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ITEM 1. FINANCIAL STATEMENTS
Empire State Realty Trust, Inc.
Condensed Consolidated Balance Sheets
(amounts in thousands, except share and per share amounts)

March 31,
2018

December 31,
2017

ASSETS (unaudited)
Commercial real estate properties, at cost:
Land $201,196 $ 201,196
Development costs 7,986 7,986
Building and improvements 2,495,901 2,458,473

2,705,083 2,667,655
Less: accumulated depreciation (678,250 ) (656,900 )
Commercial real estate properties, net 2,026,833 2,010,755
Cash and cash equivalents 690,471 464,344
Restricted cash 61,699 65,853
Tenant and other receivables, net of allowance of $1,128 and $1,422 in 2018 and 2017,
respectively 25,156 28,329

Deferred rent receivables, net of allowance of $0 and $185 in 2018 and 2017, respectively 184,667 178,629
Prepaid expenses and other assets 39,393 61,028
Deferred costs, net 255,844 262,701
Acquired below-market ground leases, net 366,271 368,229
Goodwill 491,479 491,479
Total assets $4,141,813 $ 3,931,347
LIABILITIES AND EQUITY
Liabilities:
Mortgage notes payable, net $610,826 $ 717,164
Senior unsecured notes, net 1,043,677 707,895
Unsecured term loan facility, net 263,777 263,662
Unsecured revolving credit facility — —
Accounts payable and accrued expenses 106,830 110,849
Acquired below-market leases, net 62,418 66,047
Deferred revenue and other liabilities 37,499 40,907
Tenants’ security deposits 43,448 47,086
Total liabilities 2,168,475 1,953,610
Commitments and contingencies
Equity:
Empire State Realty Trust, Inc. stockholders' equity:
Preferred stock, $0.01 par value per share, 50,000,000 shares authorized, none issued or
outstanding — —

Class A common stock, $0.01 par value per share, 400,000,000 shares authorized,
163,321,049 shares issued and outstanding and 160,424,575 shares issued and outstanding
in 2018 and 2017, respectively

1,633 1,604

Class B common stock, $0.01 par value per share, 50,000,000 shares authorized, 1,048,161
and 1,052,469 shares issued and outstanding in 2018 and 2017, respectively 10 11

Additional paid-in capital 1,138,600 1,128,460
Accumulated other comprehensive loss (6,037 ) (8,555 )
Retained earnings 39,323 46,762
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Total Empire State Realty Trust, Inc.'s stockholders' equity 1,173,529 1,168,282
Non-controlling interests in operating partnership 791,805 801,451
Private perpetual preferred units, $16.62 per unit liquidation preference, 1,560,360 issued
and outstanding in 2018 and 2017 8,004 8,004

Total equity 1,973,338 1,977,737
Total liabilities and equity $4,141,813 $ 3,931,347

The accompanying notes are an integral part of these consolidated financial statements 
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Empire State Realty Trust, Inc.
Condensed Consolidated Statements of Income
(unaudited)
(amounts in thousands, except per share amounts)

Three Months Ended
March 31,
2018 2017

Revenues:
Rental revenue $122,311 $117,113
Tenant expense reimbursement 17,794 15,974
Observatory revenue 21,249 20,940
Lease termination fees 622 7,938
Third-party management and other fees 463 351
Other revenue and fees 6,057 2,638
Total revenues 168,496 164,954
Operating expenses:
Property operating expenses 44,185 42,210
Ground rent expenses 2,331 2,331
General and administrative expenses 12,628 11,088
Observatory expenses 7,336 7,255
Real estate taxes 26,744 24,558
Depreciation and amortization 39,883 40,846
Total operating expenses 133,107 128,288
Total operating income 35,389 36,666
Other expenses:
Interest expense (17,591 ) (17,742 )
Loss from derivative financial instruments — (247 )
Income before income taxes 17,798 18,677
Income tax benefit 260 468
Net income 18,058 19,145
Private perpetual preferred unit distributions (234 ) (234 )
Net income attributable to non-controlling interests (8,056 ) (8,926 )
Net income attributable to common stockholders $9,768 $9,985

Total weighted average shares:
Basic 162,667 156,493
Diluted 296,827 297,962

Earnings per share attributable to common stockholders:
Basic $0.06 $0.06
Diluted $0.06 $0.06

Dividends per share $0.105 $0.105

The accompanying notes are an integral part of these consolidated financial statements
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Empire State Realty Trust, Inc.
Condensed Consolidated Statements of Comprehensive Income
(unaudited)
(amounts in thousands)

Three Months
Ended March 31,
2018 2017

Net income $18,058 $19,145
Other comprehensive income:
Unrealized gain on valuation of interest rate swap agreements 4,180 1,394
Less amount reclassified into interest expense 599 —
     Other comprehensive income 4,779 1,394
Comprehensive income 22,837 20,539
Net income attributable to non-controlling interests and private perpetual preferred unitholders (8,290 ) (9,160 )
Other comprehensive income attributable to non-controlling interests (2,160 ) (658 )
Comprehensive income attributable to common stockholders $12,387 $10,721

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

4

Edgar Filing: Empire State Realty Trust, Inc. - Form 10-Q

8



Empire State Realty Trust, Inc.
Condensed Consolidated Statements of Stockholders' Equity
For The Three Months Ended March 31, 2018
(unaudited)
(amounts in thousands)

Number
of Class
A
Common
Shares

Class
A
Common
Stock

Number
of
Class
B
Common
Shares

Class
B
Common
Stock

Additional
Paid-In
Capital

Accumulated
Other
Comprehensive
Income
(Loss)

Retained
Earnings

Total
Stockholders'
Equity

Non-controlling
Interests

Private
Perpetual
Preferred
Units

Total Equity

Balance at
December 31,
2017

160,425 $1,604 1,052 $11 $1,128,460 $(8,555) $46,762 $1,168,282 $801,451 $8,004 $1,977,737

Conversion of
operating
partnership
units and Class
B shares to
Class A shares

2,870 29 (4 ) (1 ) 10,162 (101 ) — 10,089 (10,089 ) — —

Equity
compensation:
LTIP units — — — — — — — — 4,577 — 4,577
Restricted
stock, net of
forfeitures

26 — — — (22 ) — — (22 ) — — (22 )

Dividends and
distributions — — — — — — (17,207 ) (17,207 ) (14,350 ) (234 ) (31,791 )

Net income — — — — — — 9,768 9,768 8,056 234 18,058
Other
comprehensive
income (loss)

— — — — — 2,619 — 2,619 2,160 — 4,779

Balance at
March 31, 2018163,321 $1,633 1,048 $10 $1,138,600 $(6,037) $39,323 $1,173,529 $791,805 $8,004 $1,973,338

The accompanying notes are an integral part of these consolidated financial statements
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Empire State Realty Trust, Inc.
Condensed Consolidated Statements of Cash Flows
(unaudited)
(amounts in thousands)
          On June 30, 2004, we closed on a $25,000 credit facility, comprised of a five-year $10,000 term loan
component and a three-year $15,000 revolving credit component. The facility is collateralized by essentially all of our
assets, including all of our subsidiaries. The term loan component is paid in equal monthly installments over five
years. The rate of interest, in general, is based upon either a LIBOR rate or Prime, plus a Eurodollar spread (dependent
upon a debt to earnings ratio within a predetermined grid). This facility replaced our $15,000 credit facility that
expired on the same date. Availability under the revolving credit component is subject to meeting certain financial
covenants, whereas availability under the previous facility was limited by the various asset values. The lenders of the
new credit facility are JP Morgan Chase Bank and Manufacturers and Traders Trust Company, with JP Morgan Chase
Bank acting as the administrative agent. We are required to meet certain financial covenants, including a debt to
earnings ratio, an EBIT (as defined) to interest expense ratio, and a current assets to total liabilities ratio. In addition,
we are required to meet certain non-financial covenants.

28
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          On June 30, 2004, we drew down the full $10,000 term loan. The proceeds of the term loan, to be repaid in
equal monthly installments of $167 over five years, were used for the retirement of outstanding debt and capital
expenditures. From June 30, 2004 through August 1, 2004, the interest rate associated with the term loan was based on
LIBOR plus a 1.25% Eurodollar spread. On July 1, 2004, we entered into an interest rate swap arrangement in the
notional amount of $10,000 to be effective on August 2, 2004, related to the $10,000 term loan, in order to take
advantage of historically low interest rates. We received a fixed rate of interest in exchange for a variable rate. The
swap rate received was 3.98% for five years. The total rate of interest paid by us is equal to the swap rate of 3.98%
plus the Eurodollar spread stipulated in the predetermined grid associated with the term loan. From August 2, 2004 to
September 30, 2004, the total rate of interest associated with the outstanding portion of the $10,000 term loan was
5.23%. On October 1, 2004, this adjusted rate increased to 5.33%, on January 1, 2005 the adjusted rate increased to
5.73%, on April 1, 2005, the adjusted rate increased to 6.48%, on October 3, 2005, the adjusted rate increased to
6.98%, and on February 14, 2007, the adjusted rate increased to 7.23%, and remains at that rate as of March 31, 2007.
Derivative instruments are accounted for in accordance with SFAS No. 133, �Accounting for Derivative Instruments
and Hedging Activities�, which requires that all derivative instruments be recognized in the financial statements at fair
value. The fair value of this arrangement at March 31, 2007 resulted in an asset of $57, all of which was reflected as a
short-term asset.
          Effective July 3, 2006, the banks amended the credit facility to reflect our acquisitions of ABLE and McDowell.
As a result, the banks increased the amount of the revolving credit component from $15,000 to $20,000. In addition,
the financial covenants that we are required to maintain under the facility were revised accordingly.
          Effective as of September 30, 2006, we received a waiver letter from the banks concerning our non-compliance
with the EBIT (as defined) to interest covenant of the credit facility, as amended. In addition, we received a waiver for
a non-financial covenant related to a Change in Control provision, as defined in the credit facility.
          Effective February 14, 2007, we entered into Forbearance and Amendment Number Six to the Credit
Agreement (�Forbearance and Amendment�) with the banks. The Forbearance and Amendment provides that the banks
will forbear from exercising their rights under the credit facility arising from our failure to comply with certain
financial covenants in the credit facility with respect to the fiscal quarter ended December 31, 2006. Specifically, we
were not in compliance with the terms of the credit facility because we failed to maintain the required debt-to-earnings
and EBIT-to-interest ratios provided for in the credit facility. The banks agreed to forbear from exercising their
respective rights and remedies under the credit facility until March 23, 2007 (�Forbearance Period�), unless we breach
the Forbearance and Amendment or unless another event or condition occurs that constitutes a default under the credit
facility. Each bank agreed to continue to make revolving loans available to us during the Forbearance Period. Pursuant
to the Forbearance and Amendment, the aggregate amount of the banks� revolving loan commitment was reduced from
$20,000 to $15,000. During the Forbearance Period, the applicable revolving interest rate and the applicable term
interest rate, in each case as set forth in the credit agreement, both shall be increased by 25 basis points. In addition to
a number of technical and conforming amendments, the Forbearance and Amendment revised the definition of
�Change in Control� in the credit facility to provide that the acquisition of equity interests representing more than 30%
of the aggregate ordinary voting power represented by the issued and outstanding equity interests of us shall constitute
a �Change in Control� for purposes of the credit facility. Previously, the equity interests threshold had been set at 20%.
          Effective March 23, 2007, we entered into Extension of Forbearance and Amendment Number Seven to Credit
Agreement (�Extension and Amendment�) with the banks. The Extension and Amendment provides that the banks have
agreed to extend the Forbearance Period until May 18, 2007. The Extension and Amendment also acknowledged that
we continue not to be in compliance with the financial covenants identified above for the fiscal quarter ended
December 31, 2006 and did not contemplate being in
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compliance for the fiscal quarter ending March 31, 2007. Once the Forbearance Period ends, the banks may exercise
their rights and remedies under the credit facility without further notice or action. As of March 31, 2007, we were not
in compliance with the financial covenants identified above, and we do not expect to be in compliance with these
financial covenants, as currently stated, for the fiscal quarter ending June 30, 2007.
          While we believe relations with our lenders are good and we have received waivers as necessary in the past,
there can be no assurance that such waivers can always be obtained. In such case, we believe we have, in the
aggregate, sufficient cash, cash generation capabilities from operations, working capital, and financing alternatives at
our disposal, including but not limited to alternative borrowing arrangements (e.g. asset secured borrowings) and other
available lenders, to fund operations in the normal course and repay the debt outstanding under our credit facility that
is subject to the Extension and Amendment.
          As of March 31, 2007, we had $4,667 outstanding under the term loan component of our credit facility with our
primary lending bank and $11,500 was outstanding under the revolver component. As a result of the uncertainty of
our ability to comply with the more restrictive financial covenants within the next year, we continued to classify all of
the debt associated with this credit facility as a current liability on the Condensed Consolidated Balance Sheet as of
March 31, 2007. While the revolver arrangement now provides for up to $15,000 of borrowing capacity, including
outstanding letters of credit, the actual borrowing availability may be limited by the financial covenants. At March 31,
2007, we had $1,440 of outstanding letters of credit related to this facility, as amended March 23, 2007, leaving
$2,060 of additional borrowing capacity.
          As of March 31, 2007, our wholly-owned U.K. subsidiary, Ultralife Batteries (UK) Ltd., had nothing
outstanding under its revolving credit facility with a commercial bank in the U.K. This credit facility provides our
U.K. operation with additional financing flexibility for its working capital needs. Any borrowings against this credit
facility are collateralized with that company�s outstanding accounts receivable balances. There was approximately
$883 in additional borrowing capacity under this credit facility as of March 31, 2007.
          During the first three-month periods of 2007 and 2006, we issued 46,000 and 36,000 shares of common stock,
respectively, as a result of exercises of stock options and warrants. We received approximately $214 in 2007 and $261
in 2006 in cash proceeds as a result of these transactions.
          We continue to be optimistic about our future prospects and growth potential. We continually explore various
sources of liquidity to ensure financing flexibility, including leasing alternatives, issuing new or refinancing existing
debt, and raising equity through private or public offerings. Although we stay abreast of such financing alternatives,
we believe we have the ability during the next 12 months to finance our operations primarily through internally
generated funds or through the use of additional financing that currently is available to us.
          If we are unable to achieve our plans or unforeseen events occur, we may need to implement alternative plans.
While we believe we can complete our original plans or alternative plans, if necessary, there can be no assurance that
such alternatives would be available on acceptable terms and conditions or that we would be successful in our
implementation of such plans.
          As described in Part II, Item 1, �Legal Proceedings� of this report, we are involved in certain environmental
matters with respect to our facility in Newark, New York. Although we have reserved for expenses related to this
potential exposure, there can be no assurance that such reserve will be adequate. The ultimate resolution of this matter
may have a significant adverse impact on the results of operations in the period in which it is resolved.
          We typically offer warranties against any defects due to product malfunction or workmanship for a period up to
one year from the date of purchase. We offer a four-year warranty on certain
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communications accessories products. We also offer a 10-year warranty on our 9-volt batteries that are used in
ionization-type smoke detector applications. We provide for a reserve for this potential warranty expense, which is
based on an analysis of historical warranty issues. There is no assurance that future warranty claims will be consistent
with past history, and in the event we experience a significant increase in warranty claims, there is no assurance that
our reserves would be sufficient. Any such deficiency could have a material adverse effect on our business, financial
condition and results of operations.
Outlook
          Management is projecting revenue between $32,000 and $34,000 for our second quarter ending June 30, 2007,
largely based on a strong backlog of orders and our anticipated delivery schedules. Based on this revenue estimate,
management anticipates reporting operating income in the range of $800 to $1,200, inclusive of approximately $1,100
of non-cash expenses related to stock-based compensation and intangible asset amortization.
Recent Accounting Pronouncements and Developments
          In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial
Liabilities�Including an amendment of FASB Statement No. 115.� SFAS No. 159 permits entities to choose to measure
many financial instruments and certain other items at fair value. Unrealized gains and losses on items for which the
fair value option has been elected will be recognized in earnings at each subsequent reporting date. SFAS No. 159 is
effective for an entity�s first fiscal year beginning after November 15, 2007. We are currently evaluating any potential
impact of adopting this pronouncement.
          In December 2006, the FASB issued FASB Staff Position (�FSP�) EITF 00-19-2 which addresses an issuer�s
accounting for registration payment arrangements for financial instruments such as equity shares, warrants or debt
instruments. This FSP specifies that the contingent obligation to make future payments or otherwise transfer
consideration under a registration payment arrangement, whether issued as a separate agreement or included as a
provision of a financial instrument or other agreement, should be separately recognized and measured in accordance
with FASB SFAS No. 5, �Accounting for Contingencies� and FASB Interpretation No. 14, �Reasonable Estimation of
the Amount of a Loss.� The financial instrument(s) subject to the registration payment arrangement shall be recognized
and measured in accordance with other applicable Generally Acceptable Accounting Principles (�GAAP�), without
regard to the contingent obligation to transfer consideration pursuant to the registration payment arrangement. An
entity should recognize and measure a registration payment arrangement as a separate unit of account from the
financial instrument(s) subject to that arrangement. Adoption of this FSP may require additional disclosures relating to
the nature of the registration payment, settlement alternatives, current carrying amount of the liability representing the
issuer�s obligations and the maximum potential amount of consideration, undiscounted, that the issuer could be
required to transfer. This FSP shall be effective immediately for registration payment arrangements and the financial
instruments subject to those arrangements that are entered into or modified subsequent to the date of issuance of this
FSP. For registration payment arrangements and financial instruments subject to those arrangements that were entered
into prior to the issuance of this FSP, this guidance shall be effective for financial statements issued for fiscal years
beginning after December 15, 2006. The adoption of this pronouncement had no impact on our financial statements.
          In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements�, which establishes a framework
for measuring fair value and requires expanded disclosure about the information used to measure fair value. The
statement applies whenever other statements require, or permit, assets or liabilities to be measured at fair value. The
statement does not expand the use of fair value in any new circumstances and is effective for fiscal years beginning
after November 15, 2007, and interim periods within those fiscal years, with early adoption encouraged. We are
currently evaluating any potential impact of adopting this pronouncement.
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          In June 2006, the FASB issued FASB Interpretation No. 48, �Accounting for Uncertainty in Income Taxes, an
interpretation of SFAS No. 109� (�FIN 48�). This statement clarifies the accounting for uncertainty in income taxes
recognized in a company�s financial statements in accordance with SFAS No. 109, Accounting for Income Taxes. This
Interpretation prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. This Interpretation also provides guidance
on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition. The
provisions of FIN 48 are effective for fiscal years beginning after December 15, 2006. The adoption of this
pronouncement on January 1, 2007, had no significant impact on our financial statements. (See Note 10 in Notes to
Condensed Consolidated Financial Statements for additional information.)
          In March 2006, the FASB issued SFAS No. 156, �Accounting for Servicing of Financial Assets�, an amendment
of FASB Statement No. 140, �Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities� (�SFAS No. 156�). SFAS No. 156 requires all separately recognized servicing assets and servicing liabilities
to be measured initially at fair value, if practicable, and permits for subsequent measurement using either fair value
measurement with changes in fair value reflected in earnings or the amortization and impairment requirements of
Statement No. 140. The subsequent measurement of separately recognized servicing assets and servicing liabilities at
fair value eliminates the necessity for entities that manage the risks inherent in servicing assets and servicing liabilities
with derivatives to qualify for hedge accounting treatment and eliminates the characterization of declines in fair value
as impairments or direct write-downs. SFAS No. 156 is effective for an entity�s first fiscal year beginning after
September 15, 2006. The adoption of this pronouncement had no impact on our financial statements.
          In January 2006, the FASB issued SFAS No. 155, �Accounting for Certain Hybrid Financial Instruments� (�SFAS
No. 155�). SFAS No. 155 amends SFAS No. 133, �Accounting for Derivative Instruments and Hedging Activities� and
SFAS No. 140, �Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.� SFAS
No. 155 also resolves issues addressed in SFAS No. 133 Implementation Issue No. D1, �Application of Statement 133
to Beneficial Interests in Securitized Financial Assets.� SFAS No. 155 eliminates the exemption from applying SFAS
No. 133 to interests in securitized financial assets so that similar instruments are accounted for in the same manner
regardless of the form of the instruments. SFAS No. 155 allows a preparer to elect fair value measurement at
acquisition, at issuance, or when a previously recognized financial instrument is subject to a remeasurement (new
basis) event, on an instrument-by-instrument basis. SFAS No. 155 is effective for all financial instruments acquired or
issued after the beginning of an entity�s first fiscal year that begins after September 15, 2006. The fair value election
provided for in paragraph 4(c) of SFAS No. 155 may also be applied upon adoption of SFAS No. 155 for hybrid
financial instruments that had been bifurcated under paragraph 12 of SFAS No. 133 prior to the adoption of this
Statement. Earlier adoption is permitted as of the beginning of an entity�s fiscal year, provided the entity has not yet
issued financial statements, including financial statements for any interim period for that fiscal year. Provisions of
SFAS No. 155 may be applied to instruments that an entity holds at the date of adoption on an
instrument-by-instrument basis. The adoption of this pronouncement had no significant impact on our financial
statements.
          In June 2005, the FASB issued FASB Staff Position No. FAS 143-1 (�FSP FAS 143-1�), Accounting for
Electronic Equipment Waste Obligations. FSP FAS 143-1 addresses the accounting for obligations associated with the
Directive 2002/96/EC on Waste Electrical and Electronic Equipment (the Directive) adopted by the European Union
(EU). FSP FAS 143-1 is effective the latter of the first reporting period that ends after June 8, 2005 or the date that the
EU-member country adopts the law. Effective January 2, 2007, the United Kingdom, the only EU-member country in
which we have significant operations, adopted the law. The adoption of this law had no significant impact on our
financial statements.
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Critical Accounting Policies
          Management exercises judgment in making important decisions pertaining to choosing and applying accounting
policies and methodologies in many areas. Not only are these decisions necessary to comply with U.S. generally
accepted accounting principles, but they also reflect management�s view of the most appropriate manner in which to
record and report our overall financial performance. All accounting policies are important, and all policies described
in Note 1 (�Summary of Operations and Significant Accounting Policies�) in our Annual Report on Form 10-K should
be reviewed for a greater understanding of how our financial performance is recorded and reported.
          During the first three months of 2007, there were no significant changes in the manner in which our significant
accounting policies were applied or in which related assumptions and estimates were developed.
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Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK (Dollars in thousands)
          We are exposed to various market risks in the normal course of business, primarily interest rate risk and foreign
currency risk. Our primary interest rate risk is derived from our outstanding variable-rate debt obligations. In
July 2004, we hedged a portion of this risk by entering into an interest rate swap arrangement in connection with the
term loan component of our new credit facility. Under the swap arrangement, effective August 2, 2004, we received a
fixed rate of interest in exchange for a variable rate. The swap rate received was 3.98% for five years and will be
adjusted accordingly for a Eurodollar spread incorporated in the credit agreement. As of March 31, 2007, a one basis
point change in the Eurodollar spread would have a $1 value change. (See Note 9 in Notes to Condensed Consolidated
Financial Statements for additional information.)
          We are subject to foreign currency risk, due to fluctuations in currencies relative to the U.S. dollar. We monitor
the relationship between the U.S. dollar and other currencies on a continuous basis and adjust sales prices for products
and services sold in these foreign currencies as appropriate to safeguard against the fluctuations in the currency effects
relative to the U.S. dollar.
          We maintain manufacturing operations in the U.S., the U.K. and China, and export products internationally. We
purchase materials and sell our products in foreign currencies, and therefore currency fluctuations may impact our
pricing of products sold and materials purchased. In addition, our foreign subsidiaries maintain their books in local
currency, which is translated into U.S. dollars for our consolidated financial statements.
Item 4. CONTROLS AND PROCEDURES
          Evaluation Of Disclosure Controls And Procedures � Our president and chief executive officer (principal
executive officer) and our vice president � finance and chief financial officer (principal financial officer) have
evaluated our disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) as of
the end of the period covered by this quarterly report. Based on this evaluation, the president and chief executive
officer and vice president - finance and chief financial officer concluded that our disclosure controls and procedures
were effective as of such date.
          Changes In Internal Control Over Financial Reporting � In the beginning of the third quarter of fiscal year 2006,
we completed our acquisition of substantially all of the assets of McDowell Research, Ltd., a manufacturer of military
communications accessories located in Waco, Texas. During the second half of 2006, we performed a limited
assessment of McDowell�s internal control over financial reporting (ICFR). We have gained a basic understanding of
the internal control structure within McDowell, which previously was a closely-held, private company.
          Based on this limited assessment, we believe that the following deficiencies that existed as of the end of fiscal
year 2006 would result in material weaknesses in McDowell�s ICFR if not appropriately remediated during 2007:

a) Ineffective information systems and related control processes surrounding such systems;

b) Inadequate controls and supporting documentation for inventory valuations;

c) Lack of routine and complete reconciliations of general ledger accounts to detailed supporting
documentation; and

d) Levels of staffing that would promote sufficient segregation of duties and assure a sufficient level of
expertise in manufacturing accounting and proper application of generally accepted accounting principles.
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          We are in the process of integrating McDowell into our business and assimilating McDowell�s operations,
services, products and personnel with our management policies, procedures and strategies. We are in the process of
remediating the noted internal control deficiencies and expect to complete the implementation of the necessary
changes by mid-2007.
          There has been no other change in the internal control over financial reporting that occurred during the fiscal
quarter covered by this quarterly report that has materially affected, or is reasonably likely to materially affect, the
internal control over financial reporting.
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PART II OTHER INFORMATION
Item 1. Legal Proceedings (Dollars in thousands)
          We are subject to legal proceedings and claims that arise in the normal course of business. We believe that the
final disposition of such matters will not have a material adverse effect on our financial position, results of operations
or cash flows.
          In conjunction with our purchase/lease of our Newark, New York facility in 1998, we entered into a
payment-in-lieu of tax agreement, which provides us with real estate tax concessions upon meeting certain conditions.
In connection with this agreement, a consulting firm performed a Phase I and II Environmental Site Assessment,
which revealed the existence of contaminated soil and ground water around one of the buildings. We retained an
engineering firm, which estimated that the cost of remediation should be in the range of $230. Through March 31,
2007, total costs incurred have amounted to approximately $151, none of which has been capitalized. In February
1998, we entered into an agreement with a third party which provides that we and this third party will retain an
environmental consulting firm to conduct a supplemental Phase II investigation to verify the existence of the
contaminants and further delineate the nature of the environmental concern. The third party agreed to reimburse us for
fifty percent (50%) of the cost of correcting the environmental concern on the Newark property. We have fully
reserved for our portion of the estimated liability. Test sampling was completed in the spring of 2001, and the
engineering report was submitted to the New York State Department of Environmental Conservation (NYSDEC) for
review. NYSDEC reviewed the report and, in January 2002, recommended additional testing. We responded by
submitting a work plan to NYSDEC, which was approved in April 2002. We sought proposals from engineering firms
to complete the remedial work contained in the work plan. A firm was selected to undertake the remediation and in
December 2003 the remediation was completed, and was overseen by the NYSDEC. The report detailing the
remediation project, which included the test results, was forwarded to NYSDEC and to the New York State
Department of Health (NYSDOH). The NYSDEC, with input from the NYSDOH, requested that we perform
additional sampling. A work plan for this portion of the project was written and delivered to the NYSDEC and
approved. In November 2005, additional soil, sediment and surface water samples were taken from the area outlined
in the work plan, as well as groundwater samples from the monitoring wells. We received the laboratory analysis and
met with the NYSDEC in March 2006 to discuss the results. On June 30, 2006, the Final Investigation Report was
delivered to the NYSDEC by our outside environmental consulting firm. In November 2006, the NYSDEC completed
its review of the Final Investigation Report and requested additional groundwater, soil and sediment sampling. A work
plan to address the additional investigation was submitted to the NYSDEC in January 2007 and has been approved.
The results of the additional investigation requested by the NYSDEC may increase the estimated remediation costs
modestly. At March 31, 2007 and December 31, 2006, we have $35 and $35, respectively, reserved for this matter.
Item 6. Exhibits

31.1 Section 302 Certification � CEO

31.2 Section 302 Certification � CFO

32 Section 906 Certifications
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

ULTRALIFE BATTERIES, INC.
(Registrant)

Date: May 9, 2007 By:  /s/ John D. Kavazanjian  
John D. Kavazanjian 
President and Chief Executive Officer 

Date: May 9, 2007 By:  /s/ Robert W. Fishback  
Robert W. Fishback 
Vice President - Finance and Chief
Financial Officer 
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Index to Exhibits
31.1 Section 302 Certification � CEO

31.2 Section 302 Certification � CFO

32 Section 906 Certifications
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