COMPARISON OF CUMULATIVE TOTAL RETURN

A global provider of high-energy power systems and communications accessories for
diverse applications. We develop, manufacture and market a wide range of nonrechargeable and rechargeable batteries, charging systems and communications
accessories for use in military, industrial and consumer portable electronic products.

TO OUR SHAREHOLDERS
2006 was a year of expansion. We broadened our
product line and range of applications; diversified
our customer mix; and made forays into emerging
technologies. These strategies built on our
unparalleled reputation of engineering excellence
and manufacturing skill to further establish
Ultralife as the leader in designing and producing
the high-energy power solutions the market
demands.
Five years ago, Ultralife was focused on
producing lithium-manganese dioxide batteries for
applications in selected target markets – military,
telematics, medical and safety & security - where
our technology carried specific advantages. By
the end of 2006, we had added communications
accessories and other power technologies to our
ever expanding product line. We strengthened
our presence in such underserved markets as
RFID and utility meters, broadened our reach in
the government & defense market, and deepened
our relationships with U.S. defense prime
contractors and foreign government & defense
customers. These changes have enabled us to
compete for more opportunities to design and
develop systems that power the most
sophisticated and advanced portable applications
being fielded and brought to market today. Within
our government & defense markets, these
opportunities have led to a number of new
products such as a tactical repeater that extends
the power capability of multiband radios enabling
them to use satellite communications, and a
battery/charger combination that powers a system
to counter improvised explosive devices, among
others. In our commercial markets, opportunities
have led to an increase of applications using
products from our existing product portfolio.
Two acquisitions that we completed in 2006 were
instrumental in our expansion efforts. First, the
acquisition of ABLE New Energy expanded our
product line with the addition of a new battery
chemistry offering, lithium-thionyl chloride, plus an
expanded line of lithium-manganese dioxide
batteries. ABLE has further opened commercial
market opportunities such as remote meter
reading, RFID and security systems where our
coverage had been limited; and as a Chinese
company, it gives us access to potentially the
largest portable power market in the world.
Second, the acquisition of McDowell Research
brought us a broad range of communications
accessories such as integrated communications

systems and RF amplifiers, extending our reach
into the rapidly growing special operations and
prime contractor segments of the government &
defense market. It has also strengthened our
presence among U.S.-allied governmental
organizations.
In broadening our product portfolio we sought to
satisfy the increasing demand for power solutions
for portable devices that are becoming smaller,
lighter, and more power hungry than ever. In
conjunction with adding products through acquired
businesses, we developed and introduced several
new products including a rechargeable battery
based on our industry-leading UBI-2590 that
delivers 50% more capacity than the legacy
product it is targeted to replace, fielded advanced
versions of many of our standard products, and
introduced kits specific to new applications. Our
comprehensive product portfolio now spans a
broad spectrum of power solutions including cells,
batteries, smart batteries, chargers, complete
power systems, and communications accessories
such as RF amplifiers and unique integrated
communications systems. Through this wide
range of product offerings, we have successfully
moved up the value chain, utilizing our expertise
to deliver solutions customers cannot find
anywhere else. In addition, we are recognized as
an engineering and design resource capable of
utilizing our comprehensive product portfolio and
customization skills to produce integrated power
and communications solutions for the world’s most
demanding applications.
Indicative of our expanded channels and
geographic reach, order and design activity in
2006 encompassed a greater mix of business
opportunities than ever before. We saw increased
activity within our international government &
defense markets for both portable power solutions
and communications accessories and were
awarded contracts from a variety of allied
governments such as Germany, Canada, New
Zealand, Australia and the U.K. We also
substantially expanded our presence in the highly
attractive defense prime contractor market, where
our engineering expertise creates an unmatched
competitive advantage. We engaged in programs
with General Dynamics, Harris RF
Communications and others to supply unique
power solutions for new applications. These
programs demonstrated our superb ability to move
highly engineered products from design to

production, such as the rechargeable batteries
and chargers we supplied to General Dynamics
for the U.S. Army’s Land Warrior Program. At the
same time, we continued to deliver against orders
for standard batteries under contract with the U.S.
Department of Defense.
Business in our commercial markets also showed
steady growth as we continued to expand our set
of opportunities. Within the automotive market,
our telematics back-up batteries were designed
into new vehicle platforms and we anticipate
design opportunities for several new models that
will soon start production. In the medical market,
we saw an increase in sales of Automated
External Defibrillators, which use our HiRate®
batteries, and design activity converted to orders
for applications such as infusion pumps and
oxygen concentrators.
We pride ourselves on staying at the forefront of
industry trends such as emerging technologies,
new applications/devices, and our customers’
increasing demand for a total systems approach
to power source design and development. Our
competitive advantages lie in our deep
understanding of the unique needs of our
customers and their applications, our engineering
and design expertise, and our manufacturing skill
to produce the right products with the highest
performance and quality standards. To that end,
in 2006 we began to branch out into new
technologies to enhance the breadth and
performance of our power solutions. Besides
adding lithium-thionyl chloride batteries and
communications accessories to our product
portfolio, we introduced a portable solar charging
system that can charge handheld radio batteries
in three to six hours. We intend to develop and
field more varieties of this product in the future
and to continually look at other relevant power
technologies, with a near term focus on
supercapacitors, fuel cells and nanomaterials,
which are complementary technologies to what we
offer customers today.
Our top line performance in 2006 illustrates our
success in expanding Ultralife and creating a
broader set of market opportunities to propel
future growth. Year over year, revenues
increased 33% to $93.5 million reflecting a diverse
mix of government & defense business, greater
sales of packaged systems and integrated power
systems, and a steady base of business in our
established commercial market segments. The
year was not without its challenges. We
encountered some integration issues in adapting

McDowell Research’s business to synchronize
with Ultralife’s purchasing and manufacturing
model and ensuring we have the right
infrastructure to support robust growth
opportunities going forward. As a result, we
reported a $3.0 million operating loss for the year,
including $1.5 million in stock-based
compensation expense and $1.2 million in
intangible amortization, compared to an operating
loss of $2.9 million in 2005. Net loss was $27.5
million, including a $23.7 million deferred tax
asset adjustment, or $1.84 per share, compared
to net loss of $4.3 million, or $0.30 per share, in
2005.
We are off to a strong start in 2007, having won a
variety of orders from prime contractors and
international government & defense customers
early in the year. Moving ahead, our advantages
and assets are many: a solid and growing base of
commercial business; a widening portfolio of
standard products; a firm core business in
communications accessories; a government &
defense business diversified against the ups and
downs of procurement cycles; a strong and
growing international business; and a reputable
position with defense prime contractors who place
a premium on our engineering skills to design and
develop advanced power systems and
communications accessories. Our opportunities
have never been greater or more varied - and we
have the products, the engineering and
manufacturing talent, the global distribution
channels and customer relationships to continue
advancing toward our goal of becoming a $200
million company.
Throughout a year of change, progress and
challenges, Ultralife’s employees have shown an
enduring commitment to further building the
company’s reputation for excellence. I want to
thank them for contributing to Ultralife’s success,
our customers for recognizing the benefits of
collaboration and our shareholders for their
patience and loyalty.

John D. Kavazanjian
President and Chief Executive Officer
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Ultralife common stock is listed on the
NASDAQ Stock Market under the ticker
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Form 10-K
Upon written request, Ultralife will provide
without charge a copy of Form 10-K for the
fiscal year ended December 31, 2006.
Requests should be directed to:
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Annual Meeting of Shareholders
Shareholders are invited to attend the
Company’s Annual Meeting on Wednesday,
June 6, 2007 at 10:30 a.m. Eastern Time.
The meeting will be held in the auditorium of
the Ultralife Batteries Headquarters.
2000 Technology Parkway
Newark, NY 14513
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