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Profile

Ultralife Batteries, Inc. is a leading developer, manufacturer, and marketer of a wide range of customized and
standard lithium primary, lithium ion and lithium polymer rechargeable batteries for diverse applications. Our
primary (non-rechargeable] lithium batteries are used in a wide variety of military, industrial, and consumer
products and our advanced lithium ion and lithium polymer rechargeable batteries are suitable for applications
including medical devices, wireless products, computing devices, aerospace applications and many other
portable electronic products. Ultralife is committed to total quality in our world-class, ISC 9001-certified
manufacturing facilities located in the US and UK. Ultralife has a presence in Asia through a supply relationship
with Ultralife Taiwan, Inc.

Power Solutions

Ultralife provides our customers with portable power solutions that meet or exceed their requirements. The
ability to deliver directly from our broad line of standard batteries provides our customers with timely, cost-
effective solutions to many of their power needs. Our product line includes: Ultralife HiRate® Cylindrical and
Pouch, 9-volt, Thin Cell, Lithium lon and Lithium Polymer rechargeable batteries and chargers, and Seawater-
Activated batteries. And, in the event a standard battery does not meet an application need, our experienced
engineers can provide custom-designed power solutions that can be quickly and economically produced
utilizing Ultralife’s modern, flexible manufacturing systems.

The Ultralife Technology Advantage

Lithium-manganese dioxide technology (Li/MnO,) for primary batteries and lithium ion and lithium polymer
technologies for rechargeable batteries have become the preferred choices for powerful, safe and dependable
batteries in military, industrial and consumer applications. Benefits of these technologies include:

Primary Li/MnQ, Batteries

o Higher energy density than most other
battery chemistries

o Safer than other lithium chemistries
© 10-year shelf life

o Light weight B

o Easy disposal

Ultralife Polymer® and Lithium lon
Rechargeable Batteries

o Higher energy density for more power

o Qutlasts NiMH and NiCd batteries

o Lighter than other rechargeable batteries

e No "memory effect" and low self-discharge
o Long cycle life

Our Markets R

Ultralife lithium primary, lithium ion and lithium polymer rechargeable batteries are ideally suited for applications
requiring powerful, lightweight, safe, dependable, long-life batteries. Markets benefiting from Ultralife batteries
include:

Transportation
Cellular/Mobile
Communications
Computing
Medical

Military
Music/Audio
Search & Rescue
Security

Smoke Alarm
Utility/Municipality

Automotive Telematics

Cellular phones, telephone headsets

Radio-frequency ID tags, modems, hand-held scanners
PDA's, E-books, tablet and notebook computers

Bone growth stimulators, blood analyzers, telemetry systems,
automated external defibrillators

Communications, image enhancement, chemical agent monitors
Microphones, pre-amps, effects pedals

Emergency beacons, transmitters

Wireless transmitters, smoke alarms, motion detectors, metal detectors
Smoke alarms, carbon monoxide detectors

Power line auto reclosers, pipeline inspection gauges, parking meters,
fare collection tags




To Our Shareholders,

As you all know, the Board of Directors and management decided in
December of 2002 to change the company’s fiscal year to coincide with the
calendar year. We believe that this will make it much easier for our
shareholders to understand our reported financial results.

During the six-month transition period ended December 31, 2002, we
achieved a number of major milestones, which have put us solidly on track
to sustainable profitability and revenue growth.

We completed the qualification of our industry leading UBI5390 battery, a
lithium-manganese dioxide version of the largest selling military battery in
the world today. This product provides 50% more operating time than the
competing technology. Most significantly, we were rewarded with $14.4
million in orders from the U.S. Army, including one valued at $12 million,
the largest in Ultralife’s history. These orders will fuel profitability and
revenue growth for the coming year. Additionally, we continued to expand
our portfolio of other military products, and in March we finalized the
qualification of our BA-5367 battery, which is primarily used in night
vision devices.

Our 9-volt business continues to prosper. We continued to diversify
worldwide distribution channels and markets paving the way for what we
think will be further sales growth in 2003.

Finally, we continued to broaden the reach of our rechargeable battery
products. We now have rechargeable products from small and large format
lithium polymer cells to mid-range lithium ion prismatic cells, to large-scale
rechargeable battery assembly products. And we have leveraged the work
that we have done in larger-sized rechargeable battery assemblies for the
military, to produce commercial versions of these products that are starting
to take hold in the marketplace.

I am proud to report that all of the work that we have done to reposition and
refocus Ultralife is starting to pay off. The contract awards we received in
the last half of 2002, combined with the pipeline of outstanding opportunities
that lie before us, pave the way for a strong 2003.

We are prepared to achieve our financial goals for 2003: profitability in every
quarter and at least 50% revenue growth over calendar 2002.

Ultralife would not be where it is today, with growing momentum in our
business, without the dedication and hard work of its employees, and loyalty
and patience of its shareholders. I am deeply grateful to our employees,
shareholders, customers and suppliers in helping us reach this point and look
forward to sharing an exciting 2003 with you.

John D. Kavazanjian
President and Chief Executive Officer
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)

/ / Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
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OR

/X/ Transition report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from July 1, 2002 to December 31, 2002.

Commission file number 0-20852
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(Exact name of registrant as specified in its charter)

Delaware 16-1387013
{State or other jurisdiction of (1.R.S. Employer
incorporation or organization) Identification No.)
2000 Technology Parkway, Newark, New York 14513
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Securities registered pursuant to Section 12(g) of the Act:
Common Stock, par value $0.10 per share
(Title of class)
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Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
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statements incorporated by reference in Part I of this Form 10-K or any amendment to this Form 10-K. [ ]

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).
Yes _ No X__

On June 30, 2002, the aggregate market value of the Common Stock of Ultralife Batteries, Inc. held by non-
affiliates of the Registrant was approximately $39,600,000 based upon the closing price for such Common Stock as
reported on the NASDAQ National Market System on June 30, 2002.
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PARTI

The Private Securities Litigation Reform Act of 1995 provides a 'safe harbor® for forward-looking statements.
This report contains certain forward-looking statements and information that are based on the beliefs of management as
well as assumptions made by and information currently available to management. The statements contained in this
report relating to matters that are not historical facts are forward-looking statements that involve risks and
uncertainties, including, but not limited to, future demand for the Company's products and services, the successful
commercialization of the Company's advanced rechargeable batteries, general economic conditions, government and
environmental regulation, competition and customer strategies, technological innovations in the primary and
rechargeable battery industries, changes in the Company's business strategy or development plans, capital deployment,
business disruptions, including those caused by fire, raw materials supplies, environmental regulations, and other risks
and uncertainties, certain of which are beyond the Company's control. Should one or more of these risks or uncertainties
materialize, or should underlying assumptions prove incorrect, actual results may differ materially from those described
herein as anticipated, believed, estimated or expected. See Risk Factors in Item 7.

As used in this Report, unless otherwise indicated the terms “Company” and “Ultralife” include the Company’s
wholly-owned subsidiary, Ultralife (UK) Led.

ITEM 1. BUSINESS
General

Ultralife Batteries, Inc. develops, manufactures and markets a wide range of standard and customized lithium
primary (non-rechargeable), lithium ion and lithium polymer rechargeable batteries for use in a wide array of
applications. The Company believes that its technologies allow the Company to offer batteries that are flexibly
configured, lightweight and generally achieve longer operating time than many competing batteries currently available.
The Company has focused on manufacturing a family of lichium primary batteries for military, industrial and consumer
applications, which it believes is one of the most comprehensive lines of lithium manganese dioxide primary batteries
commercially available. The Company also supplies rechargeable lithium ion and lithium polymer batteries for use in
portable electronic applications.

Effective December 31, 2002, the Company changed its fiscal year-end from June 30 to December 31. The
financial results presented in this report reflecting the six-month period ended December 31, 2002 are referred to as
“Transition 2002". The financial results presented in this report reflecting the full twelve-month fiscal periods that
ended June 30 prior to Transition 2002 are referred to as “fiscal” years. For instance, the year ended June 30, 2002 is
referred to as “Fiscal 2002, and the year ended June 30, 2001 is referred to as “Fiscal 2001”.

The Company reports its results in four operating segments: Primary Batteries, Rechargeable Batteries,
Technology Contracts and Corporate. The Primary Batteries segment includes 9-volt, cylindrical and various other non-
rechargeable specialty batteries. The Rechargeable Batteries segment includes the Company’s lithium polymer and
lithium ion rechargeable batteries. The Technology Contracts segment includes revenues and related costs associated
with various government and military development contracts. The Corporate segment consists of all other items that do
not specifically relate to the three other segments and are not considered in the performance of the other segments.

Primary Batteries

The Company manufactures and markets a family of lithium-manganese dioxide (Li-MnQO,) primary batteries
including 9-volt, cylindrical, pouch, and thin cell, in addition to magnesium silver-chloride seawater-activated batteries.
Applications of the Company’s 9-volt batteries include smoke alarms, wireless security systems and intensive care monitors,
among many other devices. The Company’s other lithium primary batteries are sold primarily to the military and to OEMs
for industrial markets for use in a variety of applications including radios, automotive telematics, emergency radio beacons,
search and rescue transponders, pipeline inspection gauges, and other specialty instruments and applications. The
Company also manufactures seawater-activated batteries for specialty marine applications. The Company believes that the
materials used in, and the chemical reactions inherent to, lithium batteries provide significant advantages over other
currently available primary battery technologies. These advantages include lighter weight, longer operating time, longer
shelf life, and a wider operating temperature range. The Company’s primary batteries also have relatively flat voltage
profiles, which provide stable power. Conventional primary batteries, such as alkaline, have sloping voltage profiles, which
result in decreasing power output during discharge. While the price for the Company’s lithium batteries is generally higher



than alkaline batteries, the increased energy per unit of weight and volume of the Company’s lithium batteries allow longer
operating time and less frequent battery replacements for the Company’s targeted applications.

The global market for primary batteries was approximately $10.0 billion in 2001, and is expected to reach
approximately $11.5 billion in 2004. The lithium primary battery market accounted for approximately $1.0 billion of the
2001 market.

Revenues for this segment for the six months ended December 31, 2002 were $15.2 million and segment
contribution was $0.6 million. See Management's Discussion and Analysis of Financial Condition and Results of
Operations and the Transition 2002 Consolidated Financial Statements and Notes thereto for additional information.

Rechargeable Batteries

The Company believes that its range of polymer and lithium ion rechargeable batteries offer substantial benefits,
including the ability to design and produce lightweight cells in a variety of custom sizes, shapes, and thickness (as thin as 1
millimeter for lithium polymer cells). In Fiscal 2002, the Company modified the strategy for its rechargeable batteries
business. While the Company continues to focus on the markets for lithium polymer batteries utilizing its own
technology and manufacturing infrastructure, in order to expand its product offerings it also markets rechargeable
batteries comprised of cells manufactured by other qualified manufacturers, including Ultralife Taiwan, Inc. (“UTT), in
which the Company has a 10.6% ownership interest at December 31, 2002. Additionally, the Company is utilizing the
rechargeable battery products it has developed for military applications to satisfy commercial customers seeking turnkey
battery solutions, including chargers. While the cost of both the Company’s own and outsourced lithium polymer
rechargeable batteries tends to be higher than the cost of lithium ion batteries due to higher material costs, the cells tend to
be thinner and lighter weight, offering application design advantages not available with non-polymer rechargeable cells.

The global portable rechargeable batteries market was approximately $4.2 billion in 2001 and is expected to reach
approximately $4.7 billion in 2004. The widespread use of a variety of portable consumer electronic products such as
notebook computers and cellular telephones has placed increasing demands on battery technologies, including lithium
polymer and lithium ion, to deliver greater amounts of energy through efficiently designed, smaller and lighter batteries.

Revenues for this segment for the six months ended December 31, 2002 were $0.3 million and segment
contribution was a loss of $0.9 million. See Management’s Discussion and Analysis of Financial Condition and Results of
Operations and the Transition 2002 Consolidated Financial Statements and Notes thereto for additional information.

Technology Contracts

On a continuing basis, the Company seeks to fund part of its efforts to identify and develop new applications for its
products and to advance its technologies through contracts with both government agencies and third parties. The
Company has been successful in obtaining awards for such programs for both rechargeable and primary battery
technologies.

Revenues for this segment in the six months ended December 31, 2002 were $100,000 and segment contribution
was $70,000. Revenues in this segment are expected to increase modestly as the Company continues to obtain contracts
that are in parallel with its efforts to ultimately commercialize products that it develops. See Management’s Discussion and
Analysis of Financial Condition and Results of Operations and the Transition 2002 Consolidated Financial Statements and
Notes thereto for additional information.

Corporate

The Company allocates revenues, cost of sales, research and development expenses, loss on fires, and impairment
charges on long-lived assets across the above business segments. The balance of income and expense, including selling,
general and administrative expenses, interest income and expense, gains on sale of securities and other net expenses, and its
gains and losses associated with its equity interest in Ultralife Taiwan, Inc. are reported in the Corporate segment.

There were no revenues for this segment in the six months ended December 31, 2002 and segment contribution
was a loss of $3.4 million. See Management’s Discussion and Analysis of Financial Condition and Results of Operations and
the Transition 2002 Consolidated Financial Statements and Notes thereto for additional information.




History

The Company was formed as a Delaware corporation in December 1990. In March 1991, the Company acquired
certain technology and assets from Eastman Kodak Company ("Kodak") relating to its 9-volt lithium-manganese dioxide
primary battery. During the initial 12 months of operation, the Company directed its efforts towards reactivating the Kodak
manufacturing facility and performing extensive tests on the Kodak 9-volt battery. These tests demonstrated a need for
design modifications, which, once completed, resulted in a battery with improved performance and shelf life. In December
1992, the Company completed its initial public offering and became listed on NASDAQ. In June 1994, the Company’s
subsidiary, Ultralife Batteries (UK) Ltd., acquired certain assets of the Dowty Group PLC (“Dowty”). The Dowty
acquisition provided the Company with a presence in Europe, manufacturing facilities for high rate lithium and seawater-
activated batteries and a team of highly skilled scientists with significant lithium battery technology expertise. Ultralife
(UK) further expanded its operations through its acquisition of certain assets and technologies of Accumulatorenwerke
Hoppecke Carl Zoellner & Sohn GmbH & Co. (“Hoppecke”) in July 1994. In December 1998, the Company announced a
venture with PGT Energy Corporation (“PGT"), together with a group of investors, to produce lithium rechargeable
batteries in Taiwan. During Fiscal 2000, the Company provided the venture, Ultralife Taiwan, Inc. (*UTI"), with
proprietary technology and other consideration in exchange for approximately a 46% interest in the venture. Due to stock
grants to certain UTI employees in Fiscal 2001, subsequent capital raising initiatives, and the Company’s disposition of a
portion of its ownership interest in October 2002, the Company’s ownership interest has been reduced to 10.6% as of
December 31, 2002.

Since its inception, the Company has concentrated significant resources on research and development activities,
including but not limited to activities related to polymer rechargeable batteries. The Company has a segment that produces
advanced rechargeable batteries using automated custom-designed equipment. Over the past few years, the Company has
expanded its product offering of lithium primary and rechargeable batteries.

Products and Technology

A battery is an electrochemical apparatus used to store and release energy in the form of electricity. The main
components of a conventional battery are the anode, cathode, separator and an electrolyte, which can be either a liquid or a
solid. The separator acts as an electrical insulator, preventing electrical contact between the anode and cathode inside the
battery. During discharge of the battery, the anode supplies a flow of electrons, known as current, to a load or device
outside of the battery. After powering the load, the electron flow reenters the battery at the cathode. As electrons flow from
the anode to the device being powered by the battery, ions are released from the cathode, cross through the electrolyte and
react at the anode.

Primary Batteries

A primary battery is used until discharged and then discarded. The principal competing primary battery
technologies are carbon-zinc, alkaline and lithium. The Company's primary battery products, exclusive of its seawater-
activated batteries, are based primarily on lithium-manganese dioxide technology. The following table sets forth the
performance characteristics of battery technologies that the Company believes represent its most significant current or
potential competition for its 9-volt and high-rate lithium batteries.

Comparison of Primary Battery Technologies

Energy Density

Operating
hx;t;;r hgﬁ];t;r Discharge  ShelfLife =~ Temperature
Technology kilogram liter Profile ears Range (°F)
9-Volt Configurations:
Carbon-zinc (1) 36 59 Sloping 1 20to 130
Alkaline (1) 80 171 Sloping 5 0to130
Ultralife lithium-manganese dioxide (2) 262 406 Flat 10 -4 t0 140
High Rate Cylindrical: (3)
Alkaline (1) 88 223 Sloping 7 0to 130
Lithium-sulfur dioxide (1)(4) 247 396 Flar 10 -60 to 160
Ultralife lithium-manganese dioxide (2) 263 592 Flat 10 -40to 160




@ Data compiled from industry sources and sales literature of other battery manufacturers or derived therefrom by
the Company.

) Results of tests conducted by the Company.

3) Data for equivalent D-size cells.

4 The Company believes that these batteries are limited in application due to health, safety and environmental risks
associated therewith.

Energy density refers to the total amount of electrical energy stored in a battery divided by the battery's weight and
volume, as measured in watt-hours per kilogram and watt-hours per liter, respectively. Higher energy density translates into
longer operating times for a battery of a given weight or volume and, therefore, fewer replacement batteries. Discharge
profile refers to the profile of the voltage of the battery during discharge. A flat discharge profile results in a more stable
voltage during discharge of the battery. High temperatures generally reduce the storage life of batteries, and low
temperatures reduce the battery's ability to operate efficiently. The inherent electrochemical properties of lithium batteries
result in improved low temperature performance and an ability to withstand relatively high temperature storage.

The Company's primary battery products are based predominantly on lithium-manganese dioxide technology. The
Company believes that materials used in, and the chemical reactions inherent to, the lithium batteries provide significant
advantages over currently available primary battery technologies which include lighter weight, longer operating time, longer
shelf life, and a wider operating temperature range. The Company's primary batteries also have relatively flat voltage
profiles, which provide stable power. Conventional primary batteries, such as alkaline, have sloping voltage profiles, which
result in decreasing power outage during discharge. While the price for the Company's lithium batteries is generally higher
than commercially available alkaline batteries produced by others, the Company believes that the increased energy per unit
of weight and volume of its batteries will allow longer operating time and less frequent battery replacements for the
Company's targeted applications. Therefore, the Company believes that its primary batteries are price competitive with
other battery technologies on a price per watt-hour basis.

9-Volt Lithium Battery. The Company's 9-volt lithium battery delivers a unique combination of high energy and
stable voltage, which results in a longer operating life for the battery and, accordingly, fewer battery replacements. While
the Company's 9-volt battery price is generally higher than conventional 9-volt carbon-zinc and alkaline batteries, the
Company believes the enhanced operating performance and decreased costs associated with battery replacement make the
Ultralife 9-volt battery more cost effective than conventional batteries on a cost per watt-hour basis when used in a variety
of applications.

The Company currently markets its 9-volt lithium battery to consumer retail and OEM markets, including
manufacturers of safety and security systems such as smoke alarms, medical devices and other electronic instrumentation.
Applications for which the Company's 9-volt lithium battery are currently sold include:

Safety and Security Equipment Medical Devices Specialty Instruments
Smoke alarms Bone growth stimulators Electronic meters
Wireless alarm systems Telemetry equipment Hand-held scanners
Tracking devices Portable blood analyzers Wireless electronics
Transmitters/receivers Ambulatory Infusion Pumps Garage door openers

The Company currently sells its 9-volt battery to Kidde Safety (Fyrnetics), Invensys (Firex®), BRK Brands (First
Alert®), Universal Security Instruments, NADI (Dicon), and Homewatch for long-life smoke alarms, to Energizer, Philips
Medical Systems, i-STAT Corp. and Orthofix for medical devices, and to ADT, Ademco, Interactive Technologies, Inc., and
Internix (Japan) for security devices. Kidde Safety (Fyrnetics), Invensys (Firex®), BRK Brands (First Alert®), Universal
Security Instruments, NADI (Dicon), and Homewatch offer long life smoke alarms powered by the Company's 9-volt
lithium battery with a limited 10-year warranty. The Company also manufactures its 9-volt lithium battery under private
label for Energizer, Telenot in Germany and Uniline in Sweden. Additionally, the Company sells its 9-volt battery to the
broader consumer market by establishing relationships with national and regional retail chains such as Radio Shack,
TruValue, Ace Hardware, Fred Meyer, Inc., Menards, Chase Pitkin, Lowes and a number of catalogs.

The Company's 9-volt lithium battery market benefited as a result of a state law enacted in Oregon. The Oregon
statute required that, as of June 23,1999, all battery-operated ionization-type smoke alarms sold in that state must include a
10-year battery. The Company believes that if legislation were to ultimately pass in any major state, and if other states were
to follow suit, demand for the Company’s 9-volt batteries could increase significantly. The Company is also benefiting from
local and national legislation passed in various U.S. and European locations, which requires the installation of smoke alarms.
The passage of this type of legislation in other countries could also increase the demand for the Company’s 9-volt batteties.
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The Company believes that it manufactures the only standard size 9-volt battery warranted to last 10 years when
used in ionization-type smoke alarms. Although designs exist using other battery configurations, such as using three 2/3 A-
type battery cells, the Company believes its 9-volt solution is superior to these alternatives. The Company believes that its
current manufacturing capacity is adequate to meet customer demand. However, with increased legislative activity,

demand could exceed current capacity, and therefore, additional capital equipment would be required to meet these new
needs.

Cylindrical Cell and Pouch Cell Lithium Batteries. The Company believes that its high rate cylindrical and pouch lithium
cells, based on its proprietary lithium-manganese dioxide technology, are the most advanced high rate lithium power
sources currently available. The Company also markets high rate lithium batteries using cells from other manufacturers in
other sizes and voltage configurations in order to offer a more comprehensive line of batteries to its customers.

The Company markets its line of high rate lithium cells and batteries to the OEM market for industrial, military,
medical, automotive telematics and search and rescue applications. Significant industrial applications include pipeline
inspection equipment, autoreclosers and oceanographic devices. Among the military uses are manpack radios, night
vision goggles, chemical agent monitors, and thermal imaging equipment. Search and rescue applications include ELT’s
(Emergency Location Transmitters) for aircraft and EPIRB’s (Emergency Position Indicating Radio Beacons) for ships.

The market for high rate lithium batteries has been dominated by lithium- sulfur dioxide and lithium- thionyl
chloride, which possess liquid cathode systems. However, there is an increasing market share being taken by lithium
manganese dioxide, a solid cathode system, because of its superior performance and safety. The Company believes that
its high rate lithium manganese dioxide batteries offer a combination of performance, safety and environmental benefits
which will enable it to gain an increasing share of this market.

Some of the Company’s main cylindrical cell and pouch cell lithium batteries include the following:

High Rate Cylindrical Batteries. The Company markets a wide range of high rate cylindrical primary lithium
batteries in various sizes and voltage configurations. The Company currently manufactures a range of high rate
lithium cells under the Ultralife HiRate® brand, which are sold and packaged into multi-cell battery packs. These
include D, C, ¥ C, and 19 mm x 65 mm configurations, among other sizes. Based on the Company’s lithium-
manganese dioxide chemistry, the Company's cylindrical cells use solid cathode construction, are non-pressurized
and non-toxic, and are considered safer than liquid cathode systems.

High Rate Pouch Batteries. The Company has developed a pouch cell lithium battery. The pouch cell is a 3-
volt, wound, rectangular-shaped, high-rate cell configured for packaging in a compact, lightweight laminated foil
pouch. Based on the Company’s lithium-manganese dioxide chemistry, the pouch cell, like its cylindrical cell
counterpart, uses solid cathode construction, and is a non-pressurized, non-toxic system that is considered safer
than liquid cathode systems. The pouch technology provides flexibility with a lightweight thin battery having
high energy density. The Company's lithium technology provides these batteries with a long shelf life and
eliminates voltage delay even after prolonged storage.

BA-5372 Batteries. The Company's BA-5372 battery is a cylindrical 6-volt lithium-manganese dioxide
battery, which is used for memory back-up in communications devices, including the Army’s Single Channel
Ground and Airborne Radio System (SINCGARS), the most widely used of these devices. This battery offers a
combination of performance features suitable for military applications including high energy density, lightweight,
long shelf life and ability to operate in a wide temperature range.

BA-5368 Batteries. The Company’s BA-5368 battery is a cylindrical 12-volt lithium-manganese dioxide
battery, which is used in AN/PRCOO0 pilot survival radios. This battery is used by the U.S. military and other
military organizations around the world.

BA-5367 Batteries. The Company’s BA-5367 battery is a 3-volt lithium-manganese dioxide battery, which is
a direct replacement for the lithium-sulfur dioxide (Li-SO2) BA-5367 battery, and has over 50% more capacity. It
is used in a variety of milirary night vision, infrared aiming, digital messaging and meteorological devices.

UBI5390 Batteries. The Company’s UBI3390 battery is an alternative for the 13-SO2 BA-5590 battery, the

most widely used battery in the U.S. armed forces. The UBI53390 is a rectangular 15/30 volt lithium-manganese
dioxide battery which provides 509% more capacity (mission time) than the BA-3390, and is primarily used as the
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main power supply for the Army's SINCGARS (Manpack) radios. Approximately 60 other military applications,
such as the Javelin Medium Anti-Tank Weapon Control Unit, also use these batteries.

Thin Cell Barteries. The Company has developed a line of lithium-manganese dioxide primary batteries,
which are called Thin Cell batteries. The Thin Cell batteries are flat, light weight, flexible batteries that can be
manufactured to conform to the shape of the particular application. The Company is currently offering two
configurations of the Thin Cell battery, which range in capacity from 220 milliampere-hours to 1,000
milliampere-hours. The Company is currently marketing these batteries to OEMs for applications such as
identification tags and theft detection systems.

Seawater-activated Batteries. The Company produces a variety of seawater-activated batteries based on
magnesium-silver chloride technology. Seawater-activated batteries are custom designed and manufactured to
end user specifications. The batteries are activated when placed in salt water, which acts as the electrolyte
allowing current to flow. The Company markets seawater-activated batteries to naval and other specialty
OEMs.

Rechargeable Barteries

In contrast to primary batteries, after a rechargeable battery is discharged, it can be recharged and reused many
times. Generally, discharge and recharge cycles can be repeated hundreds of times in rechargeable batteries, but the
achievable number of cycles (cycle life) varies among technologies and is an important competitive factor. All rechargeable
batteries experience a small, but measurable, loss in energy with each cycle. The industry commonly reports cycle life in
number of cycles a battery can achieve until 80% of the battery's initial energy capacity remains. In the rechargeable battery
market, the principal competing technologies are nickel-cadmium, nickel-metal hydride and lithium-based batteries.
Rechargeable batteries generally can be used in many primary battery applications, as well as in applications such as
portable computers and other electronics, cellular telephones, medical devices, wearable devices and many other consumer
products.

Three important parameters for describing the performance characteristics of a rechargeable battery suited for
today's portable electronic devices are design flexibility, energy density and cycle life. Design flexibility refers to the ability
of rechargeable batteries to be designed to fit a variety of shapes and sizes of battery compartments. Thin profile batteries
with prismatic geometry provide the design flexibility to fit the battery compartments of today's electronic devices. Energy
density refers to the total electrical energy per unit volume stored in a battery. High energy density batteries generally are
longer lasting power sources providing longer operating time and necessitating fewer battery recharges. Lithium batteries,
by the nature of their electrochemical properties, are capable of providing higher energy density than comparably sized
batteries that utilize other chemistries and, therefore, tend to consume less volume and weight for a given energy content.
Long cycle life is a preferred fearure of a rechargeable battery because it allows the user to charge and recharge power many
times before noticing a difference in performance.

Energy density refers to the total amount of electrical energy stored in a battery divided by the battery’s weight and
volume as measured in watt-hours per kilogram and watt-hours per liter, respectively. High energy density and long
achievable cycle life are important characteristics for comparing rechargeable battery technologies. Greater energy density
will permit the use of batteries of a given weight or volume for a longer time period. Accordingly, greater energy density
will enable the use of smaller and lighter batreries with energy comparable to those currently marketed. Long achievable
cycle life, particularly in combination with high energy density, is suitable for applications requiring frequent battery
rechargings, such as cellular telephones and portable computers.

Advanced Polymer Rechargeable Barteries. The Company manufactures, or has manufactured, to the Company’s
specifications, an advanced rechargeable battery that is based on proprietary polymer technology. The battery is composed
of ultra-thin and flexible components including a metallic oxide cathode, a carbon anode and a polymer electrolyte. The
Company believes that users of portable electronic products such as wearable computers and wireless devices are seeking
smaller and lighter products that require less frequent recharges while providing the same or additional energy. The
Company believes that its technology is attractive to OEMs of such products since the use of a flexible polymer electrolyte,
rather than a liquid electrolyte, reduces the battery's overall weight and volume, and allows for increased design flexibility in
conforming batteries to the variety of shapes and sizes required for portable electronic products. The Company can provide
a variety of cell sizes to satisfy market demands. Typical cell sizes offered by the Company include cells ranging in size from
3.2x20x30 mm to 3.4x106x102 mm and ranging in capacity from 120 mAh to 2800 mAh.

In addition to the performance advantages described above, there is a significant difference between rechargeable
batteries, which are based on the lithium ion liquid electrolyte technology, and the technology used in the Company’s
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advanced rechargeable batteries. Liquid lithium ion cells use a liquid electrolyte that is contained within a cylindrical or
prismatic metal housing. Under abusive conditions, where internal battery temperatures may become extremely high,
significant pressure may build within these cells which can cause these cells to vent and release liquid electrolyte into the
environment. The Company’s advanced rechargeable batteries utilize a polymer electrolyte that is bound within the pores
of the cell materials and, thus, leakage is avoided. Moreover, because the cell does not require pressure to maintain the
contact between the electrodes, the cells do not require a metal housing. Rather, they are packaged within a thin foil
laminate.

Liquid Lithium Ion Cells and Batteries. The Company offers a variety of liquid lithium ion cells ranging in size from
4.6x30x48 mm to 5.6x35x50 mm and in capacity from 600 mAh to 920 mAh. The Company also offers the following
batteries containing liquid lithium ion cells:

BB-2590 Batteries. The Company’s BB-2590 battery is lithium ion rechargeable version of the UBI5390
primary battery, and can be used in the same applications as the UBI5390. The Company is also marketing this
battery, and a charger, for use in commercial applications.

LWC-L Batteries. The Company’s LWC-L battery is a lithium ion rechargeable commercial version of the
Land Warrior military battery being developed for the U.S. Army Land Warrior program. The Company is also
marketing this battery, and a charger, for use in commercial applications.

Sales and Marketing

The Company sells its current products directly to OEMs in the U.S. and abroad and has contractual arrangements

-with sales representatives who market the Company's products on a commission basis in particular areas. The Company

also distributes its products through domestic and international distributors and retailers that purchase batteries from the

Company for resale. The Company employs a staff of sales and marketing personne] in the U.S., England and Germany. The

Company’s sales are generated primarily from customer purchase orders and the Company has traditionally had a number of
long-term sales contracts with customers.

Primary Batteries

The Company has targeted sales of its primary batteries to manufacturers of security and safety equipment,
automotive telematics, medical devices and specialty instruments, as well as users of military equipment. The Company's
strategy is to develop marketing alliances with OEMs and governmental agencies that utilize its batteries in their products,
commit to cooperative research and development or marketing programs, and recommend the Company's products for
design-in or replacement use in their products. The Company is addressing these markets through direct contact by its sales
and technical personnel, use of sales representatives and stocking distributors, manufacturing under private label and
promotional activities.

The Company seeks to capture a significant market share for its products within its targeted OEM markets, which
the Company believes, if successful, will result in increased product awareness and sales at the end-user or consumer Jevel.
The Company is also selling the 9-volt battery to the consumer market through retail distribution. Most military
procurements are done directly by the specific government organizations requiring batteries.

During Transition 2002, the Company had one customer, the U.S. Army / CECOM, which comprised more than
10% of the Company’s revenues. The Company believes that the loss of this customer could have a material adverse effect
on the Company. The Company’s relationship with this customer is good.

During Fiscal 2002, the Company had two customers, UNICOR and Kidde ple, each of which comprised more
than 10% of the Company’s revenues. While the demand from each of these customers has diminished as a percent of total
revenues since June 2002 mainly as a result of growing demand from other customers, the Company’s relationship with
these customers is good.

Currently, the Company does not experience significant seasonal trends in primary battery revenues. However,
a downturn in the U.S. economy, which affects retail sales and which could result in fewer sales of smoke detectors to
consumers, could potentially result in lower Company sales to this market segment. The U.S. smoke detector OEM
market segment comprised approximately 19% of total primary revenues in Transition 2002. Additionally, a lower
demand from the U.S. and U.K. Governments could result in lower sales to military and government users. However, the




Company currently is experiencing increasing demand from military and government customers, and it expects this
demand to continue in the near term.

The Company has been successfully marketing its products to military organizations in the U.S. and other
countries around the world. These efforts have recently resulted in some significant contracts for the Company. For
example, in June 2002, the Company was awarded a five-year production contract by the U.S. Army Communications and
Electronics Command (CECOM) to provide three types of primary (non-rechargeable) lithium-manganese dioxide
batteries to the U.S. Army. The contract provides for order releases approximately every six months over a five-year period
with a maximum potential value of up to $32 million. Combined, these batteries comprise what is called the Small Cell
Lithium Manganese Dioxide Battery Group under CECOM's NextGen II acquisition strategy. A major objective of this
acquisition is to maintain a domestic production base of a sufficient capacity to timely meet peacetime demands and have
the ability to surge quickly to meet deployment demands. The Company intends to participate in the two additional Next
Gen II five-year battery procurements. The Company has recently bid on the Large Cylindrical Battery five-year
procurement, and it plans to participate in the five-year procurement for Rectangular Batteries during calendar year 2003.
In addition, in December 2002, the Company announced that it had received orders from the U.S. military for $14.4 million
of its UBI5390 batteries that are used by the military for certain communications devices. There is no assurance, however,
that the Company will be awarded any additional military contracts.

At December 31, 2002, the Company’s backlog related to primary battery orders was approximately $23 million.
The majority of this backlog was related to recent military orders. Backlog for the Company’s 9-volt batteries was not
significant, as most of the orders the Company receives for 9-volt batteries are typically shipped within a short time frame
from when the order is placed.

Rechargeable Batteries

The Company has targeted sales of its advanced polymer rechargeable batteries through OEM suppliers, as well as
distributors and resellers focused on its target markets. During the Transition 2002 and Fiscal 2002 periods, the Company
added lithium ion products, additional polymer products and charging systems to its portfolio. The Company is currently
seeking a number of design wins with OEMs, and believes that its design capabilities, product characteristics and solution
integration will drive OEMs to incorporate the Company's batteries into their product offerings, resulting in revenue
growth opportunities for the Company. The Company has not marketed its advanced rechargeable batteries for a sufficient
period to determine whether these OEMs or consumer sales are seasonal.

The Company continues to expand its marketing activities as part of its strategic plan to increase sales of its
rechargeable batteries including military, computers and communications applications, as well as wireless headsets,
computing devices, wearable devices and other electronic portable devices. A key part of this expansion includes building -
its network of distributors and value added distributors throughout the world.

At December 31, 2002, the Company’s backlog related to rechargeable battery orders was not significant.

Technology Contracts

The Company has participated in various programs in which it has done contract research and development.
These programs have incorporated a profit margin in their structure. This segment has declined because the current
strategy for the Company is only to seek development projects that are in harmony with its process and product strategy.
An example is a Science and Technology Contract awarded to the Company by the U.S. Army during 2002 for the
development of a Land Warrior specific hybrid power source system and smart rapid-on-the-move charger. Although the
Company reports technology contracts as a separate business segment, it does not actively market this segment as a revenue
source but rather accepts technology contract business that supports and advances its overall battery business strategy.

Patents, Trade Secrets and Trademarks

The Company relies on licenses of technology as well as its unpatented proprietary information, know-how and
trade secrets to maintain and develop its commercial position. Although the Company seeks to protect its proprietary
information, there can be no assurance that others will not either develop independently the same or similar information or
obtain access to the Company's proprietary information. In addition, there can be no assurance that the Company would
prevail if any challenges to intellectual property rights were asserted by the Company against third parties, or that third
parties will not successfully assert infringement claims against the Company in the furure. The Company believes, however,
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that its success is less dependent on the legal protection that its patents and other proprietary rights may or will afford than
on the knowledge, ability, experience and technological expertise of its employees.

The Company holds 19 patents in the U.S. and foreign countries, three of which relate to rechargeable polymer
batteries, and has certain patent applications pending also relating to polymer batteries. The Company also pursues foreign
patent protection in certain countries. The Company's patents protect technology that makes automated production more
cost-effective and protect important competitive features of the Company's products. However, the Company does not
consider its business to be dependent on patent protection.

The Company's research and development in support of its advanced rechargeable battery technology and
products is currently based, in part, on non-exclusive technology transfer agreements. The Company made an initial
payment of $1.0 million for such technology and is required to make royalty and other payments for products that
incorporate the licensed technology of 8% of the fair market value of the royalty bearing product. The license continues for
the respective unexpired terms of the patent licenses, and continues in perpetuity with respect to other licensed technical
information.

All of the Company's employees in the U.S. and all the Company's employees involved with the Company's
technology in England are required to enter into agreements providing for confidentiality and the assignment of rights to
inventions made by them while employed by the Company. These agreements also contain certain noncompetition and
nonsolicitation provisions effective during the employment term and for a period of one year thereafter. There can be no
assurance that the Company will be able to enforce these agreements.

Following are trademarks of the Company: Ultralife®, Ultralife Thin Cell®, Ultralife HiRate®, Ultralife
Polymer®, Ultralife Polymer Cell, Ultralife Polymer Battery, Ultralife Polymer System, The New Power Generation.

Manufacturing and Raw Materials

The Company manufactures its products from raw materials and component parts that it purchases. The Company
has ISO 900! certification for its lithium battery manufacturing operations in both of its manufacturing facilities in Newark,
New York and Abingdon, England. .

Primary Batteries

The Company's Newark, New York facility has the capacity to produce in excess of nine million 9-volt batteries
per vear, approximately seven million cylindrical cells per year, and approximately 500,000 pouch cells per year. The
manufacturing facility in Abingdon, England is capable of producing up to one million cylindrical cells per year. This facility
also manufactures seawater-activated batteries and assembles customized multi-cell battery packs. The Company has
experienced significantly increased demand recently, particularly with respect to orders from various military organizations.
As a result, the manufacturing capability for certain of the Company’s battery platforms has been approaching the current
production capacity with the existing equipment. The Company has taken steps to order and acquire new machinery and
equipment in areas where production bottlenecks have resulted, in order to be able to fulfill the demand. The Company
continually evaluates its requirements for additional capital equipment, and the Company believes that the planned
increases in its current manufacturing capacity will be adequate to meet foreseeable customer demand. However, with
further unanticipated growth in demand for the Company’s products, demand could exceed capacity, which would require
it to install additional capital equipment to meet these incremental needs.

The Company utilizes lithium foil as well as other metals and chemicals to manufacture its batteries. Although the
Company knows of only three major suppliers that extrude lithium into foil and provide such foil in the form required by
the Company, it does not anticipate any shortage of lithium foil or any difficulty in obtaining the quantities it requires.
Certain materials used in the Company's products are available only from a single source or a limited number of sources.
Additionally, the Company may elect to develop relationships with a single or limited number of sources for materials that
are otherwise generally available. Although the Company believes that alternative sources are available to supply materials
that could replace materials it uses and that, if necessary, the Company would be able to redesign its products to make use
of an alternative product, any interruption in its supply from any supplier that serves currently as the Company's sole source
could delay product shipments and adversely affect the Company's financial performance and relationships with its
customers. Although the Company has experienced interruptions of product deliveries by sole source suppliers, none of
such interruptions has had a material effect on the Company. All other raw materials utilized by the Company are readily
available from many sources.
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The total carrying value of the Company’s primary battery inventory, including raw materials, work in process and
finished goods, amounted to approximately $5.2 million as of December 31, 2002.

Rechargeable Batteries

In June of 2002, the Company recorded a $14.3 million impairment charge on a significant portion of its high
volume production line for advanced polymer rechargeable batteries that was put in place to manufacture Nokia cell phone
replacement batteries. Due to the culmination of various economic conditions, these assets were significantly underutilized.
The Company also has some lower-volume, but more flexible, automated manufacturing equipment at its Newark, New
York facility mainly to be used for higher value, lower quantity production orders. The raw materials utilized by the
Company are readily available from many sources.

In addition to its own manufacturing capabilities for rechargeable batteries, the Company has a 10.6% ownership
interest in a venture in Taiwan, named Ultralife Taiwan, Inc. (UTI). This venture, established in December 1998, was
initially set up to develop manufacturing capabilities using the Company's polymer rechargeable technology. In addition,
UTI has recently developed the capability to manufacture rechargeable lithium batteries using liquid lithium technologies.
The Company uses UTI and other lithium rechargeable cell manufacturers as sources of raw materials for the assembly of
battery packs. In October 2002, when the Company sold a portion of its ownership interest in UTI, the Company obtained
an agreement from UTI that over the following three years, the Company will have reserved access to 10% of UTT's high
volume capacity for rechargeable lithium battery products and the rights to utlize UTI's LSB (Large Scale Battery)
technology for the production of large capacity lithium ion batteries for government and military markets in the U.S. and the
UK.

The total carrying value of the Company’s rechargeable battery inventory, including raw materials, work in process
and finished goods, amounted to approximately $0.6 million as of December 31, 2002.

Research and Development

The Compary conducts its research and development in Newark, New York, and Abingdon, England. During
Transition 2002 and Fiscal 2002, 2001, and 2000, the Company expended approximately $11 million, $4.3 million, $3.4
million, and $5.3 million, respectively, on research and development. R&D expenses for Transition 2002 moderated
somewhat compared with the prior year run rate as the development efforts for polymer rechargeable batteries declined
substantially. R&D expenses rose in Fiscal 2002 as the Company increased its development efforts in the area of new
military batteries. R&D expenses were significantly lower in Fiscal 2001 due to the commercial launch and production of .
its polymer rechargeable battery, and as a result, certain costs were shifted to cost of products sold. The Company currently
expects that research and development expenditures will moderate as the resources devoted to the development of
rechargeable batteries have been diminished and the development efforts associated with new cylindrical batteries,
particularly for military applications at the present time, are relatively constant. For future development projects, the
Company will continue to seek to fund part of its research and development efforts from both government and
non-government sources.

Cylindrical Cell Lithium Batteries

Since the summer of 2001, the Company’s strategy has included the development of new cells and batteries for
various military applications, utilizing technology developed through its work on pouch cell development, as described
below. The Company plans on continuing this activity, as this market is a significant potential growth area for the business.
In addition, the Company is leveraging the new battery cases and components it is developing by introducing rechargeable
versions of these products. During Transition 2002, the Company spent approximately $0.7 million on the development of
new military batteries, and during Fiscal 2002, it spent approximately $1.2 million on similar development efforts for the
military. The Company began to realize revenues from these development efforts in small amounts in Transition 2002 and
Fiscal 2002, but the Company expects revenues to increase significantly during the next few years.

Pouch Cell Lithium Batteries

The Company has been conducting research and development of pouch cell lithium batteries, which have a broad
range of potential applications in military and industrial markets including radio communications, telematics and medical
devices. Included in the research and development activities are design programs for specific cells and batteries to develop a
volume manufacturing methodology. The designs will incorporate a lean manufacturing approach to optimize their
construction. No assurance can be given that such efforts will be successful or that the products that result will be
marketable. In June 2000, the Company announced that it entered into a two-year agreement with the U.S. Army
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Communications-Electronics Command (CECOM) to complete the development of its primary lithium-manganese dioxide
pouch batteries for manufacture in high volume. Products under this agreement will be produced on a flexible
manufacturing line. The Company is in the final phase of this project, which is now expected to be completed during 2003.
CECOM provided funding of approximately $2.8 million for engineering efforts, and CECOM considers the Company's
pouch technology critical to meeting their future portable power needs in a safe, cost effective manner, and views it as
inherently safer than the other lichium technology currently in use.

Rechargeable Batteries

The Company is directing its rechargeable battery research and development efforts toward design optimization
and customization to customer specifications. These batteries have a broad range of potential applications in consumer,
industrial and military markets including cellular telephones, computing devices and other portable electronic devices.

During Fiscal 2002, the Company significantly reduced its development efforts focused on the polymer
rechargeable technology due to changing economic conditions. As a result, the Company realized significantly lower
expenditures for rechargeable R&D in Transition 2002 and it is expected that this lower level of expenses will continue
throughout 2003. (See Item 7, Management’s Discussion and Analysis, for additional information concerning the
Company’s change in strategy.) ‘

Technology Contracts

The U.S. Government sponsors research and development programs designed to improve the performance and
safety of existing battery systems and to develop new battery systems. The Company has successfully completed the initial
and second phase of a government-spensored program to develop new configurations of the Company's BA-7590 pouch cell
primary battery, which lasts up to twice as long and could replace the current BA-5590 battery. The BA-5590 is the most
widely used battery power source for the U.S. Army and NATO communications equipment.

The Company was also awarded an additional cost sharing SBIR Phase III contract for the development of the BA-
7590 pouch cell primary battery that was substantially completed in fiscal 2000. In Fiscal 1999, the Company was awarded
the lead share of a three-year $15.3 million cost-sharing project sponsored by the U.S. Department of Commerce’s Advanced
Technology Program (ATP). The objective of this project was to develop and produce ultra-high energy polymer
rechargeable batteries that will significantly outperform existing batteries in a broad range of portable electronic and
aerospace applications. As lead contractor, the Company received a total of $4.6 million over the 3-year life of the contract.
In Fiscal 2002, the Company received $0.7 million. The Company’s participation in the ATP project was completed in June
2002.

Battery Safety; Regulatory Matters; Environmental Considerations

Certain of the materials utilized in the Company's batteries may pose safety problems if improperly used. The
Company has designed its batteries to minimize safety hazards both in manufacturing and use.

The transportation of primary and rechargeable lithium batteries is regulated by the International Civil Aviation
Organization (ICAO) and corresponding International Air Transport Association (IATA) Dangerous Goods Regulations
and, in the U.S., by the Department of Transportation (DOT). The Company currently ships its products pursuant to ICAO,
IATA and DOT hazardous goods regulations. New regulations that pertain to all lithium battery manufacturers are
scheduled to become effective in 2003 and 2004. The new regulations require companies to meet certain new testing,
packaging, labeling and shipping specifications for safety reasons. The Company is working to ensure that it will be able to
comply with these new regulations.

National, state and local regulations impose various environmental controls on the storage, use and disposal of
lithium batteries and of certain chemicals used in the manufacture of lithium batteries. Although the Company believes that
its operations are in substantial compliance with current environmental regulations, there can be no assurance that changes
in such laws and regulations will not impose costly compliance req