $62,500 additional goodwill duringteatthe years ended December 31,
2008 and 2007, respectively.

Established in 1987, CIS provides design, engingeaaind installation services for integrated elegtreecurity systems for both commercial

and government clients in the Washington-Baltinmoetropolitan area. CIS also provides design-bughtises for large-scale security
systems for malls, shopping centers and stadiurosigfnout the country.
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The purchase price was allocated to the assetéraddqand liabilities assumed based upon the estunfatir market values as follows:

Cash and cash equilivaler $ 15,72:
Accounts receivabl- net 794,50:
Inventory 62,52:
Cost in excess of billing 47,81(
Other assets 14,90

Total current asse 935,45
Property and equipme- net 74,72
Amortizable intangible asse!

Customer relationshi 235,00(
Deferred tax asst 265,73¢
Other assets 8,33(

Total asset 1,519,24:
Accounts Payable (504,62()
Other current liabilitie (158,309
Deferred tax liability (94,000

Net assets acquired $ 762,32

The excess purchase price of $846,150 was assigrggzbdwill.

On October 2, 2006, the Company acquired certaata®f Southwest Securityscan, Inc. (SSI), a telyaheld company headquartered in
Duncanville, Texas. In exchange for certain inventéurniture, equipment, vehicles, customer listsstomer monitoring contracts and
relationships, the Company paid outstanding SSthtetiness of $88,014 on behalf of SSI and $6,7¢ash to SSI. Established in 1974,
provides installation, service and monitoring ofess, surveillance and alarm systems.

Pro forma information is not required for eithee 8IS or SSI acquisition.
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18. QUARTERLY FINANCIAL INFORMATION (UNAUDITED):

Presented below is a schedule of selected quadpdsating results:

Year Ended December 31, 200
Revenue
Gross profit (2]
Net income

Earnings per shal
Basic
Diluted

Year Ended December 31, 200
Revenue
Gross profit (2]
Net (loss) incomi

(Loss) earnings per she
Basic
Diluted

Notes to the Consolidated Financial Statements (ctnued)

First Quarter Second Quarte Third Quarter Fourth Quarter
Ended March 31 Ended June 30 Ended Sept. 31 Ended Dec. 31 (1

$ 15,906,04 $
3,689,10i
283,95

$ 0.0t $
0.0t

$ 10,871,30 $
2,204,01:
(820,41Y)

$ 0.19) $
(0.14)

1512395 $ 12,262,37 $ 19,065,09

3,841,95. 3,612,45; 4,748,76.
337,26 210,78: 725,75t
0.0¢ $ 0.04 $ 0.1z

0.0¢ 0.04 0.1Z

13,521,19 $ 15,861,23 $ 17,598,47

3,393,63! 3,653,54 3,524,88
150,04- 328,04( 39,027
0.0t $ 0.0¢ $ 0.01

0.0¢ 0.0t 0.01

Earnings per share are computed independentlyafdr ef the quarters presented, on the basis deddritiNote 1. The sum of the quarters

may not be equal to the full year earnings peresharount.

(1) The Company’s increase in net income is prialythe result of an improvement in the gross profrgin on increased revenue and shift
in project mix to higher margin projects.

(2) The Company has reclassified certain costs frogt of revenue to selling, general and admirtisera@xpenses. These changes had no

impact on operating profit or loss.
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SCHEDULE I
VALUATION AND QUALIFYING ACCOUNTS
YEARS ENDED DECEMBER 31, 2008, 2007, AND 2006
Col. A Col. B Col. C Col. D Col. E
Additions
Charged
Balance at Charged to to Other
Beginning of  Costs and Accounts- Deductions-  Balance at Enc
Description Period Expenses Describe Describe of Period
Year ended December 31, 20C
Deducted from asset accour
Allowance for doubtful accoun $ 810,58 $ 346,60: $ $ 355,88. $ 801,30t
Inventory allowanct 595,53¢ 180,00( - 775,53¢
Warranty reserv 392,22( 40,15t 27,96¢ 404,40¢
Year ended December 31, 2007 -
Deducted from asset accour
Allowance for doubtful accoun 983,79: 41,12 214,32 810,58
Inventory allowanct 415,53¢ 180,00( - 595,53¢
Warranty reserv 392,30° 44,86¢ 44,95t 392,22(
Year ended December 31, 20C
Deducted from asset accour
Allowance for doubtful accoun 811,38 206,89 34,49: 983,79:
Inventory allowanct 31,53¢ 384,00( - 415,53¢
Warranty reserv 393,40! 34,49( 35,58¢ 392,30°
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EXHIBIT INDEX

The following exhibits are filed herewith as pafitlis Report on Form 10-K:

Exhibit

Number Description of Documer

31— Certificate of Incorporation of the Compa

3.2— By-laws of the Compan

3.3— Certificate of Amendment of the Certificate of Imporation of the Company, filed on July 5, 2(

3.4— Certificate of Amendment of the Certificate of Imporation of the Company, filed on August 28, 2!

35— Certificate of Amendment of the Certificate of Imporation of the Company, filed on August 9, 2(

3.6— Amended and Restated -laws of the Company, filed on August 9, 2(

41— Specimen Common Stock Certificate of the Comg

10.1— 2002 Stock Option Pla

10.5— 1999 Incentive Stock Option Plan and form of StGgkion Agreemen

10.8— Office Lease between the Company and E-DFW, Inc.

10.11— Agreement between the Company and Administaff,

10.12— Loan Agreement between the Company and Hudson dUB@mk

10.13— Stock Purchase Agreement between the Company anduSeInc.

10.14— Office Lease between the Company and C.K. Bergddihtys, LLC

10.15— Stock Purchase Agreement between the Company é&&&durity Systems, Corporati

10.16— 2006 Stock Option Pla

10.17— 2007 Stock Option Pla

14.1— Code of Ethict

14.2— Nominating Committee Chart

14.3— Audit Committee Charte

21.1— List of Subsidiarie:

23.1— Consent of Amper, Politziner & Mattia, LL

23.2— Consent of Demetrius & Company, L1

24— Power of Attorney (included on signature page logi

31.1— Certification of Chief Executive Officer pursuantRule 13a-14(a) or Rule 15d-14(a) as adopted putgo
Section 302 of the Sarbar-Oxley Act of 200z

31.2 — Certification of Chief Operating Officer pursuantRule 13a-14(a) or Rule 15d-14(a) as adopted putgo
Section 302 of the Sarbar-Oxley Act of 200z

31.3— Certification of Chief Financial Officer pursuant Rule 13a-14(a) or Rule 15d-14(a) as adopted putgo
Section 302 of the Sarbar-Oxley Act of 200z

32— Section 1350 Complianc

99— Audit Committee Repol
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(1) Incorporated by reference to the RegistraBtatement on Form SB-2 File No. 333-94477, filethwhe Securities and Exchange
Commission on January 12, 2002(The “Registratiategtent”).

(2) Incorporated by reference to Amendment Nim the Registration Statement filed with the Siimsrand Exchange Commission on
September 25, 2001.

(3) Incorporated by reference to the Company’s&u Report on Form 8-K, filed with the Securitaasd Exchange Commission on August
9, 2005.

(4) Incorporated by reference to Amendment Nim the Registration Statement filed with the Siimsrand Exchange Commission on
November 13, 200!

(5) Incorporated by reference to the Companyefiritive Proxy on Form 14A, filed with the Secigi and Exchange Commission on
September 27, 2002 for the 2002 Stock Option Pfahoea November 9, 2007 for the 2007 Stock Opti@nPI

(6) Incorporated by reference to Post-Effecimeendment No. 1 to the Registration Statement filed-ebruary 8, 2001.

(7) Incorporated by reference to the Companyisual Report on 10-KSB for the Company for the Yieaded December 31, 2004 filed
with the Securities and Exchange Commission on Mag; 2005.

(8) Incorporated by reference to the Company’s&u Report on Form 8-K, filed with the Securitaasd Exchange Commission on July 7,
2005.

(9) Incorporated by reference to the Company’'s€hirReport on Form 8-K, filed with the Securiteesl Exchange Commission on October
14, 2005.

(10) Incorporated by reference to the Company’s&u Report on Form 8-K, filed with the Securiteesd Exchange Commission on June 2,
2006.

(11) Incorporated by reference to the Company’sé&hirReport on Form 8-K, filed with the Securiteexd Exchange Commission on October
5, 2006.

(12) Incorporated by reference to the Company’dritéfe Proxy on Form 14A, filed with the Securgiand Exchange Commission on
September 22, 2006.

(13) Incorporated by reference to the Company’suahiReport on 10-KSB for the Company for the Yead&d December 31, 2003 filed
with the Securities and Exchange Commission onlAp2004.

(14) Incorporated by reference to the Compariyéfinitive Proxy on Form 14A, filed with the Seities and Exchange Commission on Jul
2005.

(15) Incorporated by reference to the Company’dritefe Proxy on Form 14A, filed with the Securgiand Exchange Commission on
November 9, 2007

(*) Filed herewith.
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Exhibit 21.1
HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Entity Name Jurisdiction
Registrant
Henry Bros. Electronics, In Delawart
Subsidiaries
Henry Bros. Electronics, In New Jerse
Henry Bros. Electronics, In Californis
Henry Bros. Electronics, LL! Arizone
National Safe of California, Int Californie
Airorlite Communications, Inc New Jerse
Diversified Security Solutions, In New York
Henry Bros. Electronics, Ini Coloradc
Henry Bros Electronics, In Virginia




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES

Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our report dated March 19, 200®napanying the consolidated financial statementsSuftedule Il included in the Annual
Report of Henry Bros. Electronics, Inc. and Sulzsids on Form 10-K for the year ended Decembe2@Q28. We hereby consent to the
incorporation by reference of said report in thgiRgation Statements of Henry Bros. Electronios, Bnd Subsidiaries on Forms S-3/A (File
No. 333131671, effective March 23, 2006), and on Forn&(&ie No. 333-121056, effective December 7 20k, No. 333-118438,
effective August 20, 2004, File No. 333-114664eefive April 21, 2004 and File No. 333-76802, efiex January 16, 2002).

/sl Amper, Politziner & Mattia LLP

Edison, New Jersey
March 19, 2009




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Exhibit 23.Z
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference infeHewing documents of our report dated October2007, relating to the consolidated
financial statements of Henry Bros. Electronics, bind Subsidiaries (which report expresses analifigd opinion and includes an
explanatory paragraph relating to the adoption& 8lo. 108, Considering the Effects of Prior YeaisMatements when Quantifying
Misstatements in Current Year Financial Statemeirteprporated by reference in the Annual ReporForm 10-K of Henry Bros.
Electronics, Inc. and Subsidiaries for the yeareghdecember 31, 2006.

Registration Statement No. 333-131671 on Form Selafed March 23, 2006
Registration Statement No. 333-121056 on Form &t8diDecember 7, 2004
Registration Statement No. 333-118438 on Form &t8dAugust 20, 2004
Registration Statement No. 333-114664 on Form &t8ctApril 21, 2004
Registration Statement No. 333-76802 on Form St8dddanuary 16, 2002

/S/ DEMETRIUS & COMPANY, L.L.C.

Wayne, New Jersey
March 19, 2009




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES

EXHIBIT 31.1
CERTIFICATION PURSUANT TO RULE 13a-14
OF THE SECURITIES EXCHANGE ACT OF 1934 as adopted mrsuant to section 302 of
the Sarbanes-Oxley act of 2002
of
Chief Executive Officer
I, James E. Henry, Chairman, Chief Executive Offid@easurer and Director of Henry Bros. Electreniac. (the "Registrant"), certify that:

1. | have reviewed this annual report on Forrn-K of the Registrant

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omsitiate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl
period covered by this repo

3. Based on my knowledge, the financial statement$ atimer financial information included in this cef fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andifi@ periods presented in this
report;

4. The Registrant's other certifying officers andd ezsponsible for establishing and maintainingldgae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal controls (as defined in ExchangeRules 13(a)-15(f) for the
Registrant and havi

a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tesigned under
our supervision, to ensure that material informatielating to the Registrant, including its condated subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isige prepared

b) Designed such internal controls over financial réipg or caused such internal control over finah@gorting to be
designed under our supervision to provide reasenatsurance regarding the reliability of finanoggorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

c) Evaluated the effectiveness of the Registsadisclosure controls and procedures and preséntbis report our conclusio
about the disclosure controls and procedures, tsea#nd of the period covered by this report bageuh such evaluation;
and

d) Disclosed in this report any changes in the Regyis¢rinternal financial reporting that occurredidgithe Registrant’'s most
recent fiscal quarter (the Registrant’s fourth ¢grthat has materially affected or is reasontikily to materially affect,
the Registrar's internal control over financial reportir

5. The Registrant’s other certifying officers and Vbalisclosed, based on our most recent evaluafiorieynal control over financial
reporting, to the Registrant’s auditors and thetaxaimmittee of the Registrant’s board of direct@@spersons performing the
equivalent function)

a) All significant deficiencies and material weaknessethe design or operation of internal contradofinancial reporting which
are reasonably likely to adversely affect the Regid’s ability to record, process, summarize apbrt financial information;
and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the Registrant’s
internal control over financial reportin

Date: March 23, 2009 /sl James E. Heni
Name: James Hen
Chief Executive Officer, Treasurer and Direc




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES

EXHIBT 31.2
CERTIFICATION PURSUANT TO RULE 13a-14
OF THE SECURITIES EXCHANGE ACT OF 1934 as adopted mrsuant to section 302 of
the Sarbanes-Oxley act of 2002
of
Chief Operating Officer
I, Brian Reach, Chief Operating Officer, Presidamtl Director of Henry Bros. Electronics, Inc. (tRRegistrant™), certify that:

1. | have reviewed this annual report on Forrn-K of the Registrant

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omsitiate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl
period covered by this repo

3. Based on my knowledge, the financial statement$ atimer financial information included in this cef fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andifi@ periods presented in this
report;

4. The Registrant's other certifying officers andd ezsponsible for establishing and maintainingldgae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal controls (as defined in Exchange Act Rules 13(gj}X6r the
Registrant and havi
a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our

supervision, to ensure that material informatidatmeg to the Registrant, including its consolidhgribsidiaries, is made known

to us by others within those entities, particulatlying the period in which this report is beingmared

b) Designed such internal controls over financial répg or caused such internal control over finah@aorting to be designed
under our supervision to provide reasonable assargrgarding the reliability of financial reportingd the preparation of
financial statements for external purposes in atmare with generally accepted accounting princij

c) Evaluated the effectiveness of the Registrant’sloésire controls and procedures and presentedsimgport our conclusions
about the disclosure controls and procedures, #eea#nd of the period covered by this report bagesh such evaluation; ai

d) Disclosed in this report any changes in the Regyis¢rinternal financial reporting that occurredidgithe Registrant’'s most
recent fiscal quarter (the Registrant’s fourth ¢grathat has materially affected or is reason#kély to materially affect, the

Registrar’s internal control over financial reportin

5. The Registrant’s other certifying officers and Vbalisclosed, based on our most recent evaluafiorieynal control over financial
reporting, to the Registrant’s auditors and thataxaimmittee of the Registrant’s board of direct@@spersons performing the
equivalent function)

a) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectRegistrant’s ability to record, process, summaaiaé report financial
information; anc

b) Any fraud, whether or not material, that involveamagement or other employees who have a signifioéain the
Registrar’s internal control over financial reportir

Date: March 23, 2009 /s/ Brian Reacl

Name: Brian Reac
Chief Operating Officer, President and Direc




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES

EXHIBT 31.3
CERTIFICATION PURSUANT TO RULE 13a-14

OF THE SECURITIES EXCHANGE ACT OF 1934 as adopted prsuant to section 302 of the Sarbanes-Oxley act 2002

of
Chief Financial Officer

I, John P. Hopkins, Chief Financial Officer of Hgmsros. Electronics, Inc. (the "Registrant"), certhat:

1.
2.

| have reviewed this annual report on Forr-K of the Registrant

Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or om#itite a material fact necessary

to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl

period covered by this repo

Based on my knowledge, the financial statementsoéimer financial information included in this oep fairly present in all material

respects the financial condition, results of operatand cash flows of the Registrant as of, andifi@ periods presented in this

report;

The Registrant's other certifying officers andd exsponsible for establishing and maintainingld&ae controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal controls (as defined in Exchange Act Rules 13(gj}X6r the

Registrant and havi

a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatmeg to the Registrant, including its consolidhgribsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingmared

b) Designed such internal controls over financial répg or caused such internal control over finah@aorting to be designed
under our supervision to provide reasonable assargrgarding the reliability of financial reportingd the preparation of
financial statements for external purposes in atmare with generally accepted accounting princij

c) Evaluated the effectiveness of the Registrant’sloésire controls and procedures and presentedsimgport our conclusions
about the disclosure controls and procedures, #eea#nd of the period covered by this report bagesh such evaluation; ai

d) Disclosed in this report any changes in the Regyis¢rinternal financial reporting that occurredidgithe Registrant’'s most
recent fiscal quarter (the Registrants fourth qurathat has materially affected or is reasonéikbly to materially affect, the
Registrar’s internal control over financial reportir

The Registrant’s other certifying officers and Vbalisclosed, based on our most recent evaluafioriesnal control over financial

reporting, to the Registrant’s auditors and thataxaimmittee of the Registrant’s board of direct@@spersons performing the

equivalent function)

a) All significant deficiencies and material weaknessethe design or operation of internal contraérofinancial reporting which
are reasonably likely to adversely affect the Regid’'s ability to record, process, summarize and refpmanhcial data; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a signifiodmin the Registrant’s
internal control over financial reportin

Date: March 23, 2009 /s/ John P. Hopkir

Name: John P. Hopkir
Chief Financial Office




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
Exhibit 32

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C SECTION 1350)

In connection with the Annual Report of HENRY BRERECTRONICS, INC. (the “COMPANY”) on Form 10-K fdhe Year
Ended December 31, 2008 as filed with the Secarity Exchange Commission on the date thereof (tepdR”), we, James E. Henry, Brian
Reach and John P. Hopkins, the Chief Executivec&ffithe Chief Operating Officer and the Chief Ficial Officer of the company, certify,
pursuant to Section 906 of the Sarbanes-Oxley A2062, (18 U.S.C. Section 1350) that to our knalgke

1. The Report fully complies with the requirementsSefiction 13(a) or 15(d) of the Securities Exchangeof 1934: anc
2. The information contained in the Report fairly gmets, in all material; respects, the financial ¢tod and results of operations of

the company

/s/ James E. Hen

Name: James E. Hen
Chief Executive Office

/s/ Brian Reacl

Name: Brian Reac
Chief Operating Office

/s/ John P. Hopkin
Name: John P. Hopkir
Chief Financial Office




HENRY BROS. ELECTRONICS, INC. AND SUBSIDIARIES
EXHIBIT 99
AUDIT COMMITTEE REPORT
The Audit Committee is appointed by the Board &isighe Board in monitoring:

« the integrity of the financial statements of HeBps. Electronics, Inc.,

« the independent auditor’'s qualifications and indejemce,

- the performance of the independent auditors of {&nos. Electronics, Inc., and

- the compliance by Henry Bros. Electronics, Inchwigal and regulatory requirements.

We meet with management periodically to consideratiequacy of the internal controls of Henry BEisctronics, Inc. and the objectivity of
its financial reporting. We discuss these mattdti tihe independent auditors of Henry Bros. Eledts, Inc. and with appropriate Company
financial personnel.

We regularly meet privately with the independerditars who have unrestricted access to the comenitte

We select, evaluate and, where appropriate, rephecendependent auditor, and review periodicdiBirt performance, fees and independence
from management.

Each of the Directors who serves on the committé¢adependent” for purposes of the NASDAQ liststgndards. That is, the Board of
Directors has determined that none of Messrs. S&wger and Rockwell has a relationship with HeBings. Electronics, Inc. that may
interfere with his independence from Henry Brogdfionics, Inc. and its management.

The Board has adopted a written charter settingheuaudit related functions the committee is tdqren. The Board reviews the charter or
ongoing basis to assure that the functions an@slafi the Audit Committee will continue to confotonsuch applicable SEC and stock
exchange regulations as they may be amended offietbifi the future. The charter is available torshalders on our website, www.hbe-
inc.com.

Management has primary responsibility for the Comyfmfinancial statements and the overall reporpngeess, including the Company’s
system of internal controls. The independent auvslidgoidit the annual financial statements prepayetidnagement, express an opinion as to
whether those financial statements fairly preseatfinancial position, results of operations anshclows of the Company in conformity with
accounting principles generally accepted in theté¢hBtates and discuss with us any issues thesvieethould be raised with us. We monitor
these processes, relying without independent eatitin on the information provided to us and onréd@esentations made by management
and the independent auditors.
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This year, we reviewed Henry Bros. Electronics,’taudited financial statements as of and foryder ended December 31, 2008, and met
with both management and Amper, Politziner & MattiaP, Henry Bros. Electronics, Inc.’s independaatlitors, to discuss those financial

statements. Management has represented to usi¢hfiancial statements were prepared in accordaitbeaccounting principles generally
accepted in the United States.

We have received from Amper, Politziner and MattiaP and discussed with them the written disclosuneé the letter required by
Independence Standards Board Standard No. 1 (Indepee Discussions with Audit Committees). Thesmdt relate to that firm’s
independence from the Company. We also discussidAmiper, Politziner and Mattia, LLP any matterguiged to be discussed by
Statement on Auditing Standards No. 61 (Commuraoatiith Audit Committees).

Based on these reviews and discussions, we recodadea the Board that the Company’s audited fireratatements be included in Henry
Bros. Electronics, Inc.’s Annual Report on FormK.@er the year ended December 31, 2008.

AUDIT COMMITTEE:
David Sands (Chair)
James W. Power
Richard D. Rockwell




