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     Explanatory Note: This Current Report on Form 8-K is being filed to supplement the Current Report on Form 8-K filed by Ultralife Batteries, Inc. (the
“Registrant”) on July 10, 2006, by adding to such report the disclosure contained in Items 2.01 and 9.01 below.

Item 2.01 Completion of Acquisition or Disposition of Assets.

     Effective on July 3, 2006, the Registrant completed its previously announced acquisition of substantially all of the assets of McDowell Research, Ltd.
(“McDowell”), a Texas limited partnership engaged in the business of designing and developing power systems and battery chargers for sale to commercial
customers (the “McDowell Acquisition”).

     Subject to certain adjustments and a holdback, the purchase price for the McDowell Acquisition was $25,000,000, and it was paid by delivering a
subordinated convertible promissory note in the principal amount of $20,000,000 and tendering a single cash payment for the balance of the purchase price.

     The McDowell Acquisition was completed pursuant to the terms and conditions of an asset purchase agreement, dated as of May 1, 2006, and amended as
of July 5, 2006, among the Registrant and its wholly-owned subsidiary, MR Acquisition Corporation, and McDowell, Thomas Hauke, Earl Martin, Sr., James
Evans and Frank Alexander. Together, Hauke, Martin, Evans and Alexander beneficially own all of the limited partner interests of McDowell and, through
such ownership, they indirectly control McDowell. There are no material relationships between the Registrant or its affiliates and McDowell, Hauke, Martin,
Evans or Alexander, other than in respect of the McDowell Acquisition. Following the completion of the McDowell Acquisition, Hauke became an executive
officer of the Registrant. In addition, the Registrant, MR Acquisition Corporation and a partnership owned by Hauke and Martin entered into a lease
agreement pursuant to which MR Acquisition Corporation is leasing real property located in Waco, Texas from the partnership.

Item 9.01 Financial Statements and Exhibits.

 (a)  Financial Statements of Business Acquired.

The financial statements and additional information required pursuant to Item 9.01(a) of Form 8-K will be filed by amendment to this Current
Report within 71 calendar days after July 10, 2006, the date on which this Current Report must be filed.

 (b)  Pro Forma Financial Information.

The pro forma financial information required pursuant to Item 9.01(b) of Form 8-K will be filed by amendment to this Current Report within 71
calendar days after July 10, 2006, the date on which this Current Report must be filed.

 



Table of Contents

(d)  Exhibits. 
   
2.1.1

 
Asset Purchase Agreement, dated as of May 1, 2006 (the “Purchase Agreement”), and amended as of July 5, 2006, among Ultralife Batteries, Inc.,
MR Acquisition Corporation, McDowell Research, Ltd., Thomas Hauke, Earl Martin, Sr., James Evans and Frank Alexander.

   
2.1.2 First Amendment to the Purchase Agreement, dated as of July 5, 2006.
   
2.1.3 Exhibit A to the Purchase Agreement (Form of Convertible Note)
   
2.1.4 Exhibit C to the Purchase Agreement (Form of Lease Agreement)
   
2.1.5 Exhibit D to the Purchase Agreement (Form of Registration Rights Agreement)
   
 

 
Note: The exhibits and schedules to the Purchase Agreement that are not being furnished herewith will be furnished to the Securities and Exchange
Commission upon the request.

 



Table of Contents

SIGNATURES

     Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Current Report to be signed on its behalf by the
undersigned hereunto duly authorized.
     
Date: As of July 20, 2006  ULTRALIFE BATTERIES, INC.

  

 /s/ Peter F. Comerford   
 Peter F. Comerford  
 Vice President of Administration & General Counsel  
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                            ASSET PURCHASE AGREEMENT 
 
     THIS AGREEMENT is made as of May 1,2006 by and among McDowell Research, 
Ltd., a Texas limited partnership ("SELLER"), Thomas Hauke ("Hauke"), Earl 
Martin, Sr. ("Martin"), James Evans ("Evans"), Frank Alexander ("Alexander"), 
Ultralife Batteries, Inc., a Delaware corporation ("BUYER"), and MR Acquisition 
Corporation, a Delaware corporation ("ACQUISITION SUB"). 
 
                                    RECITALS 
 
     Seller is engaged in the business of designing and developing power systems 
and battery chargers for sale to a variety of commercial customers (the 
"BUSINESS"). 
 
     The parties desire that Seller sell, transfer, assign and license to 
Acquisition Sub, and that Acquisition Sub purchase, license and assume from 
Seller certain specified assets and liabilities related to the Business, all as 
more specifically provided herein. 
 
     NOW, THEREFORE, in consideration of the premises and the mutual 
representations, warranties, covenants and undertakings contained herein, and 
for other good and valuable consideration, the receipt and sufficiency of which 
are hereby acknowledged, the parties agree as follows: 
 
                             ARTICLE I. DEFINITIONS 
 
     SECTION 1.1 CERTAIN DEFINITIONS. 
 
     The following terms will, when used in this Agreement, have the following 
respective meanings: 
 
     "2005 AUDIT" means the audited combined balance sheet, statement of 
operations and statement of cash flows of Seller as of and for the fiscal year 
ended December 31, 2005, including the notes and schedules thereto, certified by 
Pattillo, Brown & Hill, L.L.P. 
 
     "2005 BALANCE SHEET" means the audited balance sheet of Seller as of 
December 31, 2005 which is part of the Financial Statements and Schedule 3.7(a). 
 
     "2006 FORECAST" means the unaudited projected statement of operations of 
Seller for the fiscal year ended December 31, 2006. 
 
     "AFFILIATE" means, with respect to a Person, any other Person directly or 
indirectly controlling, controlled by, or under common control with, such Person 
at any time during the period for which the determination of affiliation is 
being made. For purposes of this definition, the term "control" means, with 
respect to any Person, the possession, directly or indirectly, of the power to 
direct or cause the direction of management policies of such Person, whether 
through the ownership of voting securities or by contract or otherwise. 
 



 
 
     "AGREEMENT" means this Asset Purchase Agreement, as the same may be amended 
or supplemented from time to time in accordance with the terms hereof, together 
with the exhibits and schedules thereto. 
 
     "ANCILLARY AGREEMENTS" means, collectively, the Convertible Note attached 
to this Agreement as Exhibit A, the Employment Agreements attached to this 
Agreement as Exhibits B-1, B-2 and B-3, the Lease Agreement attached to this 
Agreement as Exhibit C and the Registration Rights Agreement attached to this 
Agreement as Exhibit D, each as more fully described herein. 
 
     "APPLICABLE EMPLOYEES" is defined in Section 6.1(a)(i) of this Agreement. 
 
     "APPROVALS" means, collectively, the consents, approvals, waivers, 
authorizations, novations, notices and filings required in connection with the 
consummation of the Transaction (or of any portion of the Transaction), which 
are listed on Schedule 1.1. 
 
     "ASSUMED CONTRACTS" is defined in Section 2.1(c) of this Agreement. 
 
     "ASSUMED LIABILITIES" is defined in Section 2.5 of this Agreement. 
 
     "ASSUMED LICENSE AGREEMENTS" is defined in Section 2.1(c)(i) of this 
Agreement. 
 
     "BENEFITS PLANS" is defined in Section 3.21(a) of this Agreement. 
 
     "BOOKS AND RECORDS" means books, ledgers, files (including personnel 
files), reports, operating records, accounting records, price lists, 
correspondence and other forms of information, in any form or medium, relating 
in any manner to the business, operations or financial or statistical history of 
a Person. 
 
     "BUYER INDEMNIFIED PARTIES" is defined in Section 8.1 of this Agreement. 
 
     "BUYER LOSSES" is defined in Section 8.1 of this Agreement. 
 
     "CLAIM" means any pending or threatened contest, claim, charge, demand, 
assessment, action, cause of action, complaint, litigation, proceeding, hearing 
or notice involving any Person. 
 
     "CLAIM NOTICE" is defined in Section 8.4(b) of this Agreement. 
 
     "CLOSING" means the closing and consummation of the Transaction. 
 
     "CLOSING DATE" is defined in Section 2.7 of this Agreement. 
 
     "CLOSING DOCUMENTS" means: (a) with respect to Seller, all agreements, 
documents and instruments, including the Ancillary Agreements, required to be 
delivered by Seller at Closing, as set forth in Section 7.2; and (b) with 
respect to Buyer and Acquisition Sub, all agreements, documents and instruments, 
including the Ancillary Agreements, required to be delivered by Buyer and 
Acquisition Sub at Closing, as set forth in Section 7.3. 
 
     "COBRA" means the Consolidated Omnibus Budget Reconciliation Act of 1985, 
as amended, section 4980B of the Code and Title I, Part 6 of ERISA, and any 
similar state group 
 



 
 
health plan continuation law, together with all regulations and proposed 
regulations promulgated thereunder. 
 
     "CODE" means the Internal Revenue Code of 1986, as amended and all Treasury 
Regulations promulgated thereunder. 
 
     "COMMON STOCK" means the $.10 par value common stock of the Buyer. 
 
     "CONFIDENTIAL INFORMATION" means all information of any kind concerning the 
Disclosing Party (as defined in Section 5.6) or any of its Affiliates obtained 
directly or indirectly from the Disclosing Party or any of its Affiliates, 
employees, representatives or agents in connection with the transactions 
contemplated by this Agreement, except information (a) ascertainable or obtained 
from public or published sources, (b) received from a third party who is under 
no obligation to keep such information confidential, (c) which is or becomes 
known to the public (other than through a breach of this Agreement), or (d) 
which was in the Receiving Party's (as defined in Section 5.6) possession prior 
to disclosure thereof to the Receiving Party and which was not subject to any 
obligation to keep such information confidential. Any information relating to 
the Transferred Assets and any other confidential or proprietary business 
information transferred to Buyer hereunder shall, upon Closing, be deemed the 
sole and exclusive Confidential Information of the Buyer. 
 
     "CONVERTIBLE NOTE" means that certain Senior Subordinated Convertible Note 
to be issued by Buyer to Seller at Closing, substantially in the form attached 
hereto as Exhibit A. 
 
     "DISCLOSING PARTY" is defined in Section 5.6(a) of this Agreement. 
 
     "EFFECTIVE TIME" is defined in Section 2.7 of this Agreement. 
 
     "EMPLOYMENT AGREEMENTS" means those certain employment agreements by and 
between Buyer or Acquisition Sub and Hauke, Evans, Alexander and Ray Pixley 
substantially in the forms attached hereto as Exhibits B-1, B-2, B-3 and B-4, 
respectively. 
 
     "EMPLOYMENT LAWS" is defined in Section 3.20 of this Agreement. 
 
     "ENCUMBRANCES" means liens, charges, encumbrances, security interests, 
options or any other restrictions or third party rights. 
 
     "ENVIRONMENTAL LAW" means, collectively, all federal, state and local 
statutes, common law, authorizations, regulations, ordinances, codes, published 
guidelines and policies, directives, judgments, injunctions, decrees and orders 
(including all amendments thereto) pertaining to environmental matters including 
but not limited to: (A) the protection, investigation or restoration of the 
environment, health, safety or natural resources, (B) the handling, use, 
presence, disposal, release or threatened release of any Hazardous Substance, or 
(C) air, indoor air, noise, employee exposure, water vapor, surface water, 
groundwater, soil, natural resources, chemical use, health, safety and 
sanitation, or threat of injury to persons or property relating to any Hazardous 
Substance. Without limiting the generality of the foregoing, "Environmental 
Laws" include the Comprehensive Environmental Response, Compensation and 
Liability Act, the Medical Waste Tracking Act, the Resource Conservation and 
Recovery Act, the Clean Air Act, the Federal Water Pollution Control 
 



 
 
Act, the Safe Water Drinking Act, the Toxic Substance Control Act and the 
Occupational Safety and Health Act. 
 
     "ERISA" means the Employee Retirement Income Security Act of 1974, as 
amended. 
 
     "ERISA AFFILIATE" is defined in Section 3.21(l) of this Agreement. 
 
     "EXCLUDED ASSETS" is defined in Section 2.2 of this Agreement. 
 
     "EXCLUDED LIABILITIES" is defined in Section 2.4 of this Agreement. 
 
     "FINAL BALANCE SHEET" means the audited consolidated balance sheet of 
Seller as of the Closing Date, certified by such independent auditor selected by 
Buyer, which will be prepared within thirty (30) days of Closing, will be 
presented to Seller for review and will be added to and deemed to be part of the 
Financial Statements and Schedule 3.7(a) if Seller has not reasonably objected 
to such balance sheet within fifteen (15) days after Seller's receipt. 
 
     "FINANCIAL STATEMENTS" means: (a) the audited combined balance sheet, 
statement of operations and statement of cash flows of Seller as of and for the 
fiscal years ended December 31, 2004 and 2005, including the notes and schedules 
thereto, certified by Pattillo, Brown & Hill, L.L.P. (b) the unaudited combined 
balance sheet, statement of operations and statement of cash flows of Seller for 
the fiscal years ended December 31, 2001, 2002 and 2003, including the notes and 
schedules thereto, compiled by Pattillo, Brown & Hill, L.L.P.; (c) the Interim 
Financial Statement; and (d) the Final Balance Sheet, which will be prepared 
within thirty (30) days of Closing, will be presented to Seller for review and 
will immediately thereafter be added to and deemed to be part of the Financial 
Statements and Schedule 3.7(a) if Seller has not reasonably objected to such 
balance sheet within fifteen (15) days after Seller's receipt but which shall 
not be deemed to be part of the Financial Statements and Schedule 3.7(a) until 
so completed and so added; all of which shall comprise Schedule 3.7(a). 
 
     "GAAP" means generally accepted accounting principles, methods and 
practices set forth in the opinions and pronouncements of the Accounting 
Principles Board and the American Institute of Certified Public Accountants, and 
statements and pronouncements of the Financial Accounting Standards Board, the 
Securities and Exchange Commission or of such other Person as may be approved by 
a significant segment of the U.S. accounting profession, in each case as of the 
date or period at issue, and as applied in the U.S. to U.S. companies. 
 
     "GOVERNMENTAL AUTHORIZATIONS" means all licenses, permits, certificates and 
other authorizations and approvals of any Governmental Entity required under any 
Law to carry on the Business as currently conducted or anticipated in the 
Ordinary Course. 
 
     "GOVERNMENTAL ENTITY" means any U.S. or non-U.S. local, state, federal or 
other government, including each of their respective branches, departments, 
agencies, courts, instrumentalities or other subdivisions. 
 
     "HAZARDOUS SUBSTANCE" means and includes: (a) any hazardous materials, 
hazardous wastes, hazardous substances and toxic substances as those or similar 
items are defined under any Environmental Law; (b) any asbestos or any material 
that contains any hydrated mineral silicate, 
 



 
 
including chrysolite, amosite, crocidolite, tremolite, anthophylite and/or 
actinolite, whether friable or non-friable; (c) any polychlorinated biphenyls or 
polychlorinated biphenyl-containing materials or fluids; (d) radon; (e) any 
other hazardous, explosive, flammable, infectious, carcinogenic, mutagenic, 
radioactive, toxic or noxious substance, material, pollutant, contaminant or 
solid, liquid or gaseous waste; (f) any petroleum, petroleum hydrocarbons, 
petroleum products, crude oil or any fractions thereof, natural gas or synthetic 
gas; and (h) any substance that, whether by its nature or its use, is or becomes 
subject to regulation under any Environmental Laws or with respect to which any 
Environmental Laws or Governmental Entity requires or will require environmental 
investigation, monitoring or remediation. 
 
     "HIRED EMPLOYEES" is defined in Section 6.1(a)(ii) of this Agreement. 
 
     "INDEMNIFIED PARTIES" means, as appropriate in the context, either the 
Buyer Indemnified Parties or the Seller Indemnified Parties, which terms are 
defined in Article VIII. 
 
     "INDEMNIFYING PARTY" means a party obligated to provide indemnification 
pursuant to Article VIII. 
 
     "INTELLECTUAL PROPERTY" means patents, inventions, trade secrets, concepts, 
know-how, inventions, discoveries, disclosures, copyrights (whether registered 
or unregistered), works of authorship, trademarks (whether registered or 
unregistered), service marks (whether registered or unregistered), mask works, 
trade names, trade dress, product names, slogans, logos and Internet domain 
names, including registrations and applications for any of the foregoing, 
software, firmware, object code, source code, specifications, processes, 
drawings, designs, technology, methods, techniques, formulae, work papers, and 
proprietary information and documents incorporating any similar rights, 
including technical reports and laboratory data (in all media). 
 
     "INTERIM FINANCIAL STATEMENT" means the unaudited combined balance sheet, 
statement of operations and statement of cash flows of Seller for the three 
months ended March 31, 2006. 
 
     "INVENTORY" is defined in Section 2.1(d) of this Agreement. 
 
     "KALMUS LITIGATION" means that litigation currently entitled AR Kalmus 
Corp. v. Thomas Russell, Terry Perdue, Alan Chandler and McDowell Research 
Corporation, pending in the Court of Common Pleas of Montgomery County in the 
Commonwealth of Pennsylvania (Civil Action No. 03-24185) and all disputes, 
claims, litigations and suits arising out of the facts upon which the pending 
matter is based. 
 
     "LAW" means any applicable law (including common law), statute, ordinance, 
rule, regulation, code, order, judgment, injunction, decree or judicial or 
administrative doctrine that is promulgated or issued by any Governmental 
Entity. 
 
     "LEASE AGREEMENT" means that certain Lease Agreement substantially in the 
form attached hereto as Exhibit C. 
 
     "LIABILITY" means any direct or indirect indebtedness, liability, Claim, 
damage, deficiency, obligation or responsibility, fixed or unfixed, choate or 
inchoate, liquidated or unliquidated, secured or unsecured, accrued, absolute, 
contingent or otherwise. 
 



 
 
     "LOSSES" means Liabilities, losses, interest, penalties and reasonable 
costs and expenses associated therewith (including attorneys' fees, litigation 
costs, fines, penalties and expenses of investigation), whether asserted by a 
party to this Agreement or by a third party, but in no event includes incidental 
or consequential damages. 
 
     "MATERIAL ADVERSE EFFECT" means a material adverse effect on the condition 
(financial or otherwise), results of operations or assets of the Business or on 
Seller's ability to perform its obligations under this Agreement. 
 
     "NO-SHOP PERIOD" is defined in Section 5.5(a) of this Agreement. 
 
     "NOTICE PERIOD" is defined in Section 8.4(c) of this Agreement. 
 
     "ORDINARY COURSE" means the ordinary course of business of the Business, 
consistent with past practices. 
 
     "PATENTS" is defined in Section 2.1(a)(ii) of this Agreement. 
 
     "PERMITTED ENCUMBRANCES" means Encumbrances that secure or constitute an 
Assumed Liability that is recorded on the Books and Records of Seller as of the 
Closing Date. 
 
     "PERSON" means an individual, a corporation, a partnership, a limited 
liability company, an association, a trust or any other entity or organization. 
 
     "PRODUCTS" is defined in Section 2.1(b) of this Agreement. 
 
     "PURCHASE PRICE" is defined in Section 2.6(a) of this Agreement. 
 
     "PURCHASE TRANSACTION" is defined in Section 5.5(b) of this Agreement. 
 
     "RECEIVING PARTY" is defined in Section 5.6(a) of this Agreement. 
 
     "REGISTRATION RIGHTS AGREEMENT" means that certain Registration Rights 
Agreement substantially in the form attached hereto as Exhibit D. 
 
     "SEC" means the United States Securities and Exchange Commission. 
 
     "SECURITIES ACT" means the Securities Act of 1933, as amended. 
 
     "SELLER INDEMNIFIED PARTIES" is defined in Section 8.2 of this Agreement. 
 
     "SELLER LOSSES" is defined in Section 8.2 of this Agreement. 
 
     "SELLER SHAREHOLDERS" means Hauke, Martin, Evans and Alexander. 
 
     "SHARES" means the shares of Buyer's Common Stock issuable upon conversion 
of the Convertible Note. 
 
     "SOFTWARE" is defined in Section 2.1(a)(i) of this Agreement. 
 



 
 
     "SUBSIDIARY" means any Person, fifty percent (50%) or more of the 
outstanding equity interests of which are owned, directly or indirectly, by 
another Person. 
 
     "TAXES" means all taxes levied or imposed by any Governmental Entity, 
including income, gross receipts, windfall profits, value added, severance, 
production, sales, use, license, excise, franchise, employment, environmental, 
real property, personal property, transfer, alternative minimum, estimated, 
withholding or other taxes, together with any interest, additions or penalties 
with respect thereto and any interest in respect of such additions or penalties, 
whether or not disputed or contested. 
 
     "TAX RETURNS" means all U.S. and non-U.S. reports and returns required to 
be filed with respect to Taxes, including all attachments thereto. 
 
     "TECHNICAL DOCUMENTATION" is defined in Section 2.1(e) of this Agreement. 
 
     "TRADEMARKS" is defined in Section 2.1(a)(iii) of this Agreement. 
 
     "TRANSFERRED ASSETS" is defined in Section 2.1 of this Agreement. 
 
     "TRANSFERRED INTELLECTUAL PROPERTY" is defined in Section 2.1(a) of this 
Agreement. 
 
     "TRANSACTION" means, collectively, the purchase and sale of the Transferred 
Assets, the assumption of the Assumed Liabilities and the execution and delivery 
of the Closing Documents and the other transactions, all as herein provided. 
 
     "U.S." means the United States of America. 
 
     SECTION 1.2 INTERPRETATION. 
 
     In this Agreement, unless the express context otherwise requires: 
 
          (A) the words "HEREIN," "HEREOF" and "HEREUNDER" and words of similar 
import refer to this Agreement as a whole and not to any particular provision of 
this Agreement; 
 
          (B) references to "ARTICLE" or "SECTION" are to the respective 
Articles and Sections of this Agreement, and references to "EXHIBIT" or 
"SCHEDULE" are to the respective Exhibits and Schedules annexed hereto; 
 
          (C) references to a "PARTY" mean a party to this Agreement and include 
references to such party's permitted successors and permitted assigns; 
 
          (D) references to a "THIRD PARTY" mean a Person not a party to this 
Agreement; 
 
          (E) the terms "DOLLARS" and "$" means U.S. dollars; 
 
          (F) terms defined in the singular have a comparable meaning when used 
in the plural, and vice versa; 
 



 
 
          (G) references to a party's "KNOWLEDGE" or any similar phrase means 
with respect to any Person, the actual knowledge of such Person. In the case of 
Seller, knowledge shall include only the actual collective knowledge of Hauke, 
Martin, Evans and Alexander after due inquiry, as well as such knowledge as 
should have been obtained by these individuals in the exercise of due inquiry 
(determined in light of their roles and responsibilities generally); 
 
          (H) the masculine pronoun includes the feminine and the neuter, and 
vice versa, as appropriate in the context; and 
 
          (I) wherever the word "INCLUDE," "INCLUDES" or "INCLUDING" is used in 
this Agreement, it will be deemed to be followed by the words "without 
limitation." 
 
     SECTION 1.3 ACCOUNTING CONVENTIONS. 
 
     Except as expressly provided otherwise herein, all references in this 
Agreement to financial terms will be deemed to refer to such terms as they are 
defined under GAAP, consistently applied. 
 
                         ARTICLE II. PURCHASE AND SALE 
 
     SECTION 2.1 PURCHASE AND SALE OF ASSETS. 
 
     On the terms and subject to the conditions set forth herein, at Closing, 
Seller will sell, convey, transfer, assign and deliver to Acquisition Sub, and 
Acquisition Sub will purchase from Seller, all of Seller's right, title and 
interest in and to the following listed assets owned by Seller that are used or 
useful in, related to or arise out of the Business (except for those assets that 
are defined in Section 2.2 as Excluded Assets), in each such case as the same 
exist on the Closing Date (collectively, the "TRANSFERRED ASSETS"): 
 
          (A) all Intellectual Property, including the following (collectively, 
the "TRANSFERRED INTELLECTUAL PROPERTY"): 
 
               (I) all source code, object code, design documentation and 
          procedures for product generation and testing of all computer software 
          and firmware, including that listed on Schedule 2.1(a)(i) and 
          including the software rules and algorithms, flowcharts, trade 
          secrets, know-how, inventions, patents, copyrights, designs, technical 
          processes, works of authorship, Technical Documentation, included in 
          or relating to the same (collectively, the "SOFTWARE"); 
 
               (II) all patents and patent applications, including those listed 
          on Schedule 2.1(a)(ii), together with any division, continuation, 
          continuation-in-part, continuing prosecution application, continued 
          examination application, reinstatement, reexamination, revival, 
          reissue, extension or substitution of any thereof, and corresponding 
          foreign applications, patents and rights thereto, including, in all 
          cases, the right to sue for past infringement thereof and to collect 
          any past or future royalties or other payments in connection therewith 
          (collectively, the "PATENTS"); 
 



 
 
               (III) all trademarks, service marks, trade names, trade dress, 
          product names, slogans and logos, including those listed on Schedule 
          2.1(a)(iii), and corresponding foreign applications, marks and rights 
          thereto, including, in all cases, the right to sue for past 
          infringement thereof and to collect any past or future royalties or 
          other payments in connection therewith (collectively, the 
          "TRADEMARKS"); 
 
               (IV) all product development projects, including those listed on 
          Schedule 2.1(b); 
 
               (V) all Internet, intranet and World Wide Web content, sites, 
          domain names and pages, and all HTML and other code related thereto, 
          including those listed on Schedule 2.1(a)(v); and 
 
          (B) all products related to or incorporating any Intellectual 
Property, including those listed on Schedule 2.1(b) and including all proposed 
or unimplemented developments or improvements thereof, and the trade secrets, 
know-how, inventions, patents, copyrights, mask works, designs, technical 
processes, works of authorship and technical data included in or relating to the 
same (the "PRODUCTS"); 
 
          (C) only the following contracts and instruments, and no others 
(collectively, the "ASSUMED CONTRACTS"): 
 
               (I) those contracts, agreements, licenses (whether granted to or 
          by a third party) and other commitments and arrangements, oral or 
          written, with any Person respecting the ownership, license, 
          acquisition, design, development, distribution, marketing, use, 
          maintenance, support or enhancement of Intellectual Property, related 
          technical or user documentation or databases (including royalty, 
          work-for-hire, consulting, employment, dealership and franchise 
          agreements), which are listed on Schedule 2.1(c)(i) (the "ASSUMED 
          LICENSE AGREEMENTS"); and 
 
               (II) those other agreements, contracts, subcontracts, leases and 
          subleases of personal property, arrangements, commitments, licenses 
          and sublicenses, with customers, suppliers, resellers, distributors, 
          current, former or prospective employees, employee groups, or other 
          third parties, which are listed on Schedule 2.1(c)(ii); 
 
               (III) subject to the insurer's acceptance and any limitations 
          imposed by law, Seller's health insurance plan with United Health 
          Insurance and Seller's dental plan, in each instance as of the Closing 
          Date; 
 
          (D) all inventories of (i) Products; (ii) computer program code (in 
all media) and materials; (iii) program documentation, including user materials; 
and (iv) all other unused or reusable materials, stores and supplies, including 
those of the nature or type reflected on the Preliminary Final Balance Sheet or 
on Schedule 2.1(d) (the "INVENTORY"); 
 
          (E) all technical and descriptive materials in all media (other than 
Inventory) relating to the acquisition, design, development, use or maintenance 
of Intellectual Property or the 
 



 
 
Products, including any compilers, tools, libraries, debuggers and higher level 
or proprietary language (the "TECHNICAL DOCUMENTATION"); 
 
          (F) all of the furniture, fixtures, equipment, computer equipment and 
hardware, Seller-owned 1996 Dodge pickup truck, machinery, apparatus, media, 
tools, appliances, implements, supplies and other tangible personal property of 
Seller wherever located including that listed on Schedule 2.1(f), along with all 
rights under related product warranties, including any leasehold improvements 
owned by Seller for the Seller's leased premises located in Waco; 
 
          (G) all customer lists and documentation (in all media) relating to 
the customers of the Business; 
 
          (H) as the same relate to the other Transferred Assets enumerated 
herein, all Books and Records, and all proprietary and non-proprietary business 
information, including marketing and sales materials and publications, product 
literature, reports, plans, records, pricing, cost and other manuals, 
advertising materials, catalogues, sales, service and maintenance records, and 
training materials; 
 
          (I) to the extent their transfer is permitted by Law, all Governmental 
Authorizations which are required for the conduct of the Business, and all 
applications therefor; 
 
          (J) all Claims that Seller may have against any Person relating to or 
arising out of any Transferred Asset or any Hired Employee, including rights to 
recover damages, settlements, rights to refunds, Claims for compensation or 
benefits, insurance Claims, Claims of infringement or past infringement of any 
Intellectual Property rights and royalty or similar rights related to any 
Transferred Intellectual Property; 
 
          (K) the assets, if any, that are listed on Schedule 2.1(k); 
 
          (L) all accounts receivable of Seller; and 
 
          (M) all goodwill of the Business associated with the foregoing 
enumerated Transferred Assets. 
 
     SECTION 2.2 EXCLUDED ASSETS. 
 
     Notwithstanding anything herein to the contrary, from and after Closing, 
Seller will retain all of its existing right, title and interest in and to, and 
there will be excluded from the sale, conveyance, assignment or transfer to 
Acquisition Sub hereunder, and the Transferred Assets will not include, the 
following, in each case as the same exists on the Closing Date (collectively, 
the "EXCLUDED ASSETS"): 
 
          (A) all other agreements, instruments, contracts, subcontracts, 
leases, subleases, arrangements, commitments, licenses, sublicenses and 
independent contractor agreements, written or oral, and sales representative 
agreements, written or oral, that are not Assumed Contracts; 
 



 
 
          (B) all employee compensation, retirement, pension, severance, 
deferred compensation, health, welfare or benefit plans and programs, and all 
funds and accounts held thereunder; 
 
          (C) all real property, including land, buildings, structures and 
improvements thereon, appurtenances thereto and interests therein (including 
leasehold or possessory interests), and all fixtures constituting part of such 
real property, except as provided in Section 2.1(f); 
 
          (D) all refunds, overpayments and prepayments of Taxes and duties paid 
by Seller, 
 
          (E) all Tax Returns of Seller and all other Books and Records related 
thereto; 
 
          (F) all corporate minute books and stock records of Seller; 
 
          (G) the capital stock of any Subsidiary; 
 
          (H) the Convertible Note and the Seller's rights under this Agreement; 
 
          (I) cash and cash equivalents; and 
 
          (J) the assets, if any, that are set forth on Schedule 2.2(j). 
 
     SECTION 2.3 INABILITY TO ASSIGN ASSUMED CONTRACTS. 
 
          (A) Notwithstanding anything to the contrary contained in this 
Agreement or in any Closing Document, to the extent that the assignment or 
attempted assignment to Acquisition Sub of any Assumed Contract, or any Claim, 
right or benefit arising thereunder or resulting therefrom, is prohibited by any 
Law, or would require any consent, approval, waiver, authorization or novation 
by a Governmental Entity or a Person and such consent, approval, waiver, 
authorization or novation has not been obtained prior to Closing and in a form 
acceptable to Acquisition Sub in its sole discretion, or with respect to which 
any attempted assignment would be ineffective or would materially adversely 
affect the rights of Seller or Acquisition Sub thereunder, then this Agreement 
will not constitute an assignment or attempted assignment thereof, and the same 
will not be assigned at Closing. 
 
          (B) Both prior and subsequent to Closing, the parties will use 
commercially reasonable efforts, and cooperate with each other, to obtain 
promptly all consents, approvals, waivers, authorizations or novations, 
including all Approvals, for the Assumed Contracts on terms acceptable to Buyer 
and Acquisition Sub in its sole discretion. Buyer will bear and pay the cost of 
all filing, recordation and similar fees and Taxes incurred after the date 
hereof and payable to Governmental Entities in connection with assignment of the 
Assumed Contracts, and any additional fees or charges (howsoever denominated) 
required by any Persons in connection with the assignment of any Assumed 
Contract or obtaining any consent, approval, waiver, authorization or novation, 
including any Approval. 
 



 
 
          (C) If any consent, approval, waiver, authorization or novation, 
including any Approval, which is necessary for the effective assignment to 
Acquisition Sub of any Assumed Contract, cannot be obtained or made and, as a 
result, the full benefits of use of such Assumed Contract cannot be provided to 
Acquisition Sub following Closing otherwise in accordance with this Agreement, 
then Seller will use its best efforts to provide Acquisition Sub the economic 
(taking into account all burdens and benefits, including Tax costs and benefits) 
and operational equivalent, to the extent permitted, of obtaining or making such 
consent, approval, waiver, authorization or novation, as the case may be, and to 
permit Acquisition Sub to perform Seller's obligations and enforce Seller's 
rights under such Assumed Contract as if such Assumed Contracts had been sold, 
conveyed, assigned and delivered to Acquisition Sub, including (i) enforcing, at 
the Acquisition Sub's request and at the expense of Seller, any rights of Seller 
arising with respect thereto, including the right to terminate in accordance 
with the terms thereof upon the advice of Acquisition Sub and (ii) permitting 
Acquisition Sub to enforce any rights arising with respect thereto. Seller will 
pay to Acquisition Sub, when received, all income, proceeds and other monies 
received by Seller from third parties to the extent related to Acquisition Sub's 
intended rights under any Assumed Contract, as contemplated by this Section 
2.3(c). Once any such consent, approval, waiver, authorization or novation is 
obtained or made in a form acceptable to Acquisition Sub in its sole discretion, 
Seller will assign such Assumed Contract to Acquisition Sub at no additional 
cost. Any expenses incurred by Seller, and any reasonable expenses incurred by 
Acquisition Sub, in connection with the arrangements contemplated by this 
Section 2.3(c) will be borne by Buyer. 
 
          (D) The provisions of this Section 2.3 shall not affect the right of 
the Buyer and Acquisition Sub to elect not to consummate the Transaction 
contemplated by this Agreement if the conditions to its obligations hereunder 
contained in Article VII hereof have not been otherwise fulfilled. 
 
     SECTION 2.4 EXCLUDED LIABILITIES. 
 
     It is expressly understood and agreed that neither Buyer nor Acquisition 
Sub (nor any of their Affiliates) will assume, nor will any of them be liable 
for, any Liability of Seller, any Seller Subsidiary, any Affiliate of Seller or 
the Business, of any kind or nature, at any time existing or asserted, howsoever 
arising, whether or not accrued, whether fixed, contingent or otherwise, whether 
known or unknown, liquidated or unliquidated, due or to become due, and whether 
or not recorded on the Books and Records of any Person, unless such Liability is 
expressly within the definition of Assumed Liabilities under Section 2.5. All 
Liabilities that are not expressly within the definition of Assumed Liabilities 
under Section 2.5 are referred to collectively as the "EXCLUDED LIABILITIES." 
 
     SECTION 2.5 ASSUMPTION OF CERTAIN LIABILITIES. 
 
     On the terms and subject to the conditions set forth herein, Acquisition 
Sub will assume and agree to satisfy and discharge or perform when due only the 
following Liabilities of Seller (and no others) (collectively, the "ASSUMED 
LIABILITIES"): 
 
          (A) all Liabilities identified on the Final Balance Sheet arising 
under the Assumed Contracts to the extent that the rights and benefits of Seller 
thereunder are effectively transferred 
 



 
 
or assigned to Acquisition Sub, or novated for the benefit of Acquisition Sub, 
subject to Section 2.3(c) hereof; 
 
          (B) all Liabilities that arise out of or relate to the Transferred 
Assets (other that the Assumed Contracts) to the extent such Liabilities are 
attributable to occurrences and circumstances arising after Closing; 
 
          (C) all Liabilities for accounts payable, Deferred Revenue and Central 
National Bank Notes Payable (Nos. 4420600 and 4491500) identified on the Final 
Balance Sheet, but only up to the amount of such Liabilities set forth on the 
Final Balance Sheet; 
 
          (D) that amount of the $2,500,000 Revolving Line of Credit Note with 
Central National Bank (No. 4885400) which the Presidents of Seller and Buyer 
agree prior to Closing represents amounts borrowed by Seller to support 
shipments of Product after Closing to Seller's customers; 
 
          (E) that amount paid by Seller for RF amplifiers pursuant to Section 
5.22 which the Presidents of Seller and Buyer agree prior to Closing relates to 
the purchase of amplifier inventory, the sale of which will be made by Buyer 
after Closing; and 
 
          (F) all Liabilities for post-Closing occupancy of the apartment leased 
premises at Apartment 301, South 4th Street, in Waco, Texas. 
 
     SECTION 2.6 PURCHASE PRICE. 
 
          (A) On the terms and subject to the conditions set forth in this 
Agreement, and subject to adjustment, if any, as provided by Section 2.6(c) and 
Section 2.6(d), the purchase price for the Transferred Assets is Twenty-Five 
Million Dollars ($25,000,000) (the "PURCHASE PRICE"). The Purchase Price shall 
consist of (i) Five Million Dollars ($5,000,000); and (ii) the Convertible Note, 
the original principal amount of which shall be Twenty Million Dollars 
($20,000,000). 
 
          (B) On the terms and subject to the conditions set forth in this 
Agreement, at Closing, Buyer shall pay the Purchase Price as follows: 
 
               (I) by wire transfer of immediately-available funds in the amount 
          of Five Million and no/100 Dollars ($5,000,000); and 
 
               (II) by delivery of the Convertible Note. 
 
          (C) To the extent the total of the accounts receivable plus inventory 
minus accounts payable on the Final Balance Sheet is less than $3,000,000, the 
principal amount of the Convertible Note shall be decreased, and to the extent 
the total of the accounts receivable plus inventory minus accounts payable on 
the Final Balance Sheet is greater than $3,000,000, that amount will be 
distributed to Seller as collected. The amount distributed to Seller, if any, 
shall be computed and paid on a monthly basis within thirty (30) days of month 
end. Schedule 2.6(c) sets forth the manner in which the cash resulting from the 
post-Closing collection of accounts 
 



 
 
receivable will be allocated between Seller and Buyer if any distributions are 
owed Seller pursuant to this Section 2.6(c). 
 
          (D) To the extent the Presidents of Seller and Buyer agree that there 
are Assumed Liabilities pursuant to Section 2.5(d) and Section 2.5(e), the 
Purchase Price shall be deemed adjusted upward by the amount of those Assumed 
Liabilities. 
 
     SECTION 2.7 CLOSING. 
 
     Closing will take place at the offices of Buyer's counsel, Harter, Secrest 
& Emery LLP, 1600 Bausch & Lomb Place, Rochester, New York, at 9:00 a.m., local 
time, on July 31, 2006, or on such other date, or at such other time or place, 
as the parties may mutually agree. The date on which Closing occurs is called 
the "CLOSING DATE" and Closing will be effective (the "EFFECTIVE TIME") as of 
the time of day (in Rochester, New York) set forth in a certificate to be 
executed by the Buyer and Seller on the Closing Date. The required deliveries at 
Closing are set forth in Article VII. 
 
              ARTICLE III. REPRESENTATIONS AND WARRANTIES OF SELLER 
 
     As of the date hereof and (except as otherwise expressly stated herein) as 
of the Closing, each of Seller, and each Seller Shareholder, jointly and 
severally, represents and warrants to Buyer as follows: 
 
     SECTION 3.1 ORGANIZATION AND POWER; STOCK OWNERSHIP. 
 
          (A) Seller is a limited partnership duly organized, validly existing 
and in good standing under the Laws of the State of Texas. Seller has all 
requisite partnership power and authority to enter into this Agreement and the 
Closing Documents, to perform its obligations hereunder and thereunder, to own, 
lease, operate and transfer the Transferred Assets, and to carry on the Business 
as now being conducted. Seller is duly qualified to do business and is in good 
standing as a foreign limited partnership in each jurisdiction where its 
ownership or operation of the Transferred Assets or its conduct of the Business 
requires such qualification, which jurisdictions are listed on Schedule 3.1(a). 
 
          (B) The total capital of Seller consists of 99% limited partner 
interest and 1% general partner interest. There are no preemptive or other 
outstanding rights, options, warrants, conversion rights or agreements or 
commitments to issue or sell any securities or obligations convertible into or 
exchangeable for, or giving any Person a right to subscribe for or acquire, any 
equity interest in Seller, and no securities or obligations evidencing such 
rights are outstanding. 
 
     SECTION 3.2 AUTHORIZATION. 
 
     Seller has full partnership power and authority to execute and deliver this 
Agreement and each Closing Document and to perform its obligations hereunder and 
thereunder. The execution, delivery and performance by Seller of this Agreement 
and each Closing Document have been duly and validly authorized by Seller's 
general partner and by the limited partner of Seller and, if 
 



 
 
necessary, by the other Persons listed on Schedule 3.1(b), and no additional 
partnership authorization or consent is required in connection therewith. 
 
     SECTION 3.3 APPROVALS. 
 
     Except for the Approvals, no consent, approval, waiver, authorization or 
novation is required to be obtained by Seller and no notice or filing is 
required to be given by Seller to, or made by Seller with, any Governmental 
Entity or other Person in connection with the execution, delivery and 
performance by Seller of this Agreement and each Closing Document and the 
consummation of the Transaction. 
 
     SECTION 3.4 NON-CONTRAVENTION. 
 
     The execution, delivery and performance by Seller of this Agreement and 
each Closing Document, and the consummation of the Transaction, do not and will 
not: (a) violate any provision of the Certificate of Limited Partnership or the 
Limited Partnership Agreement or other organizational documents of Seller; (b) 
assuming the receipt or making of all Approvals, conflict with, or result in the 
breach of, or constitute a default under, or result in the termination, 
cancellation or acceleration (whether after the filing of notice or the lapse of 
time or both) of any right or obligation of Seller under, or a loss of any 
benefit to which Seller is entitled under, any Assumed Contract or any contract 
to which Seller is a party, or result in the creation of any Encumbrance (other 
than a Permitted Encumbrance) upon any of the Transferred Assets; or (c) 
assuming the receipt or making of all Approvals, violate or result in a breach 
of or constitute a default under any Law, judgment, injunction, order, decree or 
other restriction of any Governmental Entity to which Seller is subject. 
 
     SECTION 3.5 BINDING EFFECT. 
 
     This Agreement and each Closing Document, when executed and delivered by 
Buyer and Seller, will constitute valid and legally binding obligations of 
Seller, enforceable against it in accordance with their respective terms, 
subject to bankruptcy, insolvency, reorganization, moratorium and similar laws 
of general applicability relating to or affecting creditors' rights and to 
general equity principles. 
 
     SECTION 3.6 SELLER SUBSIDIARIES. 
 
     Seller has no Subsidiaries. 
 
     SECTION 3.7 FINANCIAL STATEMENTS AND 2006 FORECAST. 
 
          (A) Annexed hereto as Schedule 3.7(a) are each of the Financial 
Statements. The Financial Statements fairly present the financial position and 
the results of the operations of the Business for the respective periods therein 
stated, and reflect adequate reserves for all known Liabilities, as of the 
respective dates therein stated. The Final Balance Sheet will be prepared and 
the Financial Statements for the years ended December 31, 2004 and December 31, 
2005 
 



 
 
have been prepared in accordance with GAAP consistently applied, except as noted 
in the footnotes and except with respect to inventory valuation for the year 
ended December 31, 2004. 
 
          (B) The Business does not have any Liability of any nature that is not 
reflected or reserved against on the Financial Statements except for: (i) 
Liabilities of a similar nature as those reflected or reserved against on the 
Financial Statements that were incurred in the Ordinary Course since December 
31, 2005; and (ii) those Liabilities set forth on Schedule 3.7(b). Accounts 
payable reflected in the Financial Statements have arisen from bona fide 
transactions and are usual and normal in amount both individually and in the 
aggregate. Except as set forth on Schedule 3.7(b), all Liabilities of the 
Business incurred after December 31, 2005 were incurred in the Ordinary Course, 
arose from bona fide transactions, and are usual and normal in amount both 
individually and in the aggregate. Except as set forth on Schedule 3.7(b), all 
Liabilities of the Business can be prepaid without penalty at any time. Except 
as set forth on Schedule 3.7(b), all proceeds of the $2,500,000 borrowing 
pursuant to the Revolving Line of Credit with Central National Bank have been 
used by Seller to support inventory purchases for the benefit of and shipments 
of Product to Seller's customers. 
 
          (C) Annexed hereto as Schedule 3.7(c) is the 2006 Forecast. The 2006 
Forecast has been prepared in good faith by Seller to the best of Seller's 
ability and is based on certain assumptions and Seller's analysis of information 
available as of the date of this Agreement. All material assumptions are 
identified on the Schedule of Assumptions which accompanies the 2006 Forecast, 
and all such assumptions are reasonable in the context presented. 
 
     SECTION 3.8 TITLE. 
 
     With respect to all of the Transferred Assets, Seller has and will have at 
Closing: (i) good title to all tangible property included in the Transferred 
Assets, free and clear of all Encumbrances except for Permitted Encumbrances; 
and (ii) all right, title and interest in and to all intangible property 
included in the Transferred Assets, free and clear of all Encumbrances except 
for Permitted Encumbrances and, in the case of the Assumed Contracts, subject to 
the rights of third parties thereunder. Seller will effectively transfer such 
title to all of the Transferred Assets to Buyer at Closing. 
 
     SECTION 3.9 TRANSFERRED ASSETS. 
 
          (A) The Transferred Assets, when taken together with the Excluded 
Assets, constitute all properties, assets and leasehold estates, real, personal 
and mixed, tangible and intangible, comprising, used or useful in the operation 
of the Business on the date hereof and immediately prior to Closing. 
 
          (B) Except as set forth in Schedule 3.9(b), those Transferred Assets 
that are tangible and are presently being used by Seller for manufacturing 
Products, are in a good state of repair and condition, ordinary wear and tear 
excepted. 
 



 
 
          (C) All of the Inventory is good and marketable and, except as set 
forth in Schedule 3.9(c), all of the Software and Products included in the 
Inventory are the respective current versions thereof. 
 
          (D) All of the accounts receivable (including the accounts, 
obligations, contracts and instruments which underlie such accounts receivable) 
set forth on the Financial Statements, net of the reserve for doubtful accounts 
shown thereon, and those accounts receivable arising subsequent to December 31, 
2005 and prior to the Closing Date will be good and collectible on the Closing 
Date at their respective full amounts. All of such accounts receivable are owned 
by Seller free of all claims and encumbrances. Seller has not rescinded, 
cancelled, settled, modified or otherwise compromised any accounts receivable, 
or any indebtedness due thereunder, or any guaranty or repurchase obligation 
related thereto, except in the Ordinary Course. 
 
     SECTION 3.10 COMPLIANCE WITH LAWS. 
 
          (A) The Business has been and is being conducted in compliance with 
all Laws, except for any non-compliance that would not, individually or in the 
aggregate have a Material Adverse Effect. The Seller has all Governmental 
Authorizations necessary for the conduct of the Business as currently conducted, 
except for those Governmental Authorizations the absence of which would not, 
individually or in the aggregate, have a Material Adverse Effect. 
 
          (B) To Seller's knowledge, each of the premises of the Business 
conforms to and complies with all covenants, conditions, restrictions, 
reservations, land use, zoning, health, fire, water and building codes and other 
similar Laws, and no such Laws prohibit or limit or condition the use or 
operation of such premises as currently used and operated. There is no pending, 
or to Seller's knowledge, contemplated, threatened or anticipated change in the 
zoning classification of any of such premises. Seller has operated and 
maintained such premises in accordance with applicable Laws. 
 
     SECTION 3.11 LITIGATION AND CLAIMS. 
 
     Except as set forth on Schedule 3.11: (a) there is no civil, criminal or 
administrative Claim or investigation pending or, to Seller's knowledge, 
threatened, against Seller or any Seller Affiliate with respect to or relating 
to the Business, any of the Transferred Assets or Assumed Liabilities; and (b) 
neither the Business, nor any of the Transferred Assets nor any Assumed 
Liability is subject to any order, writ, judgment, award, injunction or decree 
of any Governmental Entity or of any arbitrator. 
 
     SECTION 3.12 INTELLECTUAL PROPERTY. 
 
          (A) Seller owns or has the right to use pursuant to written license, 
sublicense, agreement or permission all of the Transferred Intellectual 
Property. Each item of Transferred Intellectual Property and Seller's rights 
under the Assumed License Agreement will be owned or available for use by right 
by Buyer immediately upon Closing, without the payment of any additional amounts 
to any third party, other than applicable Assumed Liabilities. Upon Closing, 
 



 
 
to the Seller's knowledge, all available patent rights as to any of the 
Transferred Intellectual Property or any of the Products may be pursued 
exclusively by Buyer. 
 
          (B) Seller owns and Buyer will receive at Closing, free and clear of 
all Encumbrances (except for Permitted Encumbrances), all Intellectual Property 
and other proprietary information, processes and formulae used in, related to or 
arising from the Business or otherwise necessary for the ownership, maintenance 
and use of the Transferred Assets and the conduct of the Business. 
 
          (C) Except as set forth in Schedule 3.12(c), Seller has not interfered 
with, infringed upon, misappropriated or otherwise violated (whether through the 
use of the Transferred Intellectual Property or otherwise) any Intellectual 
Property rights of any third party, and no Claim has been asserted by any Person 
as to the use of the Transferred Intellectual Property or alleging any such 
interference, infringement, misappropriation or violation (including any Claim 
that Seller must license or refrain from using any Intellectual Property rights 
of any third party), and Seller does not know of any valid basis for any such 
Claim. Except as set forth in Schedule 3.12(c), to Seller's knowledge, no third 
party has interfered with, infringed upon, misappropriated or otherwise violated 
any rights of Seller with respect to the Transferred Intellectual Property. 
Seller has made available to Buyer all infringement studies, including opinions 
of counsel, prepared by or on behalf of Seller. 
 
          (D) Schedule 2.1(a)(i) identifies all Software of Seller. Seller has 
made available to Buyer correct and complete copies of all such items of 
Transferred Intellectual Property, as amended to date, and has made available to 
Buyer correct and complete copies of all other written documentation evidencing 
ownership and prosecution (if applicable) of each such item. Except as set forth 
in Schedule 3.12(d), with respect to each such item of Transferred Intellectual 
Property: 
 
               (I) the item is not subject to any outstanding injunction, 
judgment, order, decree, ruling, or charge nor, to Seller's knowledge, is any of 
the foregoing threatened; 
 
               (II) no Claim or investigation is pending or, to Seller's 
knowledge, threatened, which challenges the legality, validity, enforceability, 
use or ownership of the item; and 
 
               (III) Seller has not agreed to indemnify any Person for or 
against any interference, infringement, misappropriation or other violation with 
respect to the item. 
 
          (E) Schedule 2.1(a)(ii) and Schedule 2.1(a)(iii) identify each Patent 
and Trademark of Seller. Seller has made available to Buyer correct and complete 
copies of all items related to such Transferred Intellectual Property, as 
amended to date, and has made available to Buyer correct and complete copies of 
all other written documentation evidencing ownership and prosecution (if 
applicable) of each such item, including all applications, registrations and 
prosecution materials. Except as set forth in Schedule 3.12(e), with respect to 
each such item of Transferred Intellectual Property: 



 
 
               (I) the item is not subject to any outstanding injunction, 
judgment, order, decree, ruling, or charge nor, to Seller's knowledge, is any of 
the foregoing threatened; 
 
               (II) no Claim or investigation is pending or, to Seller's 
knowledge, threatened, which challenges the legality, validity, enforceability, 
use or ownership of the item; 
 
               (III) Seller has not agreed to indemnify any Person for or 
against any interference, infringement, misappropriation or other violation with 
respect to the item; and 
 
               (IV) Seller has not taken, nor does it know of, any actions, 
including a sale or offer for sale, the disclosure of which could lead to the 
invalidity of any resulting patent. 
 
          (F) Schedule 2.1(b) identifies each Product and Seller has made 
available to Buyer correct and complete copies of all items related to the same, 
as amended to date, and has made available to Buyer correct and complete copies 
of all other written documentation evidencing ownership and prosecution (if 
applicable) of each such item, including all applications, registrations and 
prosecution materials. Except as set forth in Schedule 3.12(f), with respect to 
each Product: 
 
               (I) the Product is not subject to any outstanding injunction, 
judgment, order, decree, ruling, or charge nor, to Seller's knowledge, is any of 
the foregoing threatened; 
 
               (II) no Claim or investigation is pending or, to Seller's 
knowledge, threatened, which challenges the legality, validity, enforceability, 
use or ownership of the Product; 
 
               (III) Seller has not agreed to indemnify any Person for or 
against any interference, infringement, misappropriation or other violation with 
respect to the Product; and 
 
          (G) with respect to each Assumed License Agreement: 
 
               (I) the Assumed License Agreement is legal, valid, binding, 
enforceable and in full force and effect with respect to Seller and any other 
party thereto; 
 
               (II) the Assumed License Agreement will continue to be legal, 
valid, binding, enforceable and in full force and effect with respect to Buyer 
and any other party thereto following the consummation of the Transaction; 
 
               (III) neither Seller nor any other party to the Assumed License 
Agreement is in breach or default, and no event has occurred which with notice 
or lapse of time would constitute a breach or default or permit termination, 
modification or acceleration thereunder; 
 
               (IV) neither Seller nor any other party to the Assumed License 
Agreement has repudiated any material provision thereof or threatened any breach 
thereof; 
 



 
 
               (V) to the Seller's knowledge, (i) with respect to each Assumed 
License Agreement that is a sublicense of Intellectual Property owned by a third 
party, the representations and warranties set forth in Sections 3.12(g)(i) 
through 3.12(g)(iv) are true and correct with respect to the underlying license; 
and (ii) no Claim or investigation is pending or threatened that challenges the 
legality, validity or enforceability of the Intellectual Property owned by a 
third party underlying the Assumed License Agreement, and there is no basis for 
any such Claim. 
 
          (H) Schedule 3.12(h) sets forth the form and placement of the 
proprietary legends and copyright notices displayed in or on the Software. To 
Seller's knowledge, in no instance has the eligibility of the Software for 
protection under applicable copyright law been forfeited to the public domain by 
omission of any required notice or any other action. 
 
          (I) Seller has promulgated and used its commercially reasonable 
efforts to enforce the trade secret protection program set forth in Schedule 
3.12(i). To Seller's knowledge, there has been no material violation of such 
program by any Person. The Transferred Intellectual Property (including any 
source code and system documentation relating to the Software): (i) has at all 
times been maintained in confidence; and (ii) has been disclosed by Seller only 
to employees and consultants having a "need to know" the contents thereof in 
connection with the performance of their duties to Seller. 
 
          (J) All personnel, including employees, agents, consultants and 
contractors, who have contributed to or participated in the conception, 
reduction to practice or development of the Technical Documentation, Transferred 
Intellectual Property and Products on behalf of Seller either: (i) have been 
party to a "work-for-hire" arrangement or agreement with Seller, in accordance 
with applicable federal and state law, that has accorded Seller full, effective, 
exclusive and original ownership of, and all right, title and interest in and 
to, all tangible and intangible property thereby arising; or (ii) have executed 
appropriate instruments of assignment in favor of Seller as assignee that have 
conveyed to Seller full, effective and exclusive ownership of all right, title 
and interest in and to all tangible and intangible property arising thereby. 
 
     SECTION 3.13 ADEQUACY OF TECHNICAL DOCUMENTATION. 
 
     The Technical Documentation includes the source code, system documentation, 
statements of principles of operation and schematics for all of the Intellectual 
Property, as well as any pertinent commentary or explanation, including any 
commentary contained in any source code, that may be necessary to render such 
materials understandable to Buyer and, with respect to any Software, usable by a 
trained computer programmer. 
 
     SECTION 3.14 INTELLECTUAL PROPERTY RIGHTS GRANTED TO SELLER. 
 
          (A) Schedule 3.14(a) lists each license, sublicense, agreement and 
permission by which Seller uses or has right, prospective rights to such rights 
or interests in any Intellectual Property owned by a third party. Seller has 
made available to Buyer correct and complete copies of all such licenses, 
sublicenses and agreements (as amended to date). The Seller has not 
 



 
 
obtained any such rights in any Intellectual Property under any oral license, 
sublicense, agreement or permission. 
 
          (B) Seller has obtained the full, unrestricted and legal right and 
license to use, make, have made, copy, publicly display, publicly perform, 
modify and distribute the third-party Intellectual Property contained in the 
Transferred Intellectual Property and Technical Documentation pursuant to the 
Assumed License Agreements. Except as set forth on Schedule 3.14(b), to Seller's 
knowledge, the Transferred Intellectual Property and the Technical Documentation 
contain no other programming, materials or Intellectual Property in which any 
third party may claim superior, joint or common ownership, including any right 
or license. The Transferred Intellectual Property and the Technical 
Documentation do not contain derivative works, reproductions or copies of any 
programming or materials not owned in their entirety by Seller and included in 
the Transferred Assets. 
 
     SECTION 3.15 THIRD-PARTY INTERESTS IN INTELLECTUAL PROPERTY. 
 
     Schedule 3.15 identifies each license, sublicense, agreement and permission 
by which a third-party uses or has rights, prospective rights to such rights or 
interests in any Intellectual Property or Technical Documentation owned by 
Seller. Seller has made available to Buyer correct and complete copies of all 
such agreements (as amended to date). The Seller has not granted any such rights 
in any Intellectual Property under any oral license, sublicense, agreement or 
permission. The licenses and sublicenses set forth on Schedule 3.15 constitute 
only end-user agreements, each in a standard form previously disclosed to Buyer 
and each of which grants the end-user thereunder solely the non-exclusive right 
and license to use an identified Intellectual Property and related user 
documentation, for internal purposes only. There are no contracts, agreements, 
licenses and other commitments and arrangements in effect with respect to the 
marketing, distribution, licensing, or promotion of the Inventory, the Technical 
Documentation, the Transferred Intellectual Property or the Products by any 
independent sales person, distributor, sublicensor or other re-marketer or sales 
organization. 
 
     SECTION 3.16 MAJOR VENDORS AND CUSTOMERS. 
 
     Schedule 3.16 lists each third-party licensor, developer, re-marketer, 
distributor and supplier of property or services to, and each licensee, end-user 
or customer of, the Business to whom Seller paid or billed in the aggregate 
$5,000 (in cash, stock, services, debt or other consideration) or more during 
2005, together with, in each case, the amount paid or billed during such period. 
The consummation of the Transaction will not result in the loss of any 
significant customer, potential customer or vendor of the Business. 
 
     SECTION 3.17 ASSUMED CONTRACTS. 
 
          (A) Seller has made available to Buyer true and complete copies of 
each Assumed Contract that is in written form, and true and complete written 
summaries of each Assumed Contract that is oral. Each of the Assumed Contracts 
constitutes the valid and legally binding obligation of Seller and of the other 
parties thereto, and is enforceable in accordance with its terms. Each of the 
Assumed Contracts constitutes the entire agreement of the respective parties 
 



 
 
thereto relating to the subject matter thereof. All obligations required to be 
performed under the terms of the Assumed Contracts by the date hereof have been 
performed. All obligations required to be performed under the terms of the 
Assumed Contracts by the Closing Date shall have been performed. No act or 
omission has occurred or failed to occur which, with the giving of notice, the 
lapse of time or both would constitute a default under any of the Assumed 
Contracts or permit termination, modification or acceleration thereunder, and 
each of the Assumed Contracts is in full force and effect without default on the 
part of Seller and, to Seller's knowledge, of the other parties thereto. 
 
          (B) Except for the Approvals, none of the Assumed Contracts requires 
consent or waiver for its assignment to and assumption by Acquisition Sub. 
 
          (C) Except for this Agreement, the Assumed Contracts, the Plans (as 
defined in Section 3.21), and any agreements identified in Schedule 2.2(j), 
there are no: (i) contracts or commitments affecting the use or value of the 
Business or any of the Transferred Assets; (ii) agreements, licenses or 
commitments with respect to Transferred Intellectual Property or affecting the 
Business or requiring future performance by Seller; (iii) collective bargaining 
agreements or other contracts or commitments to or with any labor unions or 
other employee representatives, groups of employees, works councils or the like; 
(iv) employment contracts or other contracts, agreements or commitments to or 
with individual current, former or prospective employees, consultants or agents; 
or (v) joint ventures or other contracts or commitments providing for payments 
based in any manner on the revenues or profits of Seller, the Business or any 
Transferred Asset. 
 
     SECTION 3.18 WARRANTIES. 
 
     All Products sold by the Seller on or before the date hereof have been in 
conformity with written warranties and commitments and express and implied 
warranties of Seller. As of December 31, 2005, the Seller had no Liability for 
replacement of such Products or other damages in connection therewith, except to 
the extent of any warranty reserve set forth on the Financial Statements, which 
warranty reserve is adequate to cover the amount of all reasonably anticipated 
warranty-related claims for Products sold on or before December 31, 2005. As of 
the Closing Date, the Seller will have no Liability for replacement of such 
Products or other damages in connection therewith, except to the extent of any 
warranty reserve set forth on the Final Balance Sheet, which warranty reserve 
will be adequate to cover the amount of all reasonably anticipated 
warranty-related claims for Products sold on or before the Closing Date. No 
Product sold by the Seller is subject to any contractual guaranty, warranty or 
other indemnity beyond the applicable standard terms and conditions of sale or 
license. Seller has heretofore made available to Buyer copies of the standard 
terms and conditions of sale or license used by the Seller, which contain all 
applicable guaranty, warranty and indemnity provisions. 
 
     SECTION 3.19 TAXES. 
 
     Except as set forth on Schedule 3.19: 
 



 
 
          (A) Seller (and each affiliated, unitary or combined group of which 
Seller is or has been a member) has timely filed all material federal, state, 
local and foreign income and franchise Tax Returns, and all other material Tax 
Returns that are required to be filed by it on or before the date hereof, and 
all Taxes shown on any Tax Return have been paid, and the Financial Statements 
reflect an adequate accrual, based on the facts and circumstances existing as of 
the respective dates thereof, for all Taxes payable by Seller through the 
respective dates thereof; 
 
          (B) there are no deficiencies for any Taxes proposed, asserted or 
assessed against Seller, no requests for waivers of the time to assess any Taxes 
are pending, and no power of attorney with respect to any Taxes has been 
executed or filed with any taxing authority; 
 
          (C) Seller has complied with all applicable Laws relating to the 
payment and withholding of material Taxes and has withheld and paid all material 
Taxes required to have been withheld and paid in connection with amounts paid or 
owing to any employee, independent contractor or other Person; 
 
          (D) there are no Encumbrances for Taxes (other than Permitted 
Encumbrances set forth on Schedule 3.19) on the assets of Seller; 
 
          (E) Seller is not bound by any agreement (either with any Person or 
any taxing authority) with respect to Taxes that will remain in effect following 
Closing; 
 
          (F) Seller has not constituted either a "distributing corporation" or 
a "controlled corporation" (within the meaning of Section 355(a)(1)(A) of the 
Code) in a distribution of stock qualifying for tax-free treatment under Section 
355 of the Code (i) in the two (2) years prior to the date of this Agreement or 
(ii) in a distribution which could otherwise constitute part of a "plan" or 
"series of related transactions" (within the meaning of Section 355(e) of the 
Code) in conjunction with the Transaction; 
 
          (G) Seller has never been a member of an affiliated, unitary or 
combined group of corporations (within the meaning of Section 1504 of the Code 
and any analogous provision of state, local or foreign Law) other than the 
affiliated group of which Seller is the common parent; 
 
          (H) Seller has not filed a consent pursuant to the provisions of 
Section 341(f) of the Code (or any corresponding provision of state or local 
Law) or agreed to have Section 341(f)(2) of the Code (or any corresponding 
provision of state or local Law) apply to any disposition of any asset owned by 
Seller; 
 
          (I) Seller has not agreed to make, nor is required to make, any 
adjustment under Section 481(a) of the Code or any similar provision of state, 
local or foreign Law by reason of a change in accounting methods or otherwise; 
 
          (J) no property owned by Seller is (i) property required to be treated 
as being owned by another Person pursuant to the provisions of Section 168(f)(8) 
of the Internal Revenue Code of 1954, as amended, and in effect immediately 
prior to the enactment of the Tax Reform Act of 1986, (ii) "tax-exempt use 
property" within the meaning of Section 168(h)(1) of the Code, (iii) 
 



 
 
"tax-exempt bond financed property" within the meaning of Section 168(g) of the 
Code, or (iv) "limited use property" (as that term is used in Rev. Proc. 76-30); 
 
          (K) no audit or other administrative or court proceedings are pending 
with respect to Taxes of Seller and no notice thereof has been received; and no 
issue has been raised by any taxing authority in any presently pending or prior 
audit that could have a Material Adverse Effect on Seller for any period after 
Closing; 
 
          (L) no Claim has been made by a taxing authority in a jurisdiction 
where Seller does not file Tax Returns that Seller is or may be subject to 
taxation in that jurisdiction; 
 
          (M) Seller is not a party to any contract, agreement or other 
arrangement which provides for the payment of any amount which would not be 
deductible by reason of Section 280G of the Code; and 
 
          (N) Seller has made available to Buyer true and complete copies of (i) 
all federal and state income Tax Returns of Seller (or the portion of any 
affiliated, unitary or combined Tax Return relating to Seller) for the preceding 
three (3) taxable years, and (ii) any audit report issued within the last three 
(3) years (or otherwise with respect to any audit or proceeding in progress) 
relating to Taxes of Seller. 
 
     SECTION 3.20 EMPLOYMENT MATTERS. 
 
     Except as set forth on Schedule 3.20: (a) Seller is not a party to or bound 
by any collective bargaining or similar agreement; (b) during the three-year 
period preceding the date hereof, the Business has not experienced any strikes, 
grievances or Claims of unfair labor practice; (c) Seller has no knowledge of 
any organizational effort presently being made or threatened by or on behalf of 
any labor union with respect to the employees of the Business; (d) during the 
three-year period preceding the date hereof, there has not been, and there is 
not presently pending or existing or, to Seller's knowledge, threatened, any 
strike, work stoppage, labor arbitration or proceeding in respect of the 
grievance of any employee, any application or complaint filed by an employee or 
union with the National Labor Relations Board or any comparable Governmental 
Entity, organizational activity or other labor dispute against the Business or 
its premises; (e) no application for certification of a collective bargaining 
agent is pending or, to Seller's knowledge, threatened; (f) there is no lockout 
of any employees by the Business; (g) there are no Claims currently pending or, 
to Seller's knowledge, threatened, against Seller alleging the violation of any 
Laws relating to employment, equal employment opportunity, nondiscrimination, 
immigration, wages, hours, benefits, collective bargaining, the payment of 
social security and similar Taxes, occupational safety and health and plant 
closing (collectively, "EMPLOYMENT LAWS"), or any other Claim whatsoever, 
whether based in tort, contract or Law, arising out of or relating in any way to 
a Person's employment (actual or alleged), application for employment or 
termination of employment with Seller and, to the Seller's knowledge, there is 
no basis for any such Claim; (h) Seller has not been found liable for the 
payment of Taxes, fines, penalties or other amounts, however designated, for 
failure to comply with any Employment Laws, and, to the Seller's knowledge, 
there is no basis for any such Liability; and (i) Seller has paid all amounts of 
compensation due to its employees and former employees and has properly withheld 
and reported Taxes on the same. 
 



 
 
     SECTION 3.21 EMPLOYEE BENEFITS. 
 
          (A) Schedule 3.21(a) lists all formal or informal, written or 
unwritten, employee benefit plans and collective bargaining, employment or 
severance agreements or other similar arrangements which the Seller, or any 
ERISA Affiliate, has ever sponsored, maintained, or to which contributions are 
made, or for which obligations have been incurred, for the benefit of employees 
of the Seller or an ERISA Affiliate, including, without limitation, (1) any 
"employee benefit plan" (within the meaning of Section 3(3) of ERISA) (the 
"BENEFIT PLANS"), (2) any profit-sharing, incentive compensation (whether cash 
or equity), commission, deferred compensation, bonus, stock option, stock 
purchase, pension, retainer, consulting, retirement, severance, welfare or 
incentive plan, agreement or arrangement, (3) any plan, agreement or arrangement 
providing for "fringe benefits" or perquisites to employees, officers, directors 
or agents, including but not limited to benefits relating to automobiles, clubs, 
vacation, child care, parenting, sabbatical, sick leave, medical, dental, 
hospitalization, life insurance and other types of insurance, and (4) any 
employment agreement. The plans, agreements and arrangements described in this 
Section 3.21 are referred to herein as "PLANS". Copies of all written Plans and 
written descriptions of all unwritten Plans have been provided or made available 
to Buyer. 
 
          (B) None of the Plans is (i) a plan subject to Title IV of ERISA or 
Section 412 of the Code, (ii) a "multiemployer plan" (within the meaning of 
Section 3(37) of ERISA), (iii) a "multiple employer plan" (within the meaning of 
Section 3(40) of ERISA or Section 413(c) of the Code), (iv) a "voluntary 
employees' beneficiary association" (within the meaning of Section 501(c)(9) of 
the Code), or (v) a "multiple employer welfare arrangement" (within the meaning 
of Section 3(40)(A) of ERISA). 
 
          (C) Neither the Seller nor any ERISA Affiliate has ever contributed 
to, or had an obligation to contribute to, any plan subject to Title IV of ERISA 
or Section 412 of the Code, any "multiemployer plan" (within the meaning of 
Section 3(37) of ERISA), any "multiple employer plan" (within the meaning of 
Section 3(40) of ERISA or Section 413(c) of the Code), any "voluntary employees' 
beneficiary association" (within the meaning of Section 501(c)(9) of the Code), 
or any "multiple employer welfare arrangement" (within the meaning of Section 
3(40)(A) of ERISA). 
 
          (D) Each Plan has been administered in accordance with: (i) the terms 
of all applicable governing documents; (ii) the applicable provisions of ERISA, 
the Code and all other Laws; and (iii) the terms of all applicable employment, 
collective bargaining and other agreements. Except as set forth in Schedule 
3.11, there are no actions, suits, proceedings, disputes, Claims or 
investigations pending or, to Seller's knowledge, threatened against or 
involving any Plan, and there are no investigations by any Governmental Entity 
or other Claims (except routine claims for benefits payable in the normal 
operation of the plan) pending or threatened against or involving any Plan or 
asserting any rights to benefits under any Plan. 
 
          (E) All contributions to, and payments from, the Plans that may have 
been required to be made in accordance with such plans and, when applicable, 
Section 302 of ERISA or Section 412 of the Code, have been timely made. All such 
contributions to the Plans, and all payments under the Plans for any period 
ending before the Closing Date that are not yet, but will 
 



 
 
be, required to be made with respect to the employees of the Business, are 
disclosed on Schedule 3.21(e). Seller has funded or will fund each Plan in 
accordance with its terms through the Closing Date, including the payment of 
applicable premiums on any insurance contract funding a Plan for coverage 
provided through the Closing Date. 
 
          (F) No "prohibited transaction," as defined in Section 406 of ERISA 
and Section 4975 of the Code, has occurred in respect of any Plan, and no civil 
or criminal action brought pursuant to Part 5 of Title I of ERISA is pending or, 
to Seller's knowledge, threatened in writing or orally against any fiduciary of 
any Plan. 
 
          (G) All of the Plans that are intended to qualify under Section 401(a) 
of the Code have received favorable determination letters from the Internal 
Revenue Service to the effect that such plans are so qualified. No determination 
letter with respect to any such Plan has been revoked nor has revocation of a 
determination letter been threatened. No Plan has been amended since the date of 
its most recent determination letter or application therefor in any respect 
which would adversely affect its qualification or materially increase its cost, 
and no Plan has been amended in a matter that would require security to be 
provided in accordance with Section 401(a)(29) of the Code. 
 
          (H) Except as set forth on Schedule 3.21(h), to Seller's knowledge, 
there have been no statements or communications made or materials provided to 
any current or former employee by any Person which constitutes a contract of or 
binding obligation on Seller to provide for any pension, welfare or other 
insurance-type benefits to any such employee or former employee, whether before 
or after retirement, other than benefits under the Plans. 
 
          (I) Except as set forth in Schedule 3.21(i) or as expressly set forth 
in this Agreement, no Transferred Employee will become entitled to any bonus, 
retirement, severance, job security or similar benefit or any enhanced benefit 
solely as a result of the Transaction. 
 
          (J) There are no unfunded Liabilities of any kind with respect to any 
employee, whether or not arising under a Plan (including Liabilities arising 
from any Law, contract, custom, Plan with respect to severance of employment). 
 
          (K) There is no liability whatsoever with respect to, or in any way 
related to, any employee benefit arrangement, the Plans, or the Benefit Plans, 
which the Buyer shall assume, or could reasonably be expected to assume (by 
operation of law or otherwise), as part of the transactions contemplated by this 
Agreement or otherwise. 
 
          (L) "ERISA AFFILIATE" means any Person that is a member of "controlled 
group of corporations" with, or is under "common control" with, or is a member 
of the same "affiliated service group" with the Seller, as defined in Section 
414 of the Code. 
 



 
 
     SECTION 3.22 ENVIRONMENTAL MATTERS. 
 
          (A) Seller has complied in all material respects with all 
Environmental Laws, and no Claim or investigation has been filed or commenced 
against Seller or the Business alleging such failure, nor does Seller know of 
any valid basis for such a Claim. 
 
          (B) Except as set forth in Schedule 3.22, the Business does not have 
any Liability (and the Business has not handled, used, stored, recycled or 
disposed of any Hazardous Substance, arranged for the disposal of any Hazardous 
Substance, exposed any employee or other Person to any Hazardous Substance or 
hazardous condition, or owned or operated any property or facility in any 
manner, in each case that could reasonably be expected to form the basis for any 
present or future Claim or investigation giving rise to any such Liability) for 
damage or remediation to any site, location or body of water (surface or 
subsurface), or for any illness of or personal injury to any employee or other 
Person, under any Environmental Law. 
 
     SECTION 3.23 INSURANCE. 
 
     Annexed hereto as Schedule 3.23 is a list of all insurance policies 
covering the ownership and operations of the Business or the Transferred Assets, 
reflecting the policies' terms, identity of insurers, amounts and coverage. Such 
insurance provides coverage for such risks, and in such amounts, as are 
reasonable and customary for businesses and assets of the same nature and size 
as the Business and the Transferred Assets. All of such policies, or similar 
replacement policies, are now and will be until Closing in full force and effect 
with no premium arrearages. 
 
     SECTION 3.24 SUBSEQUENT CHANGES. 
 
     Since December 31, 2005, there has not occurred any event, condition or 
change in the operations, condition (financial or otherwise) or assets of the 
Business that has had, or would at a later date have, a Material Adverse Effect. 
Without limiting the generality of the foregoing, since December 31, 2005, 
except as set forth on Schedule 3.24, neither Seller nor any Seller Subsidiary 
has: 
 
          (A) sold, leased, transferred, pledged, encumbered or assigned any of 
the assets of the Business outside the Ordinary Course; 
 
          (B) entered into any agreement, contract, lease or license (or series 
of related agreements, contracts, leases, and licenses) other than Ordinary 
Course sales and purchase orders; 
 
          (C) accelerated, terminated, modified or canceled any Assumed Contract 
except in the Ordinary Course, or materially modified the Business's backlog; 
and to Seller's knowledge, no other party has done so as a result of any default 
by Seller; 
 
          (D) made any capital expenditure (or series of related capital 
expenditures) involving more than $10,000; 
 



 
 
          (E) made any capital investment in, any loan to, or any acquisition of 
the securities or assets of, any other Person; 
 
          (F) issued any note, bond or other debt security or created, incurred, 
assumed or guaranteed any indebtedness for borrowed money or capitalized lease 
obligation; 
 
          (G) delayed or postponed the payment of accounts payable or other 
Liabilities, or accelerated the payment of any accounts receivable, outside the 
Ordinary Course; 
 
          (H) canceled, compromised, waived or released any material right or 
Claim (or series of related rights and Claims) outside the Ordinary Course; 
 
          (I) granted any license or sublicense of any rights under or with 
respect to any Intellectual Property outside the Ordinary Course; 
 
          (J) experienced any material damage, destruction or loss to the assets 
of the Business not covered by insurance; 
 
          (K) granted any increase in the base compensation of any employee or 
made any other material change in employment terms for any employee, except for 
normal compensation increases made in the Ordinary Course; or 
 
          (L) entered into any commitment to do any of the foregoing. 
 
     SECTION 3.25 RELATED-PARTY TRANSACTIONS. 
 
     Except as disclosed in Schedule 3.25, neither Seller nor any Seller 
Affiliate is a party to any contract, agreement, license, lease or arrangement 
with, or any other commitment to, directly or indirectly: (a) any stockholder, 
director, officer, Affiliate or salaried employee of Seller; or (b) any Person 
in which any such stockholder, director, officer or salaried employee has a 
material equity or participating interest. 
 
     SECTION 3.26 INVENTORY. 
 
     All of the Inventory has been costed and valued, and presented in the 2005 
Audit and will have been costed and valued and presented in the Final Balance 
Sheet, in accordance with GAAP. All of the Inventory is of good and merchantable 
quality and is saleable and useable in the Ordinary Course. 
 
     SECTION 3.27 FINDERS' FEES. 
 
     There is no investment banker, broker, finder or other intermediary who has 
been retained by or is authorized to act on behalf of Seller, any Seller 
Subsidiary or Seller Affiliate who might be entitled to any fee or commission 
from Buyer or any Affiliate of Buyer in connection with the Transaction. 
 



 
 
     SECTION 3.28 DISCLOSURE. 
 
     The provisions of this Agreement and the Schedules with respect to Seller, 
and the provisions of all other documents and information furnished by Seller 
pursuant hereto, do not include any untrue statement of a material fact or omit 
to state any material fact necessary in order to make the statements made herein 
and therein not misleading. 
 
     SECTION 3.29 CONVERTIBLE NOTE AND SHARES. 
 
     Seller and each Seller Shareholder acknowledge that the Convertible Note 
and the Shares have not been registered under the Securities Act and accordingly 
may not be transferred by sale, gift, pledge or otherwise unless: (i) a 
registration statement with respect to the transfer of the Convertible Note or 
the Shares shall be in effect under the Securities Act; or (ii) the transferor 
shall have obtained an opinion of counsel and/or other documentation related to 
such transfer, in form and content satisfactory to the Company and its counsel, 
evidencing that the transfer is exempt from the registration requirements of the 
Securities Act, is in compliance with applicable state securities law, and will 
not result in any violation of the Securities Act or any other applicable law. 
The Convertible Note is being acquired by the Seller without a view to resale in 
connection with any distribution thereof within the meaning of the Securities 
Act, other than a subsequent transfer of the Convertible Note to the beneficial 
owners of Seller, and each Seller Shareholder acknowledges and represents and 
warrants that the Convertible Note will not thereafter be transferred except in 
accordance with the provisions of this Section 3.29 and that the Shares will not 
be transferred or sold except in accordance with the Registration Statement 
contemplated by Section 5.19 of this Agreement. 
 
               ARTICLE IV. REPRESENTATIONS AND WARRANTIES OF BUYER 
 
     As of the date hereof and (except as otherwise expressly stated herein) as 
of the Closing, Buyer represents and warrants to Seller and each Seller 
Shareholder as follows: 
 
     SECTION 4.1 ORGANIZATION AND POWER. 
 
     Each of Buyer and Acquisition Sub is a corporation duly organized, validly 
existing and in good standing under the Laws of the State of Delaware. Each of 
Buyer and Acquisition Sub has all requisite corporate power and authority to 
enter into this Agreement and the Closing Documents, to perform their 
obligations hereunder and thereunder, to own, lease and operate their assets, 
and to carry on their businesses as now being conducted. 
 
     SECTION 4.2 AUTHORIZATION. 
 
     Each of Buyer and Acquisition Sub has full corporate power and authority to 
execute and deliver this Agreement and each Closing Document, and to perform 
their obligations hereunder and thereunder. The execution, delivery and 
performance by Buyer and Acquisition Sub of this Agreement and each Closing 
Document have been duly and validly authorized by all necessary corporate action 
on the part of Buyer and Acquisition Sub, and no additional corporate 
authorization or consent is required in connection therewith. 
 



 
 
     SECTION 4.3 APPROVALS. 
 
     Except for the approval and consent of JPMorgan Chase Bank, no consent, 
approval, waiver, authorization or novation is required to be obtained by Buyer 
or Acquisition Sub from, and no notice or filing is required to be given by 
Buyer or Acquisition Sub to or made by Buyer or Acquisition Sub with, any 
Governmental Entity or other Person in connection with the execution, delivery 
and performance by each of Buyer and Acquisition Sub of this Agreement and each 
Closing Document and the consummation of the Transaction. 
 
     SECTION 4.4 NON-CONTRAVENTION. 
 
     The execution, delivery and performance by Buyer and Acquisition Sub of 
this Agreement and each Closing Document, and the consummation of the 
Transaction, do not and will not: (a) violate any provision of the articles of 
incorporation, bylaws or other organizational documents of each of Buyer and 
Acquisition Sub; (b) conflict with, or result in the breach of, or constitute a 
default under, or result in the termination, cancellation or acceleration 
(whether after the filing of notice or the lapse of time or both) of any right 
or obligation of Buyer or Acquisition Sub under, any agreement, contract, lease, 
sublease, arrangement, commitment or license to which Buyer or Acquisition Sub 
is a party or by which any of their assets are bound; or (c) violate or result 
in a breach of or constitute a default under any Law, judgment, injunction, 
order, decree or other restriction of any Governmental Entity to which Buyer or 
Acquisition Sub is subject. 
 
     SECTION 4.5 BINDING EFFECT. 
 
     This Agreement and each Closing Document, when executed and delivered by 
Buyer, Acquisition Sub and Seller, will constitute valid and legally binding 
obligations of Buyer and Acquisition Sub, enforceable against each of Buyer and 
Acquisition Sub in accordance with their respective terms, subject to 
bankruptcy, insolvency, reorganization, moratorium and similar Laws of general 
applicability relating to or affecting creditors' rights and to general equity 
principles. 
 
     SECTION 4.6 FINDERS' FEES. 
 
     There is no investment banker, broker, finder or other intermediary that 
has been retained by or is authorized to act on behalf of Buyer or any Affiliate 
of Buyer who might be entitled to any fee or commission from Seller or any 
Affiliate of Seller in connection with the Transaction. 
 
     SECTION 4.7 DISCLOSURE. 
 
     The provisions of this Agreement with respect to Buyer, and the provisions 
of all other documents and information furnished by Buyer pursuant hereto, do 
not include any untrue statement of a material fact or omit to state any 
material fact necessary in order to make the statements herein and therein not 
misleading. 
 



 
 
                          ARTICLE V. CERTAIN COVENANTS 
 
     SECTION 5.1 ACCESS. 
 
     Prior to Closing, Seller will permit Buyer and its representatives to have 
access, during regular business hours and upon reasonable advance notice, to the 
Books and Records of Seller relating to the assets, Liabilities and operations 
of the Business, to Seller's employees and to the locations at which the 
Business is conducted or at which such Books and Records are located, subject to 
reasonable security regulations of Seller and any Laws. Seller will furnish, or 
cause to be furnished, to Buyer any financial and operating data and other 
information that is available with respect to the Business as Buyer from time to 
time reasonably requests, and will instruct its employees, counsel, independent 
accountants and financial advisors to cooperate with Buyer in its investigation 
of the Business. 
 
     SECTION 5.2 CONDUCT OF BUSINESS. 
 
          (A) During the period from the date hereof to Closing, except as 
otherwise contemplated by this Agreement or as Buyer otherwise consents in 
writing, Seller will conduct the Business in the Ordinary Course and without 
limiting the generality of the foregoing will not: 
 
               (I) incur or guaranty any indebtedness other than trade payables 
incurred in the Ordinary Course; 
 
               (II) incur, create or assume any Encumbrance (other than a 
Permitted Encumbrance) on any assets, other than in the Ordinary Course; 
 
               (III) acquire or dispose of any assets, other than in the 
Ordinary Course; 
 
               (IV) make any change of accounting or accounting practice, 
procedure or policy; 
 
               (V) enter into any agreement, contract, lease or license (or 
series of related agreements, contracts, leases, and licenses) other than those 
in the Ordinary Course or those described in Schedule 5.2; 
 
               (VI) accelerate, terminate, modify or cancel any Assumed 
Contract, or materially modify the Business's backlog; 
 
               (VII) make any capital expenditure (or series of related capital 
expenditures) involving more than $10,000; 
 
               (VIII) fail to maintain the Transferred Assets that are tangible 
and all parts thereof in as good working order and condition as at present, 
ordinary wear and tear excepted; 
 



 
 
               (IX) fail to keep in full force and effect its current insurance 
policies or other comparable insurance affecting the Business or the Transferred 
Assets; 
 
               (X) make any capital investment in, any loan to, or any 
acquisition of the securities or assets of, any other Person; 
 
               (XI) issue any note, bond or other debt security or create, 
incur, assume or guarantee any indebtedness for borrowed money or capitalized 
lease obligation; 
 
               (XII) delay or postpone the payment of accounts payable or other 
Liabilities, or accelerate the payment of any accounts receivable, outside of 
Ordinary Course; 
 
               (XIII) cancel, compromise, waive or release any material right or 
Claim (or series of related rights and Claims) outside the Ordinary Course; 
 
               (XIV) dispose of, license or permit to lapse any rights in any 
Transferred Intellectual Property; 
 
               (XV) grant any increase in the base compensation of any of its 
employees or make any other material change in benefit plans or employment terms 
for any of its employees; 
 
               (XVI) pay or distribute any cash outside of the Ordinary Course; 
or 
 
               (XVII) enter into any commitment to do any of the foregoing. 
 
          (B) During the period from the date hereof to Closing, Seller will use 
commercially reasonable efforts to preserve the Business and the Transferred 
Assets intact and to preserve for Buyer its relationship with licensors, 
developers, consultants, re-marketers, suppliers, distributors, customers, 
employees and others having regular business relations with it. If, during the 
period from the date hereof to Closing, the Seller desires to terminate the 
employment of any salaried employee, it shall give the Buyer five (5) business 
days' prior written notice before making such termination. 
 
     SECTION 5.3 REASONABLE EFFORTS; FURTHER ASSURANCES. 
 
          (A) During the period from the date hereof to Closing, Seller and 
Buyer will each cooperate and use commercially reasonable efforts to fulfill the 
conditions precedent to its own and the other party's obligations hereunder. 
 
          (B) Seller and Buyer will cooperate and use their respective 
commercially reasonable efforts to comply with all Laws in furtherance of the 
Transaction, including the execution of additional agreements, instruments and 
documents that may be required by local Law. Subject to the provisions hereof, 
from time to time before and after the Closing Date, each party will promptly 
execute, acknowledge and deliver any other assurances or documents 
 



 
 
reasonably requested by the other party and necessary for the other party to 
satisfy its obligations hereunder or to obtain the benefits contemplated hereby. 
 
     SECTION 5.4 BUSINESS NAME CHANGE. 
 
     In furtherance of the purchase and sale of the Transferred Assets 
hereunder, Seller will cause the business name of Seller and any Seller 
Affiliate to be changed, effective as of the Closing Date, to a name completely 
dissimilar to "McDowell Research" and thereafter will not adopt, use, cause to 
be used or approve or sanction the use of such names, the name "McDowell 
Research" or any other name so similar as to cause confusion or create a 
likelihood of confusion with the name McDowell Research or any derivation 
thereof, or any other trade name or assumed name comprising the Transferred 
Assets. Buyer consents to the use of MRC by Seller or any Seller Affiliate after 
the Closing Date. 
 
     SECTION 5.5 EXCLUSIVITY. 
 
          (A) From the date of this Agreement until September 30, 2006 (the "NO 
SHOP PERIOD"), or such earlier date as this Agreement is terminated under 
Section 9.1 hereof: 
 
               (I) Buyer will have the exclusive right to negotiate with Seller 
with respect to a Purchase Transaction; 
 
               (II) Seller will and will cause each Affiliate and representative 
of Seller to: (A) terminate all current discussions and negotiations regarding a 
Purchase Transaction with any party other than Buyer or Buyer's Affiliates; and 
(B) not seek or initiate proposals or offers from, enter into, continue or 
engage in discussions or negotiations with, or furnish information to any party 
other than Buyer or Buyer's Affiliates relating to a Purchase Transaction. 
 
          (B) For purposes of this Section 5.5, "PURCHASE TRANSACTION" means (i) 
any direct or indirect acquisition, whether by purchase, merger, consolidation, 
stock sale (primary or secondary) or any other structure which would result in 
the sale of any part of Seller's capital stock, assets or business, in either 
one or a series of transactions; or (ii) any arrangement whereby effective 
operating control of Seller's assets, consolidated business or a substantial 
portion thereof is granted to another party. 
 
          (C) During the No-Shop Period, Seller will promptly notify Buyer of 
the existence of any proposal or communication it receives from any person 
concerning not only a Purchase Transaction but also any transaction similar to 
that described in subsection (a) above for any part of Seller's capital stock, 
assets or business. 
 
          (D) Buyer and Seller agree that the certain Letter of Intent between 
Buyer and Seller dated November 18, 2005, as supplemented by Buyer letter dated 
January 20, 2006, is hereby terminated and superseded, in its entirety, by the 
terms of this Agreement. 



 
 
     SECTION 5.6 CONFIDENTIALITY. 
 
          (A) Seller and Buyer (each, the "RECEIVING PARTY") hereby covenant and 
agree, each on behalf of itself and on behalf of its Affiliates, that from and 
after the Closing Date, Receiving Party and its Affiliates will not (unless 
legally compelled to do so) disclose, give, sell, use or otherwise divulge any 
Confidential Information of the other party (the "DISCLOSING PARTY") or permit 
their respective employees, officers, directors or advisors to do the same. If 
Receiving Party or its Affiliates, or any of their respective employees, 
officers, directors or advisors become legally compelled to disclose any 
Confidential Information, Receiving Party shall provide Disclosing Party with 
prompt written notice of such requirement so that Disclosing Party may seek a 
protective order or other remedy or waive compliance with this Section 5.6. In 
the event that such protective order or other remedy is not obtained, or 
Disclosing Party waives compliance with this Section 5.6, Receiving Party or its 
Affiliates, as applicable, shall furnish only that portion of Confidential 
Information which is legally required to be provided and exercise its 
commercially reasonable efforts to obtain assurances that appropriate 
confidential treatment will be accorded Confidential Information. The 
confidentiality and restrictive use obligations under this Section 5.6 shall not 
apply to information which is independently developed by Receiving Party or its 
Affiliates after Closing without the use or benefit of any information that 
would otherwise be Confidential Information as shown by records maintained in 
the ordinary course of the developing party's business, or to any information 
that, at the time of disclosure, is or subsequently becomes available publicly; 
provided, however, that such information was not disclosed in breach of this 
Agreement by Receiving Party, Receiving Party's Affiliates or their respective 
employees, officers, directors or advisors. 
 
          (B) Receiving Party, on behalf of itself and on behalf of its 
Affiliates and their respective employees, officers, directors or advisors 
acknowledges that a breach of its obligations under this Section 5.6 may result 
in irreparable injury to Disclosing Party. In the event of the breach by 
Receiving Party or any of its Affiliates or their respective employees, 
officers, directors or advisors of any of the terms and conditions of this 
Section 5.6 to be performed, Disclosing Party shall be entitled, if it so 
elects, to institute and prosecute proceedings in any court of competent 
jurisdiction, either at law or in equity, to obtain damages for any breach of 
this Section 5.6, or to enforce the specific performance thereof by such party 
or to enjoin such party from violating the provisions of this Section 5.6 by 
seeking a temporary restraining order or similar relief. 
 
          (C) Buyer and Seller agree that upon Closing the certain 
confidentiality and non-disclosure provisions set forth in that certain Letter 
of Intent between Buyer and Seller dated November 18, 2005, will automatically 
terminate and be superseded, in their entirety, by the terms of this Agreement. 
 
     SECTION 5.7 PUBLIC DISCLOSURE. 
 
     Notwithstanding anything herein to the contrary, Seller may not issue or 
cause to be issued a press release or similar public announcement or 
communication, whether prior or subsequent to Closing, concerning the 
Transaction or the execution, performance or terms of this Agreement, unless 
specifically approved in advance in writing by Buyer. Seller will cause its 
Affiliates to 
 



 
 
comply with the terms and conditions of this Section 5.7 and Seller will be 
liable for any breach of this Section 5.7 by its Affiliates. 
 
     SECTION 5.8 BULK SALES. 
 
     If the provisions of Article 6 of the Uniform Commercial Code have not been 
repealed in each jurisdiction where any of the Transferred Assets are located, 
Seller and Buyer hereby waive compliance with the provisions of Article 6 of the 
Uniform Commercial Code in each such jurisdiction that has not repealed such 
article and where any of the Transferred Assets are located in connection with 
the Transaction. Seller will be responsible for all Liabilities arising out of 
the parties' waiver of such compliance. 
 
     SECTION 5.9 TAXES. 
 
          (A) Responsibility for the preparation and filing of Tax Returns and 
the payment of Taxes incurred as a result of the sale and transfer of the 
Transferred Assets and the Assumed Liabilities hereunder will be as follows: 
 
               (I) Buyer and Seller will each prepare and file such Tax Returns 
as may be, respectively, required of them in connection with all excise, sales, 
use, value added, transfer, stamp, documentary, filing, recordation or other 
similar Taxes incurred as a result of the sale and transfer of the Transferred 
Assets and the Assumed Liabilities hereunder in accordance with the form of the 
Transaction or as may otherwise be required by a Governmental Entity; provided, 
however, that the cost of all such Taxes will be borne by Buyer; 
 
               (II) Seller will be responsible for the preparation and filing of 
any required income Tax Returns and the payment of all of Seller's income Taxes 
incurred as a result of the sale and transfer of the Transferred Assets and the 
Assumed Liabilities hereunder; 
 
               (III) Seller will be responsible for the preparation and filing 
of all Tax Returns and the payment of all other Taxes of any nature incurred in 
the Business or relating to the Transferred Assets, the Assumed Liabilities and 
the Applicable Employees for the period up to and including the Closing Date; 
and 
 
               (IV) For the period after the Closing Date, Buyer will be 
responsible for the preparation and filing of all Tax Returns and the payment of 
all other Taxes of any nature incurred or relating to the Transferred Assets or 
the Assumed Liabilities. 
 
          (B) Buyer and Seller will provide each other with such cooperation and 
information as either of them reasonably may request of the other in connection 
with filing any Tax Return, amended return or Claim for refund, determining a 
Liability for Taxes or a right to refund of Taxes or preparation for litigation 
or investigation of Claims or in connection with any audit. Each of Buyer and 
Seller will retain all Tax Returns, schedules and work papers and all material 
records or other documents relating to Tax matters of the Business for the 
taxable year of Seller ending after the Closing Date and for all previous years, 
until the expiration of the statute of limitations of the taxable years to which 
such Tax Returns and other documents relate (and, to 
 



 
 
the extent notified by the other party in writing, any extensions thereof). Any 
information obtained under this Section 5.9(b) will be kept confidential as 
contemplated by Section 5.6, except as may be otherwise necessary in connection 
with the filing of Tax Returns or Claims for refund or in conducting an audit or 
other proceeding related to the payment of Taxes. 
 
          (C) If in order to prepare properly documents required to be filed 
with Governmental Entities or its financial statements, it is necessary that 
either Buyer or Seller be furnished with additional information relating to the 
Transferred Assets or the Assumed Liabilities and such information is in the 
possession of the other party, such other party will use its reasonable efforts 
to furnish such information in a timely manner to the party reasonably requiring 
such information, at the cost and expense of the party requiring such 
information. 
 
          (D) With respect to all Hired Employees, Seller will cause to be 
issued IRS Form W-2s for that portion of calendar year 2006 ending on the 
Closing Date during which time the Hired Employees were employees of Seller. 
Buyer shall have no obligation to issue any IRS Form W-2s to any Hired Employee 
for any period on or before the Closing Date. 
 
          (E) Seller and Buyer will file or provide to each other such Tax 
Returns, forms and other documents as may be required or necessary to minimize 
or obtain an exemption from any excise, sales, use, value added, transfer, 
stamp, documentary, filing, recordation or other similar Taxes that arise with 
respect to the Transferred Assets, or the Assumed Liabilities. Without limiting 
the generality of the foregoing, on or before the Closing Date Buyer will 
provide Seller with any required sales Tax exemption certificates of Buyer 
required in connection with the Transaction. 
 
          (F) Notwithstanding any other provision of this Section 5.9, no party 
will have access to the other party's federal, state or foreign income Tax 
Returns or Books and Records relating thereto. 
 
     SECTION 5.10 DETERMINATION AND ALLOCATION OF CONSIDERATION. 
 
     Seller and Buyer agree to allocate the Purchase Price in accordance with 
Schedule 5.10, which shall be prepared by Buyer, and otherwise in accordance 
with Section 1060 of the Code. Buyer will prepare, and Buyer and Seller will 
file, an IRS Form 8594 in a timely fashion in accordance with the rules under 
section 1060 of the Code and in accordance with Schedule 5.10. The determination 
and allocation of the Purchase Price made pursuant to this Section 5.10 will be 
binding on Seller and Buyer for all Tax reporting purposes. Neither Seller nor 
Buyer shall file any tax return or other document or otherwise take any position 
that is inconsistent with the allocation determined pursuant to this Section 
5.10. 
 
     SECTION 5.11 NON-COMPETITION. 
 
          (A) For a period of two (2) years following the Closing Date neither 
Seller nor any Seller Affiliate (which includes each of the Seller 
Shareholders), will engage directly or indirectly, whether as owner, principal, 
stockholder, employee, consultant or in any other capacity, in the business of 
acquiring, developing, marketing, selling, distributing, licensing or 
 



 
 
maintaining systems and application computer programs competitive with, or 
substitutable for, any of the Transferred Intellectual Property or any of the 
Products (including derivative works or products created by Buyer), anywhere in 
the world, except as a customer or authorized distributor of Buyer or otherwise 
with Buyer's consent (which may be withheld in Buyer's sole discretion). Seller, 
and each Seller Affiliate, acknowledges and agrees that the current market for 
the Transferred Intellectual Property and the Products extends throughout the 
entire world and that it is therefore reasonable to prohibit them from competing 
with Buyer anywhere in the world. 
 
          (B) An investment by Seller or any Seller Affiliate, directly or 
indirectly, in less than five percent (5%) of the publicly traded equity 
securities of any Person the stock of which is publicly traded will not be 
deemed a violation of this Section 5.11. 
 
          (C) If any Governmental Entity of competent jurisdiction determines 
that the restrictive covenant contained in this Section 5.11, or any part 
thereof, is invalid or unenforceable for any reason, the remainder of the 
restrictive covenant will not thereby be affected and will be given full force 
and effect, without regard to the invalid portion or portions. If any such 
Governmental Entity determines that the restrictive covenant contained in this 
Section 5.11, or any part thereof, is unenforceable because of the duration or 
scope of such covenant, such Governmental Entity will have the power to reduce 
such duration or scope and, in its reduced form, such covenant will then be 
enforceable and will be given full force and effect. 
 
          (D) Seller and each Seller Affiliate, acknowledges and agrees that the 
provisions of this Section 5.11, as they apply to Seller and each Seller 
Affiliate, are reasonable and supported by adequate consideration, that Buyer 
would not have entered into this Agreement without having received the benefit 
of the provisions of this Section 5.11, and that any breach of the provisions of 
this Section 5.11 would result in substantial and irreparable harm to Buyer and 
its Affiliates and, therefore, that Buyer will be entitled to an injunction to 
prohibit any such breach or anticipated breach, without the necessity of posting 
a bond, cash or otherwise, in addition to all of their other legal and equitable 
remedies, including the remedies provided by Article VII. 
 
          (E) Seller will cause each Seller Affiliate that is an entity to 
comply in all respects with this Section 5.11. 
 
     SECTION 5.12 COVENANTS NOT TO SUE OR ASSERT RIGHTS. 
 
     Seller hereby covenants not to sue Buyer, its Affiliates or their 
successors, assignees or licensees, from and after the Closing Date, for 
infringement of any Transferred Intellectual Property. Seller shall not assert 
rights, from and after the Closing Date, in any Transferred Intellectual 
Property against Buyer, its Affiliates or their successors, assignees or 
licensees. 
 
     SECTION 5.13 CERTAIN CONTRACTS. 
 
     If the Seller fails to disclose any written or oral license, sublicense, 
agreement, contract, permission or other understanding to Buyer either in the 
course of Buyer's due diligence or in any Schedule hereto, and Buyer later 
learns of the same, then Buyer may, in its sole discretion, require 
 



 
 
the Seller to assign the same or procure the benefits of the same for Buyer 
under Section 2.3(c) hereof. 
 
     SECTION 5.14 RISK OF LOSS. 
 
     Seller will bear all risk of loss, destruction or damage to any of the 
Transferred Assets occurring prior to the Effective Time of the Closing, whether 
due to fire, accident or other casualty, willful act, condemnation, riot, act of 
God or otherwise, and Buyer will have no responsibility with respect thereto. 
 
     SECTION 5.15 REAL ESTATE MATTERS. 
 
     Buyer and Seller will use commercially reasonable efforts to reach a 
mutually beneficial agreement with the landlord of the Seller's Waco, Texas 
office space that will allow the Buyer or Acquisition Sub to continue to operate 
the Business out of that facility. 
 
     SECTION 5.16 STATEMENT OF TRANSACTION EXPENSES. 
 
     Immediately prior to Closing, Seller shall provide Buyer with a reasonably 
detailed listing of the aggregate expenses not paid in the ordinary course by 
Seller in connection with this Agreement and the consummation of all of the 
transactions contemplated hereby, including fees and expenses paid to Seller's 
attorneys, accountants and advisors. 
 
     SECTION 5.17 ACCOUNTS RECEIVABLE. 
 
     From and after the Closing Date, Buyer shall use reasonable efforts to 
collect all of Seller's accounts receivable outstanding as of the Closing Date. 
Quarterly, commencing on September 30, 2006, Buyer shall provide Seller with a 
written summary of its collection activities. To the extent that any accounts 
receivable reflected on the Final Balance Sheet remain outstanding on the six 
month anniversary of the Closing Date, Buyer shall assign all of its right, 
title and interest in and to any such uncollected account receivable and shall 
be entitled to set-off such amount against the principal amount due Seller 
pursuant to the Convertible Note. 
 
     SECTION 5.18 EXCESS WARRANTY CLAIMS. 
 
     Buyer and Acquisition Sub shall use commercially reasonable efforts to 
resolve favorably all warranty-related Claims for Products sold on or before the 
Closing Date that are asserted after the Closing Date. Buyer shall be 
responsible for and shall make suitable arrangements for the satisfaction of all 
warranty-related Claims for Products sold on or before the Closing Date; 
subject, however, to the provision that Seller shall be responsible for the 
payment of all services for warranty-related Claims for Products sold on or 
before the Closing Date that, in the aggregate, exceed $100,000 for each of the 
following periods: Closing Date to December 31, 2006; calendar year 2007; and 
calendar year 2008. 
 



 
 
     SECTION 5.19 REGISTRATION RIGHTS. 
 
     Within forty-five (45) days of the Closing Date, the Buyer shall use its 
best efforts to prepare and file with the SEC a resale registration statement on 
Form S-3 covering the Shares, provided that Form S-3 is available to the Buyer 
for such purpose. The Buyer shall take all action necessary or desirable to 
qualify to use Form S-3 for the registration of the resale of the Shares. The 
Buyer shall be required to file only one registration statement. The holders of 
the Convertible Note and the Buyer shall enter into a separate Registration 
Rights Agreement in substantially the form attached hereto as Exhibit D, 
consistent with the provisions of this Section 5.19, which Registration Rights 
Agreement shall contain customary representations and warranties and provisions 
regarding indemnification and contribution. 
 
     SECTION 5.20 SPLIT-UP OF CONVERTIBLE NOTE. 
 
     Buyer acknowledges that for tax planning purposes, Seller may request that 
the Convertible Note be split up and distributed proportionately to the Seller 
Shareholders and/or their respective spouses. Buyer agrees to facilitate such 
distribution subject to compliance with the provisions of Section 3.29. 
 
     SECTION 5.21 KALMUS LITIGATION. 
 
     Buyer and Seller acknowledge that Seller has been involved with the Kalmus 
Litigation and that although the action against Seller has been dismissed 
without prejudice on jurisdictional grounds, the Seller has agreed to provide 
defense costs for the individuals who remain as defendants in the litigation. 
Seller acknowledges that it would be in Buyer's best interests to take control 
of the defense of the pending Kalmus Litigation, as well as any future Kalmus 
Litigation, including any defense of Seller should litigation in this matter be 
recommenced against Seller. Seller and Seller Shareholders shall cooperate with 
Buyer in such defense, shall make available to Buyer all records and other 
materials reasonably required by Buyer in such defense, and shall have the right 
to participate in such defense at Seller's cost, but Buyer shall at all times 
control such defense. Seller shall be responsible for and shall, at Buyer's sole 
discretion, pay directly or reimburse Buyer for all costs and expenses 
(including reasonable attorneys' fees and expenses) incurred by Buyer as a 
result of such defense. 
 
     SECTION 5.22 RF AMPLIFIERS. 
 
     Buyer agrees that prior to Closing, Seller will be ordering and purchasing 
amplifiers from its former RF amplifier business in the Seattle, Washington area 
at a monthly cost that Seller agrees will not exceed $50,000, which amount 
includes rental payments under the Woodinville, Washington lease. Buyer agrees 
that Seller shall be permitted to order and purchase those amplifiers for up to 
three months without being in violation of Section 5.2. 
 



 
 
             ARTICLE VI. COVENANTS AS TO CERTAIN EMPLOYMENT MATTERS 
 
     SECTION 6.1 EMPLOYEES. 
 
          (A) As used herein, the following terms will have the following 
respective meanings: 
 
               (I) "APPLICABLE EMPLOYEES" means all employees of the Business on 
          the date hereof, as set forth on Schedule 6.1. Seller will cause 
          Schedule 6.1 to include the title, current base salary or compensation 
          and target compensation of each Person listed thereon. 
 
               (II) "HIRED EMPLOYEES" means all Applicable Employees, whom Buyer 
          determines, in its sole discretion, to offer to employ and who accept 
          employment with Buyer or its Affiliates. 
 
          (B) As soon as practicable after the date hereof, Seller will provide 
Buyer with access to all Applicable Employees for the purpose of making offers 
of employment or offers to become independent contractors, if any, as well as 
conducting discussions preparatory thereto. On the Closing Date, Seller will 
terminate the employment of each Applicable Employee who has accepted Buyer's 
offer of employment or any offer to become an independent contractor and take 
all such other actions necessary to allow such Applicable Employee and any 
former employee to work for Buyer or its Affiliates in either such capacity. 
Seller will also not take any action to prevent Buyer from offering employment 
or an independent contractor arrangement to any Applicable Employee or former 
employee of Seller. Notwithstanding the foregoing, nothing in this Agreement 
will be deemed to require Buyer to hire or engage any Applicable Employee or 
former employee at all or on any terms. 
 
          (C) With respect to any Applicable Employees, Seller will be 
responsible for and will pay any and all severance, retention, termination and 
other compensation or benefit payments (if any), damages and costs, and the 
applicable Taxes related thereto, which are or may become payable, under Law or 
contract. 
 
          (D) Seller will be solely responsible for, and Buyer will not have any 
Liability with respect to: (i) all compensation and benefits agreements and 
arrangements that are not included among the Assumed Contracts; (ii) all 
obligations to employees or former employees of Seller (regardless if they are 
Hired Employees); (iii) all employee retirement, health, welfare or benefit 
plans and programs of Seller; (iv) all obligations with respect to unemployment 
compensation and workers' compensation from Claims arising on or before the 
Closing Date out of the Claimant's employment by Seller; and (v) except as 
provided by Section 6.4, all obligations or liabilities arising under the Worker 
Adjustment and Retraining Notification Act, including notification requirements 
to employees and appropriate Governmental Entities. 
 
          (E) Notwithstanding anything in this Agreement to the contrary, on and 
after the Closing Date, Buyer will comply in all respects with the group health 
plan continuation coverage requirements of COBRA. Without limiting the 
generality of the foregoing, Buyer will comply with all COBRA requirements that 
arise as a result of the Transaction or have arisen prior to the 
 



 
 
Transaction, including COBRA requirements which could be imposed upon Buyer 
under current final or proposed regulations. 
 
          (F) Seller and each Hired Employee shall terminate, effective as of 
the Closing Date, any employment agreements or arrangements of any sort between 
them that are in effect immediately prior to the Closing (and, in each case, 
shall take such further actions as are necessary to extinguish any rights 
thereunder that might otherwise survive the termination of the underlying 
employment agreement or arrangement). 
 
     SECTION 6.2 ENFORCEMENT OF RIGHTS. 
 
     At all times after Closing, upon request from Buyer, Seller will take all 
reasonable actions to enforce the provisions of any employment, independent 
contractor or other agreement to which Seller is a party to the extent that 
Buyer deems it necessary for the protection of Buyer's rights to the Transferred 
Intellectual Property or any other rights acquired by Buyer hereunder, 
including, Seller's rights under any non-competition, non-solicitation, 
non-disclosure, assignment of invention and similar agreements. 
 
     SECTION 6.3 NON-SOLICITATION 
 
     During the twenty-four (24) month period immediately following the Closing 
Date, without the prior written consent of Buyer, neither Seller nor any Seller 
Affiliate (which includes each Seller Shareholder) will, directly or indirectly, 
hire or otherwise use or solicit the services of any Person who then is, or who 
was during the then-preceding six (6) months, an employee of Buyer or any 
Subsidiary of Buyer and who was an employee of Seller or any Seller Affiliate 
thereof immediately prior to Closing. 
 
     SECTION 6.4 MINIMUM TERMINATION. 
 
     Notwithstanding anything in this Agreement to the contrary, Buyer agrees to 
employ a sufficient number of Applicable Employees on the Closing Date and 
continue their employment for at least sixty (60) days thereafter so that Seller 
shall have no liability to any employees of Seller under the Worker Adjustment 
and Restraining Notification Act, 29 U.S.C. Sec. 2101, et seq. Buyer expressly 
agrees to see that the total number of employees of Seller who do not continue 
to be employed by Buyer for at least sixty (60) days after the Closing Date will 
be fewer than forty-nine (49) employees, so that any job loss resulting from 
this transaction and/or from Buyer's actions after the Closing would involve 
less than forty-nine (49) employees. 
 
                       ARTICLE VII. CONDITIONS TO CLOSING 
 
     SECTION 7.1 CONDITIONS TO THE OBLIGATIONS OF BUYER, ACQUISITION SUB AND 
SELLER. 
 
     The obligations of Buyer, Acquisition Sub and Seller to effect Closing are 
subject to the satisfaction or waiver by Buyer and Seller prior to Closing of 
each of the following conditions: 
 



 
 
          (A) NO INJUNCTIONS, ETC. No Governmental Entity will have enacted, 
issued, promulgated, enforced or entered any statute, rule, regulation, or 
non-appealable judgment, decree, injunction or other final order that is in 
effect on the Closing Date and prohibits or prevents Closing or the consummation 
of the Transaction. 
 
     SECTION 7.2 FURTHER CONDITIONS TO THE OBLIGATION OF BUYER AND ACQUISITION 
SUB. 
 
     The obligation of Buyer and Acquisition Sub to effect Closing is subject to 
the satisfaction by Seller or waiver by Buyer prior to Closing of each of the 
following further conditions: 
 
          (A) REPRESENTATIONS AND WARRANTIES. The representations and warranties 
of Seller contained herein will have been true and correct in all material 
respects when made, and will be true and correct as of Closing as if made as of 
Closing (except that representations and warranties that are made as of a 
specific date need be true and correct only as of such date and except that 
representations and warranties which are qualified as to materiality shall be 
true and correct in all respects as made and not subject to a double materiality 
standard), and Buyer will have received a certificate to such effect dated the 
Closing Date and executed by a duly authorized officer of Seller. 
 
          (B) COVENANTS. The covenants and agreements of Seller to be performed 
prior to Closing will have been duly performed in all material respects, and 
Buyer will have received a certificate to such effect dated the Closing Date and 
executed by a duly authorized officer of Seller. 
 
          (C) DUE AUTHORIZATION. 
 
               (I) Seller's execution, delivery and performance of this 
          Agreement and the Closing Documents and Seller's consummation of the 
          Transaction will have been duly and validly authorized by all 
          necessary partnership action on the part of Seller and Buyer will have 
          received the certificate contemplated by Section 7.2(j)(vi) regarding 
          the same. 
 
               (II) Buyer's and Acquisition Sub's execution, delivery and 
          performance of this Agreement and the Closing Documents and Buyer's 
          and Acquisition Sub's consummation of the Transaction will have been 
          duly and validly authorized by all necessary corporate action on the 
          part of Buyer's and Acquisition Sub's respective boards of directors. 
 
          (D) NO MATERIAL ADVERSE CHANGE. Between the date hereof and the 
Closing Date, there will not have occurred any event, condition or change 
(excluding general economic changes) in the operations, condition (financial or 
otherwise) of the Transferred Assets or the Business that has had, or would at a 
later date have, a Material Adverse Effect. 
 
          (E) EMPLOYEES. Buyer will be satisfied that all employees of the 
Seller, who Buyer deems necessary for it to exploit the Transferred Assets, have 
agreed to be employed by Buyer, Acquisition Sub or their Affiliates, and Buyer 
or Acquisition Sub will have entered into Employment Agreements with Hauke, 
Evans, Alexander and Ray Pixley substantially in the forms attached hereto as 
Exhibits B-1, B-2, B-3 and B-4, respectively; 
 



 
 
          (F) REGISTRATION RIGHTS AGREEMENT. Buyer and Seller shall have entered 
into the Registration Rights Agreement. 
 
          (G) LIEN SEARCHES AND RELEASES. Seller will have delivered to Buyer: 
(i) personal property and Intellectual Property searches, in a form reasonably 
acceptable to Buyer and dated within a reasonable period of time prior to 
Closing, listing all Encumbrances or judgments of record affecting the 
Transferred Assets and (ii) duly executed documents sufficient, when filed or 
recorded, to release any Encumbrances of any third-party or Affiliate with 
respect to the Transferred Assets, other than Permitted Encumbrances. 
 
          (H) LEGAL OPINION OF SELLER'S COUNSEL. Naman, Howell, Smith & Lee, 
LLP, counsel to Seller, will have furnished to Buyer its written opinion, dated 
the Closing Date, in form and substance reasonably satisfactory to Buyer and 
which shall contain such opinions as are customary or reasonably requested by 
Buyer, including opinions that: (i) Seller is a limited partnership duly formed, 
validly existing and in good standing under the Laws of its jurisdiction of 
formation and has all requisite partnership power and authority to own, lease 
and operate its properties and carry on its business; (ii) Seller has the 
requisite partnership power and authority and has taken all partnership action 
necessary to execute and deliver this Agreement, the Closing Documents and to 
consummate the Transaction; (iii) the Agreement and the Closing Documents have 
been duly and validly authorized, executed and delivered by Seller, and this 
Agreement and the Closing Documents constitute legal, valid and binding 
agreements or obligations of Seller, enforceable against it in accordance with 
its terms, except that such enforceability may be subject to bankruptcy, 
insolvency, reorganization, moratorium or other similar laws now or hereafter in 
effect relating to creditors' rights or remedies generally and subject to 
general equitable principles (regardless of whether enforcement is sought in a 
proceeding at law or in equity); (iv) the execution and delivery of this 
Agreement and the Closing Documents by Seller do not, and the consummation of 
the Transaction and the fulfillment of the obligations and undertakings 
hereunder and thereunder will not, result in any breach or violation of any 
provision of: (A) the Certificate of Limited Partnership or Limited Partnership 
Agreement of Seller; (B) any material agreement known to such counsel and 
applicable to Seller or any of its assets; or (C) any Law applicable to Seller 
or the Transferred Assets; except, in the case of material agreements and Laws, 
such breaches or violations which could not reasonably be expected individually 
or in the aggregate, to have any material adverse effect on the validity or 
enforceability of this Agreement and the Closing Documents or a material adverse 
effect on the operations or financial condition of Buyer; and (v) to the best of 
such counsel's knowledge, except as disclosed in Schedule 3.11, there is no 
action, suit, proceeding, arbitration or investigation pending or threatened 
against or affecting Seller, the Business or any Transferred Assets, which if 
adversely determined could reasonably be expected, individually or in the 
aggregate, to have a material adverse effect on the Transferred Assets, the 
Transaction or the operations or financial condition of Buyer, nor is there any 
judgment, injunction or decree, rule or order of any Governmental Entity or 
arbitrator outstanding against Seller, the Business or the Transferred Assets 
which could reasonably be expected, individually or in the aggregate, to have 
such an effect. 
 



 
 
          (I) REQUIRED APPROVALS. The Buyer will have obtained the consent and 
approval of JPMorgan Chase Bank, and the Seller will have obtained and delivered 
to Buyer all Approvals listed on Schedule 7.2(i), each in a form acceptable to 
Buyer in its sole discretion. 
 
          (J) FINANCING. Buyer will have obtained financing suitable in form and 
source and upon terms and conditions satisfactory to Buyer in an amount 
sufficient to fund Buyer's payment obligations required by Section 2.6(b)(i) of 
this Agreement. 
 
          (K) ADDITIONAL CLOSING DELIVERIES. Seller will have delivered to Buyer 
the following: 
 
               (I) duly executed bills of sale and other appropriate documents 
          of transfer, in form and substance reasonably acceptable to Buyer, 
          transferring to Buyer all tangible personal property included in the 
          Transferred Assets; 
 
               (II) duly executed assignments, in form and substance reasonably 
          acceptable to Buyer, transferring to Buyer all Transferred 
          Intellectual Property; 
 
               (III) subject to the provisions of Sections 2.3, duly executed 
          assignments or, where necessary, subcontracts, subleases or 
          sublicenses, in form and substance reasonably acceptable to Buyer, 
          transferring to Buyer all Assumed Contracts; 
 
               (IV) Tax clearance certificates from each U.S. jurisdiction in 
          which Seller files any corporate Tax Returns (to the extent such 
          jurisdiction issues such certificates); 
 
               (V) a long-form good standing certificate from the Texas 
          Secretary of State attesting to the subsistence and good standing of 
          the Seller in such jurisdiction dated no more than two (2) days prior 
          to the Closing Date; 
 
               (VI) a certificate signed by duly authorized officers of Seller 
          and dated the Closing Date certifying to Buyer (A) as to the 
          incumbency and genuineness of the signatures of each officer of Seller 
          executing this Agreement and any Closing Document on behalf of the 
          Seller, (B) the genuineness of the resolutions (attached thereto) 
          adopted by Seller authorizing the execution, delivery and performance 
          of the Agreement and the Closing Documents and the Seller's 
          consummation of the Transaction, and (C) the genuineness of the 
          resolutions (attached thereto) of the limited partner of Seller 
          authorizing the execution, delivery and performance of this Agreement 
          and the Closing Documents and the Seller's consummation of the 
          Transaction; 
 
               (VII) the certificate contemplated by Section 2.7; and 
 
               (VIII) such other instruments or documents, in form and substance 
          reasonably acceptable to Buyer, as may be necessary to effect Closing. 
 



 
 
     SECTION 7.3 FURTHER CONDITIONS TO THE OBLIGATION OF SELLER. 
 
     The obligation of Seller to effect Closing is subject to the satisfaction 
by Buyer or waiver by Seller prior to Closing of each of the following further 
conditions: 
 
          (A) REPRESENTATIONS AND WARRANTIES. The representations and warranties 
of Buyer and Acquisition Sub contained herein will have been true and correct in 
all material respects when made, and will be true and correct as of Closing as 
if made as of Closing (except that representations and warranties that are made 
as of a specific date need be true and correct only as of such date and except 
that representations and warranties which are qualified as to materiality shall 
be true and correct in all respects as made and not subject to a double 
materiality standard), and Seller will have received a certificate to such 
effect dated the Closing Date and executed by a duly authorized officer of 
Buyer. 
 
          (B) COVENANTS. The covenants and agreements of Buyer to be performed 
prior to Closing will have been duly performed in all material respects, and 
Seller will have received a certificate to such effect dated the Closing Date 
and executed by a duly authorized officer of Buyer. 
 
          (C) PAYMENT. Buyer will have caused the Purchase Price to be paid at 
Closing as provided by Section 2.6(b). 
 
          (D) LEGAL OPINION OF BUYER'S COUNSEL. Harter, Secrest & Emery LLP, 
counsel to Buyer, will have furnished to Seller its written opinion, dated the 
Closing Date, in form and substance reasonably satisfactory to Seller and which 
shall contain such opinions as are customary or reasonably requested by Seller, 
including opinions that: (i) each of Buyer and Acquisition Sub is a corporation 
duly incorporated, validly existing and in good standing under the Laws of their 
jurisdiction of incorporation and has all requisite corporate power and 
authority to own, lease and operate its properties and carry on its business; 
(ii) each of Buyer and Acquisition Sub has the requisite corporate power and 
authority and has taken all corporate action necessary to execute and deliver 
this Agreement, the Closing Documents and to consummate the Transaction; (iii) 
the Agreement and the Closing Documents have been duly and validly authorized, 
executed and delivered by Buyer and Acquisition Sub, and this Agreement and the 
Closing Documents constitute legal, valid and binding agreements or obligations 
of Buyer and Acquisition Sub, enforceable against them in accordance with its 
terms, except that such enforceability may be subject to bankruptcy, insolvency, 
reorganization, moratorium or other similar laws now or hereafter in effect 
relating to creditors' rights or remedies generally and subject to general 
equitable principles (regardless of whether enforcement is sought in a 
proceeding at law or in equity); (iv) the execution and delivery of this 
Agreement and the Closing Documents by Buyer do not, and the consummation of the 
Transaction and the fulfillment of the obligations and undertakings hereunder 
and thereunder will not, result in any breach or violation of any provision of: 
(A) the Certificate of Incorporation or By-laws of Buyer or Acquisition Sub; (B) 
any material agreement known to such counsel and applicable to Buyer or 
Acquisition Sub or any of its assets; or (C) any Law applicable to Buyer or 
Acquisition Sub or the Transferred Assets; except, in the case of material 
agreements and Laws, such breaches or violations which could not reasonably be 
expected individually or in the aggregate, to have any material adverse effect 
on the validity or enforceability of this Agreement 
 



 
 
and the Closing Documents or a material adverse effect on the operations or 
financial condition of Buyer or Acquisition Sub; and (v) to the best of such 
counsel's knowledge, there is no action, suit, proceeding, arbitration or 
investigation pending or threatened against or affecting Buyer or Acquisition 
Sub, which if adversely determined could reasonably be expected, individually or 
in the aggregate, to have a material adverse effect on the Transferred Assets, 
the Transaction or the operations or financial condition of Buyer or Acquisition 
Sub, nor is there any judgment, injunction or decree, rule or order of any 
Governmental Entity or arbitrator outstanding against Buyer, or Acquisition Sub 
which could reasonably be expected, individually or in the aggregate, to have 
such an effect. 
 
          (E) DUE AUTHORIZATION. Buyer's and Acquisition Sub's execution, 
delivery and performance of this Agreement and the Closing Documents and Buyer's 
and Acquisition Sub's consummation of the Transaction will have been duly and 
validly authorized by all necessary corporate action on the part of Buyer's and 
Acquisition Sub's respective boards of directors. 
 
          (F) NO MATERIAL ADVERSE CHANGE. Between the date hereof and the 
Closing Date, there will not have occurred any event, condition or change 
(excluding general economic changes) in the operations, condition (financial or 
otherwise) of the Buyer that has had, or would at a later date have, a material 
adverse effect on Buyer's ability to perform its obligations under the 
Convertible Note. 
 
          (G) REGISTRATION RIGHTS AGREEMENT. Buyer and Seller shall have entered 
into the Registration Rights Agreement. 
 
          (H) LEASE. Buyer as Lessee, and MRC Partners, Ltd., as Lessor, shall 
have entered into the Lease Agreement. 
 
          (I) ADDITIONAL CLOSING DELIVERIES. Buyer will have delivered to Seller 
the following: 
 
               (I) such duly executed instruments of assumption and other 
          instruments or documents, in form and substance reasonably acceptable 
          to Seller, as may be necessary to effect the assumption by Buyer of 
          the Assumed Liabilities; 
 
               (II) the certificate contemplated by Section 2.7; and 
 
               (III) such other instruments or documents, in form and substance 
          reasonably acceptable to Seller, as may be necessary to effect 
          Closing. 
 
                          ARTICLE VIII. INDEMNIFICATION 
 
     SECTION 8.1 INDEMNIFICATION BY SELLER AND SELLER SHAREHOLDERS. 
 
     Subject to the further provisions of this Article VIII, each of Seller and 
each Seller Shareholder will jointly and severally indemnify, defend and hold 
harmless Buyer, Acquisition Sub, Buyer's Affiliates, and their respective 
directors, officers, attorneys, accountants, agents 
 



 
 
and employees and their heirs, successors and assigns (collectively, the "BUYER 
INDEMNIFIED PARTIES"), from, against and in respect of all Losses imposed on, 
sustained, incurred or suffered by or asserted against any of the Buyer 
Indemnified Parties, directly or indirectly relating to or arising out of any of 
the following (collectively, "BUYER LOSSES"): 
 
          (A) any fact or circumstance that constitutes a breach of any 
representation or warranty of Seller contained herein; 
 
          (B) any act or omission that constitutes a breach of any covenant or 
agreement of Seller contained herein; 
 
          (C) any Excluded Liability, including any Liability arising out of the 
Kalmus Litigation (including but not limited to any cross-license or similar 
arrangement required to resolve such litigation) or any act or omission of 
Seller prior to Closing that constituted a breach of Seller's obligations under 
any Assumed Contract or that creates any other Liability to a third party; 
 
          (D) Any Claim of any kind by any holder of Seller securities or 
options to acquire Seller securities; 
 
          (E) Except for Assumed Liabilities, any Liability of Seller arising 
out of the Business or from the Transferred Assets or Hired Employees, that 
arose or arises on or before Closing or that is attributable to facts and 
circumstances arising on or before the Closing Date; or 
 
          (F) Except for Assumed Liabilities and except as provided in Section 
5.9, any Liability of Seller with respect to any of Seller's Taxes for any 
period on, before or after the Closing. 
 
     SECTION 8.2 INDEMNIFICATION BY BUYER. 
 
     Subject to the further provisions of this Article VIII, Buyer will 
indemnify, defend and hold harmless Seller, Seller Shareholders, Seller's 
Affiliates, and their respective directors, officers, attorneys, accountants, 
agents and employees), and their heirs, successors and assigns (collectively, 
the "SELLER INDEMNIFIED PARTIES"), from, against and in respect of any Losses 
imposed on, sustained, incurred or suffered by or asserted against any of the 
Seller Indemnified Parties, directly or indirectly relating to or arising out of 
any of the following (collectively, "SELLER LOSSES"): 
 
          (A) any fact or circumstance that constitutes a breach of any 
representation or warranty of Buyer contained herein; 
 
          (B) any act or omission that constitute a breach of any covenant or 
agreement of Buyer contained herein; 
 
          (C) any Assumed Liability, but only up to the amount of such Assumed 
Liability set forth on the Final Balance Sheet; or 
 



 
 
          (D) any Liability (other than an Excluded Liability) arising from the 
Transferred Assets or the Hired Employees that arises from and after the Closing 
Date and is attributable to facts and circumstances arising after the Closing 
Date. 
 
     SECTION 8.3 RIGHT OF OFFSET. 
 
     Seller and each holder of the Convertible Note agree that any payments 
which may be due to them from Buyer, whether under the Convertible Note or 
otherwise, may be used by Buyer at its option, to satisfy any demands for 
indemnification asserted against Seller under Section 8.1, and that if so used 
by Buyer, such shall be and constitute a complete and absolute set-off against 
any such payments which may become due to Seller or any holder of the 
Convertible Note from Buyer. Notwithstanding the foregoing, Buyer shall not 
exercise its right of offset hereunder until Buyer has established its right to 
indemnification in accordance with the procedures of this Article VIII. 
 
     SECTION 8.4 INDEMNIFICATION PROCEDURES. 
 
          (A) For such time as the Convertible Note remains outstanding, the 
Buyer Indemnified Parties' Claims for indemnification under this Article VIII 
will be satisfied first by Buyer's exercise of the right of offset against the 
Convertible Note, as provided by Section 8.3 of this Agreement, except that 
Claims for indemnification arising from actions, suits or other legal 
proceedings commenced against an Indemnified Party by a third party will instead 
be resolved as provided by this Section 8.4. 
 
          (B) In the event that an Indemnified Party has a Claim for 
indemnification under this Article VIII, or an action, suit or legal proceeding 
for which an Indemnifying Party would be liable to an Indemnified Party 
hereunder is commenced against an Indemnified Party by a third party, the 
Indemnified Party will (but in no event more than thirty (30) days following 
commencement of any such third party action, suit or other legal proceeding) 
notify the Indemnifying Party of such Claim and the amount or the estimated 
amount thereof to the extent then feasible (which estimate will not be 
conclusive of the final amount of such Claim) (the "CLAIM NOTICE"); provided, 
however, that no failure or delay by any Indemnified Party in giving any Claim 
Notice will relieve any Indemnifying Party from any obligation or liability 
under this Agreement, except to the extent that the Indemnifying Party is 
prejudiced by such failure or delay. 
 
          (C) The Indemnifying Party will have thirty (30) days from the 
effective date of the Claim Notice as determined under Section 10.1 of this 
Agreement (the "NOTICE PERIOD") to notify the Indemnified Party (i) whether or 
not the Indemnifying Party disputes its liability to the Indemnified Party 
hereunder with respect to such Claim, and (ii) in the case of a Litigated Claim, 
whether or not it desires to defend the Indemnified Party against such Litigated 
Claim. All reasonable costs and expenses incurred by the Indemnifying Party in 
defending such Litigated Claim and all reasonable costs and expenses of the 
Indemnified Party incurred prior to the Indemnifying Party assuming such defense 
will be a Liability of, and will be paid by, the Indemnifying Party. 
 
          (D) Except as provided in Section 8.4(e) of this Agreement, in the 
event that the Indemnifying Party notifies the Indemnified Party within the 
Notice Period that it desires to defend 
 



 
 
the Indemnified Party against a Litigated Claim, the Indemnifying Party will 
have the right so to defend the Indemnified Party by appropriate proceedings 
with counsel of the Indemnifying Party's choosing, and will have the sole power 
to direct and control such defense. If any Indemnified Party desires to 
participate in any such defense it may do so at its sole cost and expense. 
 
          (E) If the Indemnifying Party elects not to defend the Indemnified 
Party against a Litigated Claim, whether by not giving the Indemnified Party 
timely notice as provided by Section 8.4(c) of this Agreement or otherwise, then 
the Indemnified Party will have the right so to defend the Litigated Claim by 
appropriate proceedings with counsel of the Indemnified Party's choosing, and 
will have the sole power to direct and control such defense. The portion of such 
Litigated Claim as to which the defense by the Indemnified Party is unsuccessful 
(and the reasonable costs and expenses pertaining to the defense of the entire 
Litigated Claim) will be the Liability of the Indemnifying Party hereunder. The 
Indemnified Party will use commercially reasonable efforts in the defense of all 
such Litigated Claims subject to the limitations contained in Section 8.4(g) of 
this Agreement. 
 
          (F) Notwithstanding any other provision hereof to the contrary, the 
Buyer Indemnified Parties may assert against the Convertible Note its right of 
offset, in accordance with Section 8.3 of this Agreement, the following 
Litigated Claims: (i) any Litigated Claim against which Seller elects not to 
defend, as contemplated by Section 8.4(e) of this Agreement; and (ii) the 
portion of a Litigated Claim defended by Seller as to which Seller's defense is 
unsuccessful. 
 
          (G) The Indemnified Party will not settle a Litigated Claim without 
the consent of the Indemnifying Party, which consent will not be unreasonably 
withheld; provided, however, that the Indemnifying Party will not settle, 
compromise or offer to settle or compromise any Litigated Claim on a basis that 
would result in the imposition of a consent order, injunction or decree that 
would restrict the future activity or conduct of the Indemnified Party or any 
Affiliate thereof without the consent of the Indemnified Party or any Affiliate 
thereof, which consent may be withheld for any reason. 
 
          (H) To the extent that the Indemnifying Party directs, controls or 
participates in the defense or settlement of any Litigated Claim, the 
Indemnified Party will give the Indemnifying Party and its counsel, during 
normal business hours, access to the relevant business records and other 
documents, and will permit them to consult with the employees and counsel of the 
Indemnified Party. 
 
          (I) All amounts paid by Seller or Buyer, as the case may be, under 
this Article VIII, and all offsets against the Convertible Note pursuant to 
Section 8.3 will be treated as adjustments to the Purchase Price for Tax 
purposes. 
 
     SECTION 8.5 INDEMNIFICATION LIMITATIONS. 
 
          (A) Except for Buyer Losses related to Product warranty obligations 
and the Kalmus litigation, no Indemnifying Party shall have any Liability 
hereunder to indemnify the Indemnified Party for Buyer Losses or Seller Losses, 
as applicable, until the aggregate amount of Buyer Losses or Seller Losses, as 
applicable, exceeds Fifty Thousand Dollars ($50,000) in which 
 



 
 
event the Indemnified Party shall be entitled to indemnification for all such 
Losses. With regard to Product warranty obligations, Seller and each Seller 
Shareholder will jointly and severally indemnify the Buyer Indemnified Parties 
for all Product warranty obligations incurred by Buyer pursuant to Section 3.18 
in excess of $100,000 for each of the periods set forth in Section 3.18. With 
regard to the Kalmus litigation, the limitation set forth in this Section 8.5(a) 
shall not apply with respect to any Liability arising out of the Kalmus 
litigation or resulting from Seller's breach or any Seller Shareholder's breach 
of the provisions of Section 5.21. 
 
          (B) The aggregate indemnification obligation of Seller or Seller 
Shareholders, on the one hand, or Buyer, on the other hand, hereunder for Buyer 
Losses or Seller Losses, as applicable, shall not exceed the amount of the 
Closing Consideration, as adjusted. 
 
                            ARTICLE IX. TERMINATION 
 
     SECTION 9.1 TERMINATION. 
 
     This Agreement may be terminated at any time prior to Closing as follows: 
 
          (A) by mutual agreement of Buyer and Seller; 
 
          (B) by either Buyer or Seller if: (i) there is in effect any Law that 
prohibits or prevents Closing, (ii) if Closing would violate any order, decree 
or judgment of any Governmental Entity; or (iii) if any Governmental Entity 
issues any order, decree, judgment or ruling or otherwise attempts to prohibit 
or prevent the Closing or to modify the material terms of the Transaction; 
 
          (C) by Seller if, as a result of any action or inaction by Buyer or 
its Affiliates, Closing has not occurred within thirty (30) days following the 
date on which all of the conditions to Closing set forth in Sections 7.1 and 7.2 
have become capable of satisfaction (or have been waived); 
 
          (D) by Buyer if, as a result of any action or inaction by Seller or 
its Affiliates, Closing has not occurred within thirty (30) days following the 
date on which all of the conditions to Closing set forth in Sections 7.1 and 7.3 
have become capable of satisfaction (or have been waived); 
 
          (E) by Buyer upon the occurrence of a Material Adverse Effect or any 
event, condition, change or circumstance that gives rise to a Material Adverse 
Effect: and 
 
          (F) by Buyer or Seller, by giving written notice of such termination 
to the other party, if Closing has not occurred on or prior to September 30, 
2006; provided, however, that the party providing such notice is not in material 
breach of any of its obligations under this Agreement. 



 
 
     SECTION 9.2 EFFECT OF TERMINATION. 
 
     In the event of the termination of this Agreement, as provided by Section 
9.1, this Agreement will thereupon become void and have no effect, and no party 
will have any Liability to any other party or their respective Affiliates, 
directors, officers or employees, except for the obligations of the parties 
contained in this Section 9.2 and in Sections 5.6 (Confidentiality), 5.7 (Public 
Disclosure), 10.1 (Notices), 10.5 (Expenses), 10.7 (Governing Law), 10.8 
(Alternative Dispute Resolution), 10.9 (Submission to Jurisdiction) and 10.13 
(Entire Agreement) (and any related definitional provisions set forth in Article 
I), and except that nothing in this Section 9.2 will relieve any party from 
Liability for any breach of this Agreement that arose prior to such termination, 
for which Liability the provisions of Article VIII will remain in effect in 
accordance with the provisions and limitations thereof. 
 
                              ARTICLE X. IN GENERAL 
 
     SECTION 10.1 NOTICES. 
 
     All notices or other communications given hereunder will be deemed to have 
been duly given and made if in writing and if served by personal delivery upon 
the party for whom it is intended, if delivered by registered or certified mail, 
return receipt requested, or by a nationally recognized, overnight courier 
service, or if sent by facsimile, provided that the facsimile is promptly 
confirmed by telephone confirmation thereof, to the party at the address set 
forth below, or such other address as may be designated in writing hereafter, in 
the same manner, by such party: 
 
If to Buyer:      Ultralife Batteries, Inc. 
                  2000 Technology Parkway 
                  Newark, New York 14513 
                  Attention: Chief Executive Officer 
                  Fax: (315) 331-7048 
 
with a copy to:   Harter, Secrest & Emery LLP 
                  1600 Bausch & Lomb Place 
                  Rochester, New York 14604-2711 
                  Attention: Jeffrey H. Bowen, Esq. 
                  Fax: (585) 232-2152 
 
If to Seller:     before Closing: 
 
                  McDowell Research, Ltd. 
                  300 South 8th Street 
                  Waco, Texas 76701 
                  Attention: Frank Alexander 
                  Fax: (254) 752-1812 
 
                  after Closing: 
 



 
_ 
                  _____________________ 
 
                  _____________________ 
 
                  _____________________ 
 
                  Fax: (___) ____-_____ 
 
in each case 
with a copy to:   Naman, Howell, Smith & Lee, LLP 
                  900 Washington Avenue, 7th Floor 
                  Waco, Texas 76703-1470 
                  Attention: Wesley J. Filer 
                  Fax: (254) 754-6331 
 
     All such notices and other communications shall be deemed to have been 
given and received effective as of: (i) in the case of personal delivery, on the 
date of such delivery (ii) in the case of registered or certified mail, return 
receipt requested, on the third business day after such mail is postmarked; 
(iii) in the case of a nationally recognized, overnight courier service, on the 
business day following dispatch; or (iii) in the case of a facsimile, provided 
that the facsimile is promptly confirmed by telephone confirmation thereof, on 
the date of such delivery. 
 
     SECTION 10.2 AMENDMENT; WAIVER. 
 
     Any provision of this Agreement may be amended or waived if such amendment 
or waiver is in writing and signed, in the case of an amendment, by Buyer and 
Seller, or in the case of a waiver, by the party against whom the waiver is to 
be effective. No failure or delay by any party in exercising any right, power or 
privilege hereunder will operate as a waiver thereof nor will any single or 
partial exercise thereof preclude any other or further exercise of any right, 
power or privilege. 
 
     SECTION 10.3 NO ASSIGNMENT OR BENEFIT TO THIRD PARTIES. 
 
     No party may assign any of its rights or delegate any of its obligations 
under this Agreement, by operation of law or otherwise, without the prior 
written consent of the other party, and any attempt to assign this Agreement 
without such consent will be void and of no force or effect. Nothing in this 
Agreement, express or implied, is intended to confer upon any Person other than 
Buyer, Acquisition Sub, Seller or the Indemnified Parties, or their respective 
permitted successors or permitted assigns, any rights or remedies under or by 
reason of this Agreement. Without limiting the generality of the foregoing, 
nothing in this Agreement creates any rights in any employees or groups of 
employees. 
 
     SECTION 10.4 SURVIVAL. 
 
          (A) All of the respective representations, warranties, covenants and 
agreements of Seller and Buyer contained in this Agreement, and all 
indemnification obligations of any party with respect thereto, will survive 
Closing. 
 



 
 
          (B) If notice of any claim for indemnification has been timely given, 
then such claim for indemnification, and the underlying representations, 
warranties, covenants or agreements, and the indemnification obligations that 
are the subject thereof, will survive until such time as such claim is finally 
resolved. 
 
     SECTION 10.5 EXPENSES. 
 
     Except as otherwise expressly provided in Article VIII of this Agreement, 
whether or not the Transaction is consummated, all costs and expenses incurred 
in connection with this Agreement and the Transactions will be borne by the 
party incurring the same. 
 
     SECTION 10.6 SCHEDULES, EXHIBITS, ETC. 
 
          (A) Each Schedule, Exhibit (when and as executed), certificate 
provided hereunder and written disclosure required hereby is incorporated by 
reference into this Agreement and will be considered a part hereof as if set 
forth herein in full; provided, however, that information set forth on any 
Schedule, certification or written disclosure constitutes a representation and 
warranty of the party providing the same, and not the mutual agreement of the 
parties as to the facts therein stated. The contents of the Schedules will not 
vary, change or alter the language or substance of the representations and 
warranties contained in this Agreement. Each Schedule is annexed hereto on the 
date hereof and, if Buyer consents, will be updated as necessary or amended on 
or before the Closing Date. Unless otherwise specifically noted herein, all 
Schedules shall be deemed the sole responsibility, obligation, disclosure and 
work-product of Seller. 
 
          (B) Buyer's rights to indemnification or other remedies provided 
hereby based on any breach by Seller of its representations, warranties, 
covenants and agreements will not be affected by any investigation conducted 
with respect to, or any knowledge acquired (or capable of being acquired) by 
Buyer at any time, whether before or after the execution and delivery of this 
Agreement or the Closing Date, with respect to the accuracy or inaccuracy of or 
compliance with, any such representation, warranty, covenant or agreement. The 
due diligence review conducted by Buyer and its representatives will not relieve 
Seller of any duties concerning its representations, warranties, covenants or 
agreements contained in this Agreement or in any Ancillary Agreement. 
 
     SECTION 10.7 GOVERNING LAW. 
 
     This Agreement will be governed by and construed in accordance with the 
Laws of the State of New York without regard to its principles of conflicts of 
laws. 
 
     SECTION 10.8 ALTERNATE DISPUTE RESOLUTION. 
 
     If any dispute arises between Buyer and Seller regarding this Agreement, 
any Closing Document or the Transaction (other than a dispute relating to 
Intellectual Property which the parties reserve all rights to litigate in 
accordance with Section 10.9 of this Agreement, or otherwise address as they may 
agree at the time such dispute arises), John D. Kavazanjian, on behalf of Buyer, 
and Thomas Hauke, on behalf of Seller, or their respective designees, will 
attempt in good faith to resolve the dispute. If the such Persons have not 
agreed to a resolution within fifteen (15) days from 
 



 
 
the date on which the dispute was first presented to them, either party, by 
written notice to the other, may require that the dispute be submitted for 
resolution to ____, on behalf of Buyer, and ____, on behalf of Seller, or their 
designees. They will meet, in person or by other means mutually satisfactory to 
them, to attempt to resolve the dispute within fifteen (15) days after reference 
of the matter to them. If they reach a decision within such fifteen (15) day 
period, their decision will be final and binding on the parties for all 
purposes. If they fail to resolve the dispute within such period, Buyer and 
Seller may, if they then so agree, refer the matter for arbitration on such 
terms as they may then agree or, failing that, proceed to litigation. 
 
     SECTION 10.9 REMEDIES CUMULATIVE. 
 
     The various rights and remedies herein provided will be cumulative and not 
exclusive of any other rights or remedies herein provided or any rights or 
remedies provided by Law. 
 
     SECTION 10.10 INFERENCES. 
 
     Inasmuch as this Agreement is the result of negotiations between 
sophisticated parties of equal bargaining power represented by counsel, no 
inference in favor of or against either party will be drawn from the fact that 
any portion of this Agreement has been drafted by or on behalf of such party. 
 
     SECTION 10.11 SEVERABILITY. 
 
     The provisions of this Agreement will be deemed severable and the 
invalidity or unenforceability of any provision will not affect the validity or 
enforceability of the other provisions hereof. If any provision of this 
Agreement, or the application thereof to any Person or any circumstance, is 
invalid or unenforceable, (a) a suitable and equitable provision will be 
substituted therefor in order to carry out, so far as may be valid and 
enforceable, the intent and purpose of such invalid or unenforceable provision, 
and (b) the remainder of this Agreement and the application of such provision to 
other Persons or circumstances will not be affected by such invalidity or 
unenforceability, nor will such invalidity or unenforceability affect the 
validity or enforceability of such provision, or the application thereof, in any 
other jurisdiction. 
 
     SECTION 10.12 ENTIRE AGREEMENT. 
 
     This Agreement, including the Exhibits, the Schedules, the Ancillary 
Agreements and the other Closing Documents contain the entire agreement between 
the parties with respect to the subject matter hereof and supersede all prior 
agreements and understandings, oral or written, with respect to such matters. 
 
     SECTION 10.13 HEADINGS. 
 
     The heading references herein and any tables of contents, indexes or 
similar items hereto are for convenience purposes only, do not constitute a part 
of this Agreement, and will not be deemed to limit or affect any of the 
provisions hereof. 
 



 
 
     SECTION 10.14 COUNTERPARTS. 
 
     This Agreement may be executed in one or more counterparts, each of which 
will be deemed an original, and all of which will constitute one and the same 
Agreement. 
 
     SECTION 10.15 FACSIMILES. 
 
     The parties agree that facsimile copies of signatures shall be deemed 
originals for all purposes hereof and that a party may produce such copies, 
without the need to produce original signatures, to prove the existence of this 
Agreement in any proceeding brought hereunder. 
 
            [The signatures of the parties appear on the next page.] 
 



 
 
     IN WITNESS WHEREOF, the parties have duly executed this Agreement as of the 
date first above written. 
 
BUYER:                                  SELLER: 
 
ULTRALIFE BATTERIES, INC.               MCDOWELL RESEARCH, LTD. 
 
 
- -------------------------------------   ---------------------------------------- 
Signature                               Signature 
 
- -------------------------------------   ---------------------------------------- 
Print Name                              Print Name 
 
- -------------------------------------   ---------------------------------------- 
Title                                   Title 
 
 
ACQUISITION SUB:                        SELLER SHAREHOLDERS 
 
MR ACQUISITION CORPORATION 
 
 
- -------------------------------------   ---------------------------------------- 
Signature                               Thomas Hauke 
 
- -------------------------------------   ---------------------------------------- 
Print Name                              Earl Martin, Sr. 
 
- -------------------------------------   ---------------------------------------- 
Title                                   James Evans 
 
- ------------------------------------- 
 
- ------------------------------------- 
 
- -------------------------------------   ---------------------------------------- 
                                        Frank Alexander 
 
                  [Signature Page to Asset Purchase Agreement] 
 



 
 
Note: Other than Exhibits A, C and D, which are being furnished herewith, the 
exhibits and schedules to the agreement are not being furnished herewith. Such 
exhibits and schedules will be furnished to the Securities and Exchange 
Commission upon request. 
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                                                                   Exhibit 2.1.2 
 
                            ULTRALIFE BATTERIES, INC. 
                             2000 TECHNOLOGY PARKWAY 
                             NEWARK, NEW YORK 14513 
 
                                  July 5, 2006 
 
McDowell Research, Ltd. 
Thomas Hauke, Earl Martin, Sr., James Evans, Frank Alexander 
300 South Eighth Street 
Waco, Texas 76701 
 
Gentlemen: 
 
          Based upon our recent conversations regarding the status of the Thales 
contract novation and product claims being asserted by Thales, we have agreed to 
the following: 
 
     1.   The current account receivable from Thales to McDowell Research, Ltd. 
          in the approximate amount of $500,000 shall be excluded from the 
          accounts receivable on the Final Balance Sheet for purposes of the 
          calculation pursuant to Section 2.6(c) of the Asset Purchase Agreement 
          and McDowell Research, Ltd. shall be responsible for collecting that 
          receivable and shall get the benefit of that receivable. 
 
     2.   Warranty service relating to recent claims for the products shipped by 
          McDowell Research, Ltd. to Thales that form the basis of the recent 
          product claims by Thales shall be performed by McDowell Research, Ltd. 
          and the cost of such warranty service shall also be borne by McDowell 
          Research, Ltd. Any other warranty service shall be governed by the 
          provisions of Section 3.18 of the Asset Purchase Agreement. 
 
     3.   Ultralife shall hold back from the cash portion of the Purchase Price 
          the amount of $750,000, which amount shall be wire transferred to 
          McDowell Research, Ltd. upon Ultralife having received from Thales a 
          satisfactory written novation of the Thales contract. 
 
     Except as modified by the terms of this letter agreement, the terms and 
     conditions of the Asset Purchase Agreement remain in full force and effect. 
     Please acknowledge your acceptance of these terms by signing below. 
 
                                        Very truly yours, 
 
                                        ULTRALIFE BATTERIES, INC. 
 
 
                                        By 
                                           ------------------------------------- 
                                           Peter F. Comerford 
                                           Vice President of Administration 
                                           and General Counsel 
 
 
Acknowledged: 
 
MCDOWELL RESEARCH, LTD.                 MR ACQUISITION CORPORATION 
 
 
By:                                     By 
    ---------------------------------      ------------------------------------- 
    Thomas Hauke                           Peter F. Comerford 
                                           President 
 
 
- ------------------------------------- 
Thomas Hauke 
 
 
- ------------------------------------- 
Earl Martin, Sr. 
 
 
- ------------------------------------- 
James Evans 
 
 
- ------------------------------------- 
Frank Alexander 



 
 
                                                                   Exhibit 2.1.3 
 
     THE SECURITY REPRESENTED BY THIS INSTRUMENT WAS ORIGINALLY ISSUED ON JULY 
     3, 2006, AND HAS NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS 
     AMENDED. THE TRANSFER OF SUCH SECURITY IS SUBJECT TO THE CONDITIONS 
     SPECIFIED IN THE ASSET PURCHASE AGREEMENT, DATED AS OF MAY 1, 2006, AS 
     AMENDED AND MODIFIED FROM TIME TO TIME, BY AND AMONG MCDOWELL RESEARCH 
     LTD., THOMAS HAUKE, EARL MARTIN, SR., JAMES EVANS, FRANK ALEXANDER, 
     ULTRALIFE BATTERIES, INC. (THE "COMPANY") AND MR ACQUISITION CORPORATION, 
     AND THE COMPANY RESERVES THE RIGHT TO REFUSE THE TRANSFER OF SUCH SECURITY 
     UNTIL SUCH CONDITIONS HAVE BEEN FULFILLED WITH RESPECT TO SUCH TRANSFER. 
     UPON WRITTEN REQUEST, A COPY OF SUCH CONDITIONS SHALL BE FURNISHED BY THE 
     COMPANY TO THE HOLDER HEREOF WITHOUT CHARGE. 
 
     THIS NOTE HAS NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS 
     AMENDED (THE "ACT"), AND MAY NOT BE OFFERED OR SOLD EXCEPT: (i) PURSUANT TO 
     AN EFFECTIVE REGISTRATION STATEMENT UNDER THE ACT (ii) TO THE EXTENT 
     APPLICABLE, PURSUANT TO RULE 144 UNDER THE ACT (OR ANY SIMILAR RULE UNDER 
     THE ACT RELATING TO THE DISPOSITION OF SECURITIES), OR (iii) UPON THE 
     DELIVERY BY THE HOLDER TO THE COMPANY OF AN OPINION OF COUNSEL, REASONABLY 
     SATISFACTORY TO COUNSEL FOR THE COMPANY, AND AN EXEMPTION FROM REGISTRATION 
     UNDER THE ACT IS AVAILABLE. 
 
                                   ---------- 
 
                            SUBORDINATED CONVERTIBLE 
                                 PROMISSORY NOTE 
 
     FOR VALUE RECEIVED, ULTRALIFE BATTERIES, INC., a Delaware corporation with 
offices at 2000 Technology Parkway, Newark, New York 14513 (the "Company"), 
hereby promises to pay to the order of MCDOWELL RESEARCH, LTD., which has an 
address of 300 South 8th Street, Waco, Texas 76701, or registered assigns 
("Holder") the principal sum of Twenty Million Dollars ($20,000,000), or such 
lesser principal amount to which this Note shall have been adjusted in 
accordance with the provisions of the Asset Purchase Agreement, together with 
interest thereon calculated from the date hereof, in accordance with the 
provisions of this Note. 
 



 
 
     This Note was issued pursuant to the Asset Purchase Agreement, dated as of 
May 1, 2006 (the "Purchase Agreement"), by and among the Holder, Thomas Hauke, 
Earl Martin, Sr., James Evans, Frank Alexander, the Company and MR Acquisition 
Corporation and the applicable provisions thereof are hereby incorporated herein 
in full by reference. The Purchase Agreement contains terms governing the rights 
of the Holder of this Note and the Holder is entitled to the benefits thereof. 
All capitalized terms used herein and not otherwise defined shall have the 
meanings given thereto in the Purchase Agreement. 
 
     1. INTEREST. Except as otherwise expressly provided herein, interest shall 
accrue on the unpaid principal amount of this Note outstanding from the date 
hereof until such time as payment thereof is actually delivered to the Holder 
(including after acceleration, maturity, or judgment) at the rate of four 
percent (4%) per annum. All interest shall be calculated on the basis of actual 
days elapsed divided by a 360 day year. 
 
     Upon the occurrence of an Event of Default, at Holder's option interest on 
the outstanding principal hereunder shall accrue at a rate per annum from time 
to time equal to the rate of interest then in effect on this Note plus two 
percent (2%) per annum. Any increase in the interest rate shall be in addition 
to the Holder's other available remedies. 
 
     2. PAYMENTS. Interest shall be due and payable quarterly in arrears of each 
year that this Note is outstanding, commencing on October 1, 2006 and continuing 
on the first day of each calendar quarter thereafter until the principal hereof 
shall have become due and payable, and on the Maturity Date hereof. 
 
     All unpaid accrued interest and all outstanding principal shall be due and 
payable in full on July 3, 2011 (the "Maturity Date"). 
 
     3. VOLUNTARY PREPAYMENTS. This Note may be prepaid by the Company in whole 
or in part at any time after sixty (60) days prior written notice to Holder 
(during which period Holder may exercise its conversion rights hereunder). 
 
     4. CONVERSION RIGHTS. 
 
     (a) The Holder may convert the outstanding principal amount of this Note 
(or a portion of such outstanding principal amount as provided in Section 4(c)) 
into fully paid and nonassessable shares of Common Stock of the Company (the 
"Conversion Shares") at any time, and from time to time, prior to the time the 
outstanding principal amount of this Note is paid in full (subject to the notice 
periods and conversion rights related thereto described elsewhere in this Note), 
at the Conversion Price (defined below) then in effect (collectively, the 
"Conversion Rights"); provided, however, that if the closing price of the 
Company's Common Stock as quoted on Nasdaq on the Closing Date is greater than 
$12.00 per share, then the Holder will be precluded from exercising the 
conversion rights under this Note until the first anniversary date of this Note. 
The initial per share conversion price (the "Conversion Price") shall be Fifteen 
and no/100 Dollars ($15.00). The Conversion Price is subject to adjustment as 
provided in Section 5. 
 
     (b) The provisions of this Note that apply to conversion of the outstanding 
principal amount of this Note also apply to a partial conversion of this Note. 
The Holder is not entitled to 
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any rights of a holder of Conversion Shares until the Holder has converted this 
Note (or a portion thereof) into Conversion Shares, and only to the extent that 
this Note is deemed to have been converted into Conversion Shares under this 
Section 4. 
 
     (c) To convert all or a portion of this Note, the Holder must (a) complete 
and sign a notice of election to convert substantially in the form of Exhibit I 
hereto (each, a "Conversion Notice"), (b) surrender the Note to the Company, and 
(c) furnish appropriate endorsements or transfer documents if required by the 
Company. The date on which the Holder satisfies all of such requirements is the 
conversion date (the "Conversion Date"). As soon as practicable, and in any 
event within ten (10) business days after the Conversion Date, the Company will 
deliver, or cause to be delivered, to the Holder a certificate for the number of 
whole Conversion Shares issuable upon such conversion and a check for any 
fractional Conversion Share determined pursuant to Section 4(d). The person in 
whose name the certificate for Conversion Shares is to be registered shall 
become the stockholder of record on the Conversion Date and, as of the 
Conversion Date, the rights of the Holder as to this Note shall cease as to the 
portion thereof so converted; provided, however, that no surrender of a Note on 
any date when the stock transfer books of the Company shall be closed shall be 
effective to constitute the person entitled to receive the Conversion Shares 
upon such conversion as the stockholder of record of such Conversion Shares on 
such date, but such surrender shall be effective to constitute the person 
entitled to receive such Conversion Shares as the stockholder of record thereof 
for all purposes at the close of business on the next succeeding day on which 
such stock transfer books are open; provided further that such conversion shall 
be at the Conversion Price in effect on the date that this Note shall have been 
surrendered for conversion, as if the stock transfer books of the Company had 
not been closed. 
 
     In the case of a partial conversion of this Note, upon such conversion, the 
Company shall execute and deliver to the Holder, at the expense of the Company, 
a new Note in an aggregate principal amount equal to the unconverted portion of 
the principal amount. 
 
     (d) No fractional Conversion Shares shall be issued upon exercise of the 
Conversion Rights. Instead of any fractional Conversion Share which would 
otherwise be issuable upon conversion of this Note, the Company shall calculate 
and pay a cash adjustment in respect of such fraction (calculated to the nearest 
1/100th of a share) in an amount equal to the same fraction of the Conversion 
Price at the close of business on the Conversion Date. 
 
     (e) The issuance of certificates for Conversion Shares upon exercise of any 
of the Conversion Rights shall be made without charge to the Holder for such 
certificates or for any tax in respect of the issuance of such certificates, and 
such certificates shall be issued in the name of, or in such names as may be 
directed by, the Holder; provided, however, that in the event that certificates 
for Conversion Shares are to be issued in a name or names other than the name of 
the Holder, such Note, when surrendered for conversion, shall be accompanied by 
an instrument of transfer, in form satisfactory to the Company, duly executed by 
the Holder or his duly authorized attorney; and provided further, moreover, that 
the Company shall not be required to pay any tax which may be payable in respect 
of any transfer involved in the issuance and delivery of any such certificates 
in a name or names other than that of the Holder, and the Company shall not be 
required to issue or deliver such certificates unless or until the person or 
persons requesting the issuance thereof shall have paid to the Company the 
amount of such tax or shall have established to the satisfaction of the Company 
that such tax has been paid or is not applicable. 
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     (f) The Company shall at all times reserve and keep available, free from 
preemptive rights, out of its authorized and unissued Common Stock, solely for 
the purpose of effecting the conversion of this Note, the full number of 
Conversion Shares then issuable upon the conversion in full of this Note. 
 
     If the Company or an affiliate of the Company shall at any time after the 
date hereof and prior to the conversion of the Note in full issue any rights to 
subscribe for shares of Common Stock or any other securities of the Company or 
of such affiliate to all the stockholders of the Company, the Holder of the 
unconverted portion of the Note shall be entitled, in addition to the shares of 
Common Stock or other securities receivable upon the Conversion thereof, to 
receive such rights at the time such rights are distributed to the other 
stockholders of the Company, to be calculated on an as-converted basis. 
 
     5. ADJUSTMENTS TO CONVERSION RIGHTS. 
 
     (a) General. In order to prevent dilution of the rights granted under this 
Note, the Conversion Price and the number of Conversion Shares shall be subject 
to adjustment from time to time as provided in this Section 5(a). It is the 
intention of the Company that the Conversion Price shall at all times be the 
lower of (i) the Conversion Price on the date of this Note and (ii) the 
Conversion Price determined by adjustment pursuant to the remainder of this 
Section 5(a). In the event that at any time the Common Stock of the Company 
shall be exchanged for, or changed into, a different kind and/or a number of 
shares of stock of the Company or of another corporation by reason of a merger, 
consolidation, sale of assets, recapitalization, reclassification, stock 
dividend, stock split-up or combination of shares or otherwise, then, until any 
further adjustment is required, there shall be issuable upon the conversion of 
the Note, in lieu of each share of Common Stock of the Company or of any other 
stock theretofore issued pursuant to the provisions of this Note, the kind 
and/or number of shares of stock for which each share of Common Stock of the 
Company or such other stock shall be so exchanged, or into which each share of 
Common Stock of the Company or such other stock shall be so changed and the 
Conversion Price shall be automatically adjusted to a new Conversion Price as 
nearly equivalent as practicable to the adjustment in shares of stock, if by 
reason of such merger, consolidation, recapitalization, reclassification or 
otherwise the number of issued and outstanding shares of Common Stock of the 
Company shall have been exchanged for or changed into such new shares on other 
than a one-to-one basis. No adjustment in the Conversion Price shall be made for 
cash dividends on the shares of Common Stock of the Company or any other stock 
issued upon any conversion of the Note. 
 
     (b) Notices. Immediately upon any adjustment of the Conversion Price, the 
Company shall give written notice thereof to the Holder, setting forth in 
reasonable detail and certifying the calculation of such adjustment. 
 
     6. COMPANY RIGHT TO COMPEL CONVERSION. Notwithstanding any other provisions 
of this Note, the Company shall have the right, at the Company's sole 
discretion, to compel the Holder to convert the Note at any time after the 
30-day average closing price of the Company's Common Stock exceeds Seventeen and 
50/100 Dollars ($17.50) per share. In such event, the Company shall provide the 
Holder with written notice of conversion, setting forth the basis upon which the 
conditions to compel the conversion were satisfied. Thereafter, the Note shall 
only 
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represent the right to receive the Conversion Shares and any accrued but unpaid 
interest. 
 
     7. SUBORDINATION. The Holder agrees that the payment of the principal of 
and the interest on the Note is expressly subordinated to the payment of all 
Senior Indebtedness, to the extent and subject to the conditions set forth in 
this Section 7. As used herein, the term "Senior Indebtedness" shall mean the 
principal of, the interest on and the premium, if any, on all indebtedness of 
the Company for money borrowed by it from any financial institution including 
banks, savings institutions or insurance companies and similar institutional 
lenders, and all renewals, extensions and refundings of any such indebtedness, 
whether such indebtedness shall have been incurred prior to, on, or subsequent 
to the date hereof, unless by the terms of the instruments creating or 
evidencing any such indebtedness it is provided that such indebtedness is not to 
be considered Senior Indebtedness for the purpose of this Note. 
 
     (a) No interest or principal shall be paid on the Note without the consent 
of the holders of all outstanding Senior Indebtedness if, at the date fixed 
herein for such interest or principal payment, the Company shall be in default 
of payment of principal or interest upon such Senior Indebtedness. In the event 
any payment of interest or principal hereunder shall be prohibited pursuant to 
this Section 7(a), such payment shall be deemed to be deferred until the cure of 
all defaults in payment of principal or interest upon the Senior Indebtedness, 
and the payments hereon so deferred shall immediately become due and payable 
upon the cure of such defaults. 
 
     (b) In the event of any dissolution, winding up, liquidation or 
reorganization of the Company, whether in bankruptcy, insolvency or receivership 
proceedings, or upon an assignment for the benefit of creditors or in any other 
marshalling of the assets and liabilities of the Company the holders of all 
Senior Indebtedness shall first be entitled to receive payment in full of such 
Senior Indebtedness before the Holder shall be entitled to receive any payment 
upon the principal of, the interest on, or the premium, if any, on the 
indebtedness evidenced by the Note. Upon any such dissolution, winding up, 
liquidation or reorganization, any payment or distribution of assets of the 
Company of any kind or character, whether in cash, property or securities, to 
which the Holder would be entitled, except for the provisions of this Section 7, 
shall be made by the liquidating trustee or agent or such person making such 
payment or distribution, whether a trustee in bankruptcy, a receiver or 
liquidating trustee or otherwise, directly to the Holders of the Senior 
Indebtedness or their representatives or to the trustee or trustees under any 
indenture or indentures under which any instruments evidencing any such Senior 
Indebtedness may have been issued, ratably according to the aggregate amounts 
remaining unpaid on account of the Senior Indebtedness held or represented by 
each, to the extent necessary to pay in full all such Senior Indebtedness 
remaining unpaid, after giving effect to all concurrent payments or 
distributions with respect to such Senior Indebtedness. 
 
     (c) In the event that, notwithstanding the provisions of Section 7(b), upon 
any such dissolution, or winding up, liquidation or reorganization, any payment 
or distribution of assets of the Company of any kind or character, whether in 
cash, property or securities, shall be received by the Holder before all Senior 
Indebtedness is paid in full, such payment or distribution shall be paid over to 
the holders of such Senior Indebtedness or their representatives, ratably as 
aforesaid, for the application to the payment of all Senior Indebtedness 
remaining unpaid until all such Senior Indebtedness shall have been paid in 
full, after giving effect to any concurrent payment or distribution with respect 
to such Senior Indebtedness. 
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     (d) Subject to the payment in full of all Senior Indebtedness, the Holder 
to the extent permitted by law, shall be subrogated to the rights of each holder 
of Senior Indebtedness (to the extent of the payments or distributions made to 
such holder pursuant to the provisions of Sections 7(b) and 7(c)) to receive 
payments or distributions of assets of the Company applicable to the Senior 
Indebtedness until the principal of, the interest on, and the premium, if any, 
on this Note shall be paid in full, and each holder of Senior Indebtedness by 
accepting such payments or distributions shall be deemed to have agreed to said 
subrogation. No payments or distributions to the Senior Indebtedness pursuant to 
the provisions of Sections 7(b) and 7(c) shall, as between the Company, its 
creditors, other than the holders of the Senior Indebtedness, and the Holder, be 
deemed to be a payment by the Company to or on account of the Note, the 
provisions of this Section 7 being, and being intended, solely for the purpose 
of defining the relative rights of the Holder, on the one hand, and the holders 
of the Senior Indebtedness, on the other hand; and nothing contained in this 
Section 7 or elsewhere in this Note is intended to or shall impair, as between 
the Company, the Holder and the other creditors of the Company, other than the 
holders of Senior Indebtedness, the obligations of the Company, which is 
unconditional and absolute, to pay to the Holder as and when the same shall 
become due and payable in accordance with the terms herein, or to affect the 
relative rights of the Holder and the other creditors of the Company, other than 
the holders of Senior Indebtedness, or to prevent the Holder from exercising all 
of the remedies otherwise permitted by applicable law upon default as provided 
for herein, subject to the rights, if any, under this Section 7 of the holders 
of the Senior Indebtedness in respect of any cash, property or securities of the 
Company received upon the exercise of any such remedy. 
 
     (e) In the event that this Note shall be declared due and payable before 
the Maturity Date because of the occurrence of a default hereunder, the Company 
will give prompt notice in writing of such happening to the holders of the 
Senior Indebtedness, and any and all Senior Indebtedness shall forthwith become 
immediately due and payable upon demand by the respective holders thereof 
regardless of the express maturity dates thereof. 
 
Without limiting any of the foregoing, this Note is further subject to the 
Subordination and Intercreditor Agreement dated as of July 3, 2006 among JP 
Morgan Chase Bank, N.A., Manufacturers and Traders Trust Company, McDowell 
Research, Ltd. and Ultralife Batteries, Inc. under which this Note and Ultralife 
Batteries, Inc.'s obligations hereunder are subordinated in the manner and to 
the extent set forth therein to the prior payment of certain obligations to the 
holders of Senior Obligations as defined therein. 
 
     8. EVENTS OF DEFAULT. 
 
     In the event that there shall be any Event of Default hereunder and such 
Event of Default shall remain uncorrected or unremedied for a period of more 
than thirty (30) days after the Company shall have received notice of such Event 
of Default from the Holder, then the full unpaid principal amount of the Note, 
together with any accrued but unpaid interest, may, at the option of the Holder, 
become immediately due and payable without further notice by the Holder. 
 
     (a) "Event of Default" as used in this Section 8 shall mean and refer to 
any of the following: 
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               (i) the failure of the Company to pay any installment of interest 
          or principal on the Note when and as the same shall become due and 
          payable, whether at maturity, by call for redemption, by declaration 
          or otherwise; 
 
               (ii) the failure of the Company, to pay any installment of 
          interest or principal on Senior Indebtedness when and as the same 
          shall become due and payable, unless such payment shall have been 
          deferred or waived by the terms of the instruments evidencing such 
          Senior Indebtedness or by the holder thereof; 
 
               (iii) the failure of the Company to observe and perform all of 
          the covenants and agreements on the part of the Company contained 
          herein or in the Asset Purchase Agreement; 
 
               (iv) failure of any representation or warranty made by the 
          Company in the Asset Purchase Agreement to be truthful, accurate or 
          correct; 
 
               (v) the adjudication of the Company as a bankrupt by a court of 
          competent jurisdiction or the entry by a court of competent 
          jurisdiction of an order approving a petition seeking reorganization 
          of the Company under the federal bankruptcy laws or any other 
          applicable law or statute of the United States of America or any state 
          thereof or any other jurisdiction; 
 
               (vi) the appointment by a court of competent jurisdiction of a 
          trustee or receiver or receivers of the Company of all or any 
          substantial part of its property upon the application of any creditor 
          in any insolvency or bankruptcy proceeding or other creditor suit, 
          unless such appointment or decree or order shall be stayed upon appeal 
          or otherwise; 
 
               (vii) the filing by the Company of a petition involuntary 
          bankruptcy or the making by the Company of an assignment for the 
          benefit of its creditors or the consenting by the Company to the 
          appointment of a receiver or receivers for all or any substantial 
          portion of the property of the Company; 
 
               (viii) the filing by the Company of a petition or answer seeking 
          reorganization under the federal bankruptcy laws or any other 
          applicable law or statute of the United States of America or any state 
          thereof or jurisdiction, or the filing by the Company of a petition to 
          take advantage of any debtor's act. 
 
     (b) Upon the occurrence of an Event of Default which shall remain 
uncorrected or unremedied for a period of more than thirty (30) days after the 
Company shall have received notice of such Event of Default from the Holder, the 
Holder shall at all times have the right to institute any suit, action or 
proceeding, in equity or at law, for the enforcement of rights as provided for 
herein, or in aid of the exercise of any right or power granted herein. 
 
     (c) The Note shall be the obligation of the Company solely and there shall 
be no recourse had for the payment thereof or interest thereon against any 
stockholder, officer or 
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director of the Company, either directly or through the Company, by reason of 
any matter prior to the delivery of the Note, or against any present or future 
officer or director of the Company, all such liability being expressly released 
by the Holder and by any subsequent holders hereof by the acceptance hereof and 
as part of the consideration for the issuance thereof. 
 
     The Holder shall also have any other rights which the Holder may have been 
afforded under any contract or agreement at any time and any other rights which 
such holder may have pursuant to applicable law. The Company hereby waives 
diligence, presentment and protest and expressly agrees that this Note, or any 
payment hereunder, may be extended from time to time and that the Holder may 
accept security for this Note or release security for this Note, all without in 
any way affecting the liability of the Company hereunder. 
 
     9. AMENDMENT AND WAIVER. Except as otherwise expressly provided herein, the 
provisions of this Note may be amended and the Company may take any action 
herein prohibited, or omit to perform any act herein required to be performed by 
it, only if the Company has obtained the written consent of the Holder. 
 
     10. CANCELLATION. After all principal and accrued interest at any time owed 
on this Note has been paid in full, this Note shall be surrendered to the 
Company for cancellation and shall not be reissued. 
 
     11. PAYMENTS. Unless otherwise expressly provided herein, all payments to 
be made to the Holders shall be made in the lawful money of the United States of 
America in immediately available funds which shall be delivered to the address 
designated by the Holder. 
 
     12. TRANSFER OF NOTE. This Note may be transferred only in accordance with 
the terms of the Asset Purchase Agreement, and the Company shall treat the 
Person to whom this Note is assigned in accordance therewith for the purpose of 
receiving payment and for all other purposes, and the Company shall not be 
affected by any notice to the contrary. 
 
     13. BUSINESS DAYS. If any payment is due, or any time period for giving 
notice or taking action expires, on a day which is a Saturday, Sunday or legal 
holiday in the State of New York, the payment shall be due and payable on, and 
the time period shall automatically be extended to, the next business day 
immediately following such Saturday, Sunday or legal holiday, and interest shall 
continue to accrue at the required rate hereunder until any such payment is 
made. 
 
     14. RIGHT OF OFFSET. This Note is subject to the Buyer's right of offset 
pursuant to the provisions of Section 8.3 of the Purchase Agreement. 
 
     15. NOTICES. All notices, demands or other communications to be given or 
delivered under or by reason of the provisions of this Note shall be given in 
accordance with the Purchase Agreement. 
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     16. NEW YORK LAW. This Note is intended to be performed in the State of New 
York and shall be construed and enforced in accordance with the laws of such 
State. 
 
                            [Signature Page Follows] 
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     IN WITNESS WHEREOF, the Company has executed and delivered this Note on 
July 3, 2006. 
 
                                        ULTRALIFE BATTERIES, INC. 
 
 
                                        By: 
                                            ------------------------------------ 
                                            John D. Kavazanjian 
                                        Title: Chief Executive Officer 
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                                    EXHIBIT I 
                            FORM OF CONVERSION NOTICE 
 
     The undersigned hereby irrevocably elects to exercise its right, pursuant 
to the Subordinated Convertible Promissory Note dated _____________ (the "Note") 
of Ultralife Batteries, Inc. (the "Company") in the outstanding principal amount 
of $_________, which Note is tendered herewith, to convert $__________ of the 
amount outstanding under the Note to __________________ shares of the common 
stock of the Company (the "Shares"), all in accordance with the terms of the 
Note. The undersigned requests that a Certificate for such Shares be registered 
in the name of ______________, whose address is ____________, and that such 
Certificate be delivered to ________________, whose address is ________________, 
[and that a replacement Note in the principal amount of $___________, 
representing the balance of the principal amount outstanding thereunder after 
giving effect to this conversion, be issued in the amount of $_________ and 
delivered to ___________, whose address is ____________]. 
 
Dated: 
       ------------ 
 
 
Signature: 
           ------------------------- 
 
(Signature must conform in all respects to name of holder as specified on the 
face of the Note.) 
 
____________________________________ 
 
____________________________________ 
(Insert Taxpayer Identification, Social 
Security or Other Identifying Number of 
Holder) 
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                                                                   Exhibit 2.1.4 
 
                                    EXHIBIT C 
 
                              WACO FACILITIES LEASE 
 



 
 
                                 LEASE AGREEMENT 
 
                                      TERMS 
 
Date: July 3, 2006 
 
Landlord: MRC Partners, L.P., a Texas limited partnership 
 
Landlord's Address: 300 South 8th Street, Waco, Texas 76701 
 
Tenant: MR Acquisition Corporation, a Delaware corporation 
 
Tenant's Address: 2000 Technology Parkway, Newark, N.Y. 14513 
 
Premises: 
 
     Approximate square feet: 50,000 Sq. ft 
 
     Property address: 300 South 8th Street, Waco, Texas 
 
     Legal Description: Lots E, G, and 13 (said Lot 13 being approximately 0.287 
     acres out of Farm Lot 10), Block A, being various re-subdivisions of 
     Original Farm Lot 10, to the City of Waco, McLennan County, Texas, and 
     being all of that same real property described in a deed dated November 3, 
     1999, and recorded in Volume 551, Page 899 of the Official Public Records 
     of Real Property of McLennan County, Texas. 
 
Base Rent (monthly): $17,300 per month 
 
Term (months): Twelve (12) months (see discussion of extension Term(s) below) 
 
Tenant's Pro Rata Share: ONE HUNDRED PERCENT (100%) 
 
Commencement Date: July 3, 2006 
 
Termination Date: June 30, 2007 
 
Security Deposit: None 
 
Use: Any lawful purposes related to Tenant's business, which do not constitute a 
nuisance. 
 
DEFINITIONS 
 
"Rent" means Base Rent plus any other amounts of money due Landlord by Tenant. 
"Landlord" means Landlord and its agents, employees, invitees, licensees, or 
visitors. "Tenant" means Tenant and its agents, employees, invitees, licensees, 
or visitors. 
 
"Essential Services" means heating, ventilating, air conditioning, water, and 
utility connections reasonably necessary for occupancy of the Premises for the 
Use. 
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CLAUSES AND COVENANTS 
 
A.   TENANT AGREES TO-- 
 
1. Lease the Premises for the entire Term beginning on the Commencement Date and 
ending on the Termination Date. 
 
2. Accept the Premises in their present condition "AS IS," the Premises being 
currently suitable for Tenant's intended Use. 
 
3. Obey all laws, ordinances, orders, and rules and regulations applicable to 
the use, condition, and occupancy of the Premises, including the rules and 
regulations of the building adopted by Landlord. 
 
4. Pay monthly, in advance, on the first day of the month, the Base Rent to 
Landlord at Landlord's Address. 
 
5. Pay, as additional Rent, all other amounts due under this Lease. 
 
6. Pay a late charge of five percent (5%) of any Rent not received by Landlord 
by the tenth day of the month in which the Rent is due. 
 
7. Pay for all utility services used by Tenant and not provided by Landlord. 
 
8. Pay Tenant's Pro Rata Share of any utility services provided by Landlord. 
 
9. Allow Landlord to enter the Premises to perform Landlord's obligations, 
inspect the Premises, and show the Premises to prospective purchasers or 
tenants. 
 
10. Repair, replace, and maintain any part of the Premises that Landlord is not 
obligated to repair, replace, or maintain, normal wear excepted. 
 
11. Repair any damage to the Premises caused by Tenant. 
 
12. Submit in writing to Landlord any request for repairs, replacement, and 
maintenance that are the obligations of Landlord. 
 
13. Maintain public liability insurance for the Premises and the conduct of 
Tenant's business, naming Landlord as an additional insured, in the amounts 
stated in this Lease. 
 
14. Maintain insurance on Tenant's personal property. 
 
15. Deliver certificates of insurance to Landlord before the Commencement Date 
and thereafter when requested. 
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16. Indemnify, defend, and hold Landlord harmless from any loss, reasonable 
attorneys' fees, court and other costs or claims arising out of Tenant's use of 
the Premises, including without limitation, any such damages arising out of the 
willful misconduct or gross negligence of Tenant. 
 
17. Vacate the Premises on termination of this Lease. 
 
B.   TENANT AGREES NOT TO-- 
 
1. Use the Premises for any purpose other than that stated in this Lease. 
 
2. Create a nuisance. 
 
3. Interfere with any other tenant's normal business operations or Landlord's 
management of the building. 
 
4. Permit any waste. 
 
5. Use the Premises in any way that is extra hazardous, would increase insurance 
premiums, or would void insurance on the building. 
 
6. Change Landlord's lock system. 
 
7. Structurally alter the Premises. 
 
8. Allow a lien to be placed on the Premises without Landlord's express written 
consent. 
 
9. Assign this Lease or sublease any portion of the Premises without Landlord's 
written consent. 
 
C.   LANDLORD AGREES TO-- 
 
1. Lease to Tenant the Premises for the entire Term beginning on the 
Commencement Date and ending on the Termination Date. 
 
2. Obey all laws, ordinances, orders, and rules and regulations applicable to 
the Use, condition, and occupancy of the building. 
 
3. Provide normal utility service connections to the building. 
 
4. Repair, replace, and maintain the (a) roof; (b) foundation, (c) parking and 
common areas, (d) structural soundness of the exterior walls, doors, corridors, 
and windows, and (e) other structures or equipment serving the Premises in good 
repair. 
 
5. Insure the building against all risks of direct physical loss in an amount 
equal to at least ninety percent (90%) of the full replacement cast of the 
building as of the date of the loss and liability; Tenant will have no claim to 
any proceeds of Landlord's insurance policy. 
 
D.   LANDLORD AGREES NOT TO-- 
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1. Interfere with Tenant's possession of the Premises as long as Tenant is not 
in default. 
 
2. Unreasonably withhold consent to a proposed assignment or sublease. 
 
E.   LANDLORD AND TENANT AGREE TO THE FOLLOWING: 
 
1. Alterations. Any physical additions or improvements to the Premises made by 
Tenant will become the property of Landlord. At termination of this Lease, 
Tenant is under no obligation to remove any physical additions and improvements, 
repair any alterations, and restore the Premises to the condition existing at 
the Commencement Date. 
 
2. Abatement. Tenant's covenant to pay Rent and Landlord's covenants are 
independent. Except as otherwise provided, Tenant will not be entitled to abate 
Rent for any reason. 
 
3. Release of Claims/Subrogation. Landlord and Tenant release each other from 
any claim, by subrogation or otherwise, for any damage to the Premises, the 
building, or personal property within the building, by reason of fire or the 
elements, regardless of cause, including negligence of Landlord or Tenant. This 
release applies only to the extent that it is permitted by law, the damage is 
covered by insurance proceeds, and the release does not adversely affect any 
insurance coverage. 
 
4. Notice to Insurance Companies. Landlord and Tenant will notify the issuing 
insurance companies of the release set forth in the preceding paragraph and will 
have the insurance policies endorsed, if necessary, to prevent invalidation of 
the insurance coverage. 
 
5. Casualty/Total or Partial Destruction 
 
a. If the Premises are damaged by casualty and can be restored within ninety 
days, Landlord will, at its expense, restore the Premises to substantially the 
same condition that existed before the casualty. If Landlord fails to complete 
restoration within ninety days from the date of written notification by Tenant 
to Landlord of the casualty, Tenant may terminate this Lease by written notice 
to Landlord. 
 
b. If the Premises cannot be restored within ninety days, Landlord has an option 
to restore the Premises. If Landlord chooses not to restore, this Lease will 
terminate. If Landlord chooses to restore, Landlord will notify Tenant of the 
estimated time to restore and give Tenant an option to terminate this Lease by 
notifying Landlord within ten days. If Tenant does not terminate this Lease, 
this Lease will continue and Landlord will restore the Premises as provided in 
a. above. 
 
c. To the extent the Premises are untenantable after the casualty and the damage 
was not caused by Tenant, the Rent will be adjusted as may be fair and 
reasonable to the date of the damage. 
 
6. Condemnation/Substantial or Partial Taking 
 
a. If the Premises cannot be used for the purposes contemplated by this Lease 
because of condemnation or purchase in lieu of condemnation, this Lease will 
terminate. 
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b. If there is a condemnation or purchase in lieu of condemnation and this Lease 
is not terminated, Landlord will, at Landlord's expense' restore the Premises, 
and the Rent payable during the unexpired portion of the Term will be adjusted 
as may be fair and reasonable. 
 
c. Tenant will have no claim to the condemnation award or proceeds in lieu of 
condemnation. 
 
7. Default by Landlord/Events. Defaults by Landlord are failing to comply with 
any provision of this Lease within thirty (30) days after written notice and 
failing to provide Essential Services to Tenant within two (2) days after 
written notice. 
 
8. Default by Landlord/Tenant's Remedies. Tenant's remedies for Landlord's 
default are to sue for damages and, if Landlord does not provide an Essential 
Service for ten (10) days after default, terminate this Lease. 
 
9. Default by Tenant/Events. Defaults by Tenant are (a) failing to pay Rent 
within fifteen (15) days of the due date, (b) abandoning or vacating a 
substantial portion of the Premises, and (c) failing to comply within ten (10) 
days after written notice with any provision of this Lease other than the 
defaults set forth in (a) and (b) above. 
 
10. Default by Tenant/Landlord's Remedies. After any applicable cure, grace 
and/or notice periods, Landlord's remedies for Tenant's default are to (a) enter 
and take possession of the Premises, after which Landlord may relet the Premises 
on behalf of Tenant and receive the rent directly by reason of the reletting, 
and Tenant agrees to reimburse Landlord for reasonable expenditures made in 
order to relet; (b) enter the Premises and perform Tenant's obligations; and (c) 
terminate this Lease by written notice and sue for damages. Landlord may enter 
and take possession of the Premises by self-help, by picking or changing locks 
if necessary, and may lock out Tenant or any other person who may be occupying 
the Premises, until the default is cured, without being liable for damages. 
 
11. Default/Waiver/Mitigation. It is not a waiver of default if the 
nondefaulting party fails to declare immediately a default or delays in taking 
any action. Pursuit of any remedies set forth in this Lease does not preclude 
pursuit of other remedies in this Lease or provided by law. Landlord and Tenant 
have a duty to mitigate damages. 
 
12. Holdover. If Tenant does not vacate the Premises following termination of 
this Lease, Tenant will become a tenant at will and must vacate the Premises on 
receipt of notice from Landlord. No holding over by Tenant, whether with or 
without the consent of Landlord, will extend the Term. 
 
13. Right of First Refusal and Option. Landlord hereby grants to Tenant a right 
of first refusal and an option right to purchase from Landlord the Premises 
described in this Lease known as 300 South 8th Street, Waco, Texas. 
 
          (a)  Right of First Refusal. If Landlord receives an offer to enter 
               into an arms-length transaction with a bona fide purchaser for 
               the purchase of the Premises, Landlord shall promptly provide 
               Tenant a copy of said offer and Tenant must then within thirty 
               (30) days thereafter determine, in its sole discretion, whether 
               or not to agree to the terms and conditions of said offer and 
               complete the 
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               purchase of the Premises on the same terms and conditions as 
               offered by the bona fide purchaser (the "RIGHT OF FIRST 
               REFUSAL"). 
 
          (b)  Option. If Landlord offers the Premises for sale, Landlord shall 
               promptly offer Tenant the option to purchase the Premises at a 
               fair market value, which shall be determined as set forth below 
               (the "OPTION"). Tenant shall have thirty (30) days from the date 
               Tenant receives the appraisal for the Premises, to determine, in 
               its sole discretion, whether or not to enter into a Purchase and 
               Sale Agreement for the sale and purchase of the Premises. Except 
               for the purchase price, which shall be the appraisal's fair 
               market value for the Premises, Landlord and Tenant hereby agree 
               that the terms and conditions of the Option shall be the same as 
               the terms and conditions as set forth in the form of Purchase 
               Agreement attached hereto as Exhibit A. The fair market value for 
               the Premises shall be determined by an appraisal issued by an 
               appraiser retained by both Tenant and Landlord (Tenant shall be 
               solely responsible for any cost associated with said appraisal). 
               If, however, Landlord and Tenant cannot agree upon a single 
               appraiser, Landlord and Tenant shall have the right to choose one 
               appraiser each and the fair market value for the Premises shall 
               be determined by taking the average of the two appraisals issued 
               by Tenant's appraiser and Landlord's appraiser. If the parties 
               use this two-appraiser method to determine the fair market value 
               for the Premises then Tenant shall be solely responsible for any 
               cost associated with the appraisal issued by Tenant's appraiser 
               and Landlord shall be solely responsible for any costs associated 
               with the appraisal issued by Landlord's appraiser. 
 
          (c)  Memorandum of Right of First Refusal and Option. Promptly after 
               execution of this Lease, Landlord shall execute a recordable form 
               of Memorandum of Right of First Refusal and Option (the 
               "MEMORANDUM") which shall set forth the terms and conditions of 
               the Right of First Refusal and Option and shall be recorded, at 
               Tenant's expense, in the [______] County Clerk's Office. Landlord 
               hereby acknowledges that the Memorandum will encumber Landlord's 
               fee simple title to the Premises. 
 
14. Alternative Dispute Resolution. Landlord and Tenant agree to mediate in good 
faith before filing a suit for damages. 
 
15. Attorney's Fees. If either party retains an attorney to enforce this Lease, 
the party prevailing in litigation is entitled to recover reasonable attorney's 
fees and court and other costs. 
 
16. Venue. In connection with any lawsuit between the parties related to this 
Lease, venue shall be in the county in which the Premises are located. 
 
17. Entire Agreement. This Lease, together with any attached exhibits and 
riders, constitutes the entire agreement of the parties, and there are no oral 
representations, warranties, agreements, or promises pertaining to this Lease. 
 
18. Amendment of Lease. This Lease may be amended only by an instrument in 
writing signed by Landlord and Tenant. 
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19. Limitation of Warranties. THERE ARE NO IMPLIED WARRANTIES OF 
MERCHANTABILITY, OF FITNESS FOR A PARTICULAR PURPOSE, OR OF ANY OTHER KIND 
ARISING OUT OF THIS LEASE, AND THERE ARE NO WARRANTIES THAT EXTEND BEYOND THOSE 
EXPRESSLY STATED IN THIS LEASE. 
 
20. Notices. Any notice required or permitted under this Lease must be in 
writing. Any notice required by this Lease will be deemed to be delivered 
(whether actually received or not) when deposited with the United States Postal 
Service, postage prepaid, certified mail, return receipt requested, and 
addressed to the intended recipient at the address shown in this Lease. Notice 
may also be given by regular mail, personal delivery, courier delivery, 
facsimile transmission, or other commercially reasonable means and will be 
effective when actually received. Any address for notice may be changed by 
written notice delivered as provided herein. 
 
21. Abandoned Property. Landlord may retain, destroy, or dispose of any property 
left on the Premises at the end of the Term. 
 
22. Extension of Lease Term. The Term of this Lease may be extended for one or 
more successive one (1) year terms. At the end of the initial Term, or at the 
end of any renewal Term thereafter, this Lease shall be extended automatically 
for an additional one (1) year Term unless either party gives notice to the 
other party at least sixty (60) days prior to the end of such Term that the Term 
of Lease shall not be extended. During any such extended Term, this Lease will 
continue as written except that the Base Rent may be adjusted based on the 
prevailing rental rate, at the commencement of the extended Term, for space of 
equivalent quality, size, utility, and location. 
 
EXECUTED by the parties as of the Date set forth above. 
 
                                        LANDLORD: 
 
                                        MRC PARTNERS, L.P., A TEXAS LIMITED 
                                        PARTNERSHIP 
 
                                        BY: MRC REALTY, L.L.C., A TEXAS LIMITED 
                                            LIABILITY COMPANY, AS 
                                            GENERAL PARTNER 
 
 
                                        By: 
                                            ------------------------------------ 
                                        Name: 
                                              ---------------------------------- 
                                              Manager 
 
 
                                        TENANT: 
 
                                        MR ACQUISITION CORPORATION, A DELAWARE 
                                        CORPORATION 
 
 
                                        By: 
                                            ------------------------------------ 
                                                                   , President 
                                            ----------------------- 
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                       EXHIBIT A TO WACO FACILITIES LEASE 
 
                           PURCHASE AND SALE AGREEMENT 
 
     THIS PURCHASE AND SALE AGREEMENT (this "AGREEMENT") is made this ___ day of 
_______, 2006 (the "EFFECTIVE DATE"), by and between [__________________] a 
Delaware corporation (hereinafter called "BUYER"), and MRC PARTNERS, L.P., a 
Texas limited partnership (hereinafter called "SELLER"). 
 
                                   WITNESSETH 
 
     WHEREAS, Seller is the fee owner of certain real property known as 300 
South 8th Street, located in the City of Waco, County of [________], State of 
Texas and more particularly described on SCHEDULE 1 attached hereto (the 
"LAND"); and 
 
     WHEREAS, Seller desires to sell and Buyer desires to purchase the Property 
(as hereinafter defined) from Seller upon the terms and conditions set forth 
herein below. 
 
     NOW THEREFORE, in consideration of mutual covenants contained herein and 
other good and valuable consideration, the receipt and sufficiency of which are 
hereby acknowledged, the parties hereto agree as follows: 
 
                                    SECTION 1 
                           PROPERTY AND CONSIDERATION 
 
     1.1 Property. With respect to the conveyance of the fee interest in the 
Land, such conveyance shall include all right, title and interest of Seller, if 
any, in and to: 
 
          (a)  Strips and gores of land adjoining or abutting the Land, if any; 
 
          (b)  Any land lying in the bed of any street, road, avenue or alley, 
               opened or proposed, in front of, running through or adjoining the 
               Land; 
 
          (c)  Any easement, privilege or right-of-way over, contiguous or 
               adjoining the Land, and all the other easements, if any, inuring 
               to the benefit of the Land or the fee owner thereof; 
 
          (d)  The appurtenances and hereditaments belonging or in any way 
               appertaining to the Land; 
 
          (e)  The buildings and improvements, if any, situated on the Land 
               (collectively, the "BUILDING"); 
 
          (f)  All right, title and interest, if any, in and to the fixtures 
               attached or appurtenant to the Building; 
 
          (g)  To the extent they may be transferred under applicable law, all 
               licenses, permits, approvals and authorizations required for the 
               use and operation of all or any portion of the Building and the 
               Land; and 
 
          (h)  Any award made or to be made in lieu of any interest referred to 
               in the above 
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               subdivisions (a) through (g), with Seller agreeing to execute and 
               deliver to Buyer on demand at the Closing (as hereinafter 
               defined), or thereafter, all proper instruments for conveyance of 
               such title and the assignment and collection of such award, the 
               foregoing (a) through (h), together with the Land, being 
               collectively known as the "PROPERTY". 
 
     1.2 Purchase Price. The purchase price for the Property shall be [_______] 
and no/100 Dollars ($__________________) (the "PURCHASE PRICE"). 
 
     1.3 Method of Payment. 
 
          (a)  Upon the execution of this Agreement by both Buyer and Seller, 
               Buyer shall deposit with Buyer's attorney, as escrowee (the 
               "ESCROWEE"), the sum of [_____________] and no/100 Dollars 
               ($____________) (the "DOWNPAYMENT"), which shall be held in a 
               non-interest bearing escrow account and in accordance with this 
               Section. 
 
          (b)  The Downpayment shall be credited against the Purchase Price in 
               Buyer's favor and Buyer shall pay the sum of [__________] and 
               no/100 Dollars ($_____________) at the Closing by certified 
               check, bank check or wire transfer to Seller. 
 
     1.4 Liabilities Not Assumed. Notwithstanding any other provision of this 
Agreement, and except for any obligation expressly assumed by Buyer pursuant to 
this Agreement, Buyer shall not assume, and Seller shall retain and be 
responsible for, any liability, obligation, duty, claim or contract of Seller, 
including but not limited to: 
 
          (a)  Any income taxes or other taxes attributable to any periods 
               ending on or before the Closing; 
 
          (b)  Any obligation or liability of Seller arising out of (i) any 
               litigation in existence as of the Closing, or (ii) litigation, 
               claims, torts, disputes or suits arising out of, or relating to, 
               any occurrence or event happening on or before the Closing; or 
 
          (c)  Any obligation or liability of Seller based upon acts or 
               omissions of Seller occurring prior to the Closing. 
 
     1.5 Application of Downpayment. The Escrowee shall hold the Downpayment 
until the Closing or sooner termination of this Agreement, and shall pay over or 
apply such proceeds in accordance with the terms of this Agreement. If for any 
reason the Closing does not occur and either party makes a written demand upon 
Escrowee for payment of the Downpayment with interest thereon, Escrowee shall 
give written notice to the other party of such demand. If Escrowee does not 
receive a written objection from the other party to the proposed payment within 
five (5) business days after the giving of such notice, Escrowee is hereby 
authorized to make such payment. If Escrowee does receive such written objection 
within such five (5) business day period, or if for any other reason Escrowee in 
good faith shall elect not to make such payment, Escrowee shall continue to hold 
the Downpayment until otherwise directed by written instructions from the 
parties to this Agreement or a final judgment of a court of competent 
jurisdiction. However, Escrowee shall have the right at any time to deposit the 
Downpayment and interest thereon, if any, with the clerk of the applicable court 
of competent jurisdiction of the county in which the Land is located. Escrowee 
shall give written notice of such deposit with the clerk of the Supreme Court to 
Seller and Buyer. Upon such deposit Escrowee shall be relieved and discharged of 
all further obligations and responsibilities hereunder. 
 
     1.6 Miscellaneous Escrow Provisions. 
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          (a)  The parties acknowledge that Escrowee is acting solely as a 
               stakeholder at their request and for their convenience, that 
               Escrowee shall not be deemed to be the agent of either of the 
               parties, and that Escrowee shall not be liable to either of the 
               parties for any act or omission on its part unless taken or 
               suffered in bad faith, in willful disregard of this Agreement or 
               involving gross negligence. Seller and Buyer shall jointly and 
               severally indemnify and hold Escrowee harmless from and against 
               all costs, claims and expenses, including reasonable attorneys' 
               fees, incurred in connection with the performance of Escrowee's 
               duties hereunder, except with respect to actions or omissions 
               taken or suffered by Escrowee in bad faith, in willful disregard 
               of this Agreement or involving gross negligence on the part of 
               Escrowee. 
 
          (b)  Escrowee has acknowledged agreement to these provisions by 
               signing in the place indicated on the signature page of this 
               Agreement. 
 
          (c)  If Escrowee is Buyer's attorney, Escrowee or any member of its 
               firm shall be permitted to act as counsel for Buyer in any 
               dispute as to the disbursement of the Downpayment or any other 
               dispute between the parties whether or not Escrowee is in 
               possession of the Downpayment and continues to act as Escrowee. 
 
                                    SECTION 2 
                          TERMS AND CONDITIONS OF SALE 
 
     2.1 Deed and Title Documents. Seller shall convey the Property by Warranty 
Deed with lien covenant in proper statutory form for recording (the "DEED") and 
the Deed shall be duly executed and acknowledged. The Deed shall convey good and 
marketable title to Buyer except as provided in Section 2.2. Seller shall 
provide and shall be responsible for the expense of a redated abstract of title 
together with real property tax search, Uniform Commercial Code, and United 
States District Court searches. Buyer shall be responsible for an instrument 
survey prepared by a licensed surveyor which is dated after the date of this 
Agreement together with any and all other costs associated with the transfer of 
title. Seller's attorney shall prepare all legal documents necessary to transfer 
title and shall forward them to Buyer's attorney for review within thirty (30) 
days from the date of this Agreement. Seller shall pay any applicable real 
property transfer tax and Buyer shall pay all recording fees. Any title 
insurance policy required by Buyer shall be at Buyer's expense. The title 
policy, however, must insure that Buyer will be vested with good and marketable 
title subject only to those exceptions set forth in Section 2.2 or which Buyer 
specifically agrees to accept with coverage in the aggregate amount of not less 
than the purchase price. 
 
     2.2 Subject Clauses. The Property shall be sold subject to the following: 
 
          (a)  Zoning regulations and ordinances (and any variances therefrom) 
               of the municipality in which the Property is located which are 
               not violated by existing structures or their present uses. 
 
          (b)  Curb cuts and access roads to and from abutting streets and other 
               easements, driveways or rights of way in existence at the 
               Effective Date and acceptable to Buyer. 
 
          (c)  Covenants and restrictions of record provided same do not prevent 
               the continued use and operation of the Property for purposes now 
               being used and for Buyer's intended use and are acceptable to 
               Buyer as hereinafter provided. 
 
          (d)  Real property taxes, water charges and sewer rents which are not 
               yet due and payable but subject to apportionment as hereinafter 
               provided. 
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          (e)  Recorded utility, water and sewer easements, if any, as existing 
               on the Effective Date, and provided that such easements do not 
               interfere with the existing improvements. 
 
     2.3 Representations and Warranties of Seller. Seller represents and 
warrants as follows: 
 
          (a)  Seller represents that it is authorized to convey title to the 
               Property. 
 
          (b)  There is no litigation pending which involves or affects the 
               Property or the operation thereof which is not covered by 
               Seller's liability insurance carrier and no governmental 
               authority has given notice of increased assessments on the 
               Property. 
 
          (c)  There are no condemnation or eminent domain proceedings of any 
               kind pending against the Property. 
 
          (d)  Seller has not caused or permitted any activity to take place on, 
               in, or under the Property which has generated, manufactured, 
               refined, transported, treated, stored, handled, disposed, 
               transferred, produced or processed any hazardous or toxic 
               substances, except in compliance with all applicable federal, 
               state and local laws, regulations, or ordinances, and Seller has 
               not caused nor permitted and has no knowledge of any release, 
               storage, or disposal of any hazardous or toxic substances, on, in 
               or under the Property. 
 
          (e)  During the term of this Agreement, Seller will (i) not cause or 
               permit any activity to take place on, in or under the Property 
               which will generate, manufacture, refine, transport, treat, 
               store, handle, dispose, transfer, produce or process any 
               hazardous or toxic substances, except in compliance with all 
               applicable federal, state and local laws, regulations or 
               ordinances; (ii) in the event any hazardous or toxic substance is 
               discovered on, in or under the Property, notify Buyer and Seller 
               shall either terminate this Agreement or cause such substance to 
               be removed from the Property in a timely manner in accordance 
               with all governmental requirements, at the sole cost of Seller or 
               Buyer may declare this Agreement terminated in which event there 
               shall be no further liability of one party to the other; (iii) 
               permit Buyer or Buyer's agent(s) to conduct any inspection or 
               tests on, in or under the Property and the buildings thereon 
               which Buyer may deem necessary or desirable, provided such tests 
               do not unreasonably interfere with Seller's use of the Property; 
               (iv) give Buyer prompt notice of any accident or occurrence which 
               results in the release of any hazardous or toxic substance on, in 
               or under the Property, or of any action brought by or threatened 
               by any governmental agency against Seller to enforce any law, 
               regulation or ordinance relating to protection of health or the 
               environment, or any litigation brought or threatened, or any 
               settlements reached by or with any person(s) or group(s) alleging 
               the presence, disposal, release or threatened release of any 
               hazardous or toxic substance on or arising from any activity 
               conducted on the Property, or of any discovery of PCBs, asbestos 
               or underground tank(s) on, in or under the Property. 
 
          (f)  There are no leases or tenancies covering or affecting the 
               Property and at Closing the Property shall be free of any leases 
               or tenancies. 
 
     2.4 Eminent Domain. If prior to the Closing, all or any part of the 
Property is taken by eminent domain or purchased in lieu thereof, Buyer may, by 
written notice to Seller, elect to terminate this Agreement prior to the Closing 
provided that such termination occurs within thirty (30) days after the taking 
and within 
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thirty (30) days after Buyer receives actual notice thereof. In the event that 
Buyer shall so elect, both parties shall be relieved and released of and from 
any further liability hereunder. Unless Buyer terminates this Agreement, it 
shall remain in full force and effect, and Seller shall assign, transfer, and 
set over to Buyer all of Seller's right, title and interest in and to any awards 
or claims that may be made for such taking. 
 
     2.5 Apportionments. The following are to be apportioned as of the close of 
business on the day of the Closing: 
 
          (a)  Current taxes, assessments and sewer rents, if any, shall be 
               apportioned on the basis of the current tax year. Taxes payable 
               during the current tax year shall be apportioned for the tax 
               year. 
 
          (b)  Water charges on the basis of the billing period shall be 
               apportioned, or if there are water meters on the Property, then 
               Seller shall furnish a final reading to the date of Closing and 
               shall pay for the final bill. 
 
          (c)  Seller will request all utility companies to read any meters, if 
               any, which are for services billed directly to Seller to and 
               including the Closing and will be responsible therefor. 
 
     2.6 Marketability of Title. 
 
          (a)  The existence of mortgages, liens, or encumbrances other than 
               those expressly set forth in this Agreement shall not be 
               objections to title, provided that properly executed instruments, 
               in recordable form, necessary to satisfy the same are delivered 
               to Buyer at the Closing together with recording and/or filing 
               fees, and Buyer may pay such mortgages, liens or encumbrances 
               from the cash consideration to be paid to Seller hereunder. 
 
          (b)  In the event that Seller is unable to convey marketable title in 
               accordance with the terms of this Agreement, the sole liability 
               of Seller will be to return the Downpayment, and upon such refund 
               and payment being made this Agreement shall be considered 
               cancelled. Notwithstanding the foregoing, Buyer may accept such 
               title as Seller may be able to convey without reduction or 
               abatement of the Purchase Price. 
 
          (c)  If a search of the title discloses judgments, bankruptcies, or 
               other returns against other persons with names the same or 
               similar to that of Seller, Seller will, on request, deliver or 
               cause to be delivered to Buyer, an affidavit or affidavits, 
               showing that such judgments, bankruptcies, or other returns are 
               not against Seller as the case may be or will pay or otherwise 
               arrange to have them discharged of record. 
 
     2.7 Maintenance of Property. From and after the date of this Agreement to 
and including the Closing, Seller shall maintain the Property, at its expense, 
in the same manner as Seller has maintained it prior to the date of this 
Agreement and shall deliver the Property to Buyer at Closing in the same 
condition as on the Effective Date, normal wear and tear, condemnation or other 
taking by eminent domain or sale in lieu thereof, and damage or destruction 
caused by fire, windstorm, or other calamity beyond the control of Seller 
excepted. 
 
                                    SECTION 3 
                                     CLOSING 
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     3.1 Closing. The Closing shall take place at a time and location mutually 
agreed upon by the parties (the "CLOSING"). 
 
                                    SECTION 4 
                                  MISCELLANEOUS 
 
     4.1 Brokerage. Seller and Buyer each represents to the other that it has 
dealt with no broker in connection with this Agreement. Seller and Buyer each 
hereby agrees to indemnify, defend and save harmless the other against and from 
any and all claims, liability and expense (including reasonable attorney's fees) 
incurred by the other as a result of any commission or compensation claimed by 
or due to any other broker as a result of a breach of the foregoing 
representation. This Section 4.1 shall survive the Closing or, if the Closing 
does not occur, the termination of this Agreement. 
 
     4.2 Survival of Representations and Warranties. Each of the parties hereto 
covenants and agrees that its representations and warranties contained in this 
Agreement and in any document delivered or to be delivered pursuant to this 
Agreement and in connection with the Closing hereunder shall survive the 
Closing, unless specifically stated otherwise herein. 
 
     4.3 Risk of Loss. The risk of loss or damage to said premises by fire or 
other casualty, or by taking by eminent domain, until delivery of the deed as 
herein provided, shall be assumed by Seller, and upon the happening of such 
event, Buyer shall have the election of terminating this agreement without 
further liability hereunder, in which event the Downpayment shall be returned, 
or of completing this purchase and receiving the insurance monies, collectible 
for such loss or damage, or the award for such taking by eminent domain. 
 
     4.4 Occurrence of Conditions Precedent. The parties hereto agree to use 
their best efforts to cause all conditions precedent to their obligations under 
this Agreement to be satisfied. 
 
     4.5 Notices. All notices, requests, demands and other communications which 
are required or may be given under this Agreement shall be in writing and shall 
be deemed to have been duly given if delivered personally or sent by registered 
or certified mail, return receipt requested, postage prepaid or to such other 
address as any party shall have specified by notice in writing to the holder or 
to such other address as any party shall have specified by notice in writing to 
the other: 
 
               If to Seller: 
 
               MRC Partners, L.P. 
               300 South 8th Street 
               Waco, Texas 76701 
 
               With a Copy To: 
               _____________________________________ 
               _____________________________________ 
               _____________________________________ 
 
               If to Buyer: 
 
               [___________________________________] 
               2000 Technology Parkway 
               Newark, New York  14513 
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               With a Copy To: 
 
               Harter Secrest & Emery LLP 
               1600 Bausch & Lomb Place 
               Rochester, New York 14604 
               Attention: Jeffrey H. Bowen, Esq. 
 
     4.6 Public Announcements and Confidentiality. Seller represents and 
warrants that it will not issue any press release or otherwise make any public 
statements with respect to the transactions contemplated hereby. Buyer hereby 
agrees that it will use reasonable efforts to keep the terms and provisions of 
this Agreement confidential, provided, however, Buyer may disclose the terms and 
conditions of this Agreement to Buyer's legal, financial, engineering, 
construction and design professionals and consultants. 
 
     4.7 Entire Agreement. This Agreement constitutes the entire agreement among 
the parties hereto with respect to the subject matter hereof. 
 
     4.8 Binding Effect; Benefits. This Agreement shall inure to the benefit of 
and be binding upon the parties hereto and their respective executors, trustees, 
distributees, heirs, successors and assigns. Nothing in this Agreement, 
expressed or implied, is intended to confer on any other person other than the 
parties hereto, or their respective executors, trustees, distributees, heirs, 
successors and assigns, any rights, remedies, obligations under or by reason of 
this Agreement. 
 
     4.9 Assignability. This Agreement and any rights pursuant hereto shall be 
fully assignable by Buyer without the need for written consent of Seller. 
 
     4.10 Applicable Law. This Agreement and the legal relations between the 
parties hereto shall be governed by and construed in accordance with the laws of 
the State of New York. 
 
     4.11 Section and Other Headings. The section and other headings contained 
in this Agreement are for reference purposes only and shall not affect the 
meaning or interpretation of this Agreement. 
 
     4.12 Accounting Terms. Each accounting term not defined in this Agreement, 
and each accounting term partly defined in this Agreement to the extent not 
defined, shall have the meaning given to it under generally accepted accounting 
principles. 
 
     4.13 Exhibits. All exhibits mentioned in this Agreement shall be attached 
to this Agreement and shall form an integral part hereof. 
 
     4.14 Counterparts and Time for Signatures. This Agreement may be executed 
in any number of counterparts, each of which shall be deemed to be an original 
and all of which together shall be deemed to be one and the same instrument. 
 
     4.15 FIRPTA. In the event that Seller is a "foreign person", as defined in 
Internal Revenue Code Section 1445 and regulations issued thereunder 
(collectively, the "CODE WITHHOLDING SECTION"), or in the event that Seller 
fails to deliver the certification of non-foreign status required under Section 
8.04(b), or in the event that Buyer is not entitled under the Code Withholding 
Section to rely on such certification, Buyer shall deduct and withhold from the 
Purchase Price a sum equal to ten percent (10%) thereof and shall at the Closing 
remit the withheld amount with Forms 8288 and 8288A (or any successors thereto) 
to the Internal Revenue Service. 
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     IN WITNESS WHEREOF, the undersigned have duly executed and delivered this 
Agreement as of the Effective Date. 
 
                                        SELLER: 
                                        MRC PARTNERS, L.P. 
 
 
                                        By: 
                                            ------------------------------------ 
                                        Name: 
                                              ---------------------------------- 
                                        Title 
                                              ---------------------------------- 
 
 
                                        BUYER: 
                                        [                          ] 
                                         -------------------------- 
 
 
                                        By: 
                                            ------------------------------------ 
                                        Name: 
                                              ---------------------------------- 
                                        Title 
                                              ---------------------------------- 
 
ESCROW TERMS AGREED TO: 
Harter, Secrest & Emery LLP 
 
 
By: 
    --------------------------------- 
Name: Jeffrey H. Bowen, Esq. 
Title: Partner 
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                                   SCHEDULE 1 
 
METES AND BOUNDS OR TAX MAP TO BE PROVIDED BY SELLER. 
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                                                                   Exhibit 2.1.5 
 
                          REGISTRATION RIGHTS AGREEMENT 
 
     This Registration Rights Agreement (the "Agreement") is made as of the 3rd 
day of July, 2006 between ULTRALIFE BATTERIES, INC., a Delaware corporation (the 
"Company") and Thomas Hauke, Earl Martin, Sr., Frank Alexander and James Evans 
(each individually, a "Holder" and collectively, the "Holders"). 
 
     The Company, MR Acquisition Sub, McDowell Research Ltd. ("Seller") and the 
Holders have entered into that certain Asset Purchase Agreement (the "Asset 
Purchase Agreement") pursuant to which the Company issued its Subordinated 
Convertible Promissory Note to Seller as partial consideration for the Purchase 
Price (the "Note"), which Note is convertible into shares of the Company's 
Common Stock (the "Shares") at a conversion price of $15.00 per share, and also 
pursuant to which the Company agreed to register the Shares. The Holders are the 
sole shareholders of the parent of the Seller and, as a result of the 
transactions contemplated by the Asset Purchase Agreement, will become the 
beneficial owners of the Note and the Shares issuable on conversion of the Note. 
 
     Capitalized terms not defined in this Agreement shall have the meanings 
given them in the Asset Purchase Agreement. 
 
     In consideration of the covenants and conditions set forth in this 
Agreement, the parties agree as follows: 
 
1.   REGISTRATION; COMPLIANCE WITH THE SECURITIES ACT; COVENANTS 
 
     1.1  REGISTRATION OF SHARES 
 
          1.1.1 REGISTRATION STATEMENT; EXPENSES 
 
The Company shall: 
 
     (A) use its best efforts to prepare and file with the Securities and 
Exchange Commission (the "Commission") within forty-five (45) days of the date 
of Closing a Registration Statement on Form S-3 (or, if the Company is 
ineligible to use Form S-3, then on Form S-1) relating to the sale of the Shares 
by the Holders from time to time on the Nasdaq National Market (or the 
facilities of any national securities exchange on which the Company's Common 
Stock is then traded) or in privately negotiated transactions (the "Registration 
Statement"); 
 
     (B) provide to the Holders any information required to permit the sale of 
the Shares under Rule 144A of the Securities Act; 
 
     (C) subject to receipt of necessary information from the Holders, use its 
reasonable best efforts to cause the Commission to declare the Registration 
Statement effective as soon as practicable after the Registration Statement is 
filed with the Commission; 
 



 
 
     (D) notify the Holders promptly upon the Registration Statement, and any 
post-effective amendment thereto, being declared effective by the Commission; 
 
     (E) prepare and file with the Commission such amendments and supplements to 
the Registration Statement and the Prospectus (as defined in Section 1.3.1 
below) and take such other action, if any, as may be necessary to comply with 
Rule 415 and other applicable rules of the Commission as shall be necessary to 
keep the Registration Statement effective until the earlier of (i) the date on 
which the Shares may be resold by the Holders without registration and without 
regard to any volume limitations by reason of Rule 144(k) under the Securities 
Act or any other rule of similar effect or (ii) all of the Shares have been sold 
pursuant to the Registration Statement or Rule 144 under the Securities Act or 
any other rule of similar effect; 
 
     (F) promptly furnish to the Holders with respect to the Shares registered 
under the Registration Statement such reasonable number of copies of the 
Prospectus, including any supplements to or amendments of the Prospectus, in 
order to facilitate the public sale or other disposition of all or any of the 
Shares by the Holders; 
 
     (G) during the period when copies of the Prospectus are required to be 
delivered under the Securities Act or the Exchange Act, will file all documents 
required to be filed with the Commission pursuant to Sections 13, 14 or 15 of 
the Exchange Act within the time periods required by the Exchange Act and the 
rules and regulations promulgated thereunder; 
 
     (H) file documents required of the Company for customary Blue Sky clearance 
in all states requiring Blue Sky clearance; provided, however, that the Company 
shall not be required to qualify to do business or consent to service of process 
in any jurisdiction in which it is not now so qualified or has not so consented; 
 
     (I) advise the Holders, promptly after it shall receive notice or obtain 
knowledge of the issuance of any stop order by the Commission delaying or 
suspending the effectiveness of the Registration Statement or of the initiation 
of any proceeding for that purpose; and it will promptly use its best efforts to 
prevent the issuance of any stop order or to obtain its withdrawal at the 
earliest practicable moment if such stop order should be issued; and 
 
     (J) bear all expenses in connection with the procedures in paragraphs (a) 
through (i) of this Section 1.1.1 and the registration of the Shares pursuant to 
the Registration Statement. 
 
     1.2 TRANSFER OF SHARES AFTER REGISTRATION 
 
Each Holder agrees that he will not effect any disposition of the Shares or 
right to purchase the Shares that would constitute a sale within the meaning of 
the Securities Act, except as contemplated in the Registration Statement 
referred to in Section 1.1 or as otherwise permitted by law, and that he will 
promptly notify the Company of any changes in the information set forth in the 
Registration Statement regarding the Holder or the Holder's plan of 
distribution. 
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     1.3 INDEMNIFICATION 
 
For the purpose of this Section 1.3, the term "Registration Statement" shall 
include any preliminary or final prospectus, exhibit, supplement or amendment 
included in or relating to the Registration Statement referred to in Section 
1.1. 
 
          1.3.1 INDEMNIFICATION BY THE COMPANY 
 
The Company agrees to indemnify and hold harmless each Holder and each person, 
if any, who controls a Holder within the meaning of the Securities Act, against 
any losses, claims, damages, liabilities or expenses, joint or several, to which 
the Holder or such controlling person may become subject, under the Securities 
Act, the Exchange Act, or any other federal or state statutory law or 
regulation, or at common law or otherwise (including in settlement of any 
litigation, if such settlement is effected with the written consent of the 
Company, which consent shall not be unreasonably withheld), insofar as such 
losses, claims, damages, liabilities or expenses (or actions in respect thereof 
as contemplated below) arise out of or are based upon any untrue statement or 
alleged untrue statement of any material fact contained in the Registration 
Statement, including the Prospectus, financial statements and schedules, and all 
other documents filed as a part thereof, as amended at the time of effectiveness 
of the Registration Statement, including any information deemed to be a part 
thereof as of the time of effectiveness pursuant to paragraph (b) of Rule 430A, 
or pursuant to Rule 424, of the Rules and Regulations, or the Prospectus, in the 
form first filed with the Commission pursuant to Rule 424(b) of the Regulations, 
or filed as part of the Registration Statement at the time of effectiveness if 
no Rule 424(b) filing is required (the "Prospectus"), or any amendment or 
supplement thereto, or arise out of or are based upon the omission or alleged 
omission to state in any of them a material fact required to be stated therein 
or necessary to make the statements in any of them, in light of the 
circumstances under which they were made, not misleading, or arise out of or are 
based in whole or in part on any inaccuracy in the representations and 
warranties of the Company contained in this Agreement, or any failure of the 
Company to perform its obligations under this Agreement or under applicable law, 
and will reimburse the Holder and each such controlling person for any legal and 
other expenses as such expenses are reasonably incurred by the Holder or such 
controlling person in connection with investigating, defending, settling, 
compromising or paying any such loss, claim, damage, liability, expense or 
action; provided, however, that the Company will not be liable in any such case 
to the extent that any such loss, claim, damage, liability or expense arises out 
of or is based upon (i) an untrue statement or alleged untrue statement or 
omission or alleged omission made in the Registration Statement, the Prospectus 
or any amendment or supplement of the Registration Statement or Prospectus in 
reliance upon and in conformity with written information furnished to the 
Company by or on behalf of the Holder expressly for use in the Registration 
Statement or the Prospectus, or (ii) the failure of the Holder to comply with 
the covenants and agreements contained in the Asset Purchase Agreement or in 
Section 1.2 of this Agreement respecting resale of the Shares, or (iii) the 
inaccuracy of any representations made by the Holder in this Agreement or (iv) 
any untrue statement or omission of a material fact required to make such 
statement not misleading in any Prospectus that is corrected in any subsequent 
Prospectus that was delivered to the Holder before the pertinent sale or sales 
by the Holder. 
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          1.3.2 INDEMNIFICATION BY THE HOLDERS 
 
Each Holder will, severally and not jointly, indemnify and hold harmless the 
Company, each of its directors, each of its officers who signed the Registration 
Statement and each person, if any, who controls the Company within the meaning 
of the Securities Act, against any losses, claims, damages, liabilities or 
expenses to which the Company, each of its directors, each of its officers who 
signed the Registration Statement or controlling person may become subject, 
under the Securities Act, the Exchange Act, or any other federal or state 
statutory law or regulation, or at common law or otherwise (including in 
settlement of any litigation, if such settlement is effected with the written 
consent of the Holder, which consent shall not be unreasonably withheld) insofar 
as such losses, claims, damages, liabilities or expenses (or actions in respect 
thereof as contemplated below) arise out of or are based upon (i) any failure on 
the part of the Holder to comply with the covenants and agreements contained in 
the Asset Purchase Agreement or Section 1.2 of this Agreement respecting the 
sale of the Shares or (ii) the inaccuracy of any representation made by the 
Holder in this Agreement or (iii) any untrue or alleged untrue statement of any 
material fact contained in the Registration Statement, the Prospectus, or any 
amendment or supplement to the Registration Statement or Prospectus, or arise 
out of or are based upon the omission or alleged omission to state therein a 
material fact required to be stated therein or necessary to make the statements 
therein not misleading, in each case to the extent, but only to the extent, that 
such untrue statement or alleged untrue statement or omission or alleged 
omission was made in the Registration Statement, the Prospectus, or any 
amendment or supplement thereto, in reliance upon and in conformity with written 
information furnished to the Company by or on behalf of the Holder expressly for 
use therein; provided, however, that the Holder shall not be liable for any such 
untrue or alleged untrue statement or omission or alleged omission of which the 
Holder has delivered to the Company in writing a correction before the 
occurrence of the transaction from which such loss was incurred, and the Holder 
will reimburse the Company, each of its directors, each of its officers who 
signed the Registration Statement or controlling person for any legal and other 
expense reasonably incurred by the Company, each of its directors, each of its 
officers who signed the Registration Statement or controlling person in 
connection with investigating, defending, settling, compromising or paying any 
such loss, claim, damage, liability, expense or action. 
 
          1.3.3 INDEMNIFICATION PROCEDURE 
 
     (A) Promptly after receipt by an indemnified party under this Section 1.3 
of notice of the threat or commencement of any action, such indemnified party 
will, if a claim in respect thereof is to be made against an indemnifying party 
under this Section 1.3, promptly notify the indemnifying party in writing of the 
claim; but the omission so to notify the indemnifying party will not relieve it 
from any liability which it may have to any indemnified party for contribution 
or otherwise under the indemnity agreement contained in this Section 1.3 or to 
the extent it is not prejudiced as a result of such failure. 
 
     (B) In case any such action is brought against any indemnified party and 
such indemnified party seeks or intends to seek indemnity from an indemnifying 
party, the indemnifying party will be entitled to participate in, and, to the 
extent that it may wish, jointly with all other indemnifying parties similarly 
notified, to assume the defense thereof with counsel reasonably satisfactory to 
such indemnified party; provided, however, if the defendants in any such action 
include both the 
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indemnified party and the indemnifying party and the indemnified party shall 
have reasonably concluded that there may be a conflict between the positions of 
the indemnifying party and the indemnified party in conducting the defense of 
any such action or that there may be legal defenses available to it or other 
indemnified parties that are different from or additional to those available to 
the indemnifying party, the indemnified party or parties shall have the right to 
select separate counsel to assume such legal defenses and to otherwise 
participate in the defense of such action on behalf of such indemnified party or 
parties. Upon receipt of notice from the indemnifying party to such indemnified 
party of its election so to assume the defense of such action and approval by 
the indemnified party of counsel, the indemnifying party will not be liable to 
such indemnified party under this Section 1.3 for any legal or other expenses 
subsequently incurred by such indemnified party in connection with the defense 
thereof unless: 
 
          (I) the indemnified party shall have employed such counsel in 
connection with the assumption of legal defenses in accordance with the proviso 
to the preceding sentence (it being understood, however, that the indemnifying 
party shall not be liable for the expenses of more than one separate counsel, 
approved by such indemnifying party representing all of the indemnified parties 
who are parties to such action) or 
 
          (II) the indemnifying party shall not have employed counsel reasonably 
satisfactory to the indemnified party to represent the indemnified party within 
a reasonable time after notice of commencement of action, in each of which cases 
the reasonable fees and expenses of counsel shall be at the expense of the 
indemnifying party. Notwithstanding the provisions of this Section 1.3, the 
Holder shall not be liable for any indemnification obligation under this 
Agreement in excess of the amount of net proceeds received by the Holder from 
the sale of the Shares. 
 
          1.3.4 CONTRIBUTION 
 
If the indemnification provided for in this Section 1.3 is required by its terms 
but is for any reason held to be unavailable to or otherwise insufficient to 
hold harmless an indemnified party under this Section 1.3 in respect to any 
losses, claims, damages, liabilities or expenses referred to in this Agreement, 
then each applicable indemnifying party shall contribute to the amount paid or 
payable by such indemnified party as a result of any losses, claims, damages, 
liabilities or expenses referred to in this Agreement 
 
     (A) in such proportion as is appropriate to reflect the relative benefits 
received by the Company and the Holder from the sale of the Shares, or 
 
     (B) if the allocation provided by clause (a) above is not permitted by 
applicable law, in such proportion as is appropriate to reflect not only the 
relative benefits referred to in clause (a) above but the relative fault of the 
Company and the Holder in connection with the statements or omissions or 
inaccuracies in the representations and warranties in this Agreement that 
resulted in such losses, claims, damages, liabilities or expenses, as well as 
any other relevant equitable considerations. 
 
The respective relative benefits received by the Company on the one hand and the 
Holders on the other shall be deemed to be in the same proportion as the 
conversion rate of the Note paid by the Holders to the Company pursuant to this 
Agreement for the Shares issued to the Holder that were sold pursuant to the 
Registration Statement bears to the difference (the "Difference") between the 
amount the Holder in effect paid for the Shares issued on conversion of the Note 
that were 
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sold pursuant to the Registration Statement and the amount received by the 
Holder from such sale. The relative fault of the Company and the Holder shall be 
determined by reference to, among other things, whether the untrue or alleged 
statement of a material fact or the omission or alleged omission to state a 
material fact or the inaccurate or the alleged inaccurate representation or 
warranty relates to information supplied by the Company or by the Holder and the 
parties' relative intent, knowledge, access to information and opportunity to 
correct or prevent such statement or omission. The amount paid or payable by a 
party as a result of the losses, claims, damages, liabilities and expenses 
referred to above shall be deemed to include, subject to the limitations set 
forth in Section 1.3.3, any legal or other fees or expenses reasonably incurred 
by such party in connection with investigating or defending any action or claim. 
The provisions set forth in Section 1.3.3 with respect to the notice of the 
threat or commencement of any threat or action shall apply if a claim for 
contribution is to be made under this Section 1.3.4; provided, however, that no 
additional notice shall be required with respect to any threat or action for 
which notice has been given under Section 1.3 for purposes of indemnification. 
The Company and each Holder agree that it would not be just and equitable if 
contribution pursuant to this Section 1.3 were determined solely by pro rata 
allocation (even if the Holder were treated as one entity for such purpose) or 
by any other method of allocation which does not take account of the equitable 
considerations referred to in this paragraph. Notwithstanding the provisions of 
this Section 1.3, the Holder shall not be required to contribute any amount in 
excess of the amount by which the Difference exceeds the amount of any damages 
that the Holder has otherwise been required to pay by reason of such untrue or 
alleged untrue statement or omission or alleged omission. No person guilty of 
fraudulent misrepresentation (within the meaning of Section 11(f) of the 
Securities Act) shall be entitled to contribution from any person who was not 
guilty of such fraudulent misrepresentation. 
 
     1.4 TERMINATION OF CONDITIONS AND OBLIGATIONS 
 
The restrictions imposed by the Asset Purchase Agreement or this Agreement upon 
the transferability of the Shares shall cease and terminate as to any particular 
number of the Shares upon the passage of two years from the Closing Date or at 
such time as an opinion of counsel satisfactory in form and substance to the 
Company shall have been rendered to the effect that such conditions are not 
necessary in order to comply with the registration requirements of the 
Securities Act. 
 
     1.5 INFORMATION AVAILABLE 
 
From the date of this Agreement through the date the Registration Statement 
covering the resale of Shares owned by the Holder is no longer effective, the 
Company will furnish to the Holder: 
 
     (A) as soon as practicable after available (but in the case of the 
Company's Annual Report to Stockholders, within 90 days after the end of each 
fiscal year of the Company), one copy of 
 
          (I) its Annual Report to Stockholders (which Annual Report shall 
contain financial statements audited in accordance with generally accepted 
accounting principles by a national firm of certified public accountants); 
 
          (II) if not included in substance in the Annual Report to 
Stockholders, its Annual Report on Form 10-K; 
 
 
                                        6 
 



 
 
          (III) if not included in substance in its Quarterly Reports to 
Stockholders, its quarterly reports on Form 10-Q; and 
 
          (IV) a full copy of the particular Registration Statement covering the 
Shares (the foregoing, in each case, excluding exhibits); 
 
     (B) upon the request of a Holder, a reasonable number of copies of the 
Prospectus to supply to any other party requiring the Prospectus. 
 
     1.6 RULE 144 INFORMATION 
 
Until the earlier of (i) the date on which the Shares may be resold by a Holder 
without registration and without regard to any volume limitations by reason of 
Rule 144(k) under the Securities Act or any other rule of similar effect or (ii) 
all of the Shares have been sold pursuant to the Registration Statement or Rule 
144 under the Securities Act or any other rule of similar effect, the Company 
shall file all reports required to be filed by it under the Securities Act, the 
Rules and Regulations and the Exchange Act and shall take such further action to 
the extent required to enable the Holders to sell the Shares pursuant to Rule 
144 under the Securities Act (as such rule may be amended from time to time). 
 
2.   REPRESENTATIONS, WARRANTIES AND COVENANTS OF THE HOLDERS 
 
     2.1  SECURITIES LAW REPRESENTATIONS AND WARRANTIES 
 
     Each Holder, severally and not jointly, represents, warrants and covenants 
to the Company as follows: 
 
     (A) The Holder has acquired or will be acquiring the Shares for the 
Holder's own account for investment only, and has no present intention of 
distributing any of the Shares, nor any arrangement or understanding with any 
other persons regarding the distribution of the Shares within the meaning of 
Section 2(11) of the Securities Act, other than as contemplated in Section 1 of 
this Agreement. 
 
     (B) The Holder will not, directly or indirectly, offer, sell, pledge, 
transfer or otherwise dispose of (or solicit any offers to buy, purchase or 
otherwise acquire or take a pledge of) any of the Shares except in compliance 
with the Securities Act and rules and regulations promulgated thereunder the 
"Rules and Regulations"). 
 
     (C) The Holder has completed or caused to be completed the Registration 
Statement Questionnaire, attached to this Agreement as Appendix I, for use in 
preparation of the Registration Statement, and the answers to the Questionnaire 
are true and correct as of the date of this Agreement and will be true and 
correct as of the effective date of the Registration Statement; provided, 
however, that the Holder shall be entitled to update such information by 
providing notice thereof to the Company before the effective date of the 
Registration Statement. 
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     2.2  RESALES OF SHARES 
 
          (A) Each Holder hereby covenants with the Company not to make any sale 
of the Shares without satisfying the requirements of the Securities Act and the 
rules and regulations promulgated thereunder, including, in the event of any 
resale under the Registration Statement, the prospectus delivery requirements 
under the Securities Act, and each Holder acknowledges and agrees that such 
Shares are not transferable on the books of the Company pursuant to a resale 
under the Registration statement unless the certificate submitted to the 
transfer agent evidencing the Shares is accompanied by a separate certificate 
 
               (I) in the form of Appendix II to this Agreement; 
 
               (II) executed by the Holder individually, or if the Holder is an 
entity, by an officer of, or other authorized person designated by, the Holder; 
and 
 
               (III) to the effect that (a) the Shares have been sold in 
accordance with the Registration Statement and (b) the requirement of delivering 
a current prospectus has been satisfied. 
 
          (B) Each Holder acknowledges that there may occasionally be times when 
the Company determines, in good faith following consultation with its Board of 
Directors or a committee thereof, the use of the Prospectus forming a part of 
the Registration Statement should be suspended until such time as an amendment 
or supplement to the Registration Statement or the Prospectus has been filed by 
the Company with the Commission and any such amendment to the Registration 
Statement is declared effective by the Commission, or until such time as the 
Company has filed an appropriate report with the Commission pursuant to the 
Exchange Act. Each Holder hereby covenants that the Holder will not sell any 
Shares pursuant to the Prospectus during the period commencing at the time at 
which the Company gives the Holder written notice of the suspension of the use 
of the Prospectus and ending at the time the Company gives the Holder written 
notice that the Holder may thereafter effect sales pursuant to the Prospectus. 
The Company may, upon written notice to the Holder, suspend the use of the 
Prospectus for up to thirty (30) days in any 365-day period based on the 
reasonable determination of the Company's Board of Directors that there is a 
significant business purpose for such determination, such as pending corporate 
developments, public filings with the Commission or similar events. The Company 
shall in no event be required to disclose the business purpose for which it has 
suspended the use of the Prospectus if the Company determines in its good faith 
judgment that the business purpose should remain confidential. In addition, the 
Company shall notify each Holder (i) of any request by the Commission for an 
amendment or any supplement to such Registration Statement or the Prospectus, or 
any other information request by any other governmental agency directly relating 
to the sale of Shares, and (ii) of the issuance by the Commission of any stop 
order suspending the effectiveness of the Registration Statement or of any order 
preventing or suspending the use of the Prospectus or the initiation or threat 
of any proceeding for that purpose. 
 
          (C) Each Holder further covenants to notify the Company promptly of 
the sale of any of the Shares, other than sales pursuant to the Registration 
Statement or sales upon termination of the transfer restrictions pursuant to 
Section 1.4 of this Agreement. 
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3.   MISCELLANEOUS 
 
     3.1  COUNTERPARTS 
 
     This Agreement may be executed in counterparts, each of which will be 
deemed an original but all of which will be deemed one instrument. 
 
     3.2  SURVIVAL OF REPRESENTATIONS AND WARRANTIES 
 
     All representations and warranties made in this Agreement or any other 
instrument or document delivered in connection herewith shall survive the 
execution and delivery hereof. 
 
     3.3  PRIOR AGREEMENTS 
 
     This Agreement constitutes the entire agreement between the parties and 
supersedes any prior or contemporaneous understandings or agreements concerning 
the subject matter hereof. 
 
     3.4  SEVERABILITY 
 
     The invalidity or unenforceability of any provision hereof shall in no way 
affect the validity or enforceability of any other provision. 
 
     3.5  GOVERNING LAW 
 
     This Agreement shall be governed by, and construed in accordance with, the 
laws of the State of New York. The rights of the parties under this Agreement 
are unique and, accordingly, the parties shall, in addition to such other 
remedies as may be available to any of them at law or in equity, have the right 
to enforce their rights hereunder by actions of specific performance to the 
extend permitted by law. 
 
     3.6  HEADINGS 
 
     Section and subsection headings in this Agreement are included herein for 
convenience of reference only and shall not constitute a part of the Agreement 
for any other purpose. 
 
     3.7  AMENDMENTS AND WAIVERS 
 
     This Agreement may not be amended, supplemented or otherwise modified 
except by an instrument in writing signed by both parties that specifically 
refers to this Agreement. Either party hereto may, only by an instrument in 
writing, waive compliance by the other party hereto with any term or provision 
of this Agreement on the part of such other party to be performed or complied 
with. The waiver by a party hereto of a breach of any term or provision of this 
Agreement shall not be construed as a waiver of any subsequent breach. Any 
amendment or waiver effected in accordance with this Section 3.7 shall be 
binding upon each party and its permitted assigns. 
 
     IN WITNESS WHEREOF, the parties have executed this Agreement as of the date 
first above written. 
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ULTRALIFE BATTERIES, INC. 
 
 
By: 
    ------------------------------------ 
Name: John D. Kavazanjian 
Title: Chief Executive Officer 
 
 
HOLDERS: 
 
Print Name: Thomas Hauke 
 
 
- ---------------------------------------- 
Signature 
 
Print Name: Earl Martin, Sr. 
 
 
- ---------------------------------------- 
Signature 
 
Print Name: Frank Alexander 
 
 
- ---------------------------------------- 
Signature 
 
Print Name: James Evans 
 
 
- ---------------------------------------- 
Signature 
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                                   APPENDIX I 
 
                            ULTRALIFE BATTERIES, INC. 
 
                      REGISTRATION STATEMENT QUESTIONNAIRE 
 
In connection with the preparation of the Registration Statement, please provide 
us with the following information: 
 
1.   Pursuant to the "Selling Stockholder" section of the Registration 
     Statement, please state your or your organization's name exactly as it 
     should appear in the Registration Statement: 
 
     _____________________________________________ 
 
2.   Please provide the number of shares that you or your organization will own 
     immediately after Closing, including those Shares issued to you or your 
     organization pursuant to the conversion of the Note issued pursuant to the 
     Asset Purchase Agreement and those shares purchased by you or your 
     organization through other transactions: 
 
     _____________________________________________ 
 
3.   Have you or your organization had any position, office or other material 
     relationship within the past three years with the Company or its 
     affiliates? 
 
     _____ Yes _____ No 
 
If yes, please indicate the nature of any such relationships below: 
 
__________________________________________________ 
 
__________________________________________________ 
 
__________________________________________________ 
 
__________________________________________________ 
 



 
 
                                   APPENDIX II 
 
                     HOLDER'S CERTIFICATE OF SUBSEQUENT SALE 
 
The undersigned, an officer of, or other person duly authorized by 
 
________________________________________________________________________________ 
              [fill in official name of individual or institution] 
 
hereby certifies that he/she/it is the Holder of the shares evidenced by the 
attached certificate, and as such, sold such shares on ________________, 200__ 
in accordance with Registration Statement No. 333-________________, and complied 
with the requirement of delivering a current prospectus in connection with such 
sale. 
 
PRINT OR TYPE: 
 
Name of Holder (Individual or Institution): 
 
________________________________________________________________________________ 
 
Name of Individual representing Holder (if an Institution) 
 
________________________________________________________________________________ 
 
Title of Individual representing Holder (if an Institution): 
 
________________________________________________________________________________ 
 
SIGNATURE: 
 
Individual Holder or Individual representing Holder: 
 
 
- -------------------------------------------------------------------------------- 


