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FINANCIAL INFORMATION

PART TI.

Financial Statements

Item 1.

INTEGRA LIFESCIENCES HOLDINGS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

In thousands, except per share amounts
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INTEGRA LIFESCIENCES HOLDINGS CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

(In thousands, except per share amounts)

Three Months Ended June 30, Six Months Ended June 30,

REVENUES Product sales
.................... $24,703
$21,385 $49,133 $41,669 Other
FEVENUE vttt i i iin i

Total revenues
................ 26, 441
22,920 52,357 44,604 COSTS
AND EXPENSES Cost of product
sales ............ 9,465
8,310 18,993 16,904 Research
and development .........
2,073 1,837 3,895 3,910
Selling and marketing
............ 5,928 5,269
11,600 10,020 General and
administrative ....... 3,121
3,319 6,340 6,523
Amortization
..................... 364 729
714 1,409 ------- ------- ---
L Total costs and
expenses ...... 20,951 19,464
41,542 38,766 Operating
income ........... ...,
5,490 3,456 10,815 5,838
Interest income (expense),
net ... 993 (114) 1,986 (192)
Other income (expense), net
...... 55 (151) 32 (213) ----

Income before income taxes
....... 6,538 3,191 12,833
5,433 Income tax expense
............... 2,289 429

I Net
income......... ..
$ 4,249 $ 2,762 $ 8,340 $
4,758
======= Basic net income per
share ....... $ 0.15 $ 0.12 $
0.28 $ 0.20 Diluted net
income per share ..... $ 0.14
$0.10 $ 0.27 $ 0.18 Weighted
average common shares
outstanding: Basic
...................... 29,080
20,245 28,770 19,931 Diluted
.................... 30,849
25,049 30,783 22,211 The
accompanying notes are an
integral part of these
consolidated financial
statements




INTEGRA LIFESCIENCES HOLDINGS CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(In thousands)
Six Months Ended June 30,

OPERATING ACTIVITIES: Net income
$ 8,340 $ 4,758 Adjustments to reconcile net income
to net cash provided by operating activities:
Depreciation and amortization
................................... 2,338 2,855

.......................................... 3,640 --
Amortization of discount and premium on investments
............. 882 -- Other, net
30 82 Changes in assets and liabilities, net of
business acquisitions: Accounts receivable
.......................................... (1,476)

(670) (5,406) Prepaid expenses and other current

assets ... i i i 105 605 Non-current
ASSEBES L i i i e e e e
(139) 642 Accounts payable, accrued expenses and
other liabilities ..... 218 520 Customer advances and
deposSits ... . e (781) 1,535
Deferred revenue
............................................. (191)
(1,115) -------- -------- Net cash provided by

operating activities ............ ..., 12,296




INTEGRA LIFESCIENCES HOLDINGS CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION
General

In the opinion of management, the June 30 unaudited consolidated financial
statements contain all adjustments (consisting only of normal recurring
accruals) necessary for a fair presentation of the financial position, results
of operations and cash flows of the Company. Certain information and footnote
disclosures normally included in financial statements prepared in accordance
with generally accepted accounting principles have been condensed or omitted in
accordance with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X.
These unaudited consolidated financial statements should be read in conjunction
with the Company's consolidated financial statements for the year ended December
31, 2001 included in the Company's Annual Report on Form 10-K. Operating results
for the three-month and six month periods ended June 30, 2002 are not
necessarily indicative of the results to be expected for the entire year.

The preparation of consolidated financial statements in conformity with
generally accepted accounting principles requires management to make estimates
and assumptions that affect the reported amount of assets and liabilities, the
disclosure of contingent liabilities, and the reported amounts of revenues and
expenses. Significant estimates affecting amounts reported or disclosed in the
consolidated financial statements include allowances for doubtful accounts
receivable and sales returns, net realizable value of inventories, estimates of
future cash flows associated with long-lived asset valuations, depreciation and
amortization periods for long-lived assets, valuation allowances recorded
against deferred tax assets, loss contingencies, and estimates of costs to
complete performance obligations associated with research, licensing, and
distribution arrangements for which revenue is accounted for using percentage of
completion accounting. These estimates are based on historical experience and on
various other assumptions that are believed to be reasonable under the current
circumstances. Actual results could differ from these estimates.

The Company has reclassified certain prior year amounts to conform with the
current year's presentation.

Recently Issued Accounting Standards

On July 31, 2002, the Financial Accounting Standard Board (FASB) issued
Statement of Financial Accounting Standards No. 146, "Accounting for Costs
Associated with Exit or Disposal Activities" (Statement 146). Statement 146
requires that a liability for a cost associated with an exit or disposal
activity be recognized when the liability is incurred. Statement 146 nullifies
Emerging Issues Task Force Issue 94-3 '"Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring)", which required that a liability for
an exit cost be recognized at the date of an entity's commitment to an exit
plan. The provisions of this Statement are effective for exit or disposal
activities that are initiated after December 31, 2002. The Company is currently
assessing the impact that Statement 146 will have on its financial statements.

In October 2001, the FASB issued Statement of Financial Accounting Standards No.
144, "Accounting for the Impairment or Disposal of Long-Lived Assets" (Statement
144). Statement 144 supercedes Statement of Financial Accounting Standards No
121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of". Statement 144 applies to all long-lived assets,
including discontinued operations, and consequently amends Accounting Principles
Board Opinion No. 30, "Reporting Results of Operations-- Reporting the Effects
of Disposal of a Segment of a Business". The Company adopted Statement 144 on
January 1, 2002. The adoption of Statement 144 had no impact on the Company's
financial statements.

1. BASIS OF PRESENTATION (continued)

Recently Issued Accounting Standards

In July 2001, the FASB issued Statements of Financial Accounting Standards
No. 141, "Business Combinations" (Statement 141), and No.142,

"Goodwill and Other Intangible Assets" (Statement 142).

Statement 141 requires that all business combinations initiated after June 30,
2001, be accounted for using the purchase method of accounting and further



clarifies the criteria to recognize intangible assets separately from goodwill.
The Company determined that its assembled workforce intangible asset does not
meet the criteria for recognition as a separate identifiable intangible asset
and thus, effective January 1, 2002, reclassified the net book value of its
assembled workforce intangible asset into goodwill. Under Statement 142,
goodwill and indefinite-lived intangible assets are no longer amortized, but are
reviewed for impairment at the reporting unit level annually, or more frequently
if impairment indicators arise. Separable intangible assets that are not deemed
to have an indefinite life will continue to be amortized over their useful
lives. The Company reassessed the useful lives of its identifiable intangible
assets and determined that they continue to be appropriate. As required by
Statement 142, the Company amortized through December 31, 2001 all goodwill
acquired prior to July 1, 2001. Effective January 1, 2002, the Company ceased
amortization of all goodwill. The implementation of Statement 142 is expected to
reduce amortization expense by approximately $1.0 million in 2002.

If the non-amortization provisions of Statement 142 had been applied for all of
2001, net income for the three and six months ended June 30, 2001 would have
been as follows:

Three Months Ended Six Months Ended
June 30, 2001 June 30, 2001

(in thousands)

The Company completed its initial impairment review for goodwill as of June 30,
2002 and determined that its reporting unit goodwill was not impaired.

2. INVENTORIES

Inventories consisted of the following:
June 30, December 31, 2002 2001 ---- -
--- (in thousands) Raw
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3. GOODWILL AND OTHER INTANGIBLE ASSETS

Changes in the carrying amount of reporting unit goodwill for the six months
ended June 30, 2002, were as follows:
Integra Integra NeuroSciences
LifeSciences Total ------------- ---
----------------------- (in
thousands) Geedwill—net—-of
] . : I




as—Feltews+
June 30, 2002 December 31, 2001 ----

----- Accumulated Accumulated Cost
Amortization Cost Amortization -----

Before the effects of recent acquisitions (see Note 10), amortization expense is
expected to approximate $1.4 million annually in each of the next five years.

4. COMMON AND PREFERRED STOCK

Oon April 15, 2002, the Company notified the holders of the 54,000 shares of
Series C Preferred Stock of its intention to redeem these shares on May 31, 2002
for $6.6 million. On April 16, 2002, all of the holders of the Series C
Preferred Stock exercised their right to convert their shares into 600,000
shares of common stock prior to the redemption.

5. INCOME TAXES

Income tax expense was approximately 35% and 12% of income before income taxes
for the six months ended June 30, 2002 and 2001, respectively. Income tax
expense for the six months ended June 30, 2002 included a deferred income tax
provision of $3.6 million, or 28% of income before income taxes. The effective
rate for the six months ended June 30, 2001 reflects the utilization of net
operating loss carryforwards during the period. In the quarter ended December
31, 2001, the Company reversed a portion of the valuation allowance recorded
against the deferred tax assets related to these net operating loss
carryforwards.



6. COMPREHENSIVE INCOME
Comprehensive income was as follows:

(In thousands)
Three Months Ended June 30, Six Months Ended
June 30, -------mee e oo
----------------- 2002 2001 2002 2001 ------
R Net income
......................... $ 4,249 $ 2,762 $
8,340 $ 4,758 Foreign currency translation

adjustment ........ .. . i, 1,355
(414) 1,127 (745) Unrealized gain on
investments ..... 526 121 77 107 -------- --
---------------------- Comprehensive
income ............... $ 6,130 $ 2,469 $

9,544 $ 4,120 ======== ===
======== 7. NET INCOME PER SHARE Basic and
diluted net income per share were as
follows: (In thousands, except per share
amounts)

Three Months Ended Six Months Ended June 30,
June 30, ---------mmemmeme meeemeeeeoo o
-- 2002 2001 2002 2001 ------ ------ ------

------ Basic—net—income—pershareiNet

Prior to its conversion on April 16, 2002, the Series C Preferred Stock
(convertible into 600,000 shares of common stock) was not included in the
computation of diluted net income per share for the three or six month periods
ended June 30, 2002 because its effect would have been antidilutive. Prior to
its conversion on June 26, 2001, the Series B Preferred Stock (convertible into
2,617,800 shares of common stock) was not included in the computation of diluted
net income per share for the six month period ended June 30, 2001 because its
effect would have been antidilutive. Options outstanding at June 30, 2002 to
purchase 627,000 shares of common stock were excluded from the computation of
diluted net income per share for the three and six month periods ended June 30,
2002 because their exercise price exceeded the average market price of the
common stock for the applicable period.

8. DIVISION AND GEOGRAPHIC INFORMATION

Integra's business is divided into two divisions: Integra NeuroSciences(TM) and
Integra LifeSciences(TM).

The Integra NeuroSciences division is a leading provider of implants, devices,

and systems used in neurosurgery, neurotrauma, and related critical care and a

distributor of disposables and supplies used in the diagnosis and monitoring of
neurological disorders. The Integra LifeSciences division develops and



manufactures a variety of medical products and devices, including products based
on the Company's proprietary tissue regeneration technology that are used to
treat soft tissue and orthopedic conditions.

Integra NeuroSciences sells primarily through a direct sales force in the United
States and Western Europe and through a network of distributors elsewhere
throughout the world. For the majority of the products manufactured by the
Integra LifeSciences division, the Company has partnered with market leaders for
the development and marketing efforts related to these products.

As a result of the acquisitions of NeuroSupplies, Inc. (renamed Integra
NeuroSupplies, 1Inc.) in December 2001, and GMSmbH and Satelec Medical in April
2001, the following division financial results may not be directly comparable.

Total
Integra Integra Reportable
NeuroSciences LifeSciences Divisions

(in thousands)
Three months ended
June 30, 2002 ------
-------- Product
sales
$ 20,062 $ 4,641 $
24,703 Total revenue
20,090 6,351 26,441
Operating expenses
14,818 3,761 18,579
Operating income
5,272 2,590 7,862
Depreciation
included in division
operating expenses
............ 519 250
769 Three months
ended June 30, 2001

$ 17,032 $ 4,353 $
21,385 Total revenue
17,310 5,610 22,920
Operating expenses
12,799 4,163 16,962
Operating income
4,511 1,447 5,958
Depreciation
included in division
operating expenses
............ 373 257
630 Six months ended
June 30, 2002 ------
-------- Product
sales
$ 39,857 $ 9,276 $
49,133 Total revenue
39,913 12,444 52,357
Operating expenses
29,424 7,419 36,843
Operating income
10,489 5,025 15,514
Depreciation
included in division
operating expenses
............ 1,072
497 1,569 Six months



ended June 30, 2001

$ 32,818 $ 8,851 $
41,669 Total revenue
33,374 11,230 44,604
Operating expenses
24,657 8,860 33,517
Operating income
8,717 2,370 11,087
Depreciation
included in division
operating expenses
............ 790 555

8. DIVISION AND GEOGRAPHIC INFORMATION (continued)

A reconciliation of the amounts reported for total reportable divisions to the
consolidated financial statements is as follows:
Three Months Ended
Six Months Ended June
30, June 30, --------

2002 2001 ------ -
------------ (in

thousands) eperating

F456—$46-84—$ 5638
Product sales
consisted of the
following: Three
Months Ended Six
Months Ended June 30,
June 30, ------------

2001 ------ ------ --

thousands) Integra



NeuroSciences: Neuro
intensive care unit
...... $ 6,973 $
6,914 $14,214 $13,492
Neuro operating room
........... 10,610
9,056 20,702 17,294
Other NeuroSciences
products ... 2,479
1,062 4,941 2,032 ---
--- Total product
sales ............
20,062 17,032 39,857
32,818 Integra
LifeSciences: Tissue
repair products
......... $ 2,333
1,836 4,454 3,626
Other medical devices
.......... 2,308
2,517 4,822 5,225 ---
--- Total product
sales ............
4,641 4,353 9,276
8,851 Consolidated
product sales
........ $24,703
$21,385 $49,133
$41,669 Product sales
by major geographic
area are summarized
below:

United Asia Other
States Europe Pacific
Foreign Total -------



9. COMMITMENTS AND CONTINGENCIES

As consideration for certain technology, manufacturing, distribution and selling
rights and licenses granted to the Company, the Company has agreed to pay
royalties on the sales of products that are commercialized relative to the
granted rights and licenses. Royalty payments under these agreements by the
Company were not significant for any of the periods presented.

Various lawsuits claims and proceedings are pending or have been settled by the
Company. The most significant of those are described below.

In July 1996, the Company filed a patent infringement lawsuit in the United
States District Court for the Southern District of California (the "Court")
against Merck KGaA, a German corporation, Scripps Research Institute, a
California nonprofit corporation, and David A. Cheresh, Ph.D., a research
scientist with Scripps, seeking damages and injunctive relief. The complaint
charged, among other things, that the defendant Merck KGaA willfully and
deliberately induced, and continues to willfully and deliberately induce,
defendants Scripps Research Institute and Dr. Cheresh to infringe certain of the
Company's patents. These patents are part of a group of patents granted to The
Burnham Institute and licensed by the Company that are based on the interaction
between a family of cell surface proteins called integrins and the
arginine-glycine-aspartic acid ("RGD") peptide sequence found in many
extracellular matrix proteins. The defendants filed a countersuit asking for an
award of defendants' reasonable attorney fees.

This case went to trial in February 2000. In March, 2000, a jury returned a
unanimous verdict for the Company and awarded $15,000,000 in damages, finding
that Merck KGaA had willfully infringed and induced the infringement of the
Company's patents. The Court dismissed Scripps and Dr. Cheresh from the case.

In October, 2000, the Court entered judgment in the Company's favor and against
Merck KGaA in the case. In entering the judgment, the Court also granted the
Company pre-judgment interest of approximately $1,350,000, bringing the total
award to approximately $16,350,000, plus post-judgment interest. Merck KGaA
filed various post-trial motions requesting a judgment as a matter of law
notwithstanding the verdict or a new trial, in each case regarding infringement,
invalidity and damages. In September 2001, the Court entered orders in favor of
the Company and against Merck KGaA on the final post-judgment motions in the
case, and denied Merck KGaA's motions for judgment as a matter of law and for a
new trial.

Merck KGaA and Integra have each appealed various decisions of the Court. We
expect the court of appeals to hear arguments in the appeal during late 2002 or
early 2003 and to issue its opinion during 2003. Integra has not recorded any
gain in connection with this favorable judgment.

The Company is also subject to other claims and lawsuits in the ordinary course
of our business, including claims by employees or former employees and with
respect to our products. In the opinion of management, such other claims are
either adequately covered by insurance or otherwise indemnified, or are not
expected, individually or in the aggregate, to result in a material adverse
effect on the Company's financial condition. The Company's financial statements
do not reflect any material amounts related to possible unfavorable outcomes of
the matters above or others. However, it is possible that the Company's results
of operations, financial position and cash flows in a particular period could be
materially affected by these contingencies.



10. SUBSEQUENT EVENTS

On July 1, 2002, the Company acquired the assets of Signature Technologies,
Inc., a specialty manufacturer of titanium and stainless steel implants for the
neurosurgical and spinal markets, and certain other intellectual property
assets. The purchase price consisted of $2.8 million in cash paid at closing,
and certain other consideration to be paid upon the release of new products to
be sold through the Integra NeuroSciences sales force. The acquired product
lines generated approximately $3.2 million in sales during the year ended
December 31, 2001, primarily from the manufacture of cranial fixation systems
for sale under a contract manufacturing agreement that expires in June 2004.

On August 1, 2002, the Company acquired the neurosciences division of NMT
Medical, Inc. for $5.4 million in cash. Through this acquisition, the Company
added a range of leading differential pressure valves, including the
Orbis-Sigma(R), Integra Hakim(R) and horizontal-vertical ("H-V") lumbar valves,
and external ventricular drainage products to its neurosurgical product line.
The acquired product lines generated sales of approximately $13.9 million during
the year ended December 31, 2001. The acquired operations include a facility
located in Biot, France that manufactures, packages and distributes shunting,
catheter and drainage products, and a distribution facility located in Atlanta,
Georgia. The Company expects to consolidate the Atlanta operations into its
Cranbury, New Jersey National Distribution Center before the end of 2002.

The Company is currently evaluating the allocation of the purchase price of
these acquisitions, including any potential in-process research and development
charge associated with acquired intellectual property or undeveloped technology.



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

The following discussion and analysis of our financial condition and results of
operations should be read in conjunction with our consolidated financial
statements and the related notes thereto appearing elsewhere in this report and
in our 2001 Annual Report on Form 10-K filed with the Securities and Exchange
Commission. This discussion and analysis contains forward-looking statements
that involve risks, uncertainties and assumptions. The actual results may differ
materially from those anticipated in these forward-looking statements as a
result of many factors, including but not limited to those under the heading
"Risk Factors" contained in our 2001 Annual Report on Form 10-K.

General

Integra is a global, diversified medical device company that develops,
manufactures, and markets medical devices, implants and biomaterials primarily
for use in neurosurgery, orthopedics and soft tissue repair. Our business is
divided into two divisions: Integra NeuroSciences(TM) and Integra
LifeSciences(TM).

Our Integra NeuroSciences division is a leading provider of implants, devices,
and systems used in neurosurgery, neurotrauma, and related critical care and a
distributor of disposables and supplies used in the diagnosis and monitoring of
neurological disorders. Integra NeuroSciences sells primarily through a direct
sales force of more than 90 people in the United States, the United Kingdom,
Germany, France and Belgium.

Our Integra LifeSciences division develops and manufactures a variety of medical
products and devices, including products based on our proprietary tissue
regeneration technology that are used to treat soft tissue and orthopedic
conditions. For the majority of the products manufactured by our Integra
LifeSciences division, we have partnered with market leaders for the development
and marketing efforts related to these products. Many of these products address
large, diverse markets, and we believe that they can be promoted more
cost-effectively through leveraging marketing partners than through developing
our own sales infrastructure. We have strategic alliances with Ethicon, a
division of Johnson & Johnson, Wyeth, Medtronic, and Centerpulse.

Acquisitions

As a result of the acquisitions of NeuroSupplies, Inc. (renamed Integra
NeuroSupplies, Inc.) in December 2001, and GMSmbH and Satelec Medical in April
2001, our division financial results for the three and six month periods ended
June 30, 2002 and 2001 may not be directly comparable. Reported product sales
for the three and six month periods ended June 30, 2002 and 2001 included the
following amounts in sales of acquired product lines:

Three Months Ended
Six Months Ended June

30, June 30, --------

-------- (in
thousands) 2002 2001
2002 2001 ------ ----




(1) Excludes sales of the LICOX(R) product in those territories where Integra
NeuroSciences had exclusive distribution rights to the product prior to our
acquisition of GMSmbH.



ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS (continued)

Future divisional financial results are also expected to be impacted by the
following acquisitions, which we completed subsequent to June 30, 2002:

| X] On July 1, 2002, we acquired the assets of Signature Technologies,
Inc. (renamed Integra Signature Technologies, Inc.), a specialty
manufacturer of titanium and stainless steel implants for the
neurosurgical and spinal markets, and certain other intellectual
property assets. The purchase price consisted of $2.8 million
in cash paid at closing, and certain other consideration to be paid
upon the release of new products to be sold through our Integra
NeuroSciences sales force. The acquired product lines generated
approximately $3.2 million in sales during the year ended December 31,
2001, primarily from the manufacture of cranial fixation systems for
sale under a contract manufacturing agreement that expires in June
2004. We expect that ongoing sales from existing relationships will be
approximately $2.5 million per year. Sales of Integra Signature
products to contract manufacturing partners will be included in the
Integra LifeSciences division.

| X] On August 1, 2002, we acquired the neurosciences division of NMT
Medical, Inc.("NMT Neurosciences")for $5.4 million in cash. Through
this acquisition, we added a range of leading differential pressure
valves, including the Orbis-Sigma(R), Integra Hakim(R)and horizontal-
vertical ("H-V") lumbar valves, and external ventricular drainage
products to our neurosurgical product line. Although the acquired
product lines generated sales of approximately $13.9 million during
the year ended December 31, 2001, we estimate that the net effect of
this acquisition and our planned elimination of redundant or under
performing product lines (including products already sold by us prior
to the acquisition of NMT Neurosciences) will be to increase our
product sales by approximately $2.5 million per quarter through the
end of 2003. Sales of NMT Neurosciences products will be included in
the Integra NeuroSciences division.

The Company is currently evaluating the allocation of the purchase price of
these acquisitions, including any potential in-process research and development
charge associated with acquired intellectual property or undeveloped technology.

Results of Operations

Second Quarter Ended June 30, 2002 Compared to Second Quarter Ended June 30,
2001

For the second quarter ended June 30, 2002, total revenues increased 15% over
the quarter ended June 30, 2001 to $26.4 million, led by a 16% increase in
product sales to $24.7 million. Domestic product sales increased $3.2 million in
the second quarter of 2002 to $20.0 million, or 81% of product sales, as
compared to 79% of product sales in the second quarter ended June 30, 2001. The
Integra NeuroSciences division, which reported a $2.8 million increase in total
revenues to $20.1 million, a 16% increase over the prior year quarter, led
growth in total revenues and product sales for the second quarter of 2002. The
Integra LifeSciences division reported a $0.7 million increase in total revenues
to $6.3 million, a 13% increase over the second quarter of 2001.

Net income for the second quarter of 2002 was $4.2 million, or $0.14 per share,
as compared to net income of $2.8 million, or $0.10 per share, reported in the
prior year quarter. In addition to the increase in revenues, results for the
second quarter of 2002 benefited from a one percentage point improvement in
consolidated gross margin on product sales to 62%, which is three percentage
points better than the 59% reported for the full year 2001. The improvement in
gross margins in the second quarter of 2002 reflects a greater proportion of
sales of higher margin products compared to the second quarter of 2001 and
increased direct sales in Europe. The increase in the proportion of higher
margin product sales was



ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS (continued)

attributable both to increases in sales of the
DuraGen(R) Dural Graft Matrix and other single-use products and decreases in
sales of certain lower-margin capital equipment products.

We expect gross margins for the remainder of 2002 to be adversely affected by
the planned rationalization of our product lines and by inventory fair market
value adjustments to be recorded in connection with our recent acquisitions of
Integra Signature Technologies and NMT Neurosciences. After giving effect to
these items and the lower gross margins associated with the recently acquired
product lines, we expect consolidated gross margins to approximate 60% for the
remainder of 2002 and 62% for the full year 2003 based on a continued
improvement in product and geographic sales mix.

An increase in our effective tax rate from 13% in the second quarter of 2001 to
a 35% rate recorded in 2002 offset the improved gross margin results in the
second quarter of 2002. The effective rate for the second quarter of 2001
reflects the utilization of our net operating loss carryforwards during the
period. In the fourth quarter ended December 31, 2001, we reversed a portion of
the valuation allowance recorded against the deferred tax assets related to
these net operating loss carryforwards, which is expected to result in an
ongoing effective tax rate of 35%. We expect our actual cash tax rate to be in
the 6% to 8% range in 2002. Had our effective tax rate been 35% in 2001,
reported earnings would have been $0.08 per share in the second quarter of 2001.

The following discussion of divisional financial results excludes corporate
general and administrative expenses and amortization of intangible assets, which
are not included in the measurement of divisional operating results.

INTEGRA NEUROSCIENCES DIVISION

Quarter Ended June 30,
2002 2001
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