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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549
FORM 10-Q
(Mark One)

b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2009

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
COMMISSION FILE NO. 0-26224
INTEGRA LIFESCIENCES HOLDINGS CORPORATION
(EXACT NAME OF REGISTRANT AS SPECIFIED IN ITS CHARTER)

DELAWARE 51-0317849

(STATE OR OTHER JURISDICTION OF (I.R.S. EMPLOYER IDENTIFICATION NO.)
INCORPORATION OR ORGANIZATION)

311 ENTERPRISE DRIVE
PLAINSBORO, NEW JERSEY 08536

(ADDRESS OF PRINCIPAL EXECUTIVE OFFICES) (ZIP CODE)

REGISTRANT S TELEPHONE NUMBER, INCLUDING AREA CODE: (609) 275-0500
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes o No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated filer Non-accelerated filer o Smaller reporting company o
accelerated filer 0
b

(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
oNop
The number of shares of the registrant s Common Stock, $.01 par value, outstanding as of May 4, 2009 was
28,402,040.

Table of Contents 2



Edgar Filing: INTEGRA LIFESCIENCES HOLDINGS CORP - Form 10-Q

Table of Contents



Edgar Filing: INTEGRA LIFESCIENCES HOLDINGS CORP - Form 10-Q

INTEGRA LIFESCIENCES HOLDINGS CORPORATION
INDEX

Page Number
PART 1. FINANCIAL INFORMATION

Item 1. Financial Statements

Condensed Consolidated Statements of Operations for the three months ended March 31.
2009 and 2008 (Unaudited) 3

Condensed Consolidated Balance Sheets as of March 31, 2009 and December 31. 2008
(Unaudited) 4

Condensed Consolidated Statements of Cash Flows for the three months ended March 31
2009 and 2008 (Unaudited) 5

Notes to Unaudited Condensed Consolidated Financial Statements 6

Item 2. Management s Discussion and Analysis of Financial Condition and Results of
Operations 18

Item 3. Quantitative and Qualitative Disclosures About Market Risk 29
Item 4. Controls and Procedures 29

PART II. OTHER INFORMATION

Item 1. Legal Proceedings 29

Item 1A. Risk Factors 30

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 32

Item 6. Exhibits 33
SIGNATURES 34

EXHIBITS 35

Exhibit 10.8
Exhibit 10.9
Exhibit 31.1
Exhibit 31.2
Exhibit 32.1
Exhibit 32.2




Edgar Filing: INTEGRA LIFESCIENCES HOLDINGS CORP - Form 10-Q

Table of Contents

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

INTEGRA LIFESCIENCES HOLDINGS CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Total Revenue

Costs and Expenses:

Cost of product revenues
Research and development
Selling, general and administrative
Intangible asset amortization

Total costs and expenses
Operating income

Interest income

Interest expense

Other (expense) income, net

Income before income taxes
Income tax expense

Net income

Basic net income per share
Diluted net income per share

(UNAUDITED)
(In thousands, except per share amounts)

Weighted average common shares outstanding (See Note 10):

Basic
Diluted

Three Months Ended March 31,

2009 2008

$ 160,950 $ 156,008
58,148 62,212

10,643 7,798

66,451 62,489

3,456 2,973

138,698 135,472
22252 20,536

247 687
(6,684) (8,567)

(868) 1,507

14,947 14,163

5,380 5,113

$ 9,567 $ 9,050
$ 0.33 $ 0.33
$ 0.32 $ 0.32
28,943 26,889
29,252 28,199

The accompanying notes are an integral part to these condensed consolidated financial statements.
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INTEGRA LIFESCIENCES HOLDINGS CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

(In thousands)

March 31, December 31,

2009 2008
ASSETS
Current Assets:
Cash and cash equivalents $ 185,630 $ 183,546
Trade accounts receivable, net of allowances of $9,432 and $10,052 101,610 112,417
Inventories, net 141,582 146,103
Deferred tax assets 21,325 24,135
Prepaid expenses and other current assets 27,420 31,191
Total current assets 477,567 497,392
Property, plant and equipment, net 69,783 70,382
Intangible assets, net 220,225 225,998
Goodwill 207,705 212,094
Other assets 20,137 20,148
Total assets $ 995417 $ 1,026,014
LIABILITIES AND STOCKHOLDERS EQUITY
Current Liabilities:
Borrowings under senior credit facility $ 100,000 $ 100,000
Accounts payable, trade 22,834 22,964
Deferred revenue 3,173 3,053
Accrued compensation 17,176 16,030
Accrued expenses and other current liabilities 27,488 32,704
Total current liabilities 170,671 174,751
Long-term borrowings under senior credit facility 160,000 160,000
Long-term convertible securities 271,307 299,480
Other liabilities 19,170 19,474
Total liabilities 621,148 653,705
Commitments and contingencies (see Footnote 12)
Stockholders Equity:
Common stock: $0.01 par value; 60,000 authorized shares; 34,458 and 34,352
issued at March 31, 2009 and December 31, 2008, respectively 345 344
Additional paid-in capital 503,130 502,784
Treasury stock, at cost; 6,354 shares at March 31, 2009 and December 31,
2008 (252,380) (252,380)
Accumulated other comprehensive income (loss):
Foreign currency translation adjustment (1,653) 6,314
Pension liability adjustment, net of tax (946) (959)
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Retained earnings 125,773 116,206
Total stockholders equity 374,269 372,309
Total liabilities and stockholders equity $ 995417 $ 1,026,014

The accompanying notes are an integral part of these condensed consolidated financial statements.
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INTEGRA LIFESCIENCES HOLDINGS CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

(In thousands)

OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash provided by operating

activities:

Depreciation and amortization

Deferred income tax (benefit)

Amortization of bond issuance costs

Non-cash interest expense

Payment of accreted interest

Gain on bond repurchase

Share-based compensation

Excess tax benefits from stock-based compensation arrangements
Other, net

Changes in assets and liabilities, net of business acquisitions:
Accounts receivable

Inventories

Prepaid expenses and other current assets

Other non-current assets

Accounts payable, accrued expenses and other current liabilities
Income taxes payable

Deferred revenue

Other non-current liabilities

Net cash provided by operating activities

INVESTING ACTIVITIES:
Cash used in business acquisition, net of cash acquired
Purchases of property and equipment

Net cash (used in) investing activities

FINANCING ACTIVITIES:

Borrowings under senior credit facility

Repayment of loans

Repurchase of liability component of convertible notes

Proceeds from exercised stock options

Excess tax benefits from stock-based compensation arrangements

Net cash (used in) provided by financing activities

Table of Contents

Three Months Ended March 31,

2009

$ 9,567 $

8,676
(419)

824

2,762
(1,544)
(1,213)

3,760
®)

9,141
2,693
7,247
910
(5,420)

(191)
402

37,187

(4,003)
(3,046)

(7,049)

(27,988)
23
8

(27,957)

2008

9,050

7,073
(3,689)

610

4,352

3,478
(66)
18

(2,616)
179
(1,899)
(535)
(2,171)
4,755
756
1,051

20,346

(6)
(2,844)

(2,850)

120,000
(178)

1,113
66

121,001
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Effect of exchange rate changes on cash and cash equivalents (CH)) 3,177
Net increase in cash and cash equivalents 2,084 141,674
Cash and cash equivalents at beginning of period 183,546 57,339
Cash and cash equivalents at end of period $ 185,630 $ 199,013

The accompanying notes are an integral part of these condensed consolidated financial statements.
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INTEGRA LIFESCIENCES HOLDINGS CORPORATION

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1. BASIS OF PRESENTATION
General
The terms we, our, us, Company and Integra refer to Integra LifeSciences Holdings Corporation, a De
corporation, and its subsidiaries unless the context suggests otherwise.
In the opinion of management, the March 31, 2009 unaudited condensed consolidated financial statements contain all
adjustments (consisting only of normal recurring adjustments) necessary for a fair statement 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
condensed consolidated financial statements should be read in conjunction with the Company s consolidated financial
statements for the year ended December 31, 2008 included in the Company s Annual Report on Form 10-K. The
December 31, 2008 condensed consolidated balance sheet was derived from audited financial statements but does not
include all disclosures required by accounting principles generally accepted in the United States. Operating results for
the three-month period ended March 31, 2009 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, fair value
estimates of stock-based compensation awards, valuation allowances recorded against deferred tax assets, estimates of
amounts to be paid to employees and other exit costs to be incurred in connection with the restructuring of our
operations 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.
Recently Adopted Accounting Standards
Effective January 1, 2009, the Company adopted Financial Accounting Standards Board ( FASB ) Staff Position
No. APB 14-1, Accounting for Convertible Debt Instruments that May be Settled in Cash Upon Conversion (Including
Partial Cash Settlement) ( FSP APB 14-1 ). FSP APB 14-1 requires that the liability and equity components of
convertible debt instruments that may be settled in cash upon conversion (including partial cash settlement) be
separately accounted for in a manner that reflects an issuer s nonconvertible debt borrowing rate. FSP APB 14-1 is
effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods
within those fiscal years. FSP APB 14-1 is effective for our $330.0 million aggregate principal amount of our senior
convertible notes due June 2010 and June 2012 with an annual rate of 2.75% and 2.375%, respectively, (the 2010
Notes and the 2012 Notes, respectively), and the $119.5 million exchanged portion of our contingent convertible
subordinated notes due March 2008 with an annual rate of 2.5% (the 2008 Notes ) and requires retrospective
application for all periods presented. FSP APB 14-1 requires the issuer of convertible debt instruments with cash
settlement features to separately account for the liability. As of the date of issuance for the 2010 Notes and the 2012
Notes, and the date of modification for the 2008 Notes (collectively, the Covered Notes ), the result of the impact of
FSP APB 14-1 for each of the Covered Notes is as follows (in millions):

2008 2010 2012
Notes Notes Notes
September
Date impacted by FSP APB 14-1 2006 June 2007 June 2007
Total Amount $ 1195  $ 1650 $ 165.0

Table of Contents 10
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Liability Component 103.0 142.2 122.5
Equity Component 11.6 16.0 29.9
Deferred Tax Component 4.9 6.8 12.6

The debt component was recognized at the present value of its cash flows discounted using discount rates of 9.70%,
6.47% and 6.81%, our borrowing rate at the date of exchange of the 2008 Notes and the dates of the issuance of the
2010 Notes and the 2012 Notes, respectively, for a similar debt instrument without the conversion feature. For
additional information, see Note 6, Debt. FSP APB 14-1 also requires an accretion of the resultant debt discount over
the expected life of the Covered Notes, which is March, 2008 to June, 2012.

Table of Contents 11
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The following table sets forth the effect of the retrospective application of FSP APB 14-1 on certain previously
reported line items (in thousands, except per share amounts):
Condensed Consolidated Statements of Operations:

Three Months Ended March 31, 2008
Originally As
Reported Adjustments Adjusted

Interest expense $ 4215 $ 4,352) $ (8,567)
Income tax expense 6,950 (1,837) 5,113
Net income 11,565 (2,515) 9,050
Basic earnings per share $ 0.43 $ 0.33
Diluted earnings per share 0.41 0.32
Condensed Consolidated Balance Sheets:
December 31, 2008

Originally As

Reported Adjustments Adjusted
Other assets $ 28,565 $ 8417) $ 20,148
Long-term convertible securities 330,000 (30,520) 299,480
Additional paid-in capital 464,668 38,116 502,784
Retained earnings 132,219 (16,013) 116,206
Total stockholders equity 350,206 22,103 372,309

Condensed Consolidated Statements of Cash Flows:

Three Months Ended March 31, 2008
Originally As
Reported Adjustments Adjusted

Net income $ 11,565 $ 2,515 % 9,050
Deferred income tax (benefit) (1,852) (1,837) (3,689)
Non-cash interest expense 4,352 4,352

For the three months ended March 31, 2009, the additional pre-tax non-cash interest expense recognized in the
condensed consolidated income statement was $2.8 million. Accumulated amortization related to the debt discount
was $8.2 million and $5.5 million as of March 31, 2009 and December 31, 2008, respectively. The pre-tax increase in
non-cash interest expense on our condensed consolidated statements of income to be recognized through 2012, the
latest maturity date of the Notes, is as follows (in millions):

2009 2010 2011 2012

Pre-tax increase in non-cash interest expense $ 10.7 $ 8.1 $ 6.7 $ 2.9
Effective January 1, 2009, the Company adopted FASB Staff Position No. EITF 03-6-1, Determining Whether
Instruments Granted in Share-Based Payment Transactions Are Participating Securities ( FSP 03-6-1 ). In FSP 03-6-1,
unvested share-based payment awards that contain rights to receive nonforfeitable dividends or dividend equivalents
(whether paid or unpaid) are participating securities, and thus, should be included in the two-class method of
computing earnings per share ( EPS ). The adoption of this standard did not have a material impact on the Company s
disclosure of EPS. See Note 10, Net Income Per Share for a further discussion.

Table of Contents 12
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Effective January 1, 2009, the Company adopted FASB Statement No. 141(R), Business Combinations ( Statement
141(R) ), a replacement of FASB Statement No. 141. Statement 141(R) changes the practice for accounting for
business combinations, such as requiring that the Company (1) expense transaction costs as incurred, rather than
capitalizing them as part of the purchase price; (2) record contingent consideration arrangements and pre-acquisition
contingencies, such as legal issues, at fair value at the acquisition date, with subsequent changes in fair value recorded
in the income statement; (3) capitalize the fair value of acquired research and development assets separately from
goodwill, whereas the Company previously determined the acquisition-date fair value and then immediately charged
the value to expense; and (4) limit the conditions under which restructuring expenses can be accrued in the opening
balance sheet of a target to only those where the requirements in FASB Statement No. 146, Accounting for Costs
Associated with Exit or Disposal Activities, would have been met at the acquisition date. Additionally, Statement
141(R) provides that, upon initially obtaining control, an acquirer shall recognize 100 percent of the fair values of
acquired assets, including goodwill, and assumed liabilities, with only limited exceptions, even if the acquirer has not
acquired 100 percent of its target. The implementation of Statement 141(R) could result in an increase or decrease in
future selling, general and administrative and other operating expenses, depending upon the extent of the Company s
acquisition related activities going forward. No business combination transactions occurred during the three months
ended March 31, 2009. The adoption of this standard did not have a material impact on the Company s financial
condition and results of operations.

Table of Contents 13
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In April 2008, the FASB issued FASB Staff Position No. FAS 142-3, Determination of the Useful Life of Intangible
Assets ( FAS 142-3 ). FAS 142-3 amends the factors that should be considered in developing renewal or extension
assumptions used to determine the useful life of a recognized intangible asset under Statement of Financial
Accounting Standards No. 142, Goodwill and Other Intangible Assets ( SFAS 142 ). The intent of FAS 142-3 is to
improve the consistency between the useful life of a recognized intangible asset under SFAS 142 and the period of
expected cash flows used to measure the fair value of the asset under SFAS 141(R), and other generally accepted
accounting principles. FAS 142-3 is effective for fiscal years beginning after December 15, 2008. The adoption of this
standard did not have a material impact on the Company s financial condition and results of operations.

The Company adopted FASB Staff Position No. 157-2, Effective Date of FASB Statement No. 157 ( FSP 157-2 ), on
January 1, 2009, which delayed the effective date of Statement of Financial Accounting Standards No. 157, Fair
Value Measurements ( SFAS 157 ), for all non-financial assets and non-financial liabilities, except for items that are
recognized or disclosed at fair value on a recurring basis (at least annually). The adoption of this standard did not have

a material impact on the Company s financial condition and results of operations.

The Company adopted FASB Statement No. 161, Disclosures about Derivative Instruments and Hedging Activities

( FAS 161 ), which is effective January 1, 2009. FAS 161 requires enhanced disclosures about derivative instruments
and hedging activities to allow for a better understanding of their effects on an entity s financial position, financial
performance, and cash flows. Among other things, FAS 161 requires disclosure of the fair values of derivative
instruments and associated gains and losses in a tabular format. Since FAS 161 requires only additional disclosures
about our derivatives and hedging activities, the adoption of FAS 161 does not affect our financial position or results

of operations.

In June 2008, the FASB ratified Emerging Issues Task Force ( EITF ) Issue No. 07-05, Determining Whether an
Instrument (or Embedded Feature) is Indexed to an Entity s Own Stock ( EITF 07-05 ). EITF 07-05 mandates a
two-step process for evaluating whether an equity-linked financial instrument or embedded feature is indexed to the
entity s own stock, for the purpose of applying the Paragraph 11(a) scope exception in FASB, Statement No. 133,
Accounting for Derivative Instruments and Hedging Activities. Equity instruments that a company issues that contain

a strike price adjustment feature, upon the adoption of EITF 07-05, may no longer be considered indexed to the
company s own stock. Accordingly, adoption of EITF 07-05 may change the current classification (from equity to
liability) and the related accounting for such equity instruments outstanding at that date. EITF 07-05 is effective for
fiscal years beginning after December 15, 2008, and interim periods within those fiscal years. The adoption of this
standard did not change the classification of the Company s warrants issued in connection with the convertible debt.
Recently Issued Accounting Standards

In May 2008, the FASB issued Statement of Financial Accounting Standards No. 162, The Hierarchy of Generally
Accepted Accounting Principles ( SFAS 162 ). SFAS 162 identifies the sources of accounting principles and the
framework for selecting the principles used in the preparation of financial statements of nongovernmental entities that
are presented in conformity with GAAP in the U.S. Any effect of applying the provisions of SFAS 162 shall be
reported as a change in accounting principle in accordance with Statement of Financial Accounting Standards
No. 154, Accounting Changes and Error Corrections. SFAS 162 is effective 60 days following approval by the
Securities and Exchange Commission of the Public Company Accounting Oversight Board amendments to AU
Section 411, The Meaning of Present Fairly in Conformity with Generally Accepted Accounting Principles. The
Company does not anticipate that the adoption of SFAS 162 will have a material impact on its financial statements.

Table of Contents 14
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2. BUSINESS ACQUISITIONS

Minnesota Scientific. Inc.

In December 2008, the Company acquired Minnesota Scientific, Inc., doing business as Omni-Tract Surgical
( Omni-Tract ), for $6.4 million in cash paid at closing, 310,000 unregistered shares of the Company s common stock
valued at $10.7 million (of which 135,000 shares were issued at closing, with the remainder issued in January 2009),
and $0.3 million in transaction related costs, subject to certain adjustments. Omni-Tract is a global leader in the
development and manufacture of table mounted retractors and is based in St. Paul, Minnesota. Omni-Tract markets
and sells these retractor systems for use in vascular, bariatric, general, urologic, orthopedic, spine, pediatric, and
laparoscopic surgery. The Company will integrate Omni-Tract s product lines into its combined offering of JARIT,
Padgett , R&B Redmond , and Luxfetines of surgical instruments and illumination systems sold by the Integra
Medical Instruments sales organization.

The following summarizes the allocation of the purchase price based on fair value of the assets acquired and liabilities
assumed (in thousands):

Cash $ 1,501
Accounts receivable 1,324
Inventory 544
Other current assets 110
Property, plant and equipment 377
Witd. Avg.
Intangible assets: Life
Technology 3,816 15 years
Tradename 13,084 Indefinite
Goodwill 2,997
Total assets acquired 23,753
Accounts payable and other current liabilities 335
Deferred tax liabilities non current 6,030
Total liabilities assumed 6,365
Net assets acquired $ 17,388

Management determined the preliminary fair value of assets acquired during the fourth quarter of 2008. The purchase
price was finalized in the first quarter of 2009 with no changes being recorded. The goodwill recorded in connection
with this acquisition is based on the benefits the Company expects to generate from Omni-Tract s future cash flows.
Integra Neurosciences Pty L.td.

In October 2008, the Company acquired Integra Neurosciences Pty Ltd. in Australia and Integra Neurosciences Pty
Ltd. in New Zealand for $4.0 million (6.0 million Australian Dollars) in cash at closing, $0.3 million in acquisition
expenses and working capital adjustments, and up to $2.1 million (3.1 million Australian Dollars) in future payments
based on the performance of business in the three years after closing. With this acquisition of the Company s
long-standing distributor, the Company now has a direct selling presence in Australia and New Zealand.

The following summarizes the preliminary allocation of the purchase price based on fair value of the assets acquired
and liabilities assumed (in thousands):

Cash $ 630
Inventory 1,198
Property, plant and equipment 66

Intangible assets:
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Customer relationships 4,367
Tradename 90
Total assets acquired 6,351
Accounts payable and other current liabilities 70
Deferred tax liabilities non current 1,388
Other non-current liabilities 628
Total liabilities assumed 2,086
Net assets acquired $ 4,265

Witd. Avg.
Life

15 years

1 year

Management determined the preliminary fair value of assets acquired during the fourth quarter of 2008. Certain
elements of the purchase price allocation are considered preliminary, particularly as they relate to the final valuation
of certain identifiable intangible assets, deferred taxes and final assessment of certain pre-acquisition tax and other

contingencies.
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Theken

In August 2008 the Company acquired Theken Spine, LLC, Theken Disc, LLC and Therics, LLC (collectively,
Theken ) for $75.0 million in cash, subject to certain adjustments, acquisition expenses of $2.4 million, working capital

adjustments of $4.0 million, and up to approximately $121.0 million in future payments based on the revenue

performance of the business in the two years after closing. Theken, based in Akron, Ohio, designs, develops and

manufactures spinal fixation products, synthetic bone substitute products and spinal arthroplasty products.

The following summarizes the allocation of the purchase price based on fair value of the assets acquired and liabilities

assumed (in thousands):

Cash $ 167

Inventory 15,130

Accounts receivable 5,969

Other current assets 699

Property, plant and equipment 8,244

Other assets 1

Intangible assets: Witd. Avg. Life

Technology 13,470 11 years

Customer relationships 15,630 8 years
Expensed

In-process research and development 25,240 immediately

Goodwill 6,533

Total assets acquired 91,083

Accounts payable and other current liabilities 9,716

Net assets acquired $ 81,367

Management determined the preliminary fair value of assets acquired during the third quarter of 2008. The in-process
research and development has not yet reached technological feasibility and has no alternative future use at the date of
acquisition. The Company recorded an in-process research and development charge of $25.2 million in the third
quarter of 2008 in connection with this acquisition, which was included in research and development expense. The
goodwill recorded in connection with this acquisition is based on the benefits the Company expects to generate from
Theken s future cash flows. The purchase price was finalized in the first quarter of 2009 with only minor changes
being recorded to goodwill.

The fair value of the in-process research and development was determined by estimating the costs to develop the
acquired technology into commercially viable products and estimating the net present value of the resulting net cash
flows from these projects. These cash flows were based on our best estimates of revenue, cost of sales, research and
development costs, selling, general and administrative costs and income taxes from the development projects. A
summary of the estimates used to calculate the net cash flows for the projects is as follows:

Discount rate

Year net cash including factor
In-flows to account for Acquired In-
expected to uncertainty of Process Research
Project begin success and Development
eDisc artificial lumbar disc 2013 23%  $ 13.0 million
eDisc artificial cervical disc 2016 23% 7.2 million
Spinal fixation implants 2009 15% 4.7 million

Table of Contents 17
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All other 2009 15%

10

0.3 million
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Pro Forma Results (unaudited)

The following unaudited pro forma financial information summarizes the results of operations for the three months
ended March 31, 2008 as if the acquisitions completed by the Company during 2008 had been completed as of the
beginning of the period presented. The pro forma results are based upon certain assumptions and estimates, and they
give effect to actual operating results prior to the acquisitions and adjustments to reflect increased interest expense,
depreciation expense, intangible asset amortization, and income taxes at a rate consistent with the Company s statutory
rate. No effect has been given to cost reductions or operating synergies. As a result, the pro forma results do not
necessarily represent results that would have occurred if the acquisitions had taken place on the basis assumed above,
nor are they indicative of the results of future combined operations.

Three Months
Ended March 31, 2008
(in thousands, except per
share amounts)

Total Revenue $ 165,899
Net income 7,692
Net income per share:

Basic $ 0.28
Diluted $ 0.25
3. INVENTORIES

Inventories, net consisted of the following:

March 31, December 31,

2009 2008
(in thousands)
Finished goods $ 102,410 $ 109,033
Work-in process 23,310 21,883
Raw materials 40,859 38,688
Less: reserves (24,997) (23,501)

$ 141,582 $ 146,103

4. GOODWILL AND OTHER INTANGIBLE ASSETS
Changes in the carrying amount of goodwill for the three months ended March 31, 2009, were as follows:

Balance at December 31, 2008 $ 212,094
Purchase price allocation adjustments (196)
Foreign currency translation (4,193)
Balance at March 31, 2009 $ 207,705

The components of the Company s identifiable intangible assets were as follows (in thousands):

Weighted March 31, 2009 December 31, 2008
Average Accumulated Accumulated
Life Cost Amortization Net Cost Amortization Net
12

Completed technology  years $ 66,733 $ (16,895) $ 49,838
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$ 67,154 $ (15,658) $ 51,496
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12

Customer relationships  years 93,893 (28,415) 65,478 94,487 (26,104) 68,383

Trademarks/brand 35

names years 34,253 (6,840) 27,413 34,582 (6,547) 28,035

Trademarks/brand

names Indefinite 50,034 50,034 50,034 50,034

Noncompetition

agreements 5 years 6,398 (5,991) 407 6,449 (5,724) 725
30

Supplier relationships years 29,300 (2,816) 26,484 29,300 (2,670) 26,630
15

All other years 1,531 (960) 571 1,531 (836) 695

$282,142 $§ (61917) $220,225 $283,537 $ (57,539) $225,998

11
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Annual amortization expense is expected to approximate $18.9 million in 2009, $16.5 million in 2010, $16.3 million
in 2011, $16.0 million in 2012, $13.3 million in 2013 and $89.2 million thereafter. Identifiable intangible assets are
initially recorded at fair market value at the time of acquisition generally using an income or cost approach.

5. RESTRUCTURING ACTIVITIES

In connection with the cost reduction efforts, the Company has recorded the following charges during the three
months ended March 31, 2009 (in thousands):

Selling
Research
Cost of and General and
Sales Development  Administrative Total
Three months ended March 31, 2009:
Involuntary employee termination costs $ $ $ 37 $ (37
Facility exit costs 22 22

Below is a reconciliation of the restructuring accrual activity recorded during 2009 (in thousands):

Employee
Termination Facility
Costs Exit Costs Total
Balance at December 31, 2008 $ 442 $ 235 $ 677
Additions 295 138 433
Change in estimate (326) (113) (439)
Payments (317) 27 (344)
Effects of Foreign Exchange (6) 3 9)
Balance at March 31, 2009 $ 88 $ 230 $ 318

The Company expects to pay all of the remaining costs in 2009.

6. DEBT

2008 Contingent Convertible Subordinated Notes

The Company paid interest on its $120 million contingent convertible subordinated notes (the 2008 Notes ) at an
annual rate of 2.5% each September 15 and March 15. The Company paid contingent interest on the 2008 Notes
approximating $1.8 million during the quarter ended March 31, 2008. The contingent interest paid was for each of the
last three years the 2008 Notes remained outstanding in an amount equal to the greater of (1) 0.50% of the face
amount of the 2008 Notes and (2) the amount of regular cash dividends paid during each such year on the number of
shares of common stock into which each 2008 Note is convertible. Holders of the 2008 Notes could convert the 2008
Notes under certain circumstances, including when the market price of its common stock on the previous trading day
was more than $37.56 per share, based on an initial conversion price of $34.15 per share. As of December 31, 2008,
all of the 2008 Notes had been converted to common stock or cash.

The 2008 Notes were general, unsecured obligations of the Company and were subordinate to any senior
indebtedness. The Company could not redeem the 2008 Notes prior to their maturity, and the 2008 Notes holders
could have compelled the Company to repurchase the 2008 Notes upon a change of control. There were no financial
covenants associated with the convertible 2008 Notes.

12
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2010 and 2012 Senior Convertible Notes

On June 11, 2007, the Company issued $165 million aggregate principal amount of its 2010 Notes and $165 million
aggregate principal amount of its 2012 Notes (the 2010 Notes and the 2012, collectively the Notes ). The 2010 Notes
and the 2012 Notes bear interest at a rate of 2.75% per annum and 2.375% per annum, respectively, in each case
payable semi-annually in arrears on December 1 and June 1 of each year. The fair value of the 2010 Notes and the
2012 Notes at March 31, 2009 was approximately $121.7 million and $129.3 million, respectively. The Notes are
senior, unsecured obligations of the Company, and are convertible into cash and, if applicable, shares of its common
stock based on an initial conversion rate, subject to adjustment, of 15.0917 shares per $1,000 principal amount of
notes for the 2010 Notes and 15.3935 shares per $1,000 principal amount of notes for the 2012 Notes (which
represents an initial conversion price of approximately $66.26 per share and approximately $64.96 per share for the
2010 Notes and the 2012 Notes, respectively.) The Company will satisfy any conversion of the Notes with cash up to
the principal amount of the applicable series of Notes pursuant to the net share settlement mechanism set forth in the
applicable indenture and, with respect to any excess conversion value, with shares of the Company s common stock.
The Notes are convertible only in the following circumstances: (1) if the closing sale price of the Company s common
stock exceeds 130% of the conversion price during a period as defined in the indenture; (2) if the average trading price
per $1,000 principal amount of the Notes is less than or equal to 97% of the average conversion value of the Notes
during a period as defined in the indenture; (3) at any time on or after December 15, 2009 (in connection with the
2010 Notes) or anytime after December 15, 2011 (in connection with the 2012 Notes); or (4) if specified corporate
transactions occur. The issue price of the Notes was equal to their face amount, which is also the amount holders are
entitled to receive at maturity if the Notes are not converted. As of March 31, 2009, none of these conditions existed
and, as a result, the balance of the 2010 Notes and the 2012 Notes is classified as long-term.

Holders of the Notes, who convert their notes in connection with a qualifying fundamental change, as defined in the
related indenture, may be entitled to a make-whole premium in the form of an increase in the conversion rate.
Additionally, following the occurrence of a fundamental change, holders may require that the Company repurchase
some or all of the Notes for cash at a repurchase price equal to 100% of the principal amount of the notes being
repurchased, plus accrued and unpaid interest, if any.

The Notes, under the terms of the private placement agreement, are guaranteed fully by Integra LifeSciences
Corporation, a subsidiary of the Company. The 2010 Notes will rank equal in right of payment to the 2012 Notes. The
Notes will be the Company s direct senior unsecured obligations and will rank equal in right of payment to all of the
Company s existing and future unsecured and unsubordinated indebtedness.

In connection with the issuance of the Notes, the Company entered into call transactions and warrant transactions,
primarily with affiliates of the initial purchasers of the Notes (the hedge participants ), in connection with each series
of Notes. The cost of the call transactions to the Company was approximately $46.8 million. The Company received
approximately $21.7 million of proceeds from the warrant transactions. The call transactions involve the Company s
purchasing call options from the hedge participants, and the warrant transactions involve the Company s selling call
options to the hedge participants with a higher strike price than the purchased call options.

The initial strike price of the call transactions is (1) for the 2010 Notes, approximately $66.26 per share of Common
Stock, and (2) for the 2012 Notes, approximately $64.96, in each case subject to anti-dilution adjustments
substantially similar to those in the Notes. The initial strike price of the warrant transactions is (x) for the 2010 Notes,
approximately $77.96 per share of Common Stock and (y) for the 2012 Notes, approximately $90.95, in each case
subject to customary anti-dilution adjustments.

In March 2009, the Company repurchased $32.1 million principal amount of the 2010 Notes and recognized a
non-cash gain of $1.2 million. Total cash paid for this repurchase was $29.5 million of which $28.0 million related to
repayment of the liability component of the Notes and $1.5 million for payment of accreted interest. The bond hedge
contracts were terminated on a pro-rata basis and the number of options was adjusted to reflect the number of
convertible securities outstanding that together have a total principal amount of $132.9 million. In a separate
transaction, we amended the warrant transactions to reduce the number of warrants outstanding to reflect such number
of convertible securities outstanding.
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See Note 1, Basis of Operation, for a discussion of the liability component associated with the Covered Notes and the
retrospective accounting change resulting from the adoption of FSP APB 14-1 effective January 1, 2009.

Senior Secured Revolving Credit Facility

As of March 31, 2009 the Company had $260.0 million of outstanding borrowings under this credit facility at a
weighted average rate of 1.53%. The Company used a portion of the proceeds to repay all of the remaining 2008
Notes totaling approximately $119.4 million in the second quarter of 2008 and $3.3 million of related accrued and
contingent interest during March 2008. On July 28, 2008 and October 30, 2008, the Company borrowed $80.0 million
and $60.0 million, respectively, to fund the acquisition of Theken and for other general corporate purposes. The
Company regularly borrows under the credit facility and makes payments each month with respect thereto and
considers $100.0 million of such outstanding amounts to be short-term in nature based on its current intent and ability.
If additional borrowings are made in connection with, for instance, future acquisitions, such activities could impact the
timing of when the Company intends to repay amounts under this credit facility, which runs through December 2011.

13
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7. STOCK-BASED COMPENSATION

As of March 31, 2009, the Company had stock options, restricted stock awards, performance stock awards, contract
stock awards and restricted stock unit awards outstanding under seven plans, the 1993 Incentive Stock Option and
Non-Qualified Stock Option Plan (the 1993 Plan ), the 1996 Incentive Stock Option and Non-Qualified Stock Option
Plan (the 1996 Plan ), the 1998 Stock Option Plan (the 1998 Plan ), the 1999 Stock Option Plan (the 1999 Plan ), th
2000 Equity Incentive Plan (the 2000 Plan ), the 2001 Equity Incentive Plan (the 2001 Plan ), and the 2003 Equity
Incentive Plan (the 2003 Plan, and collectively, the Plans ). No new awards may be granted under the 1993 Plan, the
1996 Plan or the 1998 Plan.

Stock options issued under the Plans become exercisable over specified periods, generally within four years from the
date of grant for officers, employees and consultants, and generally expire six years from the grant date. The transfer
and non-forfeiture provisions of restricted stock issued under the Plans lapse over specified periods, generally three
years after the date of grant.

Stock Options

The Company did not grant stock options during the three months ended March 31, 2009, and March 31, 2008,
respectively. As of March 31, 2009, there was approximately $8.0 million of total unrecognized compensation costs
related to unvested stock options. These costs are expected to be recognized over a weighted-average period of
approximately 2.2 years. The Company received proceeds of $0.1 million and $1.1 million from stock option
exercises for the three months ended March 31, 2009 and 2008, respectively.

Awards of Restricted Stock, Performance Stock and Contract Stock

Performance stock awards have performance features associated with them. Performance stock, restricted stock and
contract stock awards generally have requisite service periods of three years. The fair value of these awards is being
expensed on a straight-line basis over the vesting period or requisite service period, whichever is shorter. As of
March 31, 2009, there was approximately $13.7 million of total unrecognized compensation costs related to unvested
awards. These costs are expected to be recognized over a weighted-average period of approximately 2.3 years.

The Company has no formal policy related to the repurchase of shares for the purpose of satisfying stock-based
compensation obligations. Independent of these programs, the Company does have a practice of repurchasing shares,
from time to time, in the open market.

The Company also maintains an Employee Stock Purchase Plan (the ESPP ), which provides eligible employees of the
Company with the opportunity to acquire shares of common stock at periodic intervals by means of accumulated
payroll deductions. The ESPP was amended in 2005 to eliminate the look-back option and to reduce the discount
available to participants to five percent. Accordingly, the ESPP is a non-compensatory plan under FASB Statement
No. 123(R), Share Based Payments.

8. RETIREMENT BENEFIT PLANS

The Company maintains defined benefit pension plans that cover employees in its manufacturing plants located in
Andover, United Kingdom (the UK Plan ) and Tuttlingen, Germany (the Germany Plan ). The Company had
maintained a plan covering its employees located in York, Pennsylvania (the Miltex Plan ) which was terminated in the
fourth quarter of 2008 with all distributions made to participants. The Miltex Plan was frozen and all future benefits
were curtailed prior to the acquisition of Miltex by the Company. Accordingly, the Miltex Plan had no assets or
liabilities remaining at December 31, 2008. The Company closed the Tuttlingen, Germany plant in December 2005.
However, the Germany Plan was not terminated and the Company remains obligated for the accrued pension benefits
related to this plan. The plans cover certain current and former employees. Net periodic benefit costs for the
Company s defined benefit pension plans included the following amounts (in thousands):

Three Months Ended March 31,

2009 2008
Service cost $ 27 $ 71
Interest cost 139 360
Expected return on plan assets (96) (305)
Recognized net actuarial loss 108 6
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Net periodic benefit cost $ 178
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The Company made $90,600 and $131,000 of contributions to its defined benefit pension plans during the three
months ended March 31, 2009 and 2008, respectively.

9. COMPREHENSIVE INCOME
Comprehensive income was as follows (in thousands):

Three Months Ended March 31,

2009 2008
Net income $ 9,567 $ 9,050
Foreign currency translation adjustment (7,967) 10,130
Comprehensive income $ 1,600 $ 19,180

10. NET INCOME PER SHARE
Basic and diluted net income per share was as follows (in thousands, except per share amounts):

Three Months Ended March 31,

2009 2008
Basic net income per share:
Net income attributable to common shares $ 9,567 $ 9,050
Percentage allocated to common shares 98.9% 98.2%
Net income attributable to common shares 9,462 8,889
Weighted average common shares outstanding 28,943 26,889
Basic net income per share $ 0.33 $ 0.33
Diluted net income per share:
Net income attributable to diluted shares $ 9,471 $ 8,896
Weighted average common shares outstanding Basic 28,943 26,889
Effect of dilutive securities:
Stock options and restricted stock 309 609
Shares issuable upon conversion of notes payable 701
Weighted average common shares for diluted earnings per share 29,252 28,199
Diluted net income per share $ 0.32 $ 0.32
Weighted average common shares outstanding 28,943 26,889
Weighted average common shares and other participating securities 29,251 27,377
Common share percentage 98.9% 98.2%
Diluted share percentage 99.0% 98.3%

As described in Note 1, Basis of Presentation, the Company adopted FSP 03-6-1 on January 1, 2009. Certain of the
Company s unvested restricted share units contain rights to receive nonforfeitable dividends, and thus, are participating
securities requiring the two-class method of computing EPS. The calculation of earnings per share for common stock
shown above excludes the income attributable to the unvested restricted share units from the numerator and excludes
the dilutive impact of those units from the denominator.

At March 31, 2009 and 2008, the Company had 2.6 million and 2.9 million of outstanding stock options, respectively.
The Company also has warrants outstanding relating to its 2010 Notes and 2012 Notes. Stock options and warrants are
included in the diluted earnings per share calculation using the treasury stock method, unless the effect of including
the stock options would be anti-dilutive. For the three months ended March 31, 2009 and 2008, 2.3 million and
0.5 million anti-dilutive stock options, respectively, were excluded from the diluted earnings per share calculation. As
the strike price of the warrants exceed the Company s average stock price for the period, the warrants are anti-dilutive
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and the entire number of warrants, the amount of which is based on the Company s average stock price, were also
excluded from the diluted earnings per share calculation.

15

Table of Contents 27



Edgar Filing: INTEGRA LIFESCIENCES HOLDINGS CORP - Form 10-Q

Table of Contents

11. SEGMENT AND GEOGRAPHIC INFORMATION

The Company s management reviews financial results and manages the business on an aggregate basis. Therefore,
financial results are reported in a single operating segment, the development, manufacture and marketing of medical
devices for use in cranial and spinal procedures, peripheral nerve repair, small bone and joint injuries, and the repair
and reconstruction of soft tissue.

The Company presents its revenues in three categories: NeuroSciences, Orthopedics and Medical Instruments. The
Company s revenues were as follows (in thousands):

Three Months Ended March 31,

2009 2008
Revenue
NeuroSciences $ 59,731 $ 61,704
Orthopedics 64,366 50,355
Medical Instruments 36,853 43,949
Total Revenue $ 160,950 $ 156,008

Certain of the Company s products, including the DuraGehand NeuraGen® product families and the INTEGRA®
Dermal Regeneration Template and wound-dressing products, contain material derived from bovine tissue. Products
that contain materials derived from animal sources, including food as well as pharmaceuticals and medical devices,
are increasingly subject to scrutiny from the press and regulatory authorities. These products constituted 23% and 22%
of total revenues in each of the three-month periods ended March 31, 2009 and 2008, respectively. Accordingly,
widespread public controversy concerning collagen products, new regulation, or a ban of the Company s products
containing material derived from bovine tissue could have a material adverse effect on the Company s current business
or its ability to expand its business.

Total revenues by major geographic area are summarized below (in thousands):

United Asia Other

States Europe Pacific Foreign Total
Three months ended March 31,
2009 $ 122,585 $ 23,394 $ 7,194 $ 7,777 $ 160,950
Three months ended March 31,
2008 113,375 26,662 7,219 8,752 156,008

12. COMMITMENTS AND CONTINGENCIES

In 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 May 2006, Codman & Shurtleff, Inc., a division of Johnson & Johnson, commenced an action in the United States
District Court for the District of New Jersey for declaratory judgment against the Company with respect to United
States Patent No. 5,997,895 (the 895 Patent ) held by the Company. The Company s patent covers dural repair
technology related to the Company s DuraGehfamily of duraplasty products.

The action seeks declaratory relief that Codman s DURAFORM product does not infringe the Company s patent and
that the Company s patent is invalid. Codman does not seek either damages from the Company or injunctive relief to
prevent the Company from selling the DuraGen® Dural Graft Matrix. The Company has filed a counterclaim against
Codman, alleging that Codman s DURAFORM product infringes the 895 Patent,