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

CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

(In thousands, except per share amounts)
Three Months Ended March 31, 2005 2004 ---- ----

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



INTEGRA LIFESCIENCES HOLDINGS CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

(In thousands, except per share amounts)

March 31, December 31,
2005 2004

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



INTEGRA LIFESCIENCES HOLDINGS CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)
(In thousands) Three Months Ended March 31, 2005 2004
---- ---- OPERATINGACFRVITIES:—Net—income

Supplemental cash flow information:

At March 31, 2005 and 2004, the Company had $3.3 million and $2.2 million,
respectively, of cash pledged as collateral in connection with its interest rate
swap agreement.

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



INTEGRA LIFESCIENCES HOLDINGS CORPORATION
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

BASIS OF PRESENTATION
General

In the opinion of management, the March 31, 2005 unaudited consolidated
financial statements contain all adjustments (consisting only of normal
recurring adjustments) 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, 2004 included in the Company's Annual
Report on Form 10-K. Operating results for the three-month period ended March
31, 2005 are not necessarily indicative of the results to be expected for the
entire year.

The preparation of consolidated financial statements in conformity with
accounting principles generally accepted in the United States 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, and loss
contingencies. 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.

In 2004, the Company determined that its investments in auction rate securities
should be classified as short term investments. Auction rate securities are
reset to current interest rates periodically, but no later than every 90 days.
These securities were previously recorded in cash and cash equivalents due to
the liquidity provided by their short-term pricing reset features and the
Company's ability to liquidate them in monthly auctions. Prior period cash flow
information has been revised to conform to the current year presentation.
Accordingly, cash flows from investing activities decreased by $2.1 million in
the three months ended March 31, 2004. There was no impact on the Company's net
income or cash flows from operations or financing activities as a result of this
revision. The Company does not have any debt covenants that are affected by
reported cash balances.

Certain other prior year amounts have been reclassified to conform to the
current year's presentation.

Recently Issued Accounting Standards and Other Matters

In November 2004, the Financial Accounting Standards Board (FASB) issued
Statement No. 151, "Inventory Costs-an amendment of ARB No. 43, Chapter 4"
(Statement 151), which is effective beginning January 1, 2006. Statement 151
requires that abnormal amounts of idle facility expense, freight, handling costs
and wasted material be recognized as current period charges. Statement 151 also
requires that the allocation of fixed production overhead be based on the normal
capacity of the production facilities. We are currently assessing the potential
effect that Statement 151 could have on our financial position or results of
operations.

6

In March 2004, the FASB Emerging Issue Task Force (EITF) reached a consensus on
Issue 03-01, "The Meaning of Other-Than-Temporary Impairment and Its Application
to Certain Investments". Issue 03-01 provides guidance regarding recognition and
measurement of unrealized losses on available-for-sale debt and equity
securities accounted for under Statement of Financial Accounting Standard No.
115, "Accounting for Certain Investments in Debt and Equity Securities". The
application of certain paragraphs covering the measurement provisions of Issue
03-01 have been deferred pending the issuance of a final FASB Staff Position
providing implementation guidance on Issue 03-01. The disclosures were effective
in annual financial statements for fiscal years ending after December 15, 2003.



Management is currently assessing the impact that the recognition and
measurement provisions of Issue 03-01 could have on our financial statements.

The American Jobs Creation Act of 2004 (the "Act") was signed into law in
October 2004 and has several provisions that may impact the Company's income
taxes in the future, including the repeal of the extraterritorial income
exclusion and a deduction related to qualified production activities taxable
income. The FASB proposed that the qualified production activities deduction is
a special deduction and will have no impact on deferred taxes existing at the
enactment date. Rather, the impact of this deduction will be reported in the
period in which the deduction is claimed on the Company's tax return. Management
is currently evaluating the impact of the FASB guidance related to qualified
production activities on the Company's effective tax rate in future periods.

In December 2004, the FASB issued Statement No. 123 (revised 2004), "Share-Based
Payment," which is a revision of Statement No. 123, "Accounting for Stock-Based
Compensation." Statement 123(R) replaces APB Opinion No. 25, "Accounting for
Stock Issued to Employees," and amends Statement No. 95, "Statement of Cash
Flows." Statement 123(R) requires all share-based payments to employees,
including grants of employee stock options, to be recognized in the financial
statements based on their fair value. Pro forma footnote disclosure will no
longer be an alternative to financial statement recognition.

Statement 123(R) must be adopted no later than January 1, 2006. Statement 123(R)
permits companies to adopt its requirements using either the "modified
prospective" method or the "modified retrospective" method. Management is
currently evaluating the potential impact of Statement 123(R) on our
consolidated financial position and results of operations and the alternative
adoption methods.

Equity-Based Compensation

The Company recognizes employee stock based compensation using the intrinsic
value method prescribed by APB Opinion No. 25 "Accounting for Stock Issued
to Employees" and FASB Interpretation No. 44 "Accounting for Certain
Transactions 1Involving Stock Compensation - an interpretation of APB Opinion
No. 25".

Had the compensation cost for the Company's stock option plans been determined
based on the fair value at the date of grant consistent with the provisions of
SFAS No. 123, the Company's net income and basic and diluted net income per
share would have been as follows:
Three Months Ended March 31, 2005 2004
---------------- (in thousands, except

per share amounts) Net—ineceme+—AS

As options vest over a varying number of years and awards are generally made
each year, the pro forma impacts shown above may not be representative of future
pro forma expense amounts. The pro forma additional compensation expense related
to all options granted prior to October 1, 2004 was calculated based on the fair
value of each option grant using the Black-Scholes model, while the pro forma
additional compensation expense related to all options granted on or after
October 1, 2004 was calculated based on the fair value of each option grant
using the binomial distribution model.

BUSINESS ACQUISITIONS



On January 3, 2005, the Company acquired all of the outstanding capital stock of
Newdeal Technologies SA for 38.3 million euros ($51.9 million) in cash, subject
to a working capital adjustment. Additionally, the Company has agreed to pay the
sellers up to an additional 1,250,000 euros if each of the sellers continues his
employment with Integra through January 3, 2006. This additional 1,250,000 euro
payment is being accrued to general and administrative expense on a
straight-line basis over the one year employment requirement period.

Based in Lyon, France, Newdeal is a leading developer and marketer of specialty
implants and instruments specifically designed for foot and ankle surgery.
Newdeal's products include a wide range of products for the forefoot, the
mid-foot and the hind foot, including the Bold(R) Screw, Hallu-Fix(R) plate
system and the HINTEGRA(R) total ankle prosthesis. The company sells its
products through a direct sales force in France, Belgium and the Netherlands,
and through distributors in more than 30 countries, including the United States
and Canada. Newdeal's target physicians include orthopedic surgeons specializing
in injuries of the foot, ankle and extremities, as well as podiatric surgeons.
The goodwill recorded in connection with this acquisition is based on the
benefits the Company expects to generate from the synergy between Newdeal's
reconstructive foot and ankle fixation products and Integra's regenerative
products that are used in the treatment of chronic and traumatic wounds of the
foot and ankle.



The following summarizes the preliminary fair value of the assets acquired and

liabilities assumed
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