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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
INTEGRA LIFESCIENCES HOLDINGS CORPORATION AND SUBSIARIES

CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

In thousands, except per shareamounts September 30,  December 31,
2001 2000

ASSETS

Current Assets:
Cash and cash equivalents $ 59,33t $ 14,08¢
Short-term investments 4,074 1,052
Accounts receivable, net of allowances of $1,566 $h003 14,45¢ 13,087
Inventories 24,11z 16,50¢
Prepaid expenses and other current assets 2,517 1,484

Total current assets 104,49 46,217

Noncurrent investments 58,91: --
Property, plant, and equipment, net 11,567 11,59¢
Goodwill and other intangible assets, net 29,191 25,29¢
Other assets 2,394 3,39¢

Total assets $ 206,55¢ $ 86,51¢

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Short-term debt $ - $ 8,872
Accounts payable, trade 3,69¢ 3,363
Income taxes payable 1,621 1,20C
Customer advances and deposits 4,08C 823
Deferred revenue 1,01¢ 1,675
Accrued expenses and other current liabilities 6,61¢ 5,107
Total current liabilities 17,03¢ 21,04C
Long-term debt -- 4,75¢
Deferred revenue 4,173 4,72¢
Deferred income taxes 2,407 1,78€
Other liabilities 375 419
Total liabilities 23,991 32,73¢
Commitments and contingencies
Stockholders' Equity:
Preferred stock; $0.01 par value; 15,000 authorshedtes; O and 100 Series B Convertible share
issued and outstanding at September 30, 2001 acehid®r 31, 2000, respectively; 54 Series
Convertible shares issued and outstanding at Seeted®, 2001 and December 31, 2000, $6,.
including a 10% annual cumulative dividend liquidatpreference 1 2
Common stock; $0.01 par value; 60,000 authorizedesh 25,650 and 17,334 issued and
outstanding at September 30, 2001 and Decemb@0BD, respectively 256 173
Additional paid-in capital 279,86 160,13«
Treasury stock, at cost; 6 and 20 shares at SepteBdh 2001 and December 31, 2000, respectively (51) (180)
Other (44) (66)
Accumulated other comprehensive loss (233) (553)
Accumulated deficit (97,226) (105,72¢)
Total stockholders' equity 182,56¢ 53,781
Total liabilities and stockholders' equity $ 206,55¢ $ 86,51/

The accompanying notes are an integral part o€dinsolidated financial stateme:



INTEGRA LIFESCIENCES HOLDINGS CORPORATION AND SUBSIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

(In thousands, except per share amounts)

REVENUES
Product sales
Other revenue

Total revenues
COSTS AND EXPENSES
Cost of product sales
Research and development
Selling and marketing
General and administrative
Amortization

Total costs and expenses

Operating income
Interest income (expense), net
Gain on disposition of product line

Other income (expense), net

Income before income taxes
Income tax expense

Income before extraordinary item

and cumulative effect of accounting change
Extraordinary loss, net of income tax benefit
Cumulative effect of accounting change

Net income

Earnings (loss) per share:

Basic net income (loss) per share before extraardinem and
cumulative effect of accounting change
Basic net income (loss) per share

Diluted net income (loss) per share before extiaarg item and
cumulative effect of accounting change

Diluted net income (loss) per share

Weighted average common shares outstanding:

Basic
Diluted

The accompanying notes are an integral part oftimsolidated financial statemel

Three Months Ended Nine Months Ended
September 30, September 30,
2001 2000 2001 2000

22,31¢ $ 17,08¢ $ 63,98¢ $ 46,247
1,431 2,697 4,36¢€ 5,155
23,75( 19,781 68,352 51,39¢
9,152 7,504 26,057 21,40%
2,172 1,843 6,082 5,737
5,14¢€ 4,14¢ 15,16¢ 11,001
2,757 3,64C 9,28C 11,271
784 663 2,192 1,813
20,01¢ 17,79¢ 58,78( 51,22¢
3,73€ 1,982 9,574 173
556 (204) 364 (372)
-- -- -- 1,14¢€
96 45 (117) 177
4,38€ 1,824 9,821 1,124
365 80 1,04C 303
4,025 1,744 8,781 821
(243) -- (243) --
-- -- -- (470)
3,78C $ 1,744 $ 8,53¢ $ 351
0.15 $ 0.08 $ 0.36 $ (0.26)
0.14 $ 0.08 $ 035 $ (0.28)
0.14 $ 0.07 $ 032 % (0.26)
013 $ 0.07 $ 031 % (0.28)
25,58¢ 17,43¢ 21,81¢ 17,33t
28,472 19,53« 25,99¢ 17,33¢



INTEGRA LIFESCIENCES HOLDINGS CORPORATION AND SUBSIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

(In thousands)

Nine M onths Ended

September 30,
2001 2000
OPERATING ACTIVITIES:
Net income 8,63 $ 351
Adjustments to reconcile net income (loss) to mshcprovided by (used in) operating
activities:
Depreciation and amortization 4,55¢ 3,86¢
Loss (gain) on sale of product line and investments 94 (1,31€)
Loss on early extinguishment of debt 256 --
Other, net. 71 (98)
Changes in assets and liabilities, net of busiaegsisitions:
Accounts receivable (834) (2,69¢)
Inventories (6,73¢) (2,439)
Prepaid expenses and other current assets (830) @7
Non-current assets 934 (1,459
Accounts payable, accrued expenses and otheiitiiedil 1,721 2,237
Customer advances and deposits 3,257 (2,102)
Deferred revenue (2,001) 176
Net cash provided by (used in) operating activities 9,027 (3,497)
INVESTING ACTIVITIES:
Proceeds from sale of product line and other assets -- 1,60C
Proceeds from sale/maturity of investments 2,00C 13,081
Purchases of available-for-sale investments (63,622) (12,427)
Cash used in business acquisition, net of cashirachju (6,143%) (15,557)
Purchases of property and equipment (1,957) (2,68%)
Net cash used in investing activities (69,722) (15,977)
FINANCING ACTIVITIES:
Net proceeds from revolving credit facility (3,147) 2,581
Repayments of term loan (7,70%) (1,625)
Repayment of note payable (2,98€) --
Proceeds from sale of preferred stock -- 5,37¢
Proceeds from issuance of common stock 114,18¢ 5,00C
Proceeds from stock option and warrant exercises 5,473 2,122
Treasury stock reissued (purchased) 95 (170)
Collection of related party note receivable -- 35
Preferred dividends paid - (60)
Net cash provided by financing activities 105,91¢ 13,25¢
Effect of exchange rate changes on cash and casiasnts 27 (74)
Net increase (decrease) in cash and cash equisalent 45,247 (6,290)
Cash and cash equivalents at beginning of period 14,08¢ 19,301
Cash and cash equivalents at end of period $ 59,33 $ 13,011
Non-cash investing and financing activities:
Common stock issued in settlement of obligation $ - $ 641
Business acquisition costs accrued in liabilities -- 634
Note issued in a business acquisition -- 2,654

The accompanying notes are an integral part oftimsolidated financial statemel



INTEGRA LIFESCIENCESHOLDINGS CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOL IDATED FINANCIAL STATEMENTS
(UNAUDITED)

1. BASIS OF PRESENTATION

In the opinion of management, the September 30ditexliconsolidated financial statements contaidjistments (consisting only of nort
recurring accruals) which the Company considergssary for a fair presentation of the financialifpas and results of operations of the
Company. Operating results for the periods endgdeBtber 30, 2001 are not necessarily indicativih®fresults to be expected for the entire
year. Certain information and footnote disclosuresnally included in financial statements preparedccordance with generally accep
accounting principles have been condensed or ainitte

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities, including disclosuresaitingent assets and liabilities and the
reported amounts of revenues and expenses duengplorting periods. Actual results could differfr those estimates.

As of December 31, 2000, the Company had providg44a8 million valuation allowance against its aaigdated deferred tax asset due to the
uncertainty of its realization. Because the Compzay generated taxable income during recent gsart@magement is continuing to reassess
the potential realizability of this asset througbk gjeneration of future taxable income. The redagnof the deferred tax asset could affect
Company's income tax provision in the near term.

These unaudited consolidated financial statemérusld be read in conjunction with the Company'ssotidated financial statements for the
year ended December 31, 2000 included in the Coy'pamnual Report on Form -K/A.

Certain prior year amounts have been reclassifiegtform with the current year's presentation.

2. ACQUISITIONS

On April 27, 2001, the Company acquired Satelec ibdda subsidiary of the Satelec-Pierre Rollarauigt for $3.8 million in cash. Satelec
Medical, based in France, manufactures and mattket®issectron®@iltrasonic surgical aspirator console and a lineetsfted handpieces. T
Dissectron®product has United States FDA 510(k) clearance&éarrosurgical applications and CE Mark Certificatio the European Unio
Revenues of the acquired business were approxiyrgteb million in 2000.

On April 4, 2001, the Company acquired GMSmbH,@sman manufacturer of the LICOX® Brain Tissue Oxydvionitoring System, for
$2.9 million. The purchase price consisted of $ilon in cash paid at closing, the forgivenes$0f2 million in notes receivable from
GMSmbH, and $0.4 million of future minimum royaftgyments to the seller. Prior to the acquisitibe, Eompany's Integra NeuroSciences
division had exclusive marketing rights to the LIK® products in the United States and certain otharkets. Revenues of the acquired
business were approximately $1.2 million in 20Gfhgisting primarily of sales of the LICOX® produatsGermany and to various
international distributors, including Integ



These acquisitions have been accounted for usangulchase method of accounting, and the resutiperations of the acquired businesses
have been included in the consolidated financakstents since their respective dates of acquisilibe preliminary allocation of the
purchase price for these acquisitions resultegppraximately $6.4 million of acquired intangiblesats and residual goodwill, which are b
amortized on a straight-line basis over lives ragdiom 5 to 15 years.

The following unaudited pro forma financial infortitan assumes that the acquisitions had occurred e beginning of each period (in
thousands, except per share data):

For the Nine Months Ended September 30,

2001 2000

Total revenue $ 68,76¢ $ 53,39¢
Net income before extraordinary item and accountimgnge 8,57€ 357
Net income (loss) 8,33< (113)
Net income (loss) per share before extraordinaiy ibtnd accounting chang

Basic $ 0.3t % (0.28)

Diluted $ 031% (0.28)
Net income (loss) per share

Basic $ 0.34 % (0.31)

Diluted $ 0.3C$ (0.31)

The pro forma results do not necessarily repres=suilts that would have occurred if the acquisitiad taken place on the basis assumed
above, nor are they indicative of the results afifis combined operations.

3. NEW ACCOUNTING PRONOUNCEMENTS

In October 2001, the Financial Accounting Stand&dard (FASB) issued Statement of Financial AccimgnStandards No. 14#ccounting
for the Impairment or Disposal of Long-Lived Assets (Statement 144). Statement 144 supercedes Stateiintancial Accounting Standards
No 121 Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of (Statement 121). Statement 144
applies to all long-lived assets, including dis@auméd operations, and consequently amends AccauRitimciples Board Opinion No. 30,
Reporting Results of Operations Reporting the Effects of Disposal of a Segment of a Business (APB 30).

Statement 144 develops one accounting model, las#te model in Statement 121, for long-lived astw®t are to be disposed of by sale, as
well as addresses the principal implementationeissBtatement 144 requires that long-lived askatsate to be disposed of by sale be
measured at the lower of book value or fair va&ssicost to sell. That requirement eliminates ABB Gquirement that discontinued
operations be measured at net realizable valusadentities include under "discontinued operatiagmshe financial statements amounts for
operating losses that have not yet occurred. Aaltitly, Statement 144 expands the scope of disuoedi operations to include all
components of an entity with operations that (i) ba distinguished from the rest of the entity @ndvill be eliminated from the ongoing
operations of the entity in a disposal transact®tatement 144 will be effective for Integra onukny 1, 2002. Management is currently
assessing the impact that Statement 144 will havh® Company's financial statemel



In July 2001, the FASB issued Statement of Findtaounting Standards No. 148¢counting for Asset Retirement Obligations (Statement
143). Statement 143 addresses financial accouatidgeporting for obligations associated with thErement of tangible long-lived assets
and the associated asset retirement costs. THenStat requires that the fair value of a liabifity an asset retirement obligation be
recognized in the period in which it is incurrecifeasonable estimate of fair value can be mdue afsociated asset retirement costs are
capitalized as part of the carrying amount of tiregHived asset. Statement 143 will be effective fdegra on January 1, 2003. Upon adog
of the Statement, transition amounts for existisgea retirement obligation liabilities, asset egtient costs, and accumulated depreciatior
be recognized using a cumulative-effect approacdmagement is currently assessing the impact thé¢rSent 143 may have on the
Company's financial statements.

In July 2001, the FASB issued Statements of Firsd#atcounting Standards No. 148ysiness Combinations (Statement 141), and No. 142,
Goodwill and Other Intangible Assets (Statement 142). These Statements change the dogpfor business combinations, goodwill, and
intangible assets. Statement 141 eliminates théngpof-interests method of accounting for businessibinations except for qualifying
business combinations that were initiated priajuty 1, 2001. Statement 141 further clarifies th&eda to recognize intangible assets
separately from goodwill. The requirements of Stagnt 141 are effective for any business combingtiahis completed after June 30, 2001.

Under Statement 142, goodwill and indefinite livethngible assets are no longer amortized butenewed annually (or more frequently if
impairment indicators arise) for impairment. Seplantangible assets that are not deemed to hawedafinite life will continue to be
amortized over their useful lives. Goodwill andaimgjible assets acquired prior to July 1, 2001 eailitinue to be amortized through Decen
31, 2001 for all calendar year companies. Afterddeiser 31, 2001, such goodwill and indefinite livengible assets will cease being
amortized. Management's initial assessment ofrtipdeimentation of Statement 142 is that it will reel@mortization expense by
approximately $1 million per year.

In December 1999 (as amended in March 2000 and201@) the staff of the Securities and Exchange f@ission (SEC) issued Staff
Accounting Bulletin 101, Revenue Recognition (tB&AB"). As the result of the adoption of the SABg tBiompany recorded a $470,000
cumulative effect of an accounting change to dafportion of a nonrefundable, up-front fee receiaad recorded in other revenue in 1998.
The cumulative effect of this accounting change massured and recorded as of January 1, 2000.

In June 1998, the Financial Accounting Standardsr@dssued Statement No. 133, "Accounting for Daiire Instruments and Hedging
Activities." Statement No. 133, as amended by 8tate No. 138 "Accounting for Certain Derivativetinsnents and Certain Hedging
Activities," requires companies to recognize aliidtives as either assets or liabilities in théabae sheet and measure such instruments at
fair value. The Company's adoption of StatementI88. as of January 1, 2001 did not have a matenjzéct on the Company's results of
operations or financial positio



4. INCOME (LOSS) PER SHARE

Basic and diluted net income (loss) per shareHemperiods ended September 30 were as follows:

(In thousands, except per share amounts)

Basic net income (loss) per share:

Income before extraordinary item and cumulative@fbf accounting change

Dividends on preferred stock

Beneficial conversion feature preferred stock

Income (loss) before extraordinary item and cuningagffect of accounting
change applicable to common stock

Basic net income (loss) per share before extraarditem and cumulative effect

of accounting change

Net income

Dividends on preferred stock

Beneficial conversion feature preferred stock
Net income (loss) applicable to common stock
Basic net income (loss) per share

Weighted average common shares outstanding foc kasnings per share

Diluted net income (loss) per share:

Income before extraordinary item and
cumulative effect of accounting change
Dividends on preferred stock

Beneficial conversion feature preferred stock

Income (loss) before extraordinary item and cunivgagffect of accounting
change applicable to common stock

Diluted net income (loss) per share before extriaarg item and cumulative
effect of accounting change

Net income

Dividends on preferred stock

Beneficial conversion feature preferred stock
Net income (loss) applicable to common stock
Diluted net income (loss) per share

Weighted average common shares outstanding foc basinings per share
Effect of dilutive securities:

Assumed conversion of Series B Preferred Stock

Stock options

Stock purchase warrants

Weighted average common shares outstanding faedikarnings per share

Three Months Ended Nine Months Ended
September 30, September 30,
2001 2000 2001 2000

$ 4,02 $ 1,744 $ 8,781 $ 821
(135) (405) (891) (1,080)
- -- -- (4,170)
$ 3,88¢ $ 1,33¢ $ 7,89C $ (4,429)
$ 0.15 $ 0.08 $ 0.3€ $ (0.26)
$ 3,78C $ 1,744 $ 8,53¢ $ 351
(135) (405) (891) (1,080)
- -- -- (4,170)
$ 3,645 $ 1,33¢ $ 7,647 $ (4,89¢9)
$ 014 $ 0.08 $ 0.3t % (0.28)
25,58¢ 17,43¢ 21,81¢ 17,33¢
$ 4,02z $ 1,744 $ 8,781 $ 821
(135) (405) (405) (1,080)
-- -- -- (4,170)
$ 3,88¢ $ 1,33¢ $ 8,37¢ $ (4,429)
$ 014 $ 0.07 $ 032 % (0.26)
$ 3,78C $ 1,744 $ 8,53¢ $ 351
(135) (405) (405) (2,080)
- -- -- (4,170)
$ 3,645 $ 1,33¢ $ 8,13z $ (4,899)
$ 0.13 $ 0.07 $ 031 % (0.28)
25,58¢ 17,43¢ 21,81¢ 17,33t
- -- 1,697 -
2,68C 1,841 2,27¢€ --
207 254 207 -
28,472 19,53¢ 25,99¢ 17,33¢




Shares of common stock issuable through exerciserorersion of the following dilutive securities menot included in the computation of
diluted net income (loss) per share for each pdrazhuse their effect would have been antidilutive:

(In thousands)

Three Months Ended Nine Months Ended
September 30, September 30,
2001 2000 2001 2000
Stock options 54 181 54 3,69¢
Stock purchase warrants -- -- -- 551
Convertible preferred stock 600 3,46¢ 600 3,46¢
Total 654 3,64¢ 654 7,714

In connection with the issuance of 54,000 shareeoies C Preferred and common stock warrants 2000, the Company reflected a
$4.2 million nonrecurring, non-cash dividend retbte the beneficial conversion feature of the Se@ePreferred in the calculation of net loss
per share applicable to common stock for the ninattperiod ended September 30, 2000. The benefmversion feature is based upon
excess of the price of the underlying common sackompared to the fixed conversion price of théeS& Preferred, after taking into
account the value assigned to the common stoclkawisir

5. COMPREHENSIVE INCOME (LOSS)

Comprehensive income (loss) for the periods endgdegnber 30 was as follows:

(In thousands)

Three Months Ended Nine Months Ended

September 30, September 30,

2001 2000 2001 2000
Net income $ 3,78C$ 1,744 $ 853¢ $ 351
Foreign currency translation adjustment 696 (385) (49) (723)
Unrealized gain (loss) on investments 262 (55) 274 62
Reclassification for other than temporary declim@alue of available for sale securities - - 95 -
Comprehensive income (loss) $ 4,73 $ 1,304 $ 8,85¢ $ (310)
6. INVENTORIES
Inventories consist of the following:
(In thousands)

September 30, December 31,
2001 2000

Raw materials $ 7,264 $ 5,80%
Work-in process 3,924 3,82E
Finished goods 12,92t 6,87¢

$ 24,11¢ $ 16,50¢




7. DEBT

In August 2001, the Company repaid in full $7.90mi of outstanding bank loans and terminated 49 $nillion revolving credit facility witt
Fleet Capital Corporation. In connection with thegayment of the loans and the termination of tieditfacility, the Company recorded an
extraordinary loss on the early extinguishmenteditcbf $215,000, net of $11,000 of taxes.

In September 2001, the Company repaid in full $dilion of outstanding notes payable and recordeéxraordinary loss on the early
extinguishment of debt of $28,000, net of $2,006a@Es.

At September 30, 2001, the Company had no debtamaing.
8. STOCKHOLDERS' EQUITY

In March 2001, warrants to purchase 240,000 staresmmon stock at $3.82 per share were exercieetshich the Company received
proceeds of $916,800.

On June 26, 2001, all of the holders of the Com[saBgries B Preferred stock converted their 100sb@@es of Series B Preferred Stock into
2,617,800 shares of common stock.

In August 2001, the Company issued 4,747,500 stidresmmon stock at $25.50 per share in a followpohlic offering. The net proceeds
generated by the offering, after estimated expemsesxpected to be approximately $113 million.

9. SEGMENT AND GEOGRAPHIC REPORTING

The Company's reportable business segments cofisigt Integra NeuroSciences division, which isading provider of implants, devices
and monitors used in neurosurgery, neurotraumarelated critical care, and the Integra LifeSciendiwision, which develops and
manufactures a variety of medical products andadsyiincluding products based on the Company'siptapy tissue regeneration technolc
which are used to treat soft-tissue and orthopeaiiditions. Integra NeuroSciences sells primahilptigh a direct sales organization, and
Integra LifeSciences sells primarily through stgitealliances. The Company has reclassified ceitains within its segments to conform to
the current methodology for determining segmentitadaility. These reclassifications were not makend did not change the basic nature of
the business segments. Selected financial infoomatn the Company's business segments is repated:b

Integra Integra Total
Neuro- Life Reportable
Sciences Sciences Segments

(in thousands)
Three months ended September 30, 2001

Product sales $ 16,07 $ 6,24¢ $ 22,31¢
Total revenue 16,351 7,39¢€ 23,75(C
Operating expenses 12,80( 5,00¢ 17,80¢
Operating income 3,551 2,391 5,942
Depreciation included in segment operating expenses 573 282 855

Three months ended September 30, 2000

Product sales $ 12,01 $ 5071 $ 17,084
Total revenue 12,291 7,49C 19,781
Operating expenses 10,22z 4,82C 15,042
Operating income 2,06¢ 2,67C 4,73¢
Depreciation included in segment operating expenses 410 285 695

Nine months ended September 30, 2001

Product sales $ 46,32( $ 17,66¢ $ 63,98¢
Total revenue 47,154 21,20( 68,354
Operating expenses 36,44¢ 14,877 51,32¢
Operating income 10,70¢ 6,322 17,02¢
Depreciation included in segment operating expenses 1,362 801 2,164

Nine months ended September 30, 2000
Product sales $ 31,971 $ 14,272 $ 46,24:




Total revenue 32,80¢ 18,59: 51,39¢
Operating expenses 28,02¢ 14,42¢ 42,45¢4
Operating income 4,77€ 4,16¢ 8,944
Depreciation included in segment operating expenses 969 896 1,86¢



A reconciliation of the amounts reported for tatgbortable segments to the consolidated finantagé¢ments is as follows:

Operating expenses:
Total reportable segments
Plus: Corporate general and administrative expenses
Amortization
Consolidated total operating expenses

Operating income:

Total reportable segments

Less: Corporate general and administrative expenses
Amortization

Consolidated operating income

Product sales consisted of the following:

Integra NeuroSciences:
Neuro intensive care unit
Neuro operating room.
Total product sales

Integra LifeSciences:
Private label products.
Distributed products.
Total product sales

Consolidated product sales

Three Months Ended Nine Months Ended
September 30, September 30,
2001 2000 2001 2000
(in thousands)
17,80¢ $ 15,04z $ 51,32t $ 42,452
1,422 2,09z 5,262 6,95¢
784 663 2,192 1,81z
20,014 $ 17,79¢ $ 58,78( $ 51,22¢
5,942 $ 4,73¢ $ 17,02¢ $ 8,944
1,422 2,093 5,262 6,95¢
784 663 2,192 1,81z
3,73¢ $ 1,98z $ 9,574 $ 173
Three Months Ended Nine Months Ended
September 30, September 30,
2001 2000 2001 2000
(in thousands)
6,957 $ 6,19C $ 20,44¢ $ 17,271
9,11€ 5,822 25,871 14,70(C
16,07< 12,01z 46,32( 31,971
4,034 2,952 10,75¢ 8,38¢
2,212 2,11¢ 6,91F 5,88¢
6,24¢€ 5,071 17,66¢ 14,272
22,31¢ $ 17,082 $ 63,98¢ $ 46,245



Product sales by major geographic area are sumeckiielow:

United Asia Other

States Europe Pacific Foreign Total
(in thousands)
Three months ended September 30, 2001 $ 17,387 $ 2,78C $ 1,14¢ $ 1,00¢ $ 22,31¢
Three months ended September 30, 2000 13,17¢ 1,98: 1,214 711 17,08
Nine months ended September 30, 2001 49,722 7,64¢ 3,691 2,927 63,98¢
Nine months ended September 30, 2000 35,98: 4,923 3,53E 1,80z 46,243

10. LEGAL MATTERS

In July 1996, the Company filed a patent infringetiawsuit in the United States District Court the Southern District of California (the
"Court") against Merck KGaA, a German corporatiSaripps Research Institute, a California nonpmgitporation, and David A. Cheresh,
Ph.D., a research scientist with Scripps, seekamgatjes and injunctive relief. The complaint chargeadong other things, that the defendant
Merck KGaA willfully and deliberately induced, aedntinues to willfully and deliberately induce, deflants Scripps Research Institute and
Dr. Cheresh to infringe certain of the Companytepis. These patents are part of a group of patgaiged to The Burnham Institute and
licensed by the Company that are based on theantten between a family of cell surface proteinigechintegrins and the arginine-glycine-
aspartic acid ("RGD") peptide sequence found inyrextracellular matrix proteins. The defendantsdib countersuit asking for an award of
defendants' reasonable attorney fees.

This case went to trial in February 2000, and ird#a2000, a jury returned a unanimous verdictierCompany, finding that Merck KGaA
had willfully infringed and induced the infringentesf our patents, and awarded $15,000,000 in damdde Court dismissed Scripps and
Dr. Cheresh from the case.

In October, 2000, the Court entered judgment inGbepany's favor and against Merck KGaA in the chsentering the judgment, the Co
also granted the Company pre-judgment interesppfaximately $1,350,000, bringing the total amatrdpproximately $16,350,000, plus
post-judgment interest. Merck KGaA filed variousptrial motions requesting a judgment as a mattéaw notwithstanding the verdict or a
new trial, in each case regarding infringementaliaity, and damages. In September 2001, the Goered orders in favor of the Company
and against Merck KGaA on the final post-judgmentions in the case, and denied Merck KGaA's motfongudgment as a matter of law
and for a new trial.

Merck KGaA has notified Integra and the court thatill appeal various decisions of the Court. Ppstlgment interest continues to accrue at
the rate of approximately $20,000 per week. Intdégrmnot recorded any gain in connection with fdn®rable judgment.

The Company is also subject to other claims andués in the ordinary course of our business, iticlg claims by employees and with
respect to our products. In the opinion of managejrtkese other claims are not expected, indivighalin the aggregate, to result in a
material adverse effect on the Company's resulgpefations, financial condition, or cash flows.r@oancial statements do not reflect any
material amounts related to possible unfavorabteames of the matters above or others. Howeves pibssible that these contingencies
could materially affect our results of operatidfiisancial position and cash flows in a particularipd.



ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIRNCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjiorctvith the our consolidated financial statemetits,notes thereto and the other financial
information included elsewhere in this report amair 2000 Annual Report on Form 10-K/A filed witte Securities and Exchange
Commission.

OVERVIEW

Integra develops, manufactures and markets medisates, implants and biomaterials for the neugisat, orthopedic and soft tissue repair
markets. Our operations consist of:

- Integra NeuroSciences, which is dilegprovider of implants, devices, and monitorsdis neurosurgery, neurotrauma, and
related critical care; and

- Integra LifeSciences, which develapd manufactures a variety of medical productsdavices, including products based on our
proprietary tissue regeneration technology whiehweed to treat soft tissue and orthopedic comditio

Integra NeuroSciences sells primarily through adtisales organization and Integra LifeSciencds pamarily through strategic alliances.

Certain items within our business segments have beassified to conform to the current methodyplfoy determining segment profitabili
These reclassifications were not material and dicchange the basic nature of the business segments

RECENT ACQUISITIONS

On April 27, 2001, we acquired Satelec Medicalylsidiary of the Satelec-Pierre Rolland group #8:8 million in cash. Satelec Medical,
based in France, manufactures and markets thedligs® ultrasonic surgical aspirator console atidenof related handpieces. The
Dissectron®product has United States FDA 510(k) clearanceéarrosurgical applications and CE Mark Certificatio the European Unio
Revenues of the acquired business were approxiyrgied million in 2000.

On April 4, 2001, we acquired GMSmbH, the Germamufiacturer of the LICOX® Brain Tissue Oxygen Momitq System, for $2.9
million. The purchase price consisted of $2.3 wiillin cash paid at closing, the forgiveness of $ilkon in notes receivable from
GMSmbH, and $0.4 million of future minimum royaftgyments to the seller. Prior to the acquisitibe, Eompany's Integra NeuroSciences
division had exclusive marketing rights to the LIK® products in the United States and certain otharkets. Revenues of the acquired
business were approximately $1.2 million in 20Qfhsisting primarily of sales of the LICOX produ@isGermany and to various
international distributors, including Integra.

On April 6, 2000, we purchased the Selector® Uttris Aspirator, Ruggles™ hand-held neurosurgicsirirments and Spembly® Medical
cryosurgery product lines, including certain asseis liabilities, from NMT Medical, Inc. for $11r6illion in cash.



On January 17, 2000, we purchased the businessding certain assets and liabilities, of Cliniduro Systems, Inc. for $6.8 million. CNS
designs, manufactures and sells neurosurgicalredteentricular drainage systems, including catised@d drainage bags, as well as cranial
access kits. The purchase price of the CNS busewsssted of $4.0 million in cash and a $2.8 mill6% secured promissory note issued to
the seller, which has been fully repaid.

These acquisitions have been accounted for usesnguhchase method of accounting, and our consetid&tancial statements include the
results of operations of the acquired businesse® sheir respective dates of acquisition. As alted these acquisitions, segment financial
results for the three and nine months ended Segtie8th 2001 and 2000 may not be directly comparable

RESULTS OF OPERATIONS

Comparison of Three Months Ended September 30, 800hree Months Ended September 30, 2000

Product Sales and Gross Margins on Product Sales:

Three Months Ended September 30,
2001 2000
(in thousands)

Integra NeuroSciences:

Neuro intensive care unit $ 6,957 $ 6,19C
Neuro operating room 9,11€ 5,822
Total product sales 16,07: 12,01¢
Cost of product sales 6,282 4,88¢
Gross margin on product sales 9,791 7,124
Gross margin percentage 61% 59%

Integra LifeSciences:

Private label products 4,034 2,952
Distributed products 2,21z 2,11¢
Total product sales 6,24¢€ 5,071
Cost of product sales 2,871 2,61E
Gross margin on product sales 3,37¢ 2,45€
Gross margin percentage 54% 48%

Consolidated:
Product sales $ 22,31¢ $ 17,08¢
Consolidated gross margin percentage.. 59% 56%

In the third quarter of 2001, total revenues insegb$4.0 million, or 20%, over the third quarte2600 to $23.8 million. Revenue growth v
led by a $5.2 million increase in product sale$22.3 million, a 31% increase over the third quanfe2000. Included in this increase was
$0.6 million in sales of products acquired in teeand quarter of this year. Sales in the Integrard®ciences division increased $4.1 million
to $16.1 million in the third quarter of 2001, andluded $0.6 million in sales of acquired produ@sntributing to the strong growth in the
Integra NeuroSciences division were sales of theaBan® Dural Graft Matrix and the Selectolr®@egra Ultrasonic Aspirator for the ablati
of cranial tumors. The gross margin on productssalereased two percentage points to 61% in thd thiarter of 2001 through an improved
sales mix of higher margin products. Integra Neuaieisces' gross margin on product sales was reducagproximately 1% related to a
provision recorded a gainst certain slow movingdpiais in the third quarter of 20C



Future product sales in the Integra NeuroScieniwsiah are expected to benefit from growth in theision's existing product lines,
including recently launched products such as t&0X® Brain Tissue Oxygen Monitoring System, the ¥e® True Tech Tunneling
Catheter for intracranial pressure monitoring, tie@ilNeuraGen™ Nerve Guide for the repair of damageigbheral nerves.

Sales of Integra LifeSciences division productséased $1.1 million to $6.2 million in the thirdagter of 2001 primarily because of growth
in the Company's private label products. Salegighfe label products can vary significantly fromegter to quarter based upon demand from
our strategic marketing partners. Overall, we Haa@ strong year-over-year growth in sales of tipesducts, as demonstrated by the 24%
yearto-date growth in the Integra LifeSciences diuis@ver the nine months ended September 30, 20@3s@nargin on Integra
LifeSciences' product sales increased from 48%érthird quarter of 2000 to 54% in the third quaaie2001 primarily due to a significant
improvement in capacity utilization.

Other revenue, which consists of development fujnétiom strategic partners and government granygltypincome, and license and
distribution revenues, decreased by $1.3 milliofite! million in the third quarter of 2001. Othewrenue in the third quarter of 2000 inclu
$1.5 million of event related payments from thei@ebment of specific contract goals and the licegsif technology.

Research and development expenses were as follows:

Three Months Ended September 30,

2001 2000
(in thousands)
Integra NeuroSciences $ 817 $ 647
Integra LifeSciences 1,35¢% 1,19¢€
Total $ 2,17z $ 1,84%

The future allocation and timing of research andetlpment expenditures between segments and pregrédhvary depending on various
factors, including the timing and outcome of prizichl and clinical results, changing competitiwnditions, continued program funding
levels, potential funding opportunities and det@ations with respect to the commercial potentighef Company's technologies.

Selling and marketing expenses were as follows:

Three Months Ended September 30,

2001 2000
(in thousands)
Integra NeuroSciences $ 4775 $ 3,53t
Integra LifeSciences 373 613
Total $ 5,14¢ $ 4,14¢

Integra NeuroSciences selling and marketing exgemseeased $1.2 million as compared to the thirargr of 2000 to $4.8 million primari
because of the increase in the size of the diedesdorce in the United States throughout 2000imtod2001 from 18 to 44 neurospecialists.
Sales and marketing expenses are expected to gentirincrease in the future from the planned esioanof our domestic sales force by an
additional 15 to 20 neurospecialists by the eng0@f2 and the building of a direct sales and manfgatifrastructure in Europe.

Within the Integra LifeSciences division, produates and marketing activities are primarily thepmssibility of our strategic marketing
partners and distributors. The $0.2 million decegadntegra LifeSciences' sales and marketing esgeto $0.4 million in the third quarter of
2001 reflects lower distributor selling cos



General and administrative expenses were as follows

Three Months Ended September 30,

2001 2000
(in thousands)
Integra NeuroSciences $ 926 $ 1,151
Integra LifeSciences 409 396
Corporate 1,422 2,092
Total $ 2,757 $ 3,64C

The $0.2 million decrease in Integra NeuroSciergeseral and administrative expenses was primagidted to headcount reductions in 2
and consulting costs incurred in 2000 related ¢oGNS acquisition.

The $0.7 million decrease in corporate generalaiinistrative expenses was primarily the resuttexfreased legal fees. Beginning in 2(
we anticipate that corporate general and admitiigtraxpenses will increase as a result of higbgall fees associated with the expected
appeal by Merck KGaA of the favorable judgment weeived in our litigation with Merck KGaA (see Ndt@ to the financial statements).
Interest income (expense), net includes the folouwi

Three Months Ended September 30,

2001 2000
(in thousands)
Interest income $ 684 $ 123
Interest expense (128) (327)
Total $ 556 $ (204)

The increase in interest income of $0.6 millioriha third quarter of 2001 is primarily the resultlee interest earned on the approximately
$113 million of cash raised in our public offeriacommon stock in August 2001.

Interest expense decreased $0.2 million in the tpirarter of 2001 because all outstanding debtre@aid during the quarter.

The provision for income taxes increased $0.3 arilin the third quarter of 2001 to $0.4 million, ielh brings the effective tax rate for the
yeal-to-date period to approximately 11%. The decré&asiee effective rate as compared to the third gaof 2000 is the result of greater
taxable income generated in 2001 in jurisdictiol®rg we have net operating loss carryforwards avigilto offset this taxable income.

In the third quarter of 2001, we reported an exttamary loss of $243,000, net of $13,000 of taxesthe early extinguishment of all
outstanding debt. The debt repaid included $7.8anibf outstanding bank loans and $1.4 million @ialg under the terms of a promissory
note.

Net income for the third quarter of 2001 was $3iBian, or $0.13 per diluted share, and includeB0e01 per share extraordinary loss fr
the early retirement of debt. Net income for thedtlquarter of 2000 was $1.7 million, or $0.07 pkare.



Because we have generated taxable income in rqoarters, we are currently assessing the realigabflunrecognized deferred tax assets
related to approximately $70 million in net opemgtloss carryforwards ("NOL's"). If these NOL's aeeognized, we expect that our effective
tax rate would approximate 32% going forward. Hogrethis would not change our actual cash tax veltéch is expected to remain in the
10% to 15% range through the year 2003. Becausetiognition of the NOL's could affect our incorag provision in the near term, we
supplementally disclose pro forma full-taxed eagsirPro forma fully-taxed earnings are calculatgdplying an assumed effective tax rate
of 32% to actual pre-tax results in lieu of ouruattcurrent effective tax rate of 11%.

On a pro forma fully-taxed basis, we reported tlguarter 2001 earnings of $2.8 million, or $0.09 gituted share, including a $0.01 per
share extraordinary loss on the early retirememiedst. This compares to pro forma fully-taxed eaggsiof $1.2 million, or $0.04 per diluted
share, in the third quarter of 2000. The calcutabbpro forma fully-taxed earnings is shown below:

Three Month
Period
Ended September
30

2001 2000
Income before income taxes $ 4,38t $ 1,824
Less: Pre-tax extraordinary loss (256) -
Income before income taxes and after extraordiitarys 4,132 1,824
Pro forma provision for income taxes at 32% effectiate 1,322 584
Pro forma fully-taxed net income 2,81C 1,24C
Preferred stock dividends used to compute dilutedirgs per share (135) (405)
Pro forma fully-taxed net income (loss) applicaioleommon stockholders used to compute dilutediegsrper share $ 2,675 $ 835
Diluted pro forma fully-taxed earnings (loss) pkeae $ 009% 0.04

Diluted weighted average common shares outstanding 28,47z 19,53¢



Comparison of Nine Months Ended September 30, 200dline Months Ended September 30, 2000

Product Sales and Gross Margins on Product Sales:

Nine Months Ended September 30,
2001 2000
(in thousands)

Integra NeuroSciences:

Neuro intensive care unit $ 20,44¢ $ 17,271
Neuro operating room 25,871 14,70(C
Total product sales 46,32( 31,971
Cost of product sales 17,671 13,88¢
Gross margin on product sales 28,64¢ 18,081
Gross margin percentage 62% 57%

Integra LifeSciences:

Private label products 10,75z 8,38¢€
Distributed products 6,91t 5,88¢€
Total product sales 17,66¢ 14,272
Cost of product sales 8,38¢€ 7,51¢
Gross margin on product sales 9,282 6,75¢
Gross margin percentage 53% 47%

Consolidated:

Product sales $ 63,98¢ 46,247
Consolidated gross margin percentage 59% 54%

For the nine months ended September 30, 2001 reatahues increased $17.0 million, or 33%, ovemihe month period ended September
30, 2000 to $68.4 million. Revenue growth was lg@l$17.7 million increase in product sales to @64illion, a 38% increase over the nine
month period ended September 30, 2000. Includétisrincrease was $1.0 million in sales of prodaciguired in the second quarter of 2001
and an additional three months of sales of prolies acquired from NMT Medical in April 2000. Salim the Integra NeuroSciences divis
increased $14.3 million to $46.3 million for thenaimonths ended September 30, 2001, and includ@dchdllion in sales of products acquil

in the second quarter of 2001 and an additionaktimnonths of sales of product lines acquired fravifNMedical in April 2000. Contributing
to the strong growth in the Integra NeuroSciengeisidn were sales of the DuraGen® Dural Graft Matour line of intracranial monitoring
and drainage products for the neuro intensive gaite and the Selector® Integra Ultrasonic Aspirdto the ablation of cranial tumors. For
the nine month periods ended September 30, 20@yranNeuroSciences' reported gross margin on ptadles was reduced by one
percentage point relating to fair value inventouyghase accounting adjustments recorded in commmestith acquisitions. As compared to the
adjusted gross margin of 58% for the nine montliopeended September 30, 2000, gross margin on ptadles increased four percentage
points to 62% for the nine months ended Septembe2@1 through an improved sales mix of highergimaproducts.

Sales of Integra LifeSciences division productseased $3.4 million to $17.7 million for the ninemth period ended September 30, 2001
from higher sales of both private label and distigal products. This increase included an addititmake months of sales of a product line
acquired from NMT Medical in April 2000. For thenei months ended September 30, 2000, Integra Léa8es' reported gross margin on
product sales was reduced by one percentage bating to fair value inventory purchase accountidgustments recorded in connection
with an acquisition. As compared to the adjustezsgmargin of 48% for the nine month period endgot&nber 30, 2000, gross margin on
product sales increased five percentage point8%6 for the nine months ended September 30, 200dapity as a result of increased capacity
utilization.



Other revenue, which decreased by $0.7 milliondtd $nillion for the nine months ended September2B01, consisted of $3.0 million of
research and development funding from strategimpes and government grants, $0.9 million of royaitome, and $0.5 million of license
and distribution revenues. Other revenue in 200uded $1.5 million of event related payments fithim achievement of specific contract
goals and the licensing of technology.

Research and development expenses were as follows:

Nine Months Ended September 30,

2001 2000
(in thousands)
Integra NeuroSciences $ 2217 $ 1,88t
Integra LifeSciences 3,86E 3,852
Total $ 6,082 $ 5,737

The $0.3 million increase in Integra NeuroScienoestarch and development expenses to $2.2 mibioe nine months ended September
30, 2001 was primarily related to development dtitis for the NeuraGen™ Nerve Guide, which receiv&d\ approval in June 2001.

Selling and marketing expenses were as follows:

Nine Months Ended September 30,

2001 2000
(in thousands)
Integra LifeSciences $ 13,797 $ 9,017
Integra LifeSciences 1,371 1,984
Total $ 15,16¢ $ 11,001

Integra NeuroSciences selling and marketing expeimseeased $4.8 million to $13.8 million for theeamonths ended September 30, 2001
primarily because of the increase in the size efdinect sales force in the United States.

The $0.6 million decrease in Integra LifeSciensates and marketing expenses to $1.4 million femihe months ended September 30, 2001
reflects lower distributor selling costs.

General and administrative expenses were as follows

Nine Months Ended September 30,

2001 2000
(in thousands)
Integra NeuroSciences $ 2,76 $ 3,248
Integra LifeSciences 1,255 1,07C
Corporate 5,262 6,95¢
Total $ 9,28C $ 11,271

The $0.5 million decrease in Integra NeuroSciergeseral and administrative expenses was primagidted to headcount reductions and
decreased bad debt expenses recorded in 2001 asdltoag costs incurred in 2000 related to the Gid&uisition.

The $0.2 million increase in Integra LifeScienagieral and administrative expenses was primaigted to increased headcot



The $1.7 million decrease in corporate generalaiministrative expenses was primarily the resuttexfreased legal fees and headcount
reductions.

Amortization expense increased $0.4 million becaisetangible asset amortization from the acqigsi of Satelec Medical and GMS in the
second quarter of 2001 and from an additional thmeaths of amortization recorded in 2001 from tbguésition of product lines from NMT
Medical in April 2000.

Interest income (expense), net includes the folhowi

Nine Months Ended September 30,

2001 2000
(in thousands)
Interest income $ 999 % 555
Interest expense (635) (927)
Total $ 364 $ (372)

The increase in interest income of $0.4 milliontfee nine months ended September 30, 2001 is sét I the interest earned on the
approximately $113 million of cash raised in oublpeioffering of common stock in August 2001, offeg the effects of lower average
interest rates in 2001 as compared to the ninemsamded September 30, 2000.

Interest expense decreased $0.3 million for the nionths ended September 30, 2001 primarily beazube repayment of all outstanding
debt during the third quarter of 2001. Lower averaderest rates in 2001 as compared to the nimglra@nded September 30, 2000 also
contributed to the decrease.

Other income (expense), net includes the following:

Nine Months Ended September 30,

2001 2000
(in thousands)
Other than temporary decline in available for s#eurities $ (95) $ =
Gain on sale of available for sale securities - - 176
Other, net (22) 1
Total $ (117) $ 177

The provision for income taxes increased $0.7 amilfior the nine months ended September 30, 2081.million, which brings the
effective tax rate for the year-to-date periodpgpraximately 11%.

In connection with the adoption of Securities axdltange Commission Staff Accounting Bulletin 1B&yenue Recognition (the "SAB") in
2000, we recorded a $470,000 cumulative effechad@ounting change to defer a portion of a nomaible, up-front fee received and
recorded in other revenue in 1998. The cumulatffeceof this accounting change was measured aratded as of January 1, 2000.

Net income for the nine months ended Septembe2(@, was $8.5 million, or $0.31 per diluted share] included a $0.01 per shi
extraordinary loss from the early retirement oftd&tet income for the nine month period ended Septr 31, 2000 was $0.4 million, or a
$0.28 loss per diluted share after the effect efgred stock dividends and a $4.2 million beneficonversion feature associated with the
issuance of convertible preferred stock and comstock warrants in March 2000. The beneficial cosiar feature is based upon the excess
of the price of the underlying common stock as carag to the fixed conversion price of the convégtifreferred stock, after taking into
account the value assigned to the warre



INTERNATIONAL PRODUCT SALES AND OPERATIONS

For the nine months ended September 30, 2001, tsapesstomers outside the United States totaled3®idlion, or 22% of consolidated
product sales, of which approximately 54% were toolge. Approximately $5.0 million of these salestistomers outside the United States
were generated in foreign currencies from our fprédased subsidiaries in England, Germany and Er&har international sales and
operations are subject to the risk of foreign auyefluctuations, both in terms of exchange ridktesl to transactions conducted in foreign
currencies and the price of our products in thoaekats for which sales are denominated in the dofar.

For the nine months ended September 30, 2000, tsatesstomers outside the United States totaled3®i@lion, or 22% of consolidated
product sales, of which approximately 48% were tooge. Approximately $2.2 million of these salestistomers outside the United States
were generated in foreign currencies from our fprddased subsidiary in England.

We acquired operations in Germany and France wétatquisitions of GMS and Satelec Medical in Ap01 and, in the third quarter of
2001, transferred the manufacturing of the acquatdlec products to our Andover, UK facility. Aitohally, we are in the process of
building our direct European sales force in EngJdfrdnce and Germany.

LIQUIDITY AND CAPITAL RESOURCES

To date, we have generated significant cumulatperating losses. Historically, we have funded querations primarily through private and
public offerings of equity securities, product reues, research and collaboration funding, borrogvimgder a revolving credit line and cash
acquired in connection with business acquisitiams dispositions. Recently, we have substantialyced our cash burn rate and, for the nine
months ended September 30, 2001, we generatedvpagierating cash flows of $9.0 million. Operatoash flows were reduced by a $6.7
million use of cash due to inventory growth. Invagtlevels have grown during 2001 as part of ampdahbuild-up of certain product lines in
connection with new product launches and specifiesspromotion programs and in advance of chamggsimanufacturing of certain

product lines to ensure that there are no salespliens during the transition.

At September 30, 2001, we had cash, cash equisadct current and non-current investments totapumroximately $122.3 million.
Investments consist almost entirely of highly-lidiuinterest bearing debt securities.

Our principal uses of funds during the nine momthded September 30, 2001 were $13.8 million fot deayments, $6.1 million for
business acquisitions, and $2.0 million for puresasf property and equipment. Principal sourcdsmds were approximately $119.8 million
from the issuance of common stock and $9.0 milibpositive operating cash floy



On August 13, 2001, we issued 4,747,500 sharesmifron stock in a public offering at $25.50 per ehdihe net proceeds generated by the
offering, after estimated expenses, are expectagpooximate $113 million.

With the proceeds from the public offering of commstock, we repaid all outstanding debt, includi@g® million of bank loans and $1.4
million payable under the terms of a promissoryenat the third quarter of 2001. Additionally, werrinated our term loan and $4.0 million
revolving credit facility with Fleet Capital Corpagion in August 2001. At September 30, 2001, weriadebt outstandin



OTHER MATTERS

At December 31, 2000, we had provided a $44.8 onillialuation allowance against our consolidate@mlefl tax asset due to the uncertainty
of its realization. Because we have generated texabome during recent quarters, we are contintongassess the potential realizability of
this asset through the generation of future taxaizleme. The recognition of the deferred tax assatd affect our income tax provision in
near term.



FORWARD-LOOKING STATEMENTS

We have made statements in this report, includiagsents under "Management's Discussion and Asal§$-inancial Condition and
Results of Operations" which constitute forwardkiog statements within the meaning of Section 27#e Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 193#se forward-looking statements are subjectrtoraber of risks, uncertainties and
assumptions about the Company, including thoseritbescunder "Risk Factors" in our Annual ReportFmrm 10-K/A for the year ended
December 31, 2000 filed with the Securities andiaxnge Commission. In light of these risks and uagaies, the forward-looking events
and circumstances discussed in this report mapemir and actual results could differ materiallynfirthose anticipated or implied in the
forward-looking statements.

You can identify these forward-looking statementddrward-looking words such as "believe," "maygould,"” "will," "estimate," "continue,

seek," "plan," "expectshould,” "would" and similar expressions in thipa#.

"anticipate," "intend,



PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

In July 1996, we filed a patent infringement lawsnithe United States District Court for the SarthDistrict of California (the "Court")
against Merck KGaA, a German corporation, Scrippse@rch Institute, a California nonprofit corparatiand David A. Cheresh, Ph.D., a
research scientist with Scripps, seeking damagesngumctive relief. The complaint charged, amotigeo things, that the defendant Merck
KGaA willfully and deliberately induced, and conis to willfully and deliberately induce, defendaBtripps Research Institute and Dr.
Cheresh to infringe certain of our patents. Thederds are part of a group of patents granted &Biurnham Institute and licensed by Integra
that are based on the interaction between a fawhibgll surface proteins called integrins and trggrane-glycine-aspartic acid ("RGD")
peptide sequence found in many extracellular matateins. The defendants filed a countersuit asfon an award of defendants' reasonable
attorney fees.

This case went to trial in February 2000, and ird#a2000, a jury returned a unanimous verdictierCompany, finding that Merck KGaA
had willfully infringed and induced the infringentesf our patents, and awarded $15,000,000 in damdde Court dismissed Scripps and
Dr. Cheresh from the case.

In October, 2000, the Court entered judgment infavor and against Merck KGaA in the case. In engethe judgment, the Court also
granted us pre-judgment interest of approximatél3$0,000, bringing the total amount to approxitya$d.6,350,000, plus post-judgment
interest. Merck KGaA filed various post-trial mat®requesting a judgment as a matter of law nostétiding the verdict or a new trial, in
each case regarding infringement, invalidity anchages. In September 2001, the Court entered oirdésor of Integra and against Merck
KGaA on the final post-judgment motions in the casd denied Merck KGaA's motions for judgment asadter of law and for a new trial.

Merck KGaA has notified Integra and the Court thatill appeal various decisions of the Court. RPjosigment interest continues to accru
the rate of approximately $20,000 per week. Intdgrmnot recorded any gain in connection with fdn®rable judgment.

We are also subject to other claims and lawsuitkérordinary course of our business, includingntsaby employees and with respect to our
products. In our opinion, these other claims ateepected, individually or in the aggregate, tsutein a material adverse effect on our
results of operations, financial condition, or cllelws. Our financial statements do not reflect amterial amounts related to possible
unfavorable outcomes of the matters above or athErgever, it is possible that these contingencamdd materially affect our results of
operations, financial position and cash flows paaticular period



ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits

None

(b) Reports on Form 8-K

We filed with the Securities and Exchange CommissidReport on Form 8-K dated August 2, 2001 (amdeguently amended) with respect
to our financial results for the second quarte2@d1 that were reported in a press release.
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