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Inapplicable
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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
December 31,
2014 March 31, 2014

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 1,382,027 $ 2,050,993
Accounts receivable:
Trade less allowance for doubtful accounts 482,444 686,228
Receivable from employees 67,102 67,583
Receivable from Joint Venture 200,384 137,360

749,930 891,171
Amount due from factor 782,056 1,397,951
Inventories 3,707,674 4,194,213
Prepaid expenses 233,777 406,012
TOTAL CURRENT ASSETS 6,855,464 8,940,340
INVESTMENT IN JOINT VENTURE 13,823,447 14,144,069
PROPERTY AND EQUIPMENT - NET 114,572 146,212
INTANGIBLE ASSET - NET 72,665 76,020
OTHER ASSETS 38,134 38,134
TOTAL ASSETS $ 20,904,282 $ 23,344,775
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable $ 781,405 $ 606,314
Due to Joint Venture 21,198 28,681
Accrued liabilities:
Payroll and employee benefits 126,186 78,054
Commissions and other 98,227 72,512
TOTAL CURRENT LIABILITIES 1,027,016 785,561
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Long-term obligation — other
COMMITMENTS AND CONTINGENCIES

SHAREHOLDERS’ EQUITY

Common stock, $.01 par value per share; authorized 20,000,000 shares;
2,312,887 shares issued and outstanding at December 31, 2014 and March 31,
2014, respectively

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

TOTAL SHAREHOLDERS’ EQUITY

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

The accompanying notes are an integral part of these condensed consolidated financial statements

25,000

23,129

12,885,841
5,738,321
1,204,975
19,852,266

$ 20,904,282

25,000

23,129

12,885,841
8,435,116
1,190,128
22,534,214
$ 23,344,775
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ended December 31,
2014 2013
Net sales $ 2,371,016 $ 3,738,914
Cost of goods sold — acquired from Joint Venture 1,726,909 2,603,231
Cost of goods sold — other 261,772 10,213
GROSS PROFIT 382,335 1,125,470
Research and development expense 150,651 146,385
Selling, general and administrative expense 992,284 1,077,071
Operating loss (760,600 ) (97,986
Other income:
Interest income and other 5,958 5,852

LOSS BEFORE EQUITY IN LOSS OF JOINT VENTURE (754,642 ) (92,134
Equity in loss of Joint Venture (245,092 ) (275,057

Loss from operations before income taxes (999,734 ) (367,191
Provision for income tax expense - -
NET LOSS $ (999,734 ) $ (367,191

Loss per share:

Basic 0.43 ) (0.16
Diluted (0.43 ) (0.16
Shares used in computing net loss per share:

Basic 2,312,887 2,287,887
Diluted 2,312,887 2,287,887

The accompanying notes are an integral part of these consolidated financial statements.
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Net sales
Cost of goods sold - acquired from Joint Venture
Cost of goods — other

GROSS PROFIT

Research and development expense
Selling, general and administrative expense

Operating loss

Other income :
Interest income and other

LOSS BEFORE EQUITY IN (LOSS) EARNINGS OF JOINT VENTURE
Equity in (loss) earnings of Joint Venture

Loss from operations before income taxes

Provision for income tax expense

NET LOSS

Loss per share:

Basic

Diluted

Shares used in computing net loss per share:
Basic

Diluted

Nine Months Ended December 31,

2014

$ 7,109,344
5,039,056
582,949
1,487,339

572,597
3,299,019

(2,384,277

22,951
(2,361,326
(335,469

(2,696,795

$ (2,696,795
(1.17
(1.17

2,312,887
2,312,887

The accompanying notes are an integral part of these consolidated financial statements.

)

2013

$ 9,940,194
6,735,324
520,921
2,683,949

367,529
3,198,561

(882,141

17,674
(864,467
229,363
(635,104
2,310,835
$ (2,945,939
(1.29
(1.29

2,287,887
2,287,887

)
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF

COMPREHENSIVE (LOSS) INCOME

(Unaudited)
Three Months Ended Dec. 31, Nine Months Ended Dec. 31,
2014 2013 2014 2013

NET LOSS $ (999,734 ) $(367,191 ) $(2,696,795 ) $(2,945,939 )

Other Comprehensive Income (Loss) Company’s
portion of Joint Venture’s other comprehensive income
(loss):

Currency translation - (21,250 ) (20,396 ) (36,580 )
Investment securities (2,843 ) (12,891 ) 35243 (140,633 )
Total Comprehensive Income (Loss) (2,843 ) (34,141 ) 14,847 (177,213 )
COMPREHENSIVE LOSS $(1,002,577 ) $(401,332 ) $(2,681,948 ) $(3,123,152 )

The accompanying notes are an integral part of these consolidated financial statements.
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine Months Ended December 31,
2014 2013
OPERATING ACTIVITIES
Net loss $(2,696,795 ) $(2,945,939
Adjustments to reconcile net loss to net cash provided by operating activities:
Decrease in deferred taxes - 2,310,835
Depreciation and amortization 34,995 30,458
Stock base compensation - 55,585
Loss (earnings) of the Joint Venture 335,469 (229,363
Changes in operating assets and liabilities:
Decrease in accounts receivable and amounts due from factor 757,136 128,081
Decrease (Increase) in inventories 486,539 (409,693
Decrease in prepaid expenses 172,235 340,026
Increase (Decrease) in accounts payable and accrued expenses 241,455 (276,946
NET CASH USED IN OPERATING ACTIVITIES (668,966 ) (996,956
INVESTING ACTIVITIES:
Purchase of property and equipment - -
Dividends received from Joint Venture - 475,930
NET CASH PROVIDED BY INVESTING ACTIVITIES - 475,930
NET DECREASE IN CASH (668,966 ) (521,026
Cash at beginning of period 2,050,993 2,438,892
CASH AT END OF PERIOD $ 1,382,027 $ 1,917,866

SUPPLEMENTAL INFORMATION:
Interest paid - -
Income taxes - -

The accompanying notes are an integral part of these consolidated financial statements.

)

)
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Statement of Management

The condensed consolidated financial statements include the accounts of Universal Security Instruments, Inc. (USI or
the Company) and its majority owned subsidiaries. Significant inter-company accounts and transactions have been
eliminated in consolidation. In the opinion of the Company’s management, the interim condensed consolidated
financial statements include all adjustments, consisting of only normal recurring adjustments, necessary for a fair
presentation of the results for the interim periods. Certain information and footnote disclosures normally included in
financial statements prepared in accordance with generally accepted accounting principles in the United States of
America have been condensed or omitted. The condensed consolidated balance sheet as of March 31, 2014 was
derived from audited financial statements as of and for the year ended March 31, 2014. The interim unaudited
condensed consolidated financial statements should be read in conjunction with the Company’s March 31, 2014
audited financial statements filed with the Securities and Exchange Commission on Form 10-K. The interim operating
results are not necessarily indicative of the operating results for the full fiscal year.

Use of Estimates

The preparation of the condensed consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America (US-GAAP) requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenue and expenses during the reporting period. Actual results
could differ materially from those estimates.

Joint Venture

The Company and its joint venture partner, a Hong Kong corporation, each owns a 50% interest in a Hong Kong joint
venture, Eyston Company Limited (the “Joint Venture”), that manufactures security products in its facilities located in
the People’s Republic of China. The following represents summarized balance sheet and income statement information
of the Joint Venture as of and for the nine months ended December 31, 2014 and 2013:

10
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2014 2013

Net sales $12,508,403 $16,424,133
Gross profit 2,678,840 4,283,152
Net (Loss) income (832,838 ) 633,945
Total current assets 12,758,188 15,148,093
Total assets 32,804,224 35,368,407
Total current liabilities 5,336,225 6,005,538
Total liabilities 5,336,225 6,011,317

During the nine months ended December 31, 2014 and 2013 the Company purchased $4,844,335 and $6,122,297,
respectively, of products directly from the Joint Venture for resale. For the nine month periods ended December 31,
2014 and 2013 the Company has adjusted its earnings of the Joint Venture to reflect an increase of $80,950 and
$154,536, respectively, to eliminate inter-Company profit on purchases held by the Company in inventory.

Income Taxes

We calculate our interim tax provision in accordance with the guidance for accounting for income taxes in interim
periods. At the end of each interim period, we estimate the annual effective tax rate and apply that tax rate to our
ordinary quarterly pre-tax income. The tax expense or benefit related to discrete events during the interim period is
recognized in the interim period in which those events occurred. In addition, the effect of changes in enacted tax laws
or rates or tax status is recognized in the interim period in which the change occurs.

11
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The Company recognizes a liability or asset for the deferred tax consequences of temporary differences between the
tax basis of assets or liabilities and their reported amounts in the financial statements. These temporary differences
may result in taxable or deductible amounts in future years when the reported amounts of the assets or liabilities are
recovered or settled. The deferred tax assets are reviewed periodically for recoverability and a valuation allowance is
provided whenever it is more likely than not that a deferred tax asset will not be realized. The Company established a
full valuation allowance of approximately $2,311,000 on its deferred tax assets during the year ended March 31, 2014
to recognize that certain foreign tax credits expiring in future periods will likely not be realized. This determination
was made based on continued taxable losses during fiscal 2014 that were not in line with projections, as well as
product offering delays which cause uncertainty as to whether the Company will generate sufficient taxable income to
use the deferred tax assets prior to expiration. Our ability to realize the tax benefits associated with the deferred tax
assets depends primarily upon the timing of future taxable income and the expiration dates of the components of the
deferred tax assets. If sufficient future taxable income is generated, we may be able to offset a portion of future tax
expenses.

The Company follows ASC 740-10 that gives guidance to tax positions related to the recognition and measurement of
a tax position taken or expected to be taken in a tax return and requires that we recognize in our financial statements
the impact of a tax position, if that position is more likely than not to be sustained upon an examination, based on the
technical merits of the position. Interest and penalties related to income tax matters are recorded as income tax
expenses. The Company has recorded a long-term liability of $25,000 for an uncertain income tax position, tax
penalties and any imputed interest thereon.

Accounts Receivable and Amount Due From Factor

The Company assigns the majority of its short-term receivables arising in the ordinary course of business to our factor.
At the time a receivable is assigned to our factor the credit risk associated with the credit worthiness of the debtor is
assumed by the factor. The Company continues to bear any credit risk associated with delivery or warranty issues
related to the products sold.

Management assesses the credit risk of both its trade accounts receivable and its financing receivables based on the
specific identification of accounts that have exceeded credit terms. An allowance for uncollectible receivables is
provided based on that assessment. Changes in the allowance account are charged to operations in the period the
change is determined. Amounts ultimately determined to be uncollectible are eliminated from the receivable accounts
and from the allowance account in the period that the receivables’ status is determined to be uncollectible.

Based on the nature of the factoring agreement and prior experience, no allowance related to Amounts Due from
Factor has been provided. At December 31, 2014 and 2013, an allowance of approximately $57,000 has been provided
for uncollectible trade accounts receivable.

12
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Net Income per Common Share

Basic earnings per common share are computed based on the weighted average number of common shares outstanding
during the periods presented. Diluted earnings per common share is computed based on the weighted average number
of common shares outstanding plus the effect of stock options and other potentially dilutive common stock
equivalents. The dilutive effect of stock options and other potentially dilutive common stock equivalents is determined
using the treasury stock method based on the Company’s average stock price.

Dilutive income per common share for the three and nine month periods ended December 31, 2014 excludes 25,000
shares issuable upon the exercise of “in the money” stock options as their impact on net loss is anti-dilutive. There were
no potentially dilutive stock equivalents outstanding during the three and nine month periods ended December 31,
2014. As a result, basic and diluted weighted average common shares outstanding are identical for the three and nine
month periods ended December 31, 2014 and 2013.

Shareholders’ Equity

Stock Options. In October 2011, the shareholders approved the Company’s 2011 Non-Qualified Stock Option Plan (the
“Plan”). Under the terms of the Plan, 120,000 shares are reserved for the granting of stock options, of which 97,000
were issued. Under the provisions of the Plan, a committee of the Board of Directors determines the option price and
the dates exercisable. During December 2011, ninety-seven thousand (97,000) options were granted at an option price
of $5.51 per share. These options expired December 14, 2013, with no forfeiture or exercise activity.

In addition, in March 2009, 25,000 options were granted at $3.25 for restricted shares of the Company’s common
stock. These options are fully vested and were exercised in March 2014.

13
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For the three and nine month periods ended December 31, 2013, we recorded $11,116 and $55,585, respectively of
stock-based compensation cost as general and administrative expense in our statement of operations.

Contingencies

From time to time, the Company is involved in various lawsuits and legal matters. It is the opinion of management,
based on consultation with legal counsel, that material losses from litigation are not reasonably likely.

Recent Accounting Pronouncements Not Yet Adopted

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”’) No.
2014-09, “Revenue from Contracts with Customers,” which requires an entity to recognize revenues when promised
goods or services are transferred to customers in an amount that reflects the consideration to which an entity expects
to be entitled for those goods or services. The new standard will replace most of the existing revenue recognition
standards in U.S. GAAP when it becomes effective on January 1, 2017. Early adoption is not permitted. The new
standard can be applied retrospectively to each prior reporting period presented or retrospectively with the cumulative
effect of the change recognized at the date of the initial application. We are currently assessing the impact the
adoption of ASU 2014-09 will have on our condensed consolidated financial position, results of operations and cash
flows.

10
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ITEM MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
2. OPERATIONS

9 ¢ 2 <.

As used throughout this Report, “we,” “our,” “the Company” “USI” and similar words refers to Universal Security
Instruments, Inc.

Forward-Looking Statements

This Quarterly Report on Form 10-Q contains certain forward-looking statements reflecting our current expectations
with respect to our operations, performance, financial condition, and other developments. These forward-looking

statements may generally be identified by the use of the words “may”, “will”, “believes”, “should”, “expects”, “anticipates”,
“estimates”, and similar expressions. These statements are necessarily estimates reflecting manageme
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