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Summary
Title of Project A study to promote establishment of a new model of regional tissue bank
Key Words human tissue transplantation, regional tissue bank
Institute The Catholic University of Korea Project Leader | Sung Bo Sim
Project Period 2007. 3.1 - 2007. 11. 30 ( 9 months )

@ Final Objective

The human tissue implant can be implanted from one donor to numerous unspecified beneficiaries, requiring
complete assurance on the quality and safety of the implant. While in Korea, majority of the tissues are imported and
the Tissue Bank based within the country, still relatively new, is self-contained and paltry.

This experiment was geared towards recognizing the needs of region based, large scaled tissue bank
establishment to provide safe, stable, and efficient tissue supply and developing appropriate scale or system of the
project to incite the establishment.

@ Methods and Contents

The research includes, researching domestic statistics of tissue donation, categorized analysis of domestic
tissue banks and rate of public recognition of tissue bank in order to understand the current status of domestic tissue
banks and their merits and demerits. Comparing the merits/demerits of domestic and foreign tissue bank based on the
analysis on the scales and regional distribution of representative foreign tissue banks,

Developing the plan for launching large scale regional tissue banks through open—hearing and professional meetings.

€ Results

Currently, Korea suffers under severe lack of 1. Donation of human tissue, 2. Perseverance facility for
donated tissue, and thus is in urgent need for foundation of regional tissue bank.

The concept of Regional Tissue Bank(RTB) in Korea is a large scale, region based tissue bank that
supplies medically, legally, morally approved donated tissue into safe, stable, and high quality tissue; thus, its role as
extraction institution is emphasized. The advisable main body for RTB establishment is non-profit organizations such
as 1. University 2. Hospital 3. Non-Profit Corporation 4. Government 5. Local-self government. It should 1. Tissues:
handle all body tissues 2. Recipient: allow all donors(alive, cerebral death, dead) should be able to receive donations. 3.
Operations: operate all courses of tissue donation, security inspection, extraction, crafting, transaction, preservation, and
distribution, but should emphasize its role as extraction specialty institution. 4. Inducing Plan : It is recommended to organize
sections based on religion, hospital, and region (recommendation: metropolitan area 3-5 teams, Young Nam area 1-3 teams,
ChoongChung, HoNam area 1-2 team). Per RTB, tissue extraction teams (more than 2 teams) need to operate 24 hours, 365
days. 1 RTB will have the ability to extract 100 bodies annually, and initial demand for labor is to be around 13 to
17people. It is advisable to initiate 5 to 10 RTB establishment nation-wide for the next 5 years.

@ Expectation and Further Uses

By deducing plan for establishing practically and professionally operated large regional tissue bank,
restructuring tissue bank organization into a practical system that offers better quality body tissue to its users, it is
expected to contribute to public heath through safe circulation of implants and ultimately to national economic profit
through reducing imported implants. Reflecting the deduced establishment plan to related regulations can be applied to
inducing the establishment of large scale tissue bank.




Opinion of Project Manager

Researched domestic statistics of tissue donation, categorized analysis of
domestic tissue banks and rate of public recognition of tissue bank in
order to understand the current status of domestic tissue banks and their

merits and demerits,

Scope Compared the merits/demerits of domestic and foreign tissue bank based
on the analysis on the scales and regional distribution of representative
foreign tissue banks,

Developed the plan for launching large scale regional tissue banks
through open—hearing and professional meetings.
Counter plan for tissue donation revitalization needs to be discussed
separately.

Limitation

Research on the status of actual use of human tissue implant at medical
institution is need.

Direction For

1. When presenting the contents of this report, one must make known
that these are from a research by Service Research Development
Enterprise of KDFA.

2. Contents related to preservation of confidential national scientific

technique cannot be presented or publicized.

Citation
3. When quoting the contents of this report for paper, broadcast,
seminar, or reference documentary, consult with corresponding
supervision branch or the representative of the research in advance.
Supervisory
Of KFDA OOQO Team (8 OO0 ~ OO0Q0O)
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2007 10¥ 11¥ Musculoskeletal Tissue Foundation A=+

-w o

5. Hl=r A3 W
1) Musculoskeletal Tissue Foundation (MTF)W-&
125 May Street
Edison, NJ 08837-9947
Main Phone: 732-661-0202
Main Fax: 732-661-2291
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Chairman 1 Dr William Tomford ¢} 2002Wd@% dh=poll A o] & o2l =4 3| 2o A w1t
U 21438ka1 President ¢l Bruce W. Stroever 9= A& SIASFITE 24239 chjje} t)3}
+ Joe Yaccarino (Executive Vice President, Processing Operations), Martha Anderson
(Executive vice president, donor service)Z} F= 3}3it}.
MTF &= 20074 10€9¢% 109119 F & Este] A7 3
e Eolak it

MTF = 1987l A= 3laL, 20061 AA 698 ©]%¢] donor & Aelstion, 3wut 7§ o]

dol dAxAS TFEAT. vl A AZE 90 o) e Az e] oA Ea glar,
q

rﬂL

&, aga e,

’

w2

Mo
o

o] & MTFE 20069 % 7]+o 2 Az 369 53719 AA A FFatar Ut

non-profit service organization & H|3F HAlE FA AT X8t 9lar, dAAvlo} Ay
ZYol, udAE, 9 5dof AJdE] i, AT, AYEYol dE ko] ¥ FETFo| 5

‘_

AIAES ZE33 Y 650 59 AAZFS ALksta Qv F¥U4 10009
A7 6,700 A9 NS Age Aok AA 71E F H9Le 367029 parmerdl A @i 9

.
Aol zA oo sl AAS) g 2 s2olgtn & 4 gy
MTFE Hldgebge] At J9S AL st 9l o2 =W

e A9e DIZG oF 2& =
Ao companyE MY 7l S T A AAZR Tk k. @A MTEF7F 538k 9
= A9e &3} Zrl, EUROPE (Denmark, Finland, Germany, Greece, Holland, Ireland,

Italy, Netherlands, Poland, Portugal, Spain, Switzerland, Turkey, United Kingdom), NORTH
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AMERICA(Canada, Mexico), SOUTH AMERICA(Ecuador, Venezuela), AFRICA(South Africa),

ASIA, (South Korea)

712} @]9 A Donor planner g} Z o] 9l

o] AL& A& donor familyZH-E 7}

T 24 HAE ¢a ofgA wojula oy= Bul=Ad dis] AgS Afe HAot. w
2}4] donor informed consent ol& ©S3 22 o] o Yrt. A o] A S profit oL}
non profit®® B4 Ity Fozte] A9 profite] Bule AS doldtes AlgEsol Urth
Researchell AF8-7H5 A o] 5-9} requested tissue recipient & A3 F% AT}
2 Ay #HAH F processingS FHolH v} Eyi=d] autopsy report7b U A &ow
release 7} E7Fs k] 1deld Aele= 4-97F Bob oF 80091709 2 o] ofA k. ALR7}s 51|
&2 AdEel dvkar skt
Z7] 24L& Y Al dA R olds sk Aol £& Aeolgt sl BEu A
AHA & T Aol AFHolgt= gAS YUY 53] AT S 9 AFH] FA
o7 @wo Rhol XA ¢l MTF = 15009HE o] 4] research grant & 53, &3t
A=A ] e wo]7] 9% vhke A NEnE AFstal vk MTE o bk &5 5 o
T Jitke] €& xmEo] @
2) Lifecell corporation
—. One Millenium way Branhburg,
New Jersey, USA
1 : 908-947-1100
-. 2007310€10¥¢ W&
: Paul G. Thomas : Chairman of Lifecell
David J McQuillan : Vice president for research
Lifecell corporation< 1986%e] AYHEAI AA yYiago] o] = dxdel 2471+
A oltt. 120,000 m*e] WA ] A& ZH5a itk
19943 7isl Alloderme] thiE# ]l Ad&Eolm, Alloderm WA g, dvtez=, 34,
AR AP Ao AFEE L 1 2o Cynetra : injection &, Allograft DBM : bone graft
processing, Repliform : H|&x7]38& 72L& AF& Aakstar A

2= 335% ol% 14990] Aikel] Fo

A= BFoA FAbsaL Q)
2006 d =0 19941 WHE2] wES 7]|E35 AL o)== Addv] 51% o F71E =1,
20073 30% ol wiE S7HE Holal ot

A= o AFA|skaL

b 9I9laL, 60@o] Aol Folalal v A:

At
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3) Osteotech Inc.

51 James Way, Eatontown, NJ 07724
phone (732) 542-2800 x6114
fax (732) 578-6688

-. 2007 10€10¢ Wi
—. Richard Russo : President international of Osteotech.
Liis Underwood : Associate Marketing Manager, International
-. 1986°] 4 H¥ human bone 3} AxA o 3t 7}& T =4
- Uge] E o] Qar, 2006WES 9,900%HE 0] W& Ay 48%<] AES ol FArhaL
Elas
- 2 7ROl AT P A A AES Bkl AT
-, Ay} 99 spinal, trauma, L1l total joint revision dF+=H] A& F 3 biologic,
biomaterial and device & AJAtstal AT,
-. Grafton DBM+ <17F 40RH7R o] /do] AlA A 0= ARg¥ L vk
-. OST ¥ =& 3AE Foto] el adskar k. .

- @A 2308 A o] 2AS YAt

- 0E 2o W 24N dAEe] v Aol FnF X/ Holdw B ML A
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=g 24How & $oo] Ha Yk
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¥ 3. 20049 = AGE Qo) ARl A
AT AP A
A
s H] & (%) les! H] & (%)
A1A Y 35,637,911 52.2 104,176 33.7
A2A@ Y 9,986,257 20.7 65,834 26.9
A3AH Y 13,018,387 271 74,183 304
2 A 48,082,163 100.0 244,193 100.0
2). A9 o5/ |¢ BE¥Xes vy ¢
¥ 4. A9E og8rd B¥

= NAa H] £ (%)

A1AS 102 40.64

A2H8 S 80 31.87

A3EA 69 27.49

A 251 100.00

3). 2006 % EHAHF FA 93t IFE Fol= oy Ao (HEARE 5 FR)

20069 % A= AELS 56.5% il HFFAN AL o] FHE 19969 % 23.0%° H] &l
2.58 F7F 3 Aotk AlualE A HAES wEA F7F FAHAE Hola ut
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| e ‘b5 | 70 | 81 91 ‘01 ‘02 | 03 | ‘04 | 05 ‘06
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20051 % Ao okt g o] Ahmol ofg Ul A=A ] A g YA 9
st % 55,512 79 Az F a4k 18%(10,1587)ol E¥}3tar 82%(45,35471)E
o]l A kel ARgshE AAelth ey AFH o VSl g a) Aalke] 7%
of B¥ata gtk 93%9] AAFZ o] oo Ao 9lo oFEstal AE AAo|thE 10).

2006 %=(GE 1Dell= F 74,689 7] A 2 Y HJA=d =l AAS 13,567970
T 61,110 7= AA A Ao A A= ddke] vls 34,5%7F S7F sFlar = ALk
2 33.6%, 7H 34.7%7F 247 TUVEITh A ZRA o] TR £l frEde] kg
of #Hekgd 7hsAde] wom, wid A A FYZFY] T H 2o BE 3= Tk 9
mHe] Asom g wRle] Fgite] Frhstal glvh Ak o] FAlCl oahH 2005KE % <l

AzA FdFele 1059, 2006 =] 12990] o]2 i glow, H: o1 F5lFe] Frbaha

(3 10) A== AL 2 =90 d8-2005d %=

(‘05.1.1~12.31)

T8 Al ] A AL | A u] 5 Fut | 2ot at R
A 55,512 | 34,214 | 6,562 | 335 | 139 12,084 | 1,709 | 323 55 91
6,241
A2 | 10,158 | 1,896 0 133 10 (F=: 1,709 23 55 91
1,376 23
300
32,318 5,843 N
2= ~=. L= (ﬂ]“l‘%
9] | 45354 | (AFE=] 6,562 | 202 | 129 | (AFE: - 20 - -
491323 57 %3h) .
3Z3E)

« WAL 18%, 9 82% (BAl = FWAY 7%, =Y 93%)
- AR B 56,2397 dEAE Jhed A 1A 4 200)



(G2 11 AA == AL 2 =9 d3-2006d%
(06.1.1~12.31)
T A Mo | A | dz lam| =@y | 9w | 2w | wd | g
Al 74,689 | 47,923 | 8,799 388 110 15,934 797 376 121 241
AAE 113,579 2,454 56 122 2 9,775 797 11 121 241
9 | 61,110 | 45,469 | 8,743 266 108 6,159 - 365 - -

1 01,}(4 12) z%;q]

el Hee) FlzAe el A e 9lA 27

2R Aol s vl

wWoll A Arkatar gl

T8 Al 1t A AF ol oy u] 5 uk | =9 | e | "3
A 38,059 11,192 | 328 412 12 21,584 | 3,672 46 294 519
20054 10,158 1,896 0 133 10 6,241 | 1,709 23 55 91
20064 13,579 2,454 56 122 2 9,623 949 11 121 241
TYstar U= AAFAL 20053 % 47T, 5, @Y, yld @) A 20061 ol =

Zgevt F7rE o] 5Ee] Hdom, A Flwvbb eluar s FAlelth (HEAR 9
ZAx)

3 FUell Ao A ALl glojA 2005 % 2,4429 9] 715A7F JAEH R
(2,396 W) AE 71S5Ae 98 Folm HAAE 48%, ALE Z15A7E 19 glglen, 20061
Loll= AA 2,7267 o] 7ISAT AE V1A 2,660%, HAMAZE 627, AR 71 A7) 4
goldth(x 13)

g2 2HLPH HAFEE A3 dHd FE. (HEAR 11 #F2)
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D v A oo A9 B

B

o] A2 AR wet A4 F MR R A Al =24 AFHT
A o= vlgdEr|Bo2ZA AMFHS= WY wEl Organ Procurement
Organization(OPO)¥ Tissue Procurement Organization(TPO)ZE o] = o] F 7}
b= 718 vk e 252 do] og|g OPO EE TPORFE e xS
ba et

o AAdeR 24 A4 98 edanl AAEAA Fass Mg,
@A vHAA 24S AT Gu ad 3ES AYSn w5 vgez $go] Hu 9

.

S Sl 7

_,4

ol

o
Of

ol

= =
=

[l

ol

[
-

e

nj=o] WAL 9510 8323k E o] 95ufd] o] &t} o]y 3t WAS 45HOR F

B o) fEd) 29 Brs Anun ged 2,

- &% : Musculosckeletal Transplant Foundation, Community Tissue Service
- Zv : LifeNet, DCI donor Service

- A& : Allosource

- A : Tissue Bank International

o] 49 Az F=9le] 5007 & osk= o] ALY ATtE AR BFEI Y
Ex0 oA xA oo AdT 1459 92](2002d 715)¢] Azrge] ®Haslar
glom HAEAHQ 2ZLd 1667) JAY 75-80%7F A7 ow BHFH I 9= AAo|t},

olg] gk A9 75-80%< AATB ¢ E+& FFstal lov vmA 20-26%9 Al

2). "= ALYl R EA(NEE o gk do FEWADH(HFAR
13,14,15)
A ; Allosource (6278S. TroyCircle-Centennial,CO 80111)

1) AA
Allosource 2003 M2 7FFAIAS T8t JAA XS 7Hgshed 2ask 7|55
AR AR 2 zEsta Qo AL Az dud 2FE +9F 4 7154 4000 TE



AEE 5 oAdE AhE AAE 2

T X a1 gdom AJAHL class10,000, class1000, —rg]a

_i,__
class 1007922 yF oz 1o class10007 class10079L ¥HE=9 B3 &7t

A AR ool A gtk

2) 7]

Clean bench

Constant Temperature & thermo-hygrostatcage,
Transplant research surgical equipments
Microscope,

COZ Incubator

Autoclave,

Freeze dry (Clean room use only)

Class 100 clean booth

Bone mill for DBM

Ultra pure waster system, 3rd distill water manufacturing system

2o9) A SRR W shgel BAd A LA,

A 240 o o] Aol ] Aol 25 skaL . olF 8001% = AL YA <l

Allosourcex 90%9] XA & 9JXo FALgo|t} XA AFHW AFo =2 = GdA9 A
ohe wol FFL Wi Atk
9 Organ and tissue procurement groups < t}S3} 2},

- Mid-America Transplant Services of St.Louis,
- Donor Alliance of Denver,
. Gift of Hope Organ and Tissue Network of Chicago
- Upstate NewYorkTransplantServices(UNYTS).
- Lifesharing Community Organ
- Tissue Donation in SanDiego
- Mid-America Transplant Services in Missouri.
24 A el WAL 39S /Lo s gk 29e Ay 2 YAS P
e Wad AF A4 2L 24 AR Ade] 2L AH AW WLF gy 1 9
9 e o 27 AF Aol sterile BANA AT T 5 ARE wo}

s},

=

Y
o
fz
ofj

-
rr
12
e
tio
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B : MTFMusculoskeletal Transplant Foundation)

vl Hdie] mlgE Rl

-. 1987 Aol 6xte o] el
- 39ke] o] &te] Q1A %A
- AA =2 3z 9onk] o) <
- 0= BAbs FAR T 9 X8t Qar, sauiol, A

. e E e},

ANAEC] dat, =4l
-. 650 oF9] AA A&
10007

o

=49

+9 (Denmark, Finland, Germany, Greece, Holland, Ireland, Italy, Netherlands

, Poland, Portugal, Spain, Switzerland, Turkey, United Kingdom)

vt & (Canada, Mexico)

w1] (Ecuador, Venezuela)

o} g7} (South Africa)

oFAlo} (South Korea)

3% 14. MTF 9 %2 7|52

2001 2002 2003 2004 2005 2006
Total number
3,844 4,419 4,759 5,581 6,103 6,679
of donors
¥ 15. MTF9 Wxd Qlx|x=a A=k
2001 2002 2003 2004 2005 2006
Total number of
o 270,201 320,960 | 326,956 | 341,624 | 345,288 | 365,410
Allografts Distributed

_36_




¥ 16. MTF9 dxd QA %2 & x4

2001 2002 2003 2004 2005 2006

Total number of
Allografts Recipients

124,843 | 213,973 | 217,978 | 227,749 | 231,192 | 243,606

re A =232
4#dL Furopean Uniono 2 3 27719 =712 sgdxo=z 7xal glom AA A AFe
StUE B gloy ALY A= AR e 7EH dFS WA Ak A b 24

edo] s gguol Ax g vehe thgat 2ok

- ygas
Yd @+ =+= Biolmplant Foundations F5°o &2 3§ wW 17
3 228389 Euro Skin Bank”} 7} 3 oA &3]

o B2 IFE F5 AT A

Tissue Service Foundatione vl A Zue] X&) Qo FHoA =EA 7FEA A7
Zrew Qo AJELe JlEEgte] 3712 Class A, BE 782 312 9oy thgF Class100 I}
10002 2 o2&t}

- l7jel
RE A&l e d ol &3 dow 7|Fol zta AR Fo] & o] FolAA

%31 At} Brusselel Erasme Hospital Bonk Bank, Leuven®] Leuven University tissue

bank7} 1t} o]9le] #& Femoral headS3jo] it}

MTFE BAZ WEdel A9 24ed L AZARE FU5 vT 2qede] =g
a

= Wol Ayd dAlelt. 58] <A e AP o et

West Hungarian Tissue Bank: Al&suho FFax] ko
Fgate Hol9dal, Slovakia® Central Tissue Bankes Al&awre FHEFsl7]E 1w YAl

ZHlE A 207 Axo|th

&
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AR AAEHE) J1FT B Aol ATH AE FA AGH )
Wit =
g AAEHe) TFL Askel YATE ol M Fn] AYS 2E A

A gharell A 8] RTBE U3 22 4704 2318 5[ 7A of gt}

1 4
2. AE A zA ] kA FAS BIeH] A AR o] e A, Ah] R

®w
o

1ol A FelHE dRe] 24 AR, 2gege] A FFEA, A, B,
L ®upe] ol ol dok ht shEel WAL g oz ool Ful.
4. P H o $guolof gk,

200690l FulolA AHEE AAEA L F 74680 A% o F FUPWE 135797
e 61,110 Afrh T AE 24 FAE U AAse viel A% ok
SFAN 71ZH NG AR A0R 5 FU) /)F F ARxAe] Ty YL
o

=
B¢k oE vk glvk @ AA Al Aol

£

A= Adz=ol Hls) 34,5%7F S7F aklar =Wl A4k 33.6%, U2 34.7%7F 747 St
(R 10, 11)

g el o) Q1A =AAS 913 VISAE S s 20059 % 24427 9] 7]
SAZE A= HFE(2,3967) AE 715 Abel o lojn wAlatE 48%, A VF
Z7F 1% dem, 200680+ AA 2,726W o N5AFT AE 715AETE 2,660,
WAL 627, AR 715 A7 4ol ATHE 13). tHEE] 20073 % Awkr)dlE ALE 7]
A7F 10 0.2 v b8kl

el Aol JAAEA7STS dFE VT4 F Fa T DoAE dAxzHE oE
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a4 7150 sUksta vk WA 715 B9 2005 el 917 9] HARAR 7
T2 484l A doftar, 2006 141789 HAAS 62l 2A7]5o] A
ARAE Aol o7 HARAE 7ol SrkekaL glot o] Al S kel @A lth AR 7
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2. 7159 249 BAE doH 7=

AA Fuel zALdow FEH AL 20078 59 @4 9AeE detEn A
of % omrlmel o Ao 6%, ZAFAA @ 2ALHo| 3%, 27
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3). AGA-AZA23Y(RTB) AH FA

FFel A9 AgARzA Y] Aol AAxA AR/ FORH ] qTo| FEH L, A E
Hojqe] | QALeE THAE o E Rolshz FelA &eA Wl FxHw Yok ol F
o Aol FE] AL mILeAel g% AGAY 2Heqe Aol mFAsh AGAYE

Aedgel AP % FAZ v e 2o

1. o3}

2. ¥4

3. HlgEg el
4. =7}

5. A AR A

4. A9AY =A L8 1

2005 % wujol] AFS-H AAxA 55512 7 &+ % 45,354, A4 10,158= =AY
2 18%, 9 82% (AA = FNAA 7%, 9 93%) o™, 2006 % oA AFE-H ¢l
AzA 74,689 7| F FYL 61,110, AL 13579719t} o] F 714 Wo] AFEE = W

z2 o] = AEE 20059 =0 1,896 /(59 34,31870), 20061 kol = 2,454 7H(5d
45,4697/M = Z7} ak9la, 719 A9 2005 =] FU AL 0 (G 6,56271), 2006 =0
= A 56(FY 8,74370) = vElua 9tk
Ul dA4 dAz e Ae] didt 8= 30% ol A FUetal L ol AAA FA9)
Aol A8k 9l

St el A9 1Al 2R Ak gleA] 2005 % 2,4429 9] 71SA7F Sl o
H1(2,396 H)S AE 71T A o Aol wHAMA= 48W, AFSE 7S AE 18 Ao,



2006 ol = A 272618 o V1SAbE AE VISATF 2,6601, HARAE 629, AR 7
SAZE AR OIAT.GE 13) thae] ARS7]S AR 2007 AFub7]dl 108 o2 F7hekglaL ©f
A= Azp S7rd Aew Helv AR Sl st g-2ue wwle) 56,5%7F e 8t
dow(dF 5) A olHe] tigk ME EAIA 60.15%7F HAF Al & ASO] 2AE 7
& AF lvhar SkglTh (B3 1

+

AGAR A e Fre] Fabo] JoiA A 2H ] AEAFY FLF TN T

= ot @Al Seuere] oae AMxAY Sl AvjHon FEG FHoln, E ) =4

S oo e FFo] A8 Aol @ 4 Atk A 59 Avje A AS JFH
AN A A 871e] A AR Ahsw 20069 % EA6l oahw 8909de] A FH o] o]
WS ol Holw W7k 1400 B o1l 7130l glojok /b5 Aotk AAHoRE
Fask U APER /1FS WAL AR & 5 9l gde] ohyth,
AAzA Y 7)Fo] AEVFRTE HAR A 7150l o] o] Folxlef shu Helu}
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<HFE AE 3>

i1 e AISd R

Bl 7|1 E A FE 2006Z4%=| 2007
1 shebrl &t m 150-200 4
2 ZHMolny 5 7
3 S50 112/2006 12
4 et 1200 30 25
5 Epgs] 20(MFgsoh 20
6 =My 30(MFH=LH 11
7 H| Z=ch 200/H A MFE =0t 10 8
8 MEo) 1300 35 27
9 ™ =l 700/ A 2
10 2lstoh 10 10
11 o| ztoich 150/ 23
12 SX|Ch 100 24 10
13 o 40/4d: 2NV | 2S =5 2 30 22
14 =4y 10/ 23 14
15 A ey 6 8
16 o4 M| CH 10,000 70 60-70
17 A MICH/ A= 98/4A 20 16
18 of3=ch 940 14 12/10€
19 =M 80/ 23 9
20 A T 2ol Mot 12 16
21 Mty 6000-7000/% | 34 30
22 Ak F=MA 30 30
23 soltf stel MR F+ALE 5 3
24 Sl 4-5/HA 3
25 s 10 10
26 DAlCh 10 10
27 ooy 4000 56 61
28 A 10
29 Akl 92/2006,55/2007 10
30 =5 4-5/L 22 20
31 =2 18716 271 110
32 ZpH ety 100/ 7 4
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<HREAE 4>

02

X
o
i

o 3 2 4 bl

Al Al = o

&= 149,218,461 | 100.00 50.13 49.87

MZ ]10,205,215| 20.73 10.30 10.43

=P 11,062,481 | 22.46 11.32 11.13 IELE
g 1,504,146 3.06 1.54 1.52 5278_I
NES 559,645 1.14 0.57 0.57 '
ol 2,657,804 5.40 2.72 2.68

,5603,756 3.06 1.54 1.52
,988,646 4.04 2.04 2.00
,860,364 3.78 1.88 1.90 234
933,813 3.93 1.96 1.97 20.68
413,380 2.87 1.43 1.45
,476,340 3.00 1.50 1.50

{12 {2 | O | O
2 |4M|0C | HT|0C | H

1
1
1
1
1
1

2,681,668 5.45 2.74 2.71
3,188,738 6.48 3.25 3.22
3,597,509 7.31 3.64 3.67
2,497,658 5.07 2.54 2.53
1,097,298 2.23 1.15 1.08

N3 S
26.54

MO [S2 (T |0 |0k
[ |4J| | 0C | A
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E ad FA06d)

(49 %)
HE ‘55 70 81 ‘91 ‘01 02 03 "04 05 ‘06
5| 5.8 10.7 | 13.7 | 17.8 | 383 | 425 | 46.4 | 4918 | 52.6 | 56.5

>

A BB 294|058} | 30-394] | 40-494 | 50-594] | 60-69A4] | 70-794] | 80A ]

O:

90.3 87.5 79.1 71.1 56.0 50.4 444

29 T i AR SPAS SIS (%)
v Al 242 268 136,854 56.5
1 2o 18,862 14,664 77.7
2 ol A 10,991 7,954 724
3 A = 38,117 26,012 68.2
4 = At 4,069 2722 66.9
5 A7) 42,869 27,438 64.0
6 = 18,880 11,624 61.6
7 o T 11,254 6,338 56.3
8 g z 5,909 3,222 54.5
9 T 9 10,421 5,382 51.6
10 3 F 5,711 2,619 459
11 A B 19,793 8,704 44.0
12 A B2 13,257 5,610 23
13 A F 2974 1,135 38.2
14 = = 9,509 3,501 36.8
15 > 9 13,511 4653 344
16 A g 16,141 5,276 32.7

_37_



<HFEAE 6 >

3 4. 2006 5% A7), AbgEE B AT dS)
SIAF AL | AEZRE | AISAY | SEXS
S 34,183 | 19,662 | 15,393 | 65,040
12 & 2,121 649 64 3,669
11 g 3,671 631 203 5,512
10 & 2,115 938 321 4,533
98 1,392 942 83 2,001
8 & 2,628 1,147 310 3,474
78 5,371 1,610 564 8,775
6 2 3,901 1,798 1,738 9,459
58 5,349 3,127 3,235 8,845
4 8 4,713 3,071 3,154 7,125
3g 3,402 2,624 2,477 5,281
2 g 2,582 1,917 1,620 3,592
19 3,180 2,488 1,891 4,328
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F5. 9EE AV, A 9 ARTIS Vs A
FE (HAMAEI| AEZE | AFAA 2%
2006 4 | 34,183 | 19,662 | 15,393 | 65,040
2005 & | 43,345 | 27,367 | 20,685 | 60,024
2004 & | 6,566 3,195 3,752 30,396
2003 & | 3,819 2,345 2,566 18,155
2002 4 | 13,988 7,678 8,242 56,256
2001 & | 7,130 3,493 3,204 26,839
2000 & | 12,170 6,368 5,767 44,382
1999 & | 19,457 8,664 8,168 64,721
1998 & | 4,698 2,269 1,954 14,144
1997 & | 7,790 3,540 2,914 21,378
1996 & | 4,814 1,795 972 11,940
1995 & | 1,419 892 202 4,319
1994 & | 1,841 0 129 7,692
1993 4 503 0 25 1,524
1992 & 277 0 31 1,114
1991 & 98 0 10 295
&l 136,167 | 60,015 | 46,910 | 363,179
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O A== ALk 2 +¢f A
(2005%)
T Al o A | A= | Al | AE g | 2 | g
Al 55,512 |134,214/6,562| 335 | 139 [12,084/1,709| 323 | 55 | 91
6,241
A4k 110,158 11,896 0O 133 | 10 |g=137m1,709] 23 | 55 | 91
3D
32,318 5,843 300
I | 45,354 |(a=240116,562) 202 | 129 (G=sr] - (=0 - -
zz?‘sl-) ﬁz‘s]-) E{]sj]-)
« TRAAAE 18%, Y 82% (A = WA 7%, % 93%)
- g4k A—r % 6,239+ FYx4S 7HEe A
(2006)
T 7 oA e A | AR | gy | e | ey g
Al 74,689 |47,923(8,799| 388 | 110 |15,934| 797 | 376 | 121 | 241
9,775
AAF 113,579 12,454 56 | 122 | 2 | @@= | 797 | 11 | 121 | 241
281833h
45,469 266 6,159
9 61,110 s 8,743) UM 1108 ez - 865 - | -
5473} il)* MEF)
« A 18%, Y 82% (A = FUWAA 6%, G 94%)

- AL I5 F 961171 FYERF (3247)E 7HEst AL
- YA W F 2607 5 (6571E& 713 &%1
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O =718 JAxA ¢ d=
(2005%)
=73 Al i A A Ay | I7 | g9 | o9 9| "y
A | 45,354 32,318/6,562) 202 | 129 |5,843| - 1300| - | -
n|=- | 40,334 |29,399/6,510| 170 | 115 (4,120, - | 20 | - | -
Lo | 3,069 (2,741 4 | 30 | 14 - - 280 - | -
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gd=| 1,723 - - - - 1,723 - - - | -
x FYAA £ k8% T T A 4]
(2006%3)
=73 gz | A 9= ad | A | e | 29 | s | I3
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n|=- | 51,212 |38,3508,404| 187 | 78 14,193 - - - | -
= | 7,567 7,036 71 | 65 | 30 - - 1365 - | -
d@d= 1,966 - - - - 11,966| - - - | -
zg | 215 - 1215 | - - - - | -
W7o | 150 83 | 53 | 14 | - - - - | -

* o

e AAZEA Y oF 84%E WFolA S
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(9] HBE)
AEH 20060 20064
TUEA 10,547 12,902
O = 7I5A
i Al AY E 2} ] AR} AL 7] 5 &}
20054 2,442 2,393 48 1
2006 2,726 2,660 62 4
Al 5,168 5,053 110 5
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o A7) osti ALY A 9
Z71deltk. FDAE 110709 QIAlx4 2385 deA 0 AdAZzAAzA Fo
AL olE &3 o 77.5%7F (F& 857 A7|e

(400719 ZHxdN Z7|MEAEH 25709 AHE AAH) ol B
FA4%th FDAE= oF 114709 <bg-23fo] dAA w=xolA Zs
FAs JA AEVME AEHoR BE AHS AVIdes FA3h FDAE
40070¢] HEZA A< (assisted reproductive technology: ART) A]Ao] <glthar
FAGT oy FHE gGA gAFNE dA . AREIAES ART A 2/37F
(& 267709 Al AVIder ERdEva FASC T3 v AA T3
(American Society of Reproductive Medicine: ASRM)E w|Zo|x dEsle <F
11070 1996 %= A8 H5S zra Qo o2’ gAIX1F  (Eastern
Research Group: ERG)9 HiAox AHxlegfo] ofjst Ao oJstH o]5
A2 95%= (10570) A7Idelth. webd  HAA 1,2257 AlAd 7hed o
99670+ (85 + 425 + 114 + 267 + 105) 27|gelzgha 5 4= . =g
66709 Aol  #AA  part 2073 807 3] oJekE, Y=V S
AZ O FEANALRZA FAIEIL Uk o]59 °F 90%7F (60719 AJA) A7l
a8 ® FDA FAke] o8t F 1,0567019 (996 + 60) AlAe] A7]elt}. (Food
and Drug Administration (FDA) 21 CFR part 207, 807, 1271[#A¥H<S
97TN-484R]: Abd MIXE, 224, A 9 2459 2% (HCT/P);vl FDA A &5 3
S A TFA:2001)
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<HE A8 13>

Osteotech : AATFE(20063)

Results of Operations

The following table set forth our consolidated results of operations for 2006, 2005 and 2004:

Year Ended December 31,

Percent Change

2006 vs. 2005

2005 V5.

{in thousands) 2006 2005 2004 2004
Revenue $99.241 $ 93307 $ 88,577 6% 5%
Cost of revenue 51,439 61,445 52,502 -16% 175
Gross profit 47,802 31,862 36,075 50% -126
Operating expenses 45455 51,930 42,705 -12% 22%
Operating income (loss) 2,347 (20,068) (6,630) 112% -203%
Other income (expense) (498) (1.564) 500 68% -413%
Income (loss) before

income taxes 1.849 (21.632) (6.130) 109% -253%
Income 1ax benefit (58) (515) (847) -B9% -39%
Net income (loss) $ 1.907 $(21,117) % (5.283) 109% -300%
Earnings (loss) per share:

Basic $ 11 $ (1.23) % (.31)

Diluted $ 11 5 (1.23) $ (.31)

Net Income (Loss)
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<HE A8 14>

Lifecell : AATE (2006)

The following table sets forth certain selected financial data of LifeCell for each of the years in the five-year period

ended December 31, 2006, derived from the audited financial statements.

This information should be read in

conjunction with “Management's Discussion and Analysis of Financial Condition and Results of Operations” and the
Financial Statements and notes thereto included elsewhere in this Annual Report on Form 10-K.

Year Ended December 31,

(In thousands, except for per share data) 2006 2005 2004 2003 2002
Operating Results:
Revenues:
Product revenues $ 140,647 $ 93,326 $ 58,751 $ 38,577 $ 32,935
Research grant revenues 1.033 1,072 2,376 1,672 1.493
Total revenues 141,680 94,398 61,127 40,249 34,428
Costs and expenses:
Costs of products sold 40,856 29,205 17,755 12,241 10,134
Research and development 16,500 10,349 7,860 5,396 5,015
General and administrative 18,618 11,945 8.214 5,594 4,590
Selling and marketing 32,376 24,736 20,311 14,940 13,288
Total costs and expenses 108,350 76,235 54,140 38,171 33.027
Income from operations 33,330 18,163 6,987 2,078 1,401
Interest and other income (expense),net 2,793 1,013 222 (28) (129)
Income before income taxes 36,123 19,176 7,209 2,050 1,272
Income tax provision (benefit) 15,654 7,132 25 (16,622) (157)
Netincome 20,469 $ 12,044 $ 7.184 $ 18,672 $ 1429
Net income per common share:
Basic $ 062 $ 039 $ 028 $ 085 $ 007
Diluted $ 060 3 036 $ 022 $ 0.70 $ 0.06
Shares used in computing net income
per common share:
Basic 32,769 30,877 27,553 22,094 21,176
Diluted 34,007 33,348 31,974 26,632 24,696
As of December 31,
(In thousands, except for per share data) 2006 2005 2004 2003 2002
Balance Sheet:
Cash and cash equivalents $ 10,000 $ 21,272 $ 10,084 $ 7,387 $ 5,202
Investments 67,846 26,795 17,002 11,133 256
Working capital 94,711 73,209 38,911 23,283 11,466
Total assets 157,121 106,998 72,093 58,273 24,116
Notes payable and term debt -- - -- - 863
Common stock, subject to redemption -- - -- - 478
Accumulated deficit (5,972) (26.441) (38.485) (45,669) (64.341)
Total stockholders’ equity 129,299 92,070 63,448 52,379 17.719

_48_



<HF A5 15>

TUHAAZA A7 H& - BAMA T AQAZRAY] Agug e 3 A4EF 7F At

e TUAEA | FAQAEA
B H57) a5}
Cancellous Bone chip(15cc) 396,000 379,000
Cancellous Bone Chip(30cc) 614,000 594,000
Cancellous Bone Chip(40cc) 578,000
Tri-Cortical Bone Block(¥]2& &%) 611,000 1,315,000
Cancellous Bone Block(dlHZ £=) 290,000 840,000
Femoral Head(Complete)(tJ & &) 842,000 2,040,000
1/2 Femoral Head(1/2 ¥ &F) 415,000
Whole Fibula(H]& AA)) 2,791,000
Fibular 50-70mm 453,000 931,000
Fibular 100mmo]% 758,000 1,218,000
Whole Femur(thEZ= A A) 4,991,000
Distal Femur(djE)5- 94915 3,201,000 5,250,000
Hemi-Distal Femur(t) &% 1 340,000 3.300.000
i A9%-130mme]a}) - -
Proximal Femur(tHE% <95 3,465,000 5,500,000
S : H —10]H
Hemi Prox_1mal Femur(th 85 <9+ 1 340.000 5,300,000
130mm ©]3})
Femur shaft(th¥7H) 2,000,000 2,475,000
Femur shaft(Split)(chE]7H;- WH) 1,340,000 2,200,000
Whole Tibia(Z4& #A]) 4,991,500
Distal Tibia(Zd= ¥$+) 3,201,500
Hemi-Distal Tibia(d= ¥¢% 130mm
. 1,340,000
°|3})
Proximal Tibia(d& <9+%) 3,201,500
Hemi-Proximal Tibia(Zd% <$4-130mm
o)3h) 1,340,000
Tibia shaft(Zd& 7H) 2,000,000 2,200,000
Archilles Tendon(e}F2#2~7) 1,660,000 1,654,000
olt) A Patellar Tendon(£714) 1,805,000
1/2 Patellar Tendon 1,390,000
Tibialis AnteriorTendon(H77) 963,500 1,672,000
Tibialis PosteriorTendon(%77) 927,000 1,672,000
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ey Temporalis Fascia(¢14] =521 195,000 375,840
A= Meniscus(& =) 2,928,000 5,250,000
3+3(%H}) 100,000
&t 2203k 86,000
10+10(14 5 <2 690,000
Al A} ghak 2,700,000
=k lliac Vein, Artery(S1A13=44 ) 1,465,333
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E Rk THTE T4 TU7HA
1 T=71E 7] 1 83,863 0
2 AFF7IE T 7] 1 9,900 9,900
3 Absto| gl 7t di ) 1 40,000 0
4 ZA2YE 6 18,181 109,086
5 AlFR AL P4 1 5,800 5,800
6 T2 9 3 2,880 8,640
7 FAAZRY 1 153,015 153,015
8 H| A4 |1 7] 1 48,408 48,408
9 Hj &F 7 1 1,950 1,959
10 A RE7) 1 1,700 1,700
11 AR} A & 1 1,200 1,200
12 AsHE 1 5,636 5,636
13 el Q127 1 3,300 3,300
14 a5 27 1 3,820 0
15 27 1 1,200 1,200
16 TAZA 7 1 460 460
17 Z2 A H 7] 1 3,029 3,029
18 TA-EA7 1 19,348 0
19 FEZ=A7 1 6,100 6,100
20 F7132F7) 1 7,000 7,000
21 W5 1 290 290
22 A2l 7] 1 1,800 1,800
23 5 A 1 557 557
24 Dermatome 1 6,636 0
25 Dermatome 1 5,000 5,000
26 Hu| A 1 37,976 0
27 A7 1 9,000 9,000
28 FEAL Ws7) 1 170,000 170,000
29 =47 1 2,000 2,000
30 7 E}H] 100,000 100,000
655,080
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OSTEOBIOLOGIC SCIENCES’



OSTEOTECH, INC.

We believe our first responsibility is to use technology to enhance the gift of life; to develop therapy-driven

products that alleviate pain, promote biological healing and restore function.

To sustain our growth through innovation in bone
science and OsteoBiologic technologies to address
the unmet procedural needs of surgeons and
patients. To advance the science of tissue processing
and transplantation. To contribute and enhance
global health care by focusing on technologies
that yield unique and worthy therapy solutions.

To exceed our customers’ expectations with innovative
products, service and education. To be recognized
and respected as the gold standard by providing
the highest quality procedural solutions for surgeons
and patients.

To strive and find ways to assist our employees to
achieve their personal purposes as they contribute
to achieve the company’s purpose. To recognize
our employees and their families throughout the
world for their unique contributions. To cherish the
diversity of our employees as a source of wisdom,
intelligence and knowledge to sustain our growth
and achieve our goals.

OUR MISSION:

To be committed, responsible and faithful stewards
of the unique and precious gift entrusted to us
through the unselfish acts of donors and their
families. To ensure that the gift is received and
processed to the highest ethical standards. To follow
the highest standard of quality for the safety of
patients, surgeons, healthcare workers and our
employees. To bring the benefits of our technology
to the countries and communities of donors and
their families.

To be responsible for the welfare of the communities
in which we live and work. To respect, contribute
and enrich our communities. To maintain good
citizenship and be recognized as a company of
service, integrity and honesty.

To generate a fair profit to meet our goals and
obligations. To be responsible and ethical trustee
of our shareholders’ investment.




ADVANCING OSTEOBIOLOGIC SCIENCEST™

To our Shareholders, Patients and Surgeons,

We believe a vision is a dream with a deadline and the phrase
ADVANCING OSTEOBIOLOGIC SCIENCES™ will be the
centerpiece of our growth strategy. To our shareholders, it means
their past and future investments in building our patent estate is
now being leveraged in the new biologic frontier in medical technology.
To patients and surgeons, it will mean new therapy-driven products
to alleviate human pain and restore function through biological healing.
To Osteotech, this OsteoBiologic vision means the ability to transcend
today, to understand the key drivers of the biologic sciences and

technologies and how we believe the industry will evolve.

Looking ahead, we believe that, a new industry in biologics is
emerging along side the metal-based medical device industry, and
this biologic platform will literally change musculoskeletal surgery
with new procedure-specific products. It is our strategy to leverage
our core competencies in bone sciences and our patent estate to
gain a leadership position in the OsteoBiologic market place. We plan
to develop a broad intellectual property portfolio in OsteoBiologics
but target procedure-specific therapy solutions to focus the company

on its vision.

We believe the execution effectiveness of our strategies will be
measured by factors such as our new product pipeline addressing

procedure-specific applications in diverse therapies; new technologies

and strategic alliances; and distribution channel development and alliances.




OSTEOTECH, INC.

Throughout 2006, we concentrated on creating a culture of execution
and accountability with a focus on profitability. The goal in 2006
was to deliver on the productivity initiative phase of the strategic
plan to turn the company around. To ensure long-term growth for the
company, we did not limit our 2006 execution plan solely to
short-term profitability, but defined a clear vision and plan to execute

the growth phase of our turnaround.

Our financial results clearly show the benefits from these efforts as
we returned the company to profitability in the first quarter and
remained profitable for each quarter in 2006. We have high performance
expectations for the company, and believe that there are significant

opportunities ahead for us in the OsteoBiologic market space.

The new product pipeline will be executed in three phases, with each

phase building upon the opportunities of the previous phases.

Phase one will focus on new products to be developed and released
in the next 12 to 18 months. This will include Plexur™ P, Plexur” M,

next generation DBM and other Plexur™ Platform products.

Phase two will focus on the development of new products and technologies
that we have identified and plan to commercialize in 18 to 36 months,

which includes products from our new technologies in human collagen.

Phase three will occur concurrently with the other phases. Its strategic
focus is the integration and optimization of our current intellectual
property estate, the development of new technologies and the
formation of strategic alliances that will move us to new frontiers in

biologic solutions.

2006
HIGHLIGHTS &
ACHIEVEMENTS:

2005-2006



ADVANCING

Phase 3 will also be using some of the Phase 1 and
Phase 2 technologies as the platform to develop
products for stem cells and drug delivery applications.

We plan to make investments in this phase to leverage

OSTEOBIOLOGIC

some of our patents into the sports medicine market.

To this end, we invested in the creation of an incubator

unit to focus and expedite the
process of converting our patents
into application products. In 2007,
we plan to increase our investment

in the incubator unit.

EDUCATION

Osteotech is an advocate of
evidenced based medicine, and
has made this an imperative within
our therapy based OsteoBiologic
strategy and a means to substantiate
the efficacy of our products. We

believe that extensive educational

programs in “bone science” are an essential service

to our surgeons, clinical customers and patients.

SCIENCEST™

DISTRIBUTION CHANNEL MANAGEMENT
We will continue to build our channel capabilities.
Our plan is to build it in concert with our new product

release timetable and strategy.

In 2007, we are investing $4 million in our distribution

To exceed our
customers’ expectations with
innovative products,
service and education;
to be recognized and respected
as the gold standard
by providing the highest
quality procedural
solutions for surgeons

and patients.

These educational programs are a key element of our

global market and therapy development strategy.

GROSS MARGIN (%)

2005-2006

EARNINGS PER SHARE ($)

2005-2006

channel, to hire new OsteoBiologic Specialists

and establish a more robust
field management structure. The
investment in 2007 is the start of
our effort to build a distribution
model that will best leverage our
new products and technologies.
We believe that between 2007
and 2010 our distribution channel
will evolve to OsteoBiologic

Specialists and exclusive Agents.

Group Purchasing Organizations
(GPO) are another key compo-
nent to our distribution channel

strategy. As our product portfolio

increases, the GPOs will be key channels to leverage

one-stop OsteoBiologic product solutions.

($ in millions)

2005-2006



To be committed, responsible and faithful
stewards of the unique and precious gift
entrusted to us through the unselfish acts
of donors and their families. To ensure
that the gift is received and processed

to the highest ethical standards.

To follow the highest standard of quality
for the safety of patients,

surgeons, healthcare workers and our
employees. To bring the benefits of our
technology to the countries and

communities of donors and their families.

STATEMENT
OF STRATEGY:

PLEXUR™ P

OSTEOTECH, INC.

In our continuing endeavor to better utilize the gift of life and to provide
more graft options to patients in need, our strategy incorporates

new technologies including stem cells and drug delivery.

Stem Cells and other Cellular Technologies

A major component of Osteotech’s mission is the repair and regeneration
of musculoskeletal tissues. For bone repair, it has been generally
acknowledged that a trio of characteristics: osteoconduction,
osteoinduction, and osteogenicity contribute to bone healing.
Historically, Osteotech has developed products with high levels of
inductivity and conductivity. By adding stem cells to our existing
and future platform technologies, such as Grafton® DBM, Graftech®
Structural Allografts and Plexur” Biocomposites, we have the opportunity

to extend our portfolio by adding an osteogenic characteristic.

For bone applications, Osteotech has a high level of core competencies
in allograft carriers and other existing competencies in synthetic
and hybrid/composite carriers. We have additional expertise in
other musculoskeletal tissues, including tendon and ligament
grafts, which we believe could also benefit from cell technology.
We are in the process of broadening our connective tissues expertise

into the area of cartilage tissue engineering.

Cell therapies are a rapidly developing area of regenerative medicine.
Osteotech is well positioned to anticipate these changes by providing
enabling technologies that compliment cell-based therapies.
Composite material, such as those developed in the Plexur”
Platform, offer the opportunity of developing cell-friendly porous

three-dimensional geometry.

N EXT GENERAT

STEM CELL
PLEXUR™ M CARRIER




E

CELL A N D

ADVANCING

Drug Delivery

Drug delivery is a logical outgrowth of Osteotech’s
corporate mission, where it enhances the level of
surgical care and provides more graft options for the
treatment of patients. In skeletal healing, a number
of drugs can assist at the healing site interoperatively.
Examples such as antibiotic treatment and growth
factor delivery are well known in

orthopaedics. Beyond these, however,

OSTEOBIOLOGIC

SCIENCEST™

analgesics. The choice of polymer components in
Plexur” Biocomposites, as well as its physical and
chemical properties, can define the timing and control
of drug release. The Plexur™ Platform allows suffi-
cient flexibility in the choice of the polymer compo-
nent to permit adjustment of release over a wide
range of release profiles. The bone component of

Plexur” Biocomposites contains

both organic and inorganic

there are opportunities to deliver
analgesics, anti-tumor drugs, bone
anabolic or anti-resorptive agents,
and anti-inflammatories, as well as

other therapeutic agents.

Osteotech’s strategy is to identify
specific therapies that may benefit

from controlled delivery of

To be responsible for the welfare
of the communities in which we live
and work. To respect, contribute
and enrich our communities.

To maintain good citizenship
and be recognized as a company

of service, integrity and honesty.

elements that have been historically
used for delivery of growth factors.
The combination of these elements
provides flexibility in the formulation

of the delivery system.

We will use surgeon relationships
to assist in identifying target drug

delivery opportunities. We anticipate

synthetic or natural compounds.
hybrid
Biocomposites, Grafton® DBM, and enhanced DBM

Our  existing Plexur™
platforms, each allow opportunities for delivery of

therapeutic compounds.

Plexur™ Biocomposites are a hybrid platform consist-
ing of a bioresorbable polymer and allograft bone
components, which can be used in bone grafting
procedures of all types, including bone void filling,
spinal fusion, joint revision surgery, non-unions, and
trauma. Polymer based systems have been used in

delivery of hormones, growth factors, antibiotics and
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partnering with pharmaceutical
companies to provide access to the
therapeutic drugs and to assist in the drug development
process. The company will make itself attractive to a
potential partner in several ways: through our unique
intellectual property estate in tissue healing, by
demonstrating, in proof of concept research, an
enhanced efficacy in drugs delivered from our exclusive
platform biomaterials, and our extensive experience

in in vivo tissue engineering.
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OSTEOTECH, INC

We believe biologics are the future and we have the patent
estate to be a major player with our new mission and focus on
OsteoBiologics. On behalf of the board of directors, it has been
our distinct honor to serve at the request of the shareholders.
We wish to thank our employees, the donor community, our
customers, surgeons and our shareholders for their continued
trust, confidence, and support as the company embarks on its
journey into the new frontier in biologics.

Thank you, /
: }.M’h A el

Sam Owusu-Akyaw
President, Chief Executive Officer
May 9, 2007
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Company Overview
General

We are a global leader in providing Osteo-Biologic solutions to surgeons and patients for the repair of the
musculoskeletal system through the development of innovative therapy-driven products that alleviate pain, promote
biological healing and restore function. Our goal is to utilize our current technology platform and future
technologies, including products under development to create procedure specific solutions for Orthopedic, Spinal,
Neurological and Oral/Maxillofacial surgeons to repair and replace bone loss caused by trauma or disease states,

augment prosthetic implant procedures, facilitate spine related procedures and replace damaged ligaments and
tendons.

We have developed, and believe we will continue to develop, products and technologies designed to
efficiently and effectively utilize human bone and bone connective tissue (allograft bone tissue) for transplantation.
Leveraging our expertise in musculoskeletal tissue technology, we have developed innovative processes and
proprietary products that are widely used today. We believe our processing knowledge and technology are key
factors in our safety record, having processed in excess of 3.7 million tissue grafts and 7.0 million ccs of Grafton®
DBM without a confirmed case of disease transmission. The allograft bone tissue we process is procured
domestically by independent tissue banks or tissue recovery organizations, primarily through the donation of human
tissue. In addition, we have established an international tissue recovery operation in Bulgaria to procure donated
allograft bone tissue.

Company Strategy

Our overall business strategy is based on the execution of three key imperatives, as follows:

*  Productivity, Profitability and Cash Flow — We have been working on our productivity, profitability
and cash flow initiatives since mid-2005 with a goal to return the Company to profitability and positive
cash flow in 2006. In each of the four quarterly periods in 2006, we were profitable and gross margins
expanded. We also generated positive cash flow in each of the last three quarters of 2006. We have
been successful in reducing lead times and obsolescence exposure, increasing tissue yields and
reducing costs. We expect to continue to work on these initiatives in future periods to allow us to
further improve upon our activities and leverage sales growth. By successfully achieving this
initiative, we are able to utilize our existing cash flow and profitability to help fund the distribution
effectiveness and new products and technologies imperatives.

*  Distribution Effectiveness — As one of our two key strategic initiatives for 2007, we expect to spend an
incremental $4.0 million on improving the effectiveness of our distribution channel by hiring and
implementing a team of Osteo-Biologic Specialists to drive growth in existing products and to drive
the introduction of new products and technologies in 2007, 2008 and beyond.

* New Products and Technologies — Our other key strategic initiative for 2007 and beyond is the
development of new products and technologies. We introduced our Xpanse™ Bone Insert in late-2005
with an additional form introduced in early-2006 and recently announced Food and Drug
Administration (FDA) clearance of our Plexur™ P (porous) Biocomposite which is expected to be
introduced in the first quarter of 2007. We expect to continue to work on developing new and
innovative technologies and anticipate introducing new products in 2007 and 2008, including our
Plexur™ M (moldable) Biocomposite and our Enhanced DBM Platform.

We expect that we will work on each of these imperatives in 2007 and beyond. The focus of our
imperatives in any one period will be driven by the facts and circumstances in effect at that time, some of which

may be out of our control. As such, we can provide no assurance that we will be successful in achieving our
imperatives.

Distribution Models

We generally operate under three different distribution models. The majority of our revenue is generated
from the direct distribution of tissue grafts and products to hospitals and surgeons through agent based sales
representation supported by direct sales managers. Under this distribution model, tissue grafts and products are
generally labeled with our brand and company names. We utilize this distribution model primarily in the United
States.



Under the second distribution model, we primarily utilize country specific stocking distributors who
acquire tissue products directly from us and distribute such products to hospitals and surgeons in their home
countries. We support the efforts of these stocking distributors through a network of sales managers who provide
distributor and surgeon training and product specific knowledge. Primarily, we utilize this distribution model
internationally, although our contractual relationship with Smith & Nephew, Inc. is also included under this
distribution model. Internationally, the tissue products are distributed under our brand and company name. Smith &
Nephew distributes a private label form of our proprietary DBM tissue line.

In 2007, we expect to augment our direct distribution and stocking distributor business models by hiring
Osteo-Biologic Specialists who will focus on marketing and sales efforts with our existing and new Osteo-Biologic
products and technologies, to increase penetration in existing markets, open new markets, support our sales agencies
and stocking distributors and establish the Osteotech brand image world-wide. We anticipate spending
approximately $4.0 million on these distribution effectiveness initiatives.

Under the third distribution model, we process proprietary and non-proprietary tissue grafts for clients,
such as the Musculoskeletal Transplant Foundation, Inc. (MTF) and LifeNet, from tissue supplied to us by these
organizations. These products are labeled in accordance with specifications provided by the clients and are
distributed by the clients or their partners to end users. The revenues from this distribution model have been
declining over the past several years and we anticipate the revenues from this distribution model will continue to
decline in 2007 and 2008. We expect revenues from this distribution model to be immaterial to our consolidated
revenues in 2009 and thereafter.

In 2006 and 2005, MTF accounted for $19.4 million and $25.0 million, or 20% and 27%, respectively, of
net revenues. In 2004, MTF accounted for $18.3 million, or 21% of net revenues. In 2004, the American Red Cross
Tissue Services (ARC) accounted for $18.4 million, or 21% of net revenues. In January, 2005, MTF acquired the
assets of the allograft tissue banking operation of ARC.

Marketing Strategy

Our goal is to be the leading technology innovator of Osteo-Biologic devices and tissue products. We
expect to achieve this objective by executing on three main initiatives, development of products and technologies,
distribution channel effectiveness and medical education. Through our research and development imperatives, we
will place a focus on unique “procedural solution” products that leverage both current and new proprietary
technologies to address the emerging surgical needs across a broad spectrum of Orthopedic Bone Healing therapies,
including Spine, Trauma, Joint Revision, and Oral-Maxillofacial. We expect that these products will be clinically
efficacious and will represent cost-effective product alternatives that achieve high performance and are safe. Our
intent is to provide the surgeon with the most efficacious and comprehensive line of Osteo-Biologic products that
would include osteoinductive (the process by which bone is induced to grow), osteoconductive (the matrix provided
by allograft bone tissue into which the patient’s own bone can grow) and osteogenic (the introduction of living cells
to promote bone formation) offerings, which also completely remodel into the patient’s own bone. We will continue
to expand our product lines by adding additional tissue forms aimed at competitive products, specific surgical
applications, product enhancements and improvements and developing new product profiles. As we bring new and
innovative Osteo-Biologic products and technologies to market, we plan to initially distribute these new products to
“centers of excellence” to allow for development of human clinical information. We will then utilize this clinical
information as part of our world-wide launch of the new product.

Through sales force expansion in international markets and the addition of Osteo-Biologic Specialists in the
U.S. market, we will be able to place greater emphasis on our current “core” Bone Graft Substitute products
(Grafton® DBM, Xpanse™ Bone Inserts and Plexur™ P) and expect to be in a more effective position to launch the
new technologies during 2007. We believe this initiative will augment our current agent and distributor structure
within a more effective “hybrid” model that leverages the strengths of both types of sales representation.

We intend to continue to place emphasis on educating surgeons and operating room practitioners on Bone
Grafting Technologies and the importance of “evidence based” product selection. Additionally, we expanded our
educational focus during 2006 to include “economic” decision makers who are attempting to balance product
efficacy with cost-effectiveness within their institutions. We will continue to leverage the Bone Grafting “Think
Tank” Program in conjunction with other forms of local market deployed educational workshops, such as grand
rounds and nurse continuing education programs. We intend to continue our investment in establishing published
laboratory and clinical studies (including white papers articles) to support the efficacy and science behind our
products. We plan to communicate this information to the medical and patient community through print-collateral
and electronic media. Our intention is to market and distribute complementary allograft bone tissue product lines to
meet surgeon needs across a broad spectrum of orthopedic surgical procedures. We intend to educate surgeons
concerning the benefits of using our products either alone or in conjunction with each other and we plan to support
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these programs through clinical and laboratory studies to further validate the performance, utility and safety of our
tissue products.

As of February 28, 2007, we employed a sales team consisting of 35 employees, including sales
management, Osteo-Biologic Specialists and sales managers. In addition, we engaged 51 independent sales
agencies (representing 250 sales people). Our sales team coordinates our efforts in the United States, Europe, Latin
American and Asia, which along with the independent sales agencies educate surgeons as to the benefits and
applications of processed allograft bone tissue.

Business Segments

Effective December 31, 2006, we re-aligned our operating segments 1o be more reflective of our expected
future business strategies, technology and product development activities and distribution efforts. In assessing the
re-alignment of our operating segments, we considered our current and future business opportunities, current and
future products and technologies, the markets in which we sell and will sell, and the revenue and cost make-ups of
our previous business segments. The development of the new business segments included assessments made by
senior management as well as a review process with our Board of Directors. Our new operating segments are:

The Demineralized Bone Matrix (DBM) Segment;
The Traditional Tissue Segment;

The Spinal Allograft Segment;

The Hybrid/Synthetic Segment; and

e  The Client Services Segment.

In addition to the re-alignment of our operating segments detailed above, we created a Corporate Segment.
The Corporate Segment includes the costs associated with general and administrative, regulatory, and research and
development activities.

Any product not falling within the segments listed above is aggregated under the category of “other”.
Currently, the only product line included in “other” is a line of Xenograft bone tissue products, which we process,
market and distribute, primarily in Europe, Asia and the Middle East. These Xenograft bone tissue products are
utilized as bone graft substitutes.

All segmental information included elsewhere in this Annual Report will be reflective of the new operating
segments. All prior years’ information included herein has been re-stated in line with the new operating segments.

Revenues in the DBM Segment are primarily related to the marketing of Grafton® DBM to end users
through our sales force. We process Grafton® DBM for world-wide distribution in our domestic processing facility
from allograft bone tissue recovered for us by tissue banks, provided to us by our clients or recovered by our tissue
recovery program in Bulgaria. Grafton® DBM is also distributed by two of our clients from allograft bone tissue
provided by each respective client, in consideration of a processing fee paid by such clients. Al units of Grafton®
DBM processed by us contain our brand name, Grafton® DBM, and either our company name or our client’s
company name depending upon the contractual relationship. In addition, the DBM Segment includes our
proprietary Xpanse™ Bone Inserts, which were introduced in late 2005. The Xpanse™ Bone Inserts leverage off of
our Grafton® DBM tissue technology and is distributed by our sales force.

The DBM Segment also includes revenues from our processing of two private label DBMs. One such
relationship is governed by a January 2003 agreement with DePuy Orthopaedics. Inc. and DePuy Spine, Inc.
(collectively “DePuy”) and LifeNet, which expires in January 2008. Under the terms of the agreement, we process
the DBM product to specifications determined by LifeNet, from allograft bone tissue supplied by LifeNet. DePuy
and LifeNet market, promote and distribute this DBM carrier product to hospitals and surgeons. The second
relationship is governed by a five-year agreement dated April 2004 with Smith & Nephew. Under the terms of the
agreement, we process allograft bone tissue recovered for us into a private label DBM based on specifications

agreed to by both parties. Smith & Nephew promotes and distributes the private label DBM to hospitals and
Surgeons.

We process Grafton® DBM using our validated, proprietary demineralization process. When applied to
cortical bone, this process yields allograft bone tissue which has osteoinductive (the process by which bone is
induced to grow) and osteoconductive (the matrix provided by allograft bone tissue into which the host bone can
grow) capabilities greater than other available forms of mineralized allograft bone tissue and, we believe, greater
than other competitive demineralized allograft bone tissue forms.



In the Traditional Tissue Segment, we convert allograft bone tissue into mineralized weight-bearing and
non-weight bearing tissue forms and soft tissue grafts. The weight-bearing tissue forms include femoral cross
sections, fibula wedges and cortical struts and the non-weight bearing tissue forms include cancellous and cortical
chips. Soft tissue grafts are utilized primarily in sports medicine procedures. These allograft bone tissue grafts are
distributed world-wide by our sales force and are processed primarily in our domestic facility, although certain non-
weight bearing tissue grafts are processed at our facility in France.

Revenues in the Spinal Allograft Segment are generated from the distribution to hospitals and surgeons of
our line of Graftech® Bio-implant spacers and ramps. Graftech® Bio-implants are utilized primarily in spinal
fusion procedures. The Graftech® Bio-implants units processed by us are labeled with our brand name and our
company name. The vast majority of our Graftech® Bio-implants are distributed domestically, but we are
identifying opportunities to distribute these products in the international market place.

The Hybrid/Synthetics Segment includes revenues from our GraftCage® Spacers and will include revenues
from the products developed under our Plexus Technology, which will be marketed under the trade name, Plexur™
Biocomposites. Revenues from the recently introduced Plexur™ P Biocomposite will also be included in this
segment.

Revenues in the Client Services Segment are generated from our clients on a per donor basis for the
processing of the clients” donor tissue into traditional allograft bone tissue forms. We currently process donors for
two clients, the vast majority of which we process for MTF. We expect the revenues we generate in this segment
will decline over the next two years and such revenues will not be significant after 2008.

Information relating to our revenues for the years ended December 31, 2006, 2005 and 2004 by geographic
area is summarized as follows:

(in thousands) United States International Consolidated

Revenues

For the year ended December 31,
2006 $82,237 $17,004 $99,241
2005 $79,957 $13,350 $93,307
2004 $77.317 $11,260 $88,577

For a discussion of (1) our segments for the years ended December 31, 2006, 2005 and 2004 and our long-
lived assets as of December 31, 2006, 2005 and 2004, see Note 19 of “Notes to Consolidated Financial Statements™,
and (2) our deferred tax asset as of December 31, 2006 and 2005, see Note 14 of “Notes to Consolidated Financial
Statements.”



Management’s Discussion And Analysis of Financial Condition and Results of Operation Management
Overview

We are a global leader in providing Osteo-Biologic solutions to surgeons and patients for the repair of the
musculoskeletal system through the development of innovative therapy-driven products that alleviate pain, promote
biological healing and restore function. Our goal is to utilize our current technology platform and future
technologies, including products under development to create procedure specific solutions for orthopedic, spinal,
neurological and oral/maxillofacial surgeons to repair and replace bone loss caused by trauma or disease states,

augment prosthetic implant procedures, facilitate spine related procedures and replace damaged ligaments and
tendons.

We generate the majority of our revenues from fees charged for our allograft bone tissue products, which
are distributed to hospitals and surgeons. Our product lines include our proprietary allograft bone tissue grafts,
Grafton® DBM, Graftech® Bio-implants and Xpanse™ Bone Inserts and for 2007 the Plexur™ P Biocomposite, as
well as traditional allograft bone tissue grafts. When we distribute allograft bone tissue grafts directly to surgeons
and hospitals we charge a service fee to the hospital based upon our published end user list price, or in certain
instances, based upon a negotiated discount to our end user list price. We generally charge a contracted service fee
for each allograft bone tissue graft provided to stocking distributors.

We also generate revenues by processing donated allograft bone tissue for partner companies or clients,
primarily the Musculoskeletal Transplant Foundation (“MTE™), into traditional allograft bone tissue grafts,
Grafton® DBM or private label DBM products, which we return to our partners and clients and they distribute to
hospitals and surgeons. When we process allograft bone tissue for clients or process private label DBM products,
we generate revenues by charging our customers a fee for our services. For the initial processing of the allograft
bone tissue, which includes the production of traditional and soft tissue grafts, we generally charge a flat service fee.
When we process Grafton® DBM or a private label DBM for certain partners or clients, we charge a service fee
equal to a specified contractual percentage of the end user price list for each specific product code.

Throughout 2006 we continued the efforts started in 2005 to favorably influence our future gross margins
by accelerating the development of new products; increasing our inventory velocity by re-aligning our work-in-
process and finished goods tissue inventories; reducing costs: and increasing processing efficiencies by reducing
lead times, improving tissue yields and reducing our obsolescence exposure. We expect to continue these efforts in
future periods and anticipate we will realize the benefits of those efforts shortly thereafter.

In 2006, the business returned to profitability and generated a net income of $1.9 million or $.11 diluted
earnings per share. We generated positive cash flow in 2006 of $4.4 million, increasing our cash reserves to $17.9
million as of December 31, 2006. In 2007, we expect to incrementally invest $4.0 million to enhance our
distribution efforts around the world by hiring Osteo-Biologic specialists to augment our existing sales force. We
expect the majority of the Osteo-Biologic specialists will be hired in the first quarter of 2007 with a smaller group of
specialists hired in the second and possibly third quarter. We do not expect to realize any significant benefit from
these Osteo-Biologic specialists until the second half of 2007. We expect to maintain our profitability in 2007 at
approximately the same levels as 2006, and anticipate increased revenue growth and profitability in 2008 as the
Osteo-Biologic specialists make an impact on sales, we introduce new products and we continue our productivity
improvements. We also anticipate continuing to improve our cash reserves in 2007 as we continue to generate cash
flow from operations and monetize our working capital.

Critical Accounting Policies and Estimates

The preparation of these financial statements requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and
liabilities. On an on-going basis, we evaluate the estimates and may adjust them based upon the latest information
available. These estimates generally include those related to product returns, bad debts, inventories including
purchase commitments, deferred processing costs including reserves for rework, excess and obsolescence, long-
lived assets, asset retirement obligations, income taxes, stock-based compensation, contingencies and litigation. We
base the estimates on historical experience and on various other assumptions that are believed to be reasonable under
the circumstances, the results of which form the basis for making judgments about the carrying value of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.

We believe the following critical accounting policies affect the more significant judgments and estimates
used in the preparation of the consolidated financial statements.

*  We record reductions to revenue for estimated returns based upon historical experience. If future
returns are less than historical experience, reduction in estimated reserves would increase revenue.



Alternatively, should returns exceed historical experience, additional allowances would be required,
which would reduce revenue.

We maintain allowances for doubtful accounts for estimated losses resulting from the inability of our
customers to make required payments. If the financial condition of our customers were to deteriorate,
resulting in an impairment of their ability to make payments, additional allowances may be required.
Changes in estimates of collection risk related to accounts receivable can result in decreases or
increases in current period operating costs.

We write down inventory and deferred processing costs for estimated excess, obsolescence or
unmarketable products equal to the lower of cost or market value. Excess and obsolescence could
occur from numerous factors, including, but not limited to, the competitive nature of the market,
technological change, expiration and changes in surgeon preference. If actual market conditions are
less favorable than those projected by management, additional write-downs may be required, including
provisions to reduce inventory and deferred processing costs to net realizable value. In each period,
we also assess our production activity in relationship to historical experience and normal capacity, and
evaluate the need to reflect processing costs as either period costs or as a component of deferred
processing costs.  In periods where actual processing activities are less than historical
experience/normal capacity, we charge an appropriate portion of our processing costs directly to cost
of revenue in the consolidated statements of operations. In addition, we provide reserves, if any, for
the difference between our contractual purchase commitments and our projected purchasing patterns
based upon maintenance of adequate inventory levels and forecasted revenues. If actual revenue is less
favorable than those forecasted by management, additional reserves may be required; alternatively, if
revenue is stronger than forecasted by management, such reserves would be reduced.

We record an asset retirement obligation when an obligation to retire an asset 1s determined. The asset
retirement obligation is accrued at its estimated fair value with a corresponding increase in the carrying
amount of the related long-lived asset. if appropriate. We determine the amount of the asset retirement
obligation based upon a number of assumptions requiring professional judgment and makes
adjustments to the asset retirement obligation recorded based on the passage of time, revisions to either
the timing, or the amount of the original estimate of undiscounted cash flows related to the retirement
of the asset.

We record a valuation allowance to reduce deferred tax assets to the amount that is more likely than
not to be realized. While we have considered future taxable income, in the event that we would be
able to realize deferred tax assets in the future in excess of the net recorded amount, an adjustment 1o
the deferred tax asset would increase income in the period such determination was made. Likewise,
should we determine that we would not be able to realize all or part of a net deferred tax asset in the
future, an adjustment to the deferred tax asset would be charged to income in the period such
determination was made.

We accrue current and future tax liabilities based upon levels of taxable income, tax planning strategies
and assessments of the timing of taxability of the tax attributes. While we have considered current tax
laws in establishing tax liabilities, in the event we were to settle such liabilities for less than amounts
accrued, we would reduce income tax expense in the period such determination was made. Should we
determine it would cost more to settle such liabilities, we would increase income tax expense. We
include in our income tax provision interest and penalties, if any, assessed on us by various taxing
authorities.

Litigation is subject to many uncertainties and management is unable to predict the outcome of the
pending litigation. When we are reasonably able to determine the probable minimum or ultimate
liability, if any, which may result from any of the pending litigation, we will record a provision for our
best estimate of such liability. and if appropriate, will record a benefit for the amounts covered by
insurance. If the outcome or resolution of the pending litigation is for amounts greater than accrued,
an cxpense will be recorded in the period the determination is made. Alternatively, should the
outcome or resolution be for less than accrued, we would reduce the expense in the period the
determination is made.



Results of Operations
The following table set forth our consolidated results of operations for 2006, 2005 and 2004:

Percent Change

Year Ended December 31, 2006 vs. 2005
2005 VS.

(in thousands) 2006 2005 2004 2004
Revenue $99.241 $ 93,307 $ 88,577 6% 5%
Cost of revenue 51,439 61,445 52,502 -16% 17%
Gross profit 47,802 31,862 36,075 50% -12%
Operating expenses 45,455 51,930 42,705 -12% 22%
Operating income (loss) 2,347 (20,068) (6,630) 112% -203%
Other income (expense) (498) (1.564) 500 68% -413%
Income (loss) before

income taxes 1,849 (21,632) (6,130) 109% -253%
Income tax benefit (58) (513) (847) -89% -39%
Net income (loss) $ 1,907 $(21,117) $ (5,283) 109% -300%
Earnings (loss) per share:

Basic $ .11 $  (1.23) $ (.31

Diluted $ .11 $  (1.23) $ (.31)

Net Income (Loss)

Net income for the year ended December 31, 2006 was $1.9 million or $0.11 diluted earnings per share and
resulted primarily from improved gross margins and reductions in operating expenses as compared to the same
respective period in 2005.

We incurred a net loss in 2005 of $21.1 million or $1.23 diluted loss per share primarily due to costs
incurred to implement our strategic initiatives to re-align our work-in-process and finished goods tissue inventories,
which negatively impacted our gross margins, increased operating expenses (including charges for the retirement
and resignation of three former executive officers), foreign currency translation losses on intercompany debt and an
income tax benefit on our operating loss at an effective tax rate substantially lower than the statutory rate.

In 2004, the net loss of $5.3 million or $.31 diluted loss per share resulted primarily from the impairment of
certain assets related to our former processing environment, a severance charge for the reorganization of our sales
and marketing organizations, provisions for the exit from our metal spinal implant product lines and a
disproportional effective 1ax rate.

Revenue

For the year ended December 31, 2006, revenues increased 6% to $99.2 million as compared to 2005
revenues of $93.3 million. Revenues increased principally from increased unit sales volume in our DBM Segment
and our traditional tissue product lines. In addition, we recognized revenues from two new products effectively
introduced in 2006, the Xpanse™ Bone Insert and GraftCage® Spacers. We also recognized revenue declines from
the distribution of our Graftech® Bio-implants due to competitive pressures from polymer based structural implants
and from fees associated with our processing of donors for MTE. Revenues increased 5% in 2005 to $93.3 million
as compared to 2004 revenues of $88.6 million. The increase in 2005 revenues resulted principally from increased
average unit selling prices related to the distribution of Grafton® DBM domestically because of an increase in unit
sales volume sold directly by our agency sales force and a decline in unit sales volume by our clients, and increased
unit volumes in the international distribution of Grafton® DBM.

Effective December 31, 2006, we re-aligned our operating segments to be more reflective of our expected
future business strategies, technology and product development activities and distribution efforts. In assessing the
re-alignment of our operating segments, we considered our current and future business opportunities, current and
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future products and technologies, the markets in which we sell, and the revenue and cost make-ups of our previous
business segments. The development of the new business segments included assessments made by senior
management as well as a review process with our Board of Directors. In addition to the re-alignment of our
operating segments, we have created a Corporate Segment. The Corporate Segment includes the costs associated
with general and administrative, regulatory and research and development activities. All segmental information
included elsewhere in this Management’s Discussion and Analysis of Financial Condition and Results of Operations
reflects the new operating segments. All prior years’ information included herein has been re-stated in line with the
new operating segments.

The following table details the components of our revenues for the years presented:

Percent Change

2006 2005
Year Ended December 31, VS. vSs.

(in thousands) 2006 2005 2004 2005 2004
DBM Segment $57,493 $52,704 $46,148 9% 14%
Traditional Tissue Segment 16,955 11,676 6,163 45% 89%
Spinal Allograft Segment 13,795 16,960 20,001 -19% -15%

Hybrid Synthetic Segment 1,270 - - 100% -
Client Services Segment 9,128 11,277 13,373 -19% -16%
Other Product Lines 600 690 2,892 -13% -76%
Revenue $99.241 $93,307 $88.577 6% 5%

2006 Compared to 2005

DBM Segment revenues, which consists primarily of domestic and international Grafton® DBM revenues,
revenues from the Xpanse™ Bone Inserts and revenues from the processing of two private label DBMs, increased
9% in 2006 as compared to 2005. Grafton® DBM revenues increased 4% for the year ended December 31, 2006
compared to the same period in 2005 substantially as a result of an increase in world-wide unit sales volume,
partially offset by a decline in average selling prices, principally in the domestic market due to competitive
pressures. We believe we have taken appropriate measures to manage the price pressures on our Grafton® DBM
unit sales and do not expect pricing pressures to be a significant influence on 2007 revenues. Revenues from the
shipment of private label DBM tissue forms increased 24% in 2006 compared to 20035, primarily due to increased
unit volumes based on our partners’ sales levels to end users. A portion of the increase in revenues was related to
introduction of the Xpanse™ Bone Insert in late 2005, which contributed $1.9 million to the revenue growth. We
expect to continue to expand distribution of our Xpanse™ Bone Inserts in 2007 as we continue to gain surgeon
acceptance of the product.

Revenues from the world-wide distribution of traditional allograft bone tissue grafts increased 45% in 2006
compared to 2005. The increase in revenues is primarily attributable to an increase in unit sales volume in all
markets in which we distribute. In 2007. we expect to continue to expand our international traditional tissue
business, but expect our domestic traditional tissue revenues to remain relatively flat as we match unit sales demand
with allograft bone tissue supply. Our domestic traditional tissue business is primarily driven by cancellous tissue
products and allograft sports medicine grafts. Obtaining allograft tissue to support these products is not a primary
focus of our domestic tissue supply initiatives.

Revenues in the Spinal Allograft Segment are primarily driven by our domestic distribution of Graftech®
Bio-implants. Our Graftech® Bio-implant business has been declining over the last several years due to increased
competition and surgeon use of polymer-based spinal interbody fusion devices. We anticipate that our domestic
Graftech® Bio-implant business will decline slightly in 2007, but we expect to begin offering bio-implant solutions
to our international distributors and surgeons, although there can be no assurance that our Graftech® Bio-implant
products will gain acceptance in the international market.

In 2006, revenues in the Hybrid/Synthetic Segment represented sales of our GraftCage® Spacers, which
were introduced in 2006. We do not anticipate revenues from the distribution of GraftCage® Spacers to be a
significant contributor to our future revenues streams. Beginning in 2007, revenues from our Plexur™ P
Biocomposite will be reported in this segment. The Plexur™ P Biocomposite was approved by the FDA in January
2007. We expect to begin distributing the Plexur™ P Biocomposite in March 2007 to “centers of excellence” to
obtain human clinical information about the efficacy of the product prior to a world-wide launch in the third quarter
of 2007.



Service fees generated by the processing of allograft bone tissue for our clients declined 19% in 2006 as
compared to 2005 primarily due to processing 23% fewer donors for MTF. We anticipated revenues in the Client
Services Segment to decline in 2007 and 2008 as we process fewer donors for MTF. We expect our contractual
agreements with MTF will expire at the end of 2008 and, therefore, expect revenues in this segment to be an
insignificant portion of our revenue beginning in 2009.

Other revenues, which primarily represent sales of xenograft tissue products processed at our facility in
France, were relatively flat in 2006 compared to 2005.

2005 Compared to 2004

DBM Segment revenues increased 14% in 2005 as compared to 2004. Grafton® DBM revenues increased
16% in 2005 compared to 2004 substantially as a result of recognition of higher per unit selling prices from the
continued implementation of our domestic strategic initiative to distribute our proprietary products directly to end
users, for which we recognize a greater portion of the end user selling price, increased penetration in existing
international markets and the continued expansion of our international business. Revenues from the shipment of
private label DBM tissue forms declined 3% in 2005, primarily due to a reduction in orders from one of our partners
as they adjusted their inventory levels.

Revenues in the Traditional Tissue Segment, which are primarily generated from the world-wide
distribution of traditional tissue, increased 89% in 2005 compared to 2004, mainly from increased unit sales volume
as we continued to expand our world-wide presence in this market.

Revenues in the Spinal Allograft Segment are generated from the distribution of Graftech® Bio-implants,
which declined 15% in 2005 compared to the same period in the prior year primarily due to lower demand and
increased competition from polymer based spinal implants.

Service fees generated by processing allograft bone tissue for clients in the Client Services Segment
declined 16% in 2005 as compared to 2004, primarily due to processing 916 fewer donors for clients in 2005,
partially offset by a 22% increase in the average processing fee per donor in 2005.

Revenues from other product lines in 2005 related to the distribution of xenograft tissue grafts in Europe
and the Middle East. In 2004, revenues from other product lines included revenues from xenograft tissue grafts and
revenues from the distribution of metal spinal implants prior to our exit from that product line in June, 2004.

Major Customers

In 2006 and 2005, MTF accounted for $19.4 million and $25.0 million, or 20% and 27%, respectively of
net revenues. In 2004, MTF accounted for $18.3 million, or 21% of net revenues. In 2004, the American Red Cross
Tissue Services (“ARC”) accounted for $18.4, or 21% of net revenues. In January, 2005, MTF acquired the assets
of the allograft tissue banking operation of ARC.

Gross Margin
Year Ended December 31,
(in thousands) 2006 2005 2004
Gross Profit $47.802 $31,862 $ 36,075
Gross Margin 48.2% 34.1% 40.7%

In 2006, gross margin increased over gross margin levels in 2005, primarily due to the improvement in
revenues, which resulted in better absorption of fixed costs, and the benefits from our strategic productivity
initiatives which reduced costs and lead times, improved tissue utilization and yields, and reduced obsolescence
exposures. We anticipate additional improvement in our gross margin in 2007 and have projected a second half
2007 gross margin target of between 50% and 53%.

Gross margin declined in 2005 as compared to 2004 primarily due to the costs associated with
implementing our strategic initiative to reduce work-in-process and finished goods tissue inventories and increase
overall tissue inventory velocity, which resulted 1n our decision in May 2005 to reduce unit production levels below
unit sales levels for the balance of 2005 to allow us to consume existing tissue inventories and directly reduce
overall tissue inventory levels. As a result of this decision. our production activities fell below the range of normal
capacity, as defined in SFAS No. 151, “Inventory Costs — an amendment to Accounting Research Bulletin No. 437,
resulting in charges of $2.5 million. In addition, we also recognized charges of $4.8 million related to reserves and



write-offs for excess, obsolete and expiring tissue inventories, primarily in the Graftech® Bio-implant product line,
as a result of our standard inventory policies and procedures and to address our tissue inventory strategic initiatives.

Operating Expenses
Percent Change

2006 2005
Year Ended December 31, VvSs. Vs,
(in thousands) 2006 2005 2004 2005 2004
Marketing, selling and
general and administrative $ 40,627 $ 46,909 $38,127 -13% 23%
Research & development 4,828 5,021 4,578 -4% 10%
Total $ 45,455 $51,930 $42.705 -12% 22%

In 2006, marketing, selling and general and administrative expenses declined when compared to 20053,
principally due to certain expenses, as more fully described in the succeeding paragraph, incurred in 2005 which did
not recur in 2006, and due to our efforts to control our operating costs, partially offset by reserves for the settlement
of certain litigation in the amount of $.7 million and accruals for management and employee bonuses.

Marketing, selling and general and administrative expenses increased in 2005 as compared to 2004,
principally due to: the costs associated with strengthening and diversifying our domestic tissue sources of $3.2
million; severance and retirement costs of $2.0 million associated with the retirement of our former Chief Executive
Officer and Chief Financial Officer, the resignation of our former Chief Science Officer and certain other employees
terminated in the fourth quarter of 2005; increased professional fees, including the costs of $1.9 million associated
with MTF’s unsolicited proposal to acquire Osteotech; and increased commissions associated with the increase in
revenues.

In 2006, research and development expenses declined slightly as compared to 2005, primarily due to the re-
focusing of our efforts on specific research and development programs and the completion of certain programs with
the introduction of the Xpanse™ Bone Inserts and GraftCage® Spacers in late 2005 and early 2006.

Rescarch and development expenses increased 10% in 2005 compared to 2004 due to the timing of
completion of research and development programs. our efforts related to the development of new product lines or
line extension for existing product lines.

We anticipate that our general and administrative expenses will increase slightly in 2007 and we expect to
spend an incremental $4.0 million on improving our distribution effectiveness. We expect that research and
development expenditures will increase in 2007 due to increased activity on existing projects and programs and
initiation of new projects and programs.

Operating Income (Loss)
Percent Change

2006 2005
Year Ended December 31, VS. VS.

(in thousands) 2006 2005 2004 2005 2004
DBM Segment $ 16,305 $ 15,386 $ 13,170 6% 17%
Traditional Tissue Segment 5,888 228 (1,123) 2482% 120%
Spinal Allograft Segment 1,819 (7.992) 933 123% -957%
Hybrid/Synthetic Segment (717) (116) - 518% -100%
Client Services Segment 4,240 1,195 1,154 255% -4%
Other Product Lines 45 252 (423) -82% 160%
Corporate (25,233) (29.021) (20,341) 13% -43%
Operating Income (loss) $ 2,347 $(20,068) $ (6,630) 112% -203%

We generated an operating income of $2.3 million in 2006 compared to incurring operating losses in 2005
and 2004. The operating income in 2006 was primarily generated by improved gross margins and a reduction in
operating expenses, both of which are more fully explained in “Gross Margin™ and “Operating Expenses” above.
Operating income in the DBM Segment increased in 2006 as compared to 2005 mainly due to the increase in
revenue and lower selling and marketing expenses as a result of reconfiguring the commission program, partially
offset by a slightly Jower gross margin due to the impact of pricing pressures. The improvement in the operating
income in the Traditional Tissue Segment, the Spinal Allograft Segment and the Client Services Segment in 2006
was primarily due to improved gross margins. The operating loss in the Hybrid/Synthetic Segment is due to the
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costs 10 launch the GrafiCage® Spacers. The reduction in the operating loss in Corporate is due mainly to
reductions in general and administrative expenses in 2006 compared to 2005.

The operating loss in 2005 increased compared to 2004 mainly due to lower gross margins as a result of our
strategic initiatives for work-in-process and finished goods inventories and increased operating expenses. The
Traditional Tissue Segment, The Spinal Allograft Segment and the Client Services Segment bore a substantial
portion of the charges related to our strategic initiatives. The operating income in the DBM Segment improved in
2005 compared to 2004 principally due to the increase in revenues in 2005. The increase in operating costs in
Corporate during 2005 is mainly related to a severance and retirement costs, costs associated with strengthening and
diversifying our domestic tissue sources and professional fees.

Other Income (Expense)

Other expense in 2006 of $.5 million is principally the result of $1.7 million in interest expense associated
with our capital lease obligation, partially offset by interest income of $.8 million on invested cash balances, foreign
currency translation gains of $.3 million primarily related to intercompany debt and a $.1 million gain from a
contingent consideration payment related to the sale in 2002 of a foreign subsidiary.

In 2005, other expense of $1.6 million primarily represents interest expense of $1.3 million related to our
long-term debt, which was repaid in full in August 2005, and the capital lease obligation, which arose in the sale and
leaseback of our principal processing facility in August 2003, and foreign currency translation losses of $.8 million

primarily related to intercompany debt. Other expense was partially offset by interest income on available cash
balance of $.5 million in 2005.

Other income of $.5 million in 2004 related mainly to the gain on the sale of the intellectual property
associated with the Ovation™ Spinal System of $.6 million, foreign currency translation gains on intercompany
debt, and interest income of $.3 million, partially offset by interest expense on our long-term debt of $.6 million.

On July 7, 2005, the Board of Directors declared $5.5 million of intercompany loans between the domestic
company and our French subsidiary to be permanent debt requiring no principal payments on such intercompany
loans for the foreseeable future. As a result, and pursuant to SFAS No. 52, since July 7, 2005 our results of
operations will not be impacted by the effects of variations in currency exchange rates between the U.S. dollar and
the Euro on that portion of the intercompany debt. The remaining outstanding balance under intercompany loans
between the domestic company and our French subsidiary will continue to be subject to variations in currency
exchange rates between the U.S. dollar and the Euro.

Future translation gains and losses may have a material impact on our results of operations in the event of
significant changes in the exchange rate between the U.S. dollar and the Euro, although the impact of such gains and
losses should not have any impact on consolidated cash flows.

Income Tax Provision

In 2006, we provided an income tax benefit primarily due to the reversal of certain domestic state tax
reserves, which were no longer required, partially offset by provisions for 2006 minimum state income taxes. No
provision for federal or foreign taxes has been recorded due to the availability of prior year net operating loss
carryforwards, which carry a full valuation allowance, or due to recognizing a current year taxable loss for which
any tax benefits or assets would be fully offset by the establishment of valuation allowances. We have evaluated the
continuing need for our valuation allowances for our domestic and foreign deferred tax assets in accordance with the
provisions of SFAS No. 109, “Accounting for Income Taxes”, which requires an assessment of both positive and
negative evidence when determining whether it is more likely than not that deferred tax assets are recoverable, and
we have determined based on our assessment that there is not sufficient positive evidence to support the reversal of
such valuation allowances due to continued losses for tax purposes. We intend to maintain the valuation allowance
until sufficient positive evidence exists to support the reversal of such valuation allowances. We will continue to
assess the need to maintain existing valuation allowances or to record additional valuation allowances based on facts
and circumstances in each future period.

In 2005, we provided a benefit for income taxes primarily for our ability to carryback our current year
losses to prior tax years and obtain refunds and a non-cash charge to establish a valuation allowance for all domestic
and foreign deferred tax assets. Aggregate cumulative losses generated by our domestic operation over the last
several years and the potential for operating losses in the future represents sufficient negative evidence under SFAS
No. 109 to require the establishment of a valuation allowance.
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In 2004, we provided a benefit for income taxes related mainly to losses in our domestic operations, mostly
offset by a provision for income taxes for our French subsidiary and a non-cash charge to establish a valuation
allowance for domestic state deferred tax assets

Liquidity and Capital Resources

At December 31, 2006, we had cash and cash equivalents of $17.9 million compared to $13.5 million at
December 31, 2005. Working capital increased to $52.7 million at December 31, 2006 compared to $44.9 million at

December 31, 2005. The increase in working capital in 2006 resulted primarily from our improved operating
results.

Net cash provided by operating activities was $6.8 million in 2006 compared to net cash used by operating
activities was $1.6 million in 2005. The improvement resulted primarily from the generation of a net income in
2006 compared to a net loss in 2005, partially offset by our investment in working capital.

Net cash used by investing activities in 2006 was $2.5 million, which was principally used to fund capital
expenditures. Net cash provided by investing activities was $14.5 million in 2005, which is principally due to the
sale of our principal processing facility for $16.5 million in cash, partially offset by capital expenditures.

Net cash used in financing activities in 2006 and 2005 of $.1 million and $12.6 million, respectively, relates
primarily to principal payments on our capital lease obligation and in 2005 to the repayment of all outstanding long-
term debt in August, 2005 and principal payments on long-term debt. Such cash uses were partially offset by

proceeds from the exercise of stock options and the sale of common stock pursuant to our employee stock purchase
plan.

In February 2007, we entered into a $5.0 million line of credit with a banking institution. The line of credit
effectively makes $1.0 million available, since all amounts borrowed over $1.0 million needs to be cash
collateralized. The line of credit expires in February 2008 and is secured by accounts receivable. Borrowings under
the line of credit bear interest at the prime rate or LIBOR plus 1.75%. The line of credit includes certain financial
and operational covenants and includes subjective acceleration provisions. Such provisions are based upon, in the
reasonable opinion of the banking institution, the occurrence of any adverse or material change in the condition or
affairs, financial or otherwise, of the Company which impairs the interests of the banking institution.

At December 31, 2006, we had domestic federal and state net operating loss carryforwards of $16.0 million
and $32.6 million, respectively. The federal net operating loss carryforwards expire in 2025 and 2026. The state net
operating loss carryforwards primarily offset New Jersey taxable income, which expire in varying amounts
beginning in 2010 through 2013. In addition, we have domestic federal research and development credits of $.1
million, which expire in 2026 and state research and development, manufacturing and other credits of $.9 million,
primarily to offset New Jersey income taxes, which expire in varying amounts beginning in 2007 through 2013. At
December 31, 2006, we had foreign net operating loss carryforwards aggregating $1.2 million expiring in varying
amounts beginning in 2008. We have not recognized any benefit from these net operating loss carryforwards in the
consolidated financial statements because realization of the future tax benefits is uncertain. We have provided a full
valuation allowance for all federal and state net operating loss carryforwards, all federal and state tax credits and all
foreign net operating loss carryforwards due to the uncertainty of realizing future tax benefits from these net
operating loss carryforwards and tax credits. In 2006 we wrote-off certain of our foreign net operating loss
carryforwards of $5,934 related to our inactive subsidiaries in the Netherlands. These foreign net operating loss
carryforwards carried a full valuation allowance.
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Contractual Obligations

The following table summarizes our contractual obligations at December 31, 2006, and the effects such
obligations are expected to have on our liquidity and cash flow in future periods.

Less
(In thousands) Than

One Years Years After

Total Year 2-3 4-5 5 Years

Capital lease obligation $32,089 $2,326 $4.652 $ 4,652 $20,459
Non-cancelable operating lease obligations 3.312 1,548 1,662 102
Retirement and severance payments 847 847
Asset retirement obligation — Shrewsbury facility 1,938 1.938
Asset retirement obligation — Eatontown facility (1) 9,538 9,538
Reimbursement under tissue supply agreements (2) 25.600 9.700 12,700 3.200

$73.324  $14.421 $20.952 $7.954 $29,997

(1) Represents the future value of the Eatontown asset retirement obligation as of December 31, 2006. This asset
retirement obligation will be accreted from its current value as of December 31, 2006 of $2.3 million to its
future value over the next nineteen years.

(2) Represents the minimum reimbursement to be made under our agreements with MTF and Community Tissue
Services for their services of donor recovery and donor eligibility related to the allograft bone tissue to be
supplied to us over the current term of the related agreements.

Based on our current projections and estimates, we believe that our currently available cash and cash
equivalents and anticipated future cash flow from operations will be sufficient to meet our forecasted cash needs in
2007. Our future liquidity and capital requirements will depend upon numerous factors, including:

® the progress of our product development programs and the need and associated costs relating to
regulatory approvals, if any, which may be needed to commercialize some of our products under
development; and

® the resources we devote to the development, manufacture and marketing of our services and products.

We may seek additional funding to meet the needs of our long-term strategic plans. We can provide no
assurance that such additional funds will be available, or if available, that such funds will be available on favorable
terms.

Off-balance Sheet Arrangements

As part of our ongoing business, we have not participated in transactions that generate relationships with
unconsolidated entities or financial partnerships, such as entities often referred to as structured finance or special
purpose entities (SPE), which would have been established for the purpose of facilitating off-balance sheet
arrangements or other contractually narrow or limited purposes.

Recent Accounting Developments

In June 2006, FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes-An
interpretation of FASB Statement No. 109”7 (“FIN 487), which clarifies the accounting for uncertainty in tax
positions taken or expected to be taken in a tax return. This guidance seeks to reduce the diversity in practice
associated with certain aspects of the recognition and measurement related to accounting for income taxes. The
provisions of FIN 48 are effective for us beginning January 1, 2007, with the cumulative effect of the change in
accounting principle. if any, recorded as an adjustment to opening retained earnings. We are currently evaluating the
impact of adopting FIN 48 on our financial position and results of operations, but it is not expected to have a
significant effect.

In September 2006, the FASB issued Staff Position Aug Air-1, “Accounting for Planned Major
Maintenance Activities” (“AIR-17). AIR-1 amends APB Opinion No. 28, “Interim Financial Reporting” (“APB
28™), and prohibits the accrue-in-advance method of accounting for planned major maintenance activities in annual
and interim financial reporting periods. We do have a planned major maintenance activity associated with our
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annual or semi-annual plant shutdowns. While early application was permitted, the provisions of AIR-1 will be
adopted by us beginning January 1, 2007. The guidance in the AIR-1 shall be applied retrospectively for all financial
statements presented, unless it is impracticable to do so. We do not anticipate any impact on our historical annual
financial results or financial position from the adoption of AIR-1. We do anticipate our interim financial results and
financial position will be restated, and such restatements may be material, with certain interim periods realizing
improved earnings with other interim periods realizing reduced earnings.

In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin
No. 108, “Considering the Effects of Prior Year Misstatements when Qualifying Misstatements in Current Year
Financial Statements™ (“SAB 108™). which provides interpretive guidance on the consideration of the effects of prior
year misstatements in quantifying current year misstatements for the purpose of a materiality assessment. The
provisions of SAB 108 are effective for us after November 15, 2006. We are not aware of any material error
corrections that may be required in our previously published historical financial statements.

In September 2006, the FASB issued Statement of Financial Accounting Standards (“SFAS™) No. 157,
“Fair Value Measurements” (“SFAS No. 1577), which defines fair value, establishes a framework for measuring fair
value in generally accepted accounting principles, and expands disclosures about fair value measurements. SFAS
No. 157 apphes under a number of other accounting pronouncements that require or permit fair value measurements.
The provisions of SFAS No. 157 are effective for us beginning January 1, 2008. We are currently evaluating the
impact of adopting SFAS No. 157 on our financial position and results of operations, but it is not expected to have a
significant effect.

Impact of Inflation and Foreign Currency Exchange Fluctuations

The results of operations for the periods discussed have not been materially affected by inflation. We are
subject to foreign currency fluctuations for material changes in exchange rates between the U.S. dollar and the Euro.
As our foreign operations continue to grow and represent a larger percentage of our consolidated revenues and
profits, foreign currency translation adjustments will impact our operating results to a greater extent.

The exchange rate as of December 31, 2006 was $1.32 U.S. dollars to one Euro compared to an exchange
rate of $1.18 U.S. dollars to one Euro as of December 31, 2005. The average exchange rate for the year ended
December 31, 2006 was $1.25 U.S. dollars to one Euro compared to an average exchange rate for the year ended
December 31, 2005 of $1.24 U.S. dollars to one Euro. A 10% change in the average exchange rate, based on actual
results for 2006, would impact revenues by approximately $1.8 million and net income/loss by less than $.1 million.

Foreign currency translation gains of $.3 and $.5 million were recognized in other income (expense) in
2006 and 2004. respectively, and foreign currency translation losses of $.8 million were recognized in 2003, related
to the impact of exchange rates between the U.S. dollar and the Euro.

Future translation gains and losses may have a material impact on our results of operations in the event of
significant changes in the exchange rate between the U.S. dollar and the Euro, although the impact of such gains and
losses should not have any impact on consolidated cash flows.

Litigation

We are involved in legal proceedings involving product liability claims. For a complete discussion of these
matters see Note 15 of “Notes to Consolidated Financial Statements.” It is possible that our results of operations or
liquidity and capital resources could be adversely affected by the ultimate outcome of the pending litigation or as a
result of the costs of contesting such lawsuits.

Quantitative and Qualitative Disclosures About Market Risk

We are exposed to interest rate risk. Changes in interest rates affect interest income earned on cash and
cash equivalents. We do not enter into derivative transactions related to our cash or cash equivalents. Accordingly,
we are subject to changes in interest rates. Based on our December 31, 2006 cash and cash equivalents, a 1%
change in interest rates would impact net income by approximately $.2 million.

The value of the U.S. dollar affects our financial resuits. Changes in exchange rates may positively or
negatively affect revenues, gross margins, operating expenses and net income. We do not maintain hedging
programs to mitigale the potential exposures of exchange rate risk. Accordingly, our results of operations are
adversely affected by the strengthening of the U.S. dollar against currencies, primarily the Euro, in which we sell
products and services or a weakening exchange rate against currencies in which we incur costs. Based on the
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operating results of our foreign operations for the year ended December 31, 2006, a 10% change in the exchange
rates would impact our net income/loss by less than $.1 million.

Because of the foregoing factors, as well as other variables affecting our operating results, past financial
performance should not be considered a reliable indicator of future performance.

Market for the Registrant's Common Equity And Related Stockholder Matters
Market Information
Our Common Stock is listed on the Nasdaq Global Market under the trading symbol "OSTE". The

following table sets forth the high and low sale prices for the Common Stock for each of the fiscal quarters during
the years ended December 31, 2006 and 2005 based on transaction data as reported by the Nasdaq Global Market.

Year Ended December 31 2006 2005

High Low High Low
First Quarter $6.04 $3.80 $5.52 $3.51
Second Quarter $4.88 $3.41 $3.99 $2.45
Third Quarter $4.63 $3.40 $6.25 $3.63
Fourth Quarter $6.38 $3.99 $6.00 $2.76

Holders

As of March 9, 2007, there were 305 holders of record of Osteotech Common Stock. We believe that there
are approximately 4.800 beneficial owners of our Common Stock.

Dividends

We have never paid a cash dividend and do not anticipate the payment of cash dividends in the foreseeable
future. We expect to retain future earnings to finance our growth. The declaration of dividends in the future will
remain within the discretion of our Board of Directors, which will review our dividend policy from time to time.
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Stockholder Return Performance Graph

The graph below summarizes the total cumulative return experienced by Osteotech’s stockholders during
the five-year period ended December 31, 2006, compared to the Nasdaq Stock Market Index and the Dow Jones
Medical Supplies Index. The changes for the periods shown in the graph and table are based on the assumption that
$100.00 has been invested in Osteotech, Inc. common stock and in each index below on January 1, 2002 and that all
cash dividends were reinvested.

$200

$0 L
January 1, 2002 December 31, 2002 December 31, 2003 December 30, 2004 December 31, 2005 December 31, 2006
—=— Osteotech, Inc. —a— Nasdaq Stock Market —e— Dow Jones Medical Supplies

Jan. 1 December 31,

2002 2002 2003 2004 2005 2006
Osteotech, Inc. $ 100.00 $ 117.09 $ 160.00 $ 100.00 $ 90.36 $ 102.73
Nasdaq Stock Market $ 100.00 68.81 103.79 112.93 115.50 127.40
Dow Jones Medical Supplies $ 100.00 78.18 100.42 116.46 115.97 138.16

Publications

We maintain a website at www.osteotech.com to provide information to the general public and our
shareholders on our tissue forms, products, resources and services, along with general information on Osteotech and
its management, career opportunities, financial results and press releases. Copies of our most recent Annual
Report on Form 10-K, our Quarterly Reports on Form 10-Q and our other reports filed with the Securities
and Exchange Commission, or SEC, can be obtained, free of charge, as soon as reasonably practicable after
such material is electronically filed with, or furnished to the SEC, from our Investor Relations Department by
calling 732-542-2800, by writing to our Investor Relations Department at 51 James Way, Eatontown, New
Jersey 07724, through an e-mail request from our website at www.osteotech.com/finrequest.htm, through the
SEC’s website by clicking the direct link from our website at www.osteotech.com/finrequest.htm or directly
from the SEC’s website at www.sec.gov. Our website and the information contained therein or connected thereto
are not intended to be incorporated into this Annual Report.
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OSTEOTECH, INC. aAND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(dollars in thousands)

December 31, 2006 2005
ASSETS
Current assets:
Cash and cash equivalents $17.946 $ 13,484
Accounts receivable, net of allowance of
$488 in 2006 and $1,131 in 2003 18.507 14,879
Deferred processing costs 29,067 28,805
Inventories 1,005 1,278
Prepaid expenses and other current assets 2,795 3,438
Total current assets 69,320 61,884
Property, plant and equipment, net 36,340 39,962
Goodwill 1,669 1,669
Other assets 5,704 7,507
Total assets $113,033 $111,022

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:

Accounts payable and accrued liabilities $ 15,861 $ 16,320
Current maturities of capital lease obligation 727 655
Total current liabilities 16,588 16,975

Capital lease obligation 14,876 15,603
Other liabilities 7,716 7,689
Total liabilities 39,180 40,267

Commitments and contingencies

Stockholders' equity:
Preferred stock. $.01 par value; 5,000,000 shares
authorized; no shares issued or outstanding
Common stock, $.01 par value:; 70,000,000 shares
authorized; issued and outstanding 17,396,775 shares in 2006

and 17,259,964 shares in 2005 174 173
Additional paid-in capital 65,784 64,915
Accumulated other comprehensive income 1,114 793
Retained earnings 6,781 4,874

Total stockholders' equity 73,853 70,755
Total liabilities and stockholders’ equity $113,033 $111,022

The accompanying notes are an integral part of these consolidated financial statements.
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OSTEOTECH, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(dollars in thousands, except per share data)

For the year ended December 31, 2006 2005 2004
Revenue $99.241 $ 93.307 $88.577
Cost of revenue 51,439 61,445 52.502
Gross profit 47.802 31,862 36,075
Marketing, selling and general and administrative 40.627 46,909 38,127
Research and development 4,828 5,021 4,578
45,455 51,930 42,705
Operating income (loss) 2,347 (20,068) (6,630)
Other income (expense):
Interest income 757 529 269
Interest expense (1.671) (1,303) (646)
Gain on sale of intellectual property 575
Other 416 (790) 302
(498) (1.564) 500
Income (loss) before income taxes 1.849 (21,632) (6,130)
Income tax benefit (58) (515) (847)
Net income (loss) $ 1.907 $(21,117) $ (5,283)
Earnings (loss) per share:
Basic $ .11 $ (1.23) $ (3D
Diluted $ .11 $ (1.23) $ (3D
Shares used in computing earnings (loss) per share:
Basic 17,298,352 17,195,868 17,146,127
Diluted 17,399,719 17,195,868 17,146,127

The accompanying notes are an integral part of these consolidated financial statements.
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OSTEOTECH, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(dollars in thousands)

For the years ended December 31, 2006, 2005 and 2004

Accumulated
Additional Other Total
Common Stock Paid-In Comprehensive Retained Stockholders'
Shares Amount Capital Income Earnings Equity
(Loss)

Stockholders’ Equity, January 1. 2004 17.117,720 $ 171 $ 64,170 $ 605 $ 31,274 $96.220
Net loss (5,283) (5.283)
Currency translation adjustments 145 145
Total comprehensive loss (5,138)
Exercise of stock options 22,875 104 104
Common stock issued pursuant to

employee stock purchase plan 34,879 1 191 192
Tax benefits related to stock options 17 17

Stockholders’ Equity, December 31, 2004 17.175.474 172 64,482 750 25,991 91,395
Net loss (21,117) (21,117)
Currency translation adjustments 43 43
Total comprehensive loss (21,074)
Exercise of stock options 47.575 1 182 183
Common stock issued pursuant to

employee stock purchase plan 36,915 161 161
Stock-based compensation expense 90 90

Stockholders” Equity, December 31, 2005 17,259,964 173 64,915 793 4,874 70,755
Net income 1,907 1,907
Currency translation adjustments 321 321
Total comprehensive income 2,228
Exercise of stock options 109,875 1 436 437
Common stock issued pursuant to

employee stock purchase plan 26,936 119 119
Stock-based compensation expense 314 314
Stockholders’ Equity, December 31, 2006 17,396,775 $ 174 $ 65,784 $ 1,114 $ 6,781 $ 73,853

The accompanying notes are an integral part of these consolidated financial statements.
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OSTEOTECH, INC. aAnp SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(dollars in thousands)

For the year ended December 31, 2006 2005 2004
Cash Flow From Operating Activities
Net income (loss) $ 1,907 $(21,117) $(5.283)
Adjustments to reconcile net income (loss) to net cash
provided by (used in) operating activities:
Depreciation and amortization 6,038 5,722 8,343
Non-cash portion of impairment charges 4,353
Deferred income taxes (12) 2,024
Stock-based compensation expense 314 90
Provision for tissue inventories 790
Net provision for metal spinal implant systems 994
Gain on sale of intellectual property (575)
Income tax benefit related to stock options 17
Changes in assets and liabilities:
Accounts receivable (3,628) 277 494
Deferred processing costs 576 3,076 (6,878)
Inventories 273 (76) 1,421
Prepaid expenses and other current assets 643 2,058 (2,977)
Note receivable from patent litigation
settlement 1,000 1,000 1,000
Accounts payable and other liabilities (301) 6,553 (480)
Net cash provided by (used in) operating activities 6,822 (1,639) 2,453
Cash Flow From Investing Activities

Proceeds from sale of land and building 16,500

Capital expenditures (2,067) (2,115) (1,803)

Proceeds from sale of intellectual property 575

Other, net (404) 162 (335)
Net cash provided by (used in) investing activities 2,471) 14,547 (1,563)
Cash Flow From Financing Activities

Proceeds from issuance of common stock 556 344 296

Principal payments on capital lease obligation (655) (242)

Principal payments on long-term debt (12.737) (3.186)
Net cash used in financing activities (99) (12,635) (2,890)
Effect of exchange rate changes on cash 210 (180) 65
Net increase (decrease) in cash and cash equivalents 4,462 93 (1,935)
Cash and cash equivalents at beginning of year 13,484 13,391 15,326
Cash and cash equivalents at end of year $17,946 $13,484 $13,391

The accompanying notes are an integral part of these consolidated financial statements.
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1. DESCRIPTION OF BUSINESS

Osteotech, Inc. (the "Company") is a global leader in providing Osteo-Biologic solutions to surgeons
and patients for the repair of the musculoskeletal system through the development of innovative
therapy-driven products that alleviate pain, promote biological healing and restore function. The
Company’s goal is to utilize its current technology platform and future technologies, including
products under development to create procedure specific solutions for orthopedic, spinal, neurological
and oral/maxillofacial surgeons to repair and replace bone loss caused by trauma or disease states,
augment prosthetic implant procedures, facilitate spine related procedures and replace damaged
ligaments and tendons.

The consolidated financial statements include the accounts of the Company and its majority-owned
subsidiaries. All intercompany transactions and balances are eliminated.

Effective December 31, 2006, the Company has re-aligned its operating segments to be more
reflective of the expected future business strategies, technology and product development activities and
distribution efforts. In assessing the re-alignment of the Company’s operating segments, it considered
the current and future business opportunities, current and future products and technologies, the markets
in which it sells, and the revenue and cost make-ups of the previous business segments. The
development of the new business segments included assessments made by senior management as well
as a review process with the Board of Directors. The new operating segments are:

Demineralized Bone Matrix (DBM);
Traditional Tissue;

Spinal Allograft;

Hybrid/Synthetic; and

Client Services.

In addition to the re-alignment of our operating segments detailed above, we have created a
Corporate Segment. The Corporate Segment will include the costs associated with general and
administrative, regulatory, and research and development activities.

Any product not falling within the segments listed above are aggregated under the category of
“other”. Primarily, the only product included in “other” is a line of Xenograft bone tissue products,
which the Company processes, markets and distributes, primarily in Europe, Asia and the Middle East
and, through June 30, 2004, metal spinal implant products. These Xenograft bone tissue products are
utilized as bone graft substitutes. See Note 19 for more information for the Company’s segments.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Critical Accounting Policies and Estimates

The preparation of these financial statements requires the Company to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of
contingent assets and liabilities. On an on-going basis, the Company evaluates the estimates and may
adjust them based upon the latest information available. These estimates generally include those
related to product returns, bad debts, inventories including purchase commitments, deferred processing
costs including reserves for rework, excess and obsolescence, long-lived assets, asset retirement
obligations, income taxes, stock-based compensation, contingencies and litigation. The Company
bases the estimates on historical experience and on various other assumptions that are believed to be
reasonable under the circumstances, the results of which form the basis for making judgments about
the carrying value of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates.
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The Company believes the following critical accounting policies affect the more significant judgments
and estimates used in the preparation of the consolidated financial statements.

¢ The Company records reductions to revenue for estimated returns based upon historical
experience. If future returns are less than historical experience, reduction in estimated
reserves would increase revenue. Alternatively, should returns exceed historical experience,
additional allowances would be required, which would reduce revenue.

*  The Company maintains allowances for doubtful accounts for estimated losses resulting from
the inability of its customers to make required payments. If the financial condition of the
Company’s customers were to deteriorate, resulting in an impairment of their ability to make
payments, additional allowances may be required. Changes in estimates of collection risk
related to accounts receivable can result in decreases or increases in current period operating
Costs.

* The Company writes down inventory and deferred processing costs for estimated excess,
obsolescence or unmarketable products equal to the lower of cost or market value. Excess
and obsolescence could occur from numerous factors, including, but not hmited to, the
competitive nature of the market, technological change, expiration and changes in surgeon
preference. If actual market conditions are less favorable than those projected by
management, additional write-downs may be required, including provisions to reduce
inventory and deferred processing costs to net realizable value. In each period, the Company
also assesses its production activity in relationship to historical experience and normal
capacity, and evaluates the need to reflect processing costs as either period costs or as a
component of deferred processing costs. In periods where the Company’s actual processing
activities are less than historical experience/normal capacity, the Company charges an
appropriate portion of its processing costs directly to cost of revenue in the consolidated
statements of operations. In addition, the Company provides reserves, if any, for the
difference between its contractual purchase commitments and its projected purchasing
patterns based upon maintenance of adequate inventory levels and forecasted revenues. If
actual revenue is less favorable than those forecasted by management, additional reserves may
be required; alternatively, if revenue is stronger than forecasted by management, such
reserves would be reduced.

* The Company records an asset retirement obligation when an obligation to retire an asset 1s
determined. The asset retirement obligation is accrued at its estimated fair value with a
corresponding increase in the carrying amount of the related long-lived asset, if appropriate.
The Company determines the amount of the asset retirement obligation based upon a number
of assumptions requiring professional judgment and makes adjustments to the asset retirement
obligation recorded based on the passage of time, revisions to either the timing, or the amount
of the original estimate of undiscounted cash flows related to the retirement of the asset.

*  The Company records a valuation allowance to reduce deferred tax assets to the amount that
is more likely than not to be realized. While the Company has considered future taxable
income, in the event that the Company would be able to realize deferred tax assets in the
future in excess of the net recorded amount, an adjustment to the deferred tax asset would
increase income in the period such determination was made. Likewise, should the Company
determine that it would not be able to realize all or part of a net deferred tax asset in the
future, an adjustment to the deferred tax asset would be charged to income in the period such
determination was made.

* The Company accrues current and future tax liabilities based upon levels of taxable income,
tax planning strategies and assessments of the timing of taxability of the tax attributes. While
the Company has considered current tax laws in establishing tax liabilities, in the event the
Company was to settle such liabilities for less than amounts accrued, the Company would
reduce income tax expense in the period such determination was made. Should the Company
determine it would cost more to settle such liabilities, the Company would increase income
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tax expense. The Company includes in its income tax provision interest and penalties, if any,
assessed on the Company by various taxing authorities.

Litigation is subject to many uncertainties and management is unable to predict the outcome
of the pending litigation. When the Company is reasonably able to determine the probable
minimum or ultimate liability, if any, which may result from any of the pending litigation, the
Company will record a provision for our best estimate of such liability, and if appropriate,
will record a benefit for the amounts covered by insurance. If the outcome or resolution of
the pending litigation is for amounts greater than accrued, an expense will be recorded in the
period the determination is made. Alternatively, should the outcome or resolution be for less
than accrued, the Company would reduce the expense in the period the determination is made.

Revenue Recognition

The Company derives revenue principally from service fees related to the distribution of allograft bone
tissue grafts, and the sale of other non-allograft tissue products. Revenues net of trade discounts and
allowances, are recognized once delivery has occurred provided that persuasive evidence of an
arrangement exists, the price is fixed or determinable, and collectibility is reasonably assured. Delivery
is considered to have occurred when risk of loss has transferred to the Company’s customers or
processing clients, usually upon shipment to such customers or clients, except for the Company’s
products maintained as consigned inventory, when delivery is considered to have occurred at the time
that the allograft bone tissue graft or non-allograft tissue product is consumed by the customer.

Cash Equivalents and Short-Term Investments

The Company considers all highly liquid investments with original maturities of three months or less,
when purchased, to be cash equivalents. Investments with maturities in excess of three months but less
than one year are classified as short-term investments and are stated at cost, net of any unamortized
premiums or discounts.

Deferred Processing Costs

Deferred processing costs are stated at the lower of cost or market, with cost determined under the
first-in, first-out method. Costs related to allograft bone tissue products and processing are deferred
until the allograft bone tissue is released from final quality assurance testing and shipped to customers
or processing clients, except for consigned inventory, whose costs are deferred until the allograft bone
tissue product is consumed by the customer.

Inventories
Inventories are stated at the lower of cost or market, with cost determined under the first-in, first-out
method. Inventories consist of supplies and raw materials, which principally support the processing of

allograft bone tissue, and finished goods, which principally represent Xenograft or synthetic products.

Long-Lived Assets

Impairment — The Company continually monitors events and circumstances that could indicate
carrying amounts of long-lived assets, including property, plant, equipment and intangible assets, may
not be recoverable. When such events or changes in circumstances occur, we assess recoverability of
long-lived assets, other than goodwill, by determining whether the carrying value of such assets will be
recovered through undiscounted expected future cash flows. If the total of the undiscounted future
cash flows is less than the carrying amount of those assets, we recognize an impairment loss based on
the excess of the carrying amount over the fair value of the asset, or discounted estimated future cash
flows if fair value is not readily determinable. Goodwill is tested for impairment, based initially on
discounted cash flows, on an annual basis as of January 1, and between annual tests if indictors of
potential impairment exist.
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The estimates of future cash flows involve considerable management judgment and are based upon
assumptions about expected future operating performance. Assumptions used in these forecasts are
consistent with internal planning. The actual cash flows could differ from management’s estimates
due to changes in business conditions, operating performance and economic conditions.

Property, plant and equipment — Property, plant and equipment are stated at cost. Assets under capital
leases are recorded at the lower of the fair market value of the asset or the present value of the future
minimum loan payments. Assets subject to asset retirement obligations are recorded at cost plus the
initial value, or any appropriate revisions thereof, of the asset retirement obligation. Major renewals
and betterments are capitalized while maintenance and repairs are expensed as incurred. Interest, if
any, is capitalized in connection with the construction of major facilities. The capitalized interest is
recorded as part of the underlying assets and is amortized over each respective asset’s estimated useful
life. The cost of assets under capital leases and leasehold improvements are amortized on a straight-
line basis over the shorter of the lease term or the estimated useful life of the asset. Depreciation is
computed on the straight-line method over the following estimated useful lives of the assets:

Building and improvements 10 to 20 years
Machinery and equipment 5 to 10 years
Computer hardware and software 5 years
Office equipment, furniture and fixtures 5 years
Surgical instrumentation 3 years

When depreciable assets are retired or sold, the cost and related accumulated depreciation are removed
from the accounts and any resulting gain or loss is reflected in the consolidated statement of
operations.

Goodwill — The Company’s goodwill arose in the acquisition of its French subsidiary, OST
Developpement S.A. (*OST"), in 1999 and relates mainly to the Company’s international activities in
the sale, distribution and procurement of allograft bone tissue products. No impairment of goodwill
has been identified during any of the periods presented.

Other intangible assets —~ The Company’s other intangible assets, which principally represent patents
and patent applications, are recorded as cost. Patents are amortized over their estimated useful lives
ranging from five to ten years. Patent application costs will commence amortization upon the grant of
the patent or expensed if the application is rejected, withdrawn or abandoned.

Asset Retirement Obligations

The Company records an asset retirement obligation (*ARO”) in accordance with SFAS No. 143,
“Accounting for Asset Retirement Obligations”, and related authoritative pronouncements, when an
obligation to retire an asset is determined and reasonably estimatable. The ARO is accrued at its
estimated fair value with a corresponding increase in the carrying amount of the related long-lived
asset, or if appropriate, a corresponding charge to the results of operations. Subsequently, the ARO 1s
accreted from its current discounted value to its expected future settlement value, and the related
capitalized cost is depreciated over the useful life of the related long-lived asset. The ARO is based
upon a number of assumptions requiring professional judgment, including expected future settlement
values and the credit-adjusted risk free interest rate, and future adjustments of these assumptions may
have a material impact on the Company’s results of operations.

Grants

As part of the Company's efforts to foster the development of new technologies, tissue donations and
expansion of tissue supply, the Company may, from time-to-time, provide grants to educational and
other organizations. Grants are expensed in marketing, selling and general and administrative
expenses in the consolidated statements of operations when the Company makes a fixed and
determinable commitment to fund a specific grant. As of December 31, 2006, the Company does not
have any grant commitments.
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Research and Development

Research and development costs, which principally relate to internal costs for the development of new
technologies, processes and products. are expensed as incurred.

Share-Based Awards

As of January 1, 2006 the Company adopted the Financial Accounting Standards Board (“FASB™)
Statement of Financial Accounting Standards (“SFAS™) No. 123(R), “Share Based Payment” (“SFAS
No. 123(R)™). SFAS No. 123(R) requires the Company to recognize in the statement of operations the
grant-date fair value of stock options and other equity-based compensation issued to employees and
directors, including employee stock options, restricted stock units (“RSUs™) and certain discounts
relating to employee stock purchases under an employee stock purchase plan. SFAS No. 123(R)
supersedes Accounting Principal Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to
Employees” (“APB No. 25™), which the Company previously applied for all periods prior to 2006.

Prior to the adoption of SFAS No. 123(R), we accounted for share-based payment awards using the
intrinsic value method in accordance with APB No. 25 as allowed under SFAS No. 123, “Accounting
for Stock Based Compensation™ (“SFAS No. 123”). Under the intrinsic value method, except for non-
cash compensation expense recognized as a result of the change in the terms of certain outstanding
options, no share-based compensation expense had been recognized in the Company’s consolidated
statements of operations for the periods prior to 2006 because the exercise price of our stock options
granted equaled the fair market value of the underlying stock at the date of grant and stock options
were issued solely to employees or members of the Board of Directors. In our pro forma disclosures
required under SFAS No. 123 for the periods prior to 2006, we estimated forfeitures and in subsequent
periods adjusted forfeitures for actual amounts. The Company expenses share-based awards granted to
non-employees, in accordance with EITF 96-18. “Accounting for Equity Instruments that Are Issued to
Other Than Employees for Acquiring or In Conjunction with Selling Goods or Services.”

For purposes of determining the estimated fair value of share-based payment awards issued in the form
of stock options, the Company utilizes the Black-Scholes option-pricing model (“Black-Scholes
Model") as permitted under SFAS No. 123(R). The Black-Scholes Model requires the input of certain
assumptions that involve judgment. Because stock options have characteristics significantly different
from those of traded options, and because changes in the input assumptions can materially affect the
fair value estimate, the existing models may not provide a reliable single measure of the fair value of
the Company’s stock options. Management will continue to assess the assumptions and methodologies
used to calculate estimated fair value under the Black-Scholes Model. Circumstances may change and
additional data may become available over time, which could result in changes to these assumptions
and methodologies, and thereby materially impact our fair value determination.

The fair value of options granted during each of the three years ended December 31, 2006 was
estimated on the grant-date using the Black-Scholes Model with the following weighted average
assumptions (the estimated fair value of options granted prior to January 1, 2006 were also utilized to
prepare the pro-forma information listed below):

Weighted Average Assumptions 2006 2005 2004
Expected holding period (years) 5 5 5
Risk-free interest rate 4.71% 3.99% 3.47%
Volatility factor 75% 70% 82%
Dividend yield 0 0 0
Annual forfeiture rate 3% 3% 3%
Fair value per share at date of grant $3.25 $1.04 $3.63
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The expected holding period was determined based on management’s assessment including the
Company’s historical data.  Volatility is estimated considering the historical volatility of the
Company’s daily common stock price over a period similar to the expected holding period of the
option. The risk-free interest rate is based on U.S. Treasury rates appropriate for the expected holding
period of the option.

The following table sets forth pro forma net loss and net loss per share data for both basic and diluted
net loss per share assuming the adoption of SFAS No. 123(R) for the periods presented:

2005 2004
Net loss — as reported $(21,117) $ (5,283)
Stock compensation expense included
In net loss — reported 90
Impact on net loss related to share-based employee
compensation expense, net of tax in 2004 (2,812) (1,942)
Net Joss — pro forma $(23,839) $ (7,225)
Loss per share
As reported:
Basic $ (1.23) $ (3D
Diluted $ (1.23) $ (3D
Pro Forma:
Basic $ (1.39 $ (42)
Diluted $ (1.39) $ (42)

See Note 16 “Stockholders’ Equity” for a more detailed discussion of share-based awards.

Translation of Foreign Currency

In general, assets and liabilities of foreign subsidiaries are translated at rates of exchange in effect at
the close of the period, with the resulting translation gains and losses included in accumulated other
comprehensive income, which is a separate component of stockholders' equity. Accumulated other
comprehensive income is composed solely of translation gains or losses. Revenues and expenses are
translated at the weighted average exchange rates during the period. Foreign currency transaction
gains and losses are included in other income (expense).

On July 7, 2005, the Company’s Board of Directors declared $5.500 of intercompany debt between the
domestic company and OST to be permanent debt, requiring no principal payments on such
intercompany debt for the foreseeable future. As a result, and pursuant to SFAS No. 52, “Foreign
Currency Translations”, since July 7, 2005 the Company’s results of operations will not be impacted
by the effects of variations in currency exchange rates between the U.S. dollar and the Euro on that
portion of the intercompany debt. Foreign currency translation/transaction gains of $272 and $454
were recognized in other income (expense) for the years ended December 31, 2006 and 2004,
respectively, and a foreign currency translation/transaction loss of $783 was recognized in other
income (expense) for the year ended December 31, 2005, related to the impact of exchange rates
between the U.S. dollar and the Euro.

At December 31, 2006, excluding the aforementioned permanent debt, the domestic company was
indebted to OST in the amount of $2.089 and this outstanding balance of intercompany debt between
the domestic company and OST will continue to be subject to the recognition of variations in currency
exchange rates between the U.S. dollar and the Euro, and such variations may have a material impact
on the Company’s results of operations, although the impact of such gains and losses should not have
any impact on the Company’s consolidated cash flows.
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Concentrations of Credit Risk

The Company invests the majority of its excess cash in U.S. Government-backed securities and
investment grade commercial paper of major U.S. corporations. The Company does not believe it is
exposed to any significant credit risk on its cash equivalents.

The Company provides credit, in the normal course of business, to its clients and customers. In
addition, the Company performs on-going evaluations of its clients’ and customers’ financial
condition, but generally does not require collateral in support of available credit. The Company
maintains an allowance for doubtful accounts and charges actual losses to the allowance when
incurred. The Company has one customer, the Musculoskeletal Transplant Foundation (“MTE"),
which accounted for 20% and 27% of consolidated revenues in 2006 and 2005, respectively, and 20%
of consolidated outstanding accounts receivable as of December 31, 2006 and 2005. In 2004 the
Company had two customers who together accounted for 42% of consolidated revenues. In January
2005, one of these major customers, MTF, acquired the assets of the allograft tissue banking operation
of the other major customer, the American Red Cross Tissue Services (“ARC”™).

Fair Value of Financial Instruments

The carrying value of financial instruments, including short-term investments, accounts receivable,
notes receivable, accounts payable and other accrued expenses, approximate their fair values. Short-
term investments are designated as available-for-sale, are of investment grade quality securities and are
not subject to significant market risk.

Reclassifications

Certain prior year amounts within the financial statements have been reclassified to conform to the
2006 presentation.

RECENT ACCOUNTING PRONOUNCEMENTS

In June 2006, FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes-An interpretation of FASB Statement No. 109 (“FIN 48”), which clarifies the accounting for
uncertainty in tax positions taken or expected to be taken in a tax return. This guidance seeks to reduce
the diversity in practice associated with certain aspects of the recognition and measurement related to
accounting for income taxes. The provisions of FIN 48 are effective for the Company beginning
January 1, 2007, with the cumulative effect of the change in accounting principle, if any, recorded as
an adjustment to opening retained earnings. The Company is currently evaluating the tmpact from
adopting FIN 48 on its financial position and results of operations, but it is not expected to have a
significant impact.

In September 2006, the FASB issued Staff Position Aug Air-1, “Accounting for Planned Major
Maintenance Activities” (“AIR-17). AIR-1 amends APB Opinion No. 28, “Interim Financial
Reporting” (“APB 28”), and prohibits the accrue-in-advance method of accounting for planned major
maintenance activities in annual and interim financial reporting periods. The Company does have a
planned major maintenance activity associated with its annual or semi-annual plant shutdowns. While
early application was permitted, the provisions of AIR-1 will be adopted by the Company beginning
January 1, 2007. The guidance in the AIR-1 shall be applied retrospectively for all financial statements
presented, unless it is impracticable to do so. The Company does not anticipate any impact on its
historical annual financial results or financial position from the adoption of AIR-1. The Company does
anticipate its historical interim financial results and financial position will be restated, and such
restatements may be material, with certain historical interim periods realizing improved earnings with
other interim periods realizing reduced earnings.

In September 2006, the Securities and Exchange Commission ("SEC”) issued Staff Accounting
Bulletin No. 108, “Considering the Effects of Prior Year Misstatements when Qualifying
Misstatements in Current Year Financial Statements” (“SAB 108"), which provides interpretive
guidance on the consideration of the effects of prior year misstatements in quantifying current year
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misstatements for the purpose of a materiality assessment. The provisions of SAB 108 are effective for
the Company after November 15, 2006. The Company is not aware of any material error corrections
that may be required in our previously published historical financial statements.

In September 2006, the FASB issued Statement of Financial Accounting Standards (“SFAS”) No. 157,
“Fair Value Measurements” (“SFAS No. 1577), which defines fair value, establishes a framework for
measuring fair value in generally accepted accounting principles, and expands disclosures about fair
value measurements. SFAS No. 157 applies under a number of other accounting pronouncements that
require or permit fair value measurements. The provisions of SFAS No. 157 are effective for the
Company beginning January 1, 2008. The Company is currently evaluating the impact of adopting
SFAS No. 157 on its financial position and results of operations, but it is not expected to have a
significant effect.

GAINS AND CHARGES

2006 Charges

Litigation Settlement Charge

In December 2006, the Company recorded a charge of $650 related to the settlement of certain
litigation brought against it by Marc Burel, a former executive officer.  This charge is included in
marketing, selling and general and administrative expense in the consolidated statements of operations.

2005 Gains and Charges

Reserves for Obsolescence and Expiration

During the second quarter of 2005, the Company increased its reserves for tissue inventories
obsolescence and expiration by $790, which was included in cost of revenue in the consolidated
statements of operations. This additional reserve was mostly due to a dispute with Bone Bank
Allograft (“BBA™), which prevented us from utilizing BBA labeled tissue. In February 2006, the
Company and BBA settled this outstanding dispute, the effect of which was not significant.

Severance and Retirement Charges

In 2005, the Company entered into retirement agreements with Richard W. Bauer, the Company’s
former Chief Executive Officer, and Michael J. Jeffries, the Company’s former Executive Vice
President, Chief Financial Officer and Secretary. Messrs. Bauer and Jeffries retired from the Company
on December 31, 2005. In addition, in November 2005 certain employees were either terminated or
resigned from the Company. In 2005, the Company recorded charges of $1,950 in marketing, selling
and general and administrative expenses in the consolidated statements of operations related to these
events, including non-cash charges of $90 related to amendments of certain stock option agreements.

Unsolicited Takeover Attempt and Investment Banking Fees

On June 30, 2005, MTF made an unsolicited offer to acquire the Company. In response to the
unsolicited offer, the Company’s Board of Directors considered the proposed offer and informed MTE
on August 30, 2005 that the proposal was inadequate and not in the best interest of the Company’s
shareholders. MTF, in a letter to the Company dated October 17, 2005, withdrew its offer. In 2005, as
a result of the unsolicited takeover attempt by MTF, the Company incurred professional fees for
financial, legal and other advisory services of approximately $1,906, which is included in marketing,
selling and general and administrative expenses in the consolidated statements of operations. In
December 2005, the Company terminated an agreement with its investment banker for advisory
services, which required the payment of all amounts still outstanding under the agreement of $800.

2004 Gains and Charges

Gain/Provision for Metal Spinal Implant Systems

As a result of an assessment of its metal spinal implant business in the first quarter of 2004, the
Company announced that it would cease marketing and distributing all metal spinal implant product
lines by the end of the second quarter of 2004. In the first quarter of 2004, the Company recorded a
charge of $1,998 to cost of revenue in the consolidated statements of operations to reduce metal spinal
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implant inventory and ipstrumentation to estimated net realizable value. The Company ceased
distribution of all metal spinal implant product lines in June 2004.

In the third quarter of 2004, the Company settled its litigation with Alphatec Manufacturing, Inc.
(“Alphatec™) for $600 and the return to Alphatec of all inventory held by the Company that was
manufactured by Alphatec. In 2002, the Company had recorded a provision of $1,079 for the penalty
associated with the expected shortfall under the purchase commitment for year two of the distribution
agreement. In 2002 and the first quarter of 2004, the Company had previously fully reserved all of the
Alphatec metal spinal implant inventory. As a result of the settlement, the Company reversed the
excess purchase commitment reserve of $479, which is reflected in cost of revenue in the consolidated
statements of operations.

In the fourth quarter of 2004, the Company sold all remaining inventory and instrumentation and all
intellectual property related to its Ovation™ Polyaxial System to an unrelated private company for
$1,100 in cash. The Company recorded a pre-tax gain on the sale of intellectual property in the
amount of $575, which is reflected in other income in the consolidated statements of operations and
reversed $525 of the aforementioned $1.998 charge recorded in the first quarter of 2004.

Severance — Sales and Marketing Reorganization

In the first quarter of 2004, the Company reorganized its sales and marketing departments. As a result,
the Company recorded a pre-tax charge in marketing, selling general and administrative expenses in
the consolidated statements of operations of $650, principally for the severance costs associated with
the departure of the executive officer responsible for these areas and two other employees.

Long-Lived Asset Impairment

Throughout 2004, the Company utilized the processing environment in its former processing facility in
Shrewsbury (the “Shrewsbury Facility™) to perform certain aspects related to its allograft tissue
processing operation. This processing environment was also utilized as a back up for the Company’s
current processing operation in Eatontown (the “Eatontown Facility™). In December 2004, the
processing activities performed in the Shrewsbury Facility were either moved to the Eatontown
Facility or were determined to no longer be utilized in the processing of allograft bone tissue. As a
result of this action and due to the high cost associated with maintaining the processing environment in
the Shrewsbury Facility, the Company decided to shutdown this processing environment. The
Company assessed its ability to recover the remaining investment in the processing environment in the
Shrewsbury Facility. and in December 2004, with the approval of the Company’s Board of Directors,
the Company determined there was an impairment of the assets associated with the Shrewsbury
Facility processing environment. As a result of this assessment and resulting impairment, the
Company will dismantle and dispose of this processing environment. In the fourth quarter of 2004, the
Company recorded a non-cash pre-tax charge of $4,353 related to the remaining net book value
associated with this processing environment and recorded a charge for an asset retirement obligation of
$1,500 related to the estimated costs to dismantle and dispose of these assets. Both charges are
reflected in cost of revenue in the consolidated statements of operations. See Note 12, “Asset
Retirement Obligations”, for a reassessment of this asset retirement obligation.
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5. DEFERRED PROCESSING COSTS

Deferred processing costs consist of the following at December 31:

2006 2005

Unprocessed donor tissue $11,957 $ 8,896
Tissue in process 5,533 4,621
Implantable donor tissue 11,577 15,288
$29,067 $28,805

Unprocessed donor tissue represents the value of such allograft bone tissue expected to be processed
by the Company during the next twelve months. Unprocessed donor tissue expected to be processed in
periods subsequent to one year of $2,540 and $3.378 at December 31, 2006 and 2005, respectively,
was reflected in other assets.

6. INVENTORIES

Inventories consist of the following at December 31:

2006 2005

Supplies $ 137 $ 194
Raw materials 489 813
Finished goods 329 271
$1,005 $1,278

7. PREPAID EXPENSES AND OTHER CURRENT ASSETS

Prepaid expenses and other current assets consist of the following at December 31:

2006 2005

Income tax receivable $ 280 $ 521
Receivable from patent litigation settlement 1.000 1,000
Other 1.515 1,917
$2,795 $ 3,438

30



8. PROPERTY, PLANT AND EQUIPMENT

Property. plant and equipment consist of the following at December 31:

2006 2005

Property under capital lease $18,564 $18.,685
Machinery and equipment 38,288 38,556
Computer hardware and software 4,152 5,483
Office equipment, furniture and fixtures 6,357 6,222
Spinal instruments 2,366 2,083
Leasehold improvements 6,883 6,822
Construction in progress 308 179
76,918 78,030

Less accumulated depreciation

and amortization (40,578) (38,068)
$36,340 $39.962

On August 8, 2005, the Company completed the sale of its principal processing facility located in
Eatontown, New Jersey to an unrelated third party for $16,500 in cash. The Company also entered into
an agreement to lease back the processing facility. The lease agreement is for an initial term of 20
years with two five-year renewal options at the Company’s election. Lease payments will be $2,326
annually for the first seven years of the agreement, $1,460 annually for years eight through twelve, an
annual rental rate to be determined at the time with a minimum rate of $1,460 and a maximum annual
rate of $1,533 for years thirteen through seventeen, and thereafter at an annual rental rate to be
determined at the time with a minimum rate equal to the actual rental rate in year seventeen and a
maximum annual rate of $1.610 for years eighteen through twenty. The Company retained ownership
of all property and equipment, including improvements, directly related to the operation of the
Company’s business. The transaction has been recorded as a capital lease, with the resulting gain of
approximately $3,660 from the sale of the facility deferred and amortized in proportion to the
amortization of the leased assets. The deferred gain is reflected as a component of long-term liabilities
in the accompanying consolidated balance sheets. Amortization of the deferred gain is included as a
component of depreciation and amortization in the consolidated statements of operations and was $184
and $72 for the years ended December 31, 2006 and 2003, respectively.

The Company utilized a portion of the proceeds from the sale of the processing facility to repay all
outstanding bank debt as of August 8, 2005, of $10.963. All remaining proceeds of approximately
$5,323, net of transaction costs of approximately $214, arising from this transaction were utilized for
general corporate purposes.

Maintenance and repairs expense for the years ended December 31, 2006, 2005 and 2004, was $2,125,
$2.350 and $2,590, respectively. Depreciation and amortization expense related to property, plant and
equipment, including property under capital lease, for the years ended December 31, 2006, 2005 and
2004 was $5.665, $5.398 and $7.232, respectively.
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9. OTHER ASSETS

10.

Other assets consist of the following at December 31:

2006 2005
Issued patents — at cost $ 1,648 $ 1,562
Less accumulated amortization (1,264) (1.208)
384 354
Patent applications pending 1.313 1,298
Unprocessed donor tissue to be distributed by
the Company (expected to be processed
after one year) 2.540 3,378
Long-term portion of receivable from
patent litigation settlement 1,000 2.000
Other 467 477
$ 5,704 $ 7,507

Patent application costs aggregating $197 in 2006, $256 in 2005 and $715 in 2004 have been charged
to marketing, selling and general and administrative expense in the consolidated statements of
operations since the related patent applications have been withdrawn or abandoned. Amortization
expense for issued patents was $157, $140 and $396 for the years ended December 31, 2006, 2005 and
2004, respectively, and is included in marketing, selling and general and administrative expense in the
consolidated statements of operations. Amortization expense for the next five years is: $136 in 2007,
$107 in 2008. $73 in 2009, $58 in 2010 and $10 in 2011,

The receivable from patent litigation settlement, including the portion shown as other current assets,
relates to a 2003 settlement of certain patent litigation and is collateralized by a letter of credit.

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities consist of the following at December 31:

2006 2005

Trade accounts payable $ 2,465 $ 3,447
Accrued tissue recovery fees 5,358 5,123
Accrued compensation 1,968 613
Accrued professional fees 1,812 1,869
Accrued commissions payable to non-employees 1,001 1,227
Amounts due under retirement/severance agreements 847 1,219
Asset retirement obligation 726
Other accrued liabilities 2,410 2,096
$15,861 $16,320
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11. LEASING TRANSACTIONS

The Company leases office and production facilities, including the Company’s principal processing
facility and executive offices, and equipment under various lease agreements, which have non-
cancelable terms expiring at various intervals through August 2025. Most of the leases for office and
production facilities include renewal provisions at the Company’s option. Additionally, certain of the
leases contain fair value purchase options.

Future minimum capital and operating lease payments at December 31, 2006 are as follows:

Operating
Capital Lease Leases

2007 $ 2,326 $ 1,548
2008 2.326 1,406
2009 2,326 256
2010 2,326 98
2011 2,326 4
Thereafter 20,459

Total minimum lease payments 32,089 $ 3,312
Less interest portion of payments (16,486)

Present value of future minimum lease payments 15,603

Current maturities of capital lease obligation (727)

Capital lease obligation $ 14.876

Rental expense was $1,504, $1.399 and $1.386 for the years ended December 31, 2006, 2005, and
2004, respectively.

12. ASSET RETIREMENT OBLIGATIONS

The Company has two ARO's related to the estimated costs associated with deconstructing the
Company's processing environments housed in leased facilities. The first ARO was established in
December 2004 concurrent with the impairment of the Company's former processing environment at
an initial amount of $1,500. In 2005, the Company performed and completed an updated assessment
of this ARO based on currently available information and costs, which resulted in an increase of $420
in the expected costs to deconstruct and refurbish this facility. A similar assessment performed in
2006 resulted in an additional increase of $41. Accordingly, the Company recorded a charge in cost of
revenue in the consolidated statements of operations in 2005 and 2006 to increase the value of this
ARO and, after giving effect to expenditures of $23 in 2006, the balance of the ARO is $1,938 at
December 31, 2006. The Company currently does not intend to begin the deconstruction and
refurbishment of the facility related to this ARO before 2008. Accordingly, the liability related to this
ARO has been reclassified as a long-term liability at December 31, 2006.

The second ARO was established in August 2005 concurrent with the sale and leaseback of the
Company's current processing facility. The initial value of the ARO, which was recorded as a long-
term liability, was approximately $1,339. The related capitalized cost was included in property, plant
and equipment and is being amortized over the initial term of the lease. In 2005, the Company
performed and completed an updated assessment of this ARO based on currently available information
and costs. As a result of this updated assessment, the Company recorded an additional value for this
ARO of $846. A similar assessment performed in 2006 resulted in a reduction in this ARO of $135.
The 2005 and 2006 changes in the value of the ARO was reflected as an increase or decrease in the
ARO included in long-term liabilities with a corresponding increase or decrease in the related
capitalized cost included in property, plant and equipment, which is being amortized over the
remaining life of the lease. The value of the ARO as of December 31, 2006 of $2,264 is being
accreted to its estimated settlement value of approximately $9,538 over the remaining lease term.
Accretion expense recorded in 2006 and 2005 related to this ARO was $175 and $39, respectively, and
is included in cost of revenue in the consolidated statements of operations.
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13. OTHER LIABILITIES

Other liabilities consist of the following at December 31:

2006 2005
Deferred gain on the sale of facility $3,404 $ 3,588
Asset retirement obligations 4,202 3,418
Amounts due under retirement/severance agreements 110 683
$7,716 $ 7.689
14. INCOME TAXES
The income tax benefit for the year ended December 31 is summarized as follows:
2006 2005 2004
Current:
Federal $ $ (362) $ (3,433)
Foreign (209) 254
State (58) 68 308
(58) (503) (2,871)
Deferred:
Federal (20) 287
Foreign 8 63
State 1,674
(12) 2,024
Income tax benefit $ (58) $ (515) $ (847)
2006 2005 2004
Income (loss) before income taxes:
United States $ 1,790 $(19,568) $ (7,065)
International 59 (2,064) 935
$ 1,849 $(21,632) $ (6,130)
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The difference between the income tax benefit and the expected tax which would result from the use of
the federal statutory income tax rate is as follows:

2006 2005 2004

Computed tax at statutory Federal rate $ 629 $ (7.355) $ (2.084)
Release of prior year tax liability (203)
State income taxes, net of Federal

benefit (58) (1,453) (480)
Previously reserved deferred tax assets (659)
Foreign income taxes 20) 192 173
Valuation allowance - Federal 6.597
Valuation allowance - State 1,498 1,788
Other, including permanent items 50 6 (41)
Income tax benefit $ (58) $ (515) $ (847)

In 2006, the Company provided an income tax benefit primarily due to the reversal of certain domestic
state tax reserves, which were no longer required, partially offset by provisions for 2006 minimum
slate income taxes. No provision for federal or foreign taxes has been recorded due to the availability
of prior year net operating loss carryforwards, which carry a full valuation allowance, or due to

recognizing a current year taxable loss.

In 2005, the Company provided a benefit for income taxes primarily for its ability to carryback current
year losses to prior tax years and obtain refunds and a non-cash charge to establish a valuation
allowance for all domestic and foreign deferred tax assets.

In 2004, the Company provided a benefit for income taxes related mainly to losses in its domestic
operations, mostly offset by a provision for income taxes for the French subsidiary and a non-cash
charge to establish a valuation allowance for domestic state deferred tax assets.

The components of the deferred tax assets and deferred tax liabilities at December 31 are as follows:

2006 2005
Deferred Tax Assets:
Net operating loss carry forwards:
Federal $ 5,448 $ 5439
Foreign 313 2,157
State 3,405 3,512
Tax credits:
Federal 54 20
State 949 1,055
Inventory reserves 1,220 1,518
Asset retirement obligation 853 853
Deferred gain on the sale of facility 1,516 1,595
Other 636 1,973
14,394 18,122
Less valuation allowance (11,270) (13,782)
Deferred tax assets 3,124 4,340
Deferred Tax Liabilities:
Depreciation 2,975 3,606
Other 149 734
Deferred tax liabilities 3,124 4,340

Net deferred tax asset (liability)
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In 2006 and 2005 the Company evaluated the continuing need for valuation allowances for its
domestic and foreign deferred tax assets in accordance with the provisions of SFAS No. 109,
“Accounting for Income Taxes”, which requires an assessment of both positive and negative evidence
when determining whether it is more likely than not that deferred tax assets are recoverable. The
Company has determined, based on its assessment, that there is not sufficient positive evidence to
support the reversal of such valuation allowances due to continued losses for tax purposes. The
Company intends to maintain the valuation allowance until sufficient positive evidence exists to
support the reversal of such valuation allowances. The Company will continue to assess the need to
maintain existing valuation allowances or to record additional allowances based on facts and
circumstances in each future period.

At December 31, 2006, the Company had aggregate federal net operating loss carryforwards and
federal research and development credits of $16,024 and $54, respectively, which expire in 2025 and
2026. At December 31, 2006, the Company has state net operating loss carryforwards of $32,555.
State net operating loss carryforwards, which primarily offset New Jersey taxable income, expire in
varying amounts beginning in 2010 through 2013. In addition, the Company has state research and
development, manufacturing and other credits of $949, primarily to offset New Jersey income taxes,
which expire in varying amounts beginning in 2007 through 2013. Foreign net operating loss
carryforwards aggregate $1.219 and expire in varying amounts beginning in 2008. The Company’s
international subsidiaries have generated cumulative operating losses. The Company has provided
valuation allowances for all of these net operating loss carryforwards and credits due to the uncertainty
of realizing future tax benefits from these tax attributes. In 2006, the Company wrote-off certain of its
foreign net operating loss carryforwards of $5,934 related to its inactive subsidiaries in the
Netherlands. These foreign net operating loss carryforwards carried a full valuation allowance.

15. COMMITMENTS AND CONTINGENCIES

Processing and Tissue Supply Agreements

The Company processes allograft bone tissue for domestic and international clients and provides these
processing services pursuant to long-term service agreements. The Company’s agreements with its
clients generally provide for cross-indemnification against liability arising out of performance of the
agreements.

The Company has two agreements with MTF. Under these two agreements, MTF currently provides a
substantial portion of the allograft bone tissue that the Company processes. The first agreement, which
was entered into in June 2002, expires on December 31, 2008 (the “2002 Agreement”). The second
agreement, which was entered into in December 2004, expires on December 31, 2007 (the “2004
Agreement”), and provides for one additional one-year renewal term if certain conditions contained in
the agreement are met.

The 2002 Agreement provides for MTF to supply a maximum number of donors for processing into
MTF labeled traditional tissue and MTF labeled Grafton® DBM, which is distributed and invoiced to
hospitals and surgeons by MTF. The Company charges MTF a processing fee for its services in
processing donors into MTF labeled tissue grafts. Under the 2002 Agreement, the number of donors to
be provided by MTF is subject 1o a quarterly adjustment, either upward or downward but in no event in
excess of the contractual maximum, as determined based on an average yield target per donor for MTF
labeled Grafton® DBM. MTF provided 36% of the contractual maximum in 2006.

Under the 2002 Agreement, MTF also supplies the Company with a specific number of donors, which
are processed into Osteotech and private labeled allograft bone tissue grafts. The Company reimburses
MTF for services related to donor recovery and donor eligibility. The tissue grafts processed from
these donors are distributed by the Company. or in the case of private label tissue grafts by Smith &
Nephew. The Company will continue to receive donors under the 2002 Agreement until the
termination of the agreement in December 2008. The Company will process these donors into
allograft bone tissue grafts or will utilize these donors to augment unprocessed donor tissue inventory.
The Company expects to reimburse MTF a minimum of approximately $6,800 and $6,300 in 2007 and
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2008, respectively, for MTF’s donor recovery and donor eligibility services related to the donors the
Company will receive from MTF.

The 2004 Agreement provides for MTF to supply a maximum number of donors for processing into
MTF labeled traditional tissue and Osteotech labeled Grafton® DBM and Graftech® Bio-implants.
The Company charges MTF a processing fee for its services in processing these donors into traditional
tissue and the Company reimburses MTF for its services related to donor recovery and donor eligibility
for the allograft bone tissue that is utilized for Grafton® DBM and Graftech® Bio-implants. Under the
2004 Agreement. the number of donors to be provided by MTF is subject to a quarterly adjustment,
either upward or downward but in no event in excess of the contractual maximum, as determined based
on an average yield target per donor. The 2004 Agreement will automatically renew for one additional
one-year term if the Company processes an average of 25 donors per month for the first six months of
the calendar year prior to expiration of the then current term. In 2006, MTF provided 93% of the
contractual maximum. The Company anticipates that it will process a sufficient number of donors in
the first six months of 2007 for the 2004 Agreement to automatically renew for 2008.

The Company entered into a five-year agreement with Community Tissue Services (“CTS”) in
February 2006. Pursuant to the agreement, CTS will recover donors, evaluate donor eligibility and
supply the Company with cortical shafts from a minimum number of donors per month. Under the
terms of the agreement, the Company may request to receive allograft bone tissue in excess of the
contractual minimum, which CTS may supply if such additional tissue is available. The agreement
will automatically renew for successive two-year terms unless either party notifies the other party in
writing six months prior to renewal. The agreement with CTS was amended in February 2007 to
increase the minimum number of cortical shafts the Company would receive per month. The Company
expects to reimburse CTS approximately $2.9 million in 2007 and $3.2 million annually thereafter for
donor recovery and donor eligibility services related to the cortical shafts the Company will receive
under the agreement.

Retirement Agreements

In 2005, the Company entered into retirement agreements with Richard W. Bauer, the Company’s
former Chief Executive Officer, and Michael J. Jeffries, the Company’s former Executive Vice
President, Chief Financial Officer and Secretary. Messrs. Bauer and Jeffries retired from the Company
on December 31, 2005.

Pursuant to Mr. Bauer’s retirement agreement, Mr. Bauer is entitled to (1) payments equal to 24 months
of his gross base salary, (ii) a transition payment in the amount of $47, (iii) compensation
corresponding to all unused vacation pay accrued as of the date of his retirement, (iv) payment of
premiums for medical, dental and life insurance coverage, consistent with past practice through
December 31, 2007 and (v) payment of all COBRA premiums commencing on January 1, 2008
through the earlier of (a) such time as Mr. Bauer is eligible to receive Medicare benefits or (b) June 30,
2009.

Pursuant to Mr. Jeffries retirement agreement, Mr. Jeffries is entitled to (i) payments equal to 15
months of his gross base salary, (ii) compensation corresponding to all unused vacation pay accrued as
of the date of retirement, (iii) payment of premiums for medical, dental and life insurance coverage
through March 31, 2007, and (iv) payment of all COBRA premiums commencing April 1, 2007
through (a) the earlier of such time Mr. Jeffries is eligible to receive Medicare benefits or (b) eighteen
months after April 1, 2007.

All 2006 required payments were made under these two retirement agreements.

In addition, all outstanding stock options granted to Messrs. Bauer and Jeffries shall remain exercisable
through the original expiration dates of the option agreements pursuant to which they were
granted. Messrs. Bauer and Jefiries and the Company mutually agreed to release each other from any
claims or liabilities arising out of their employment or retirement. Messrs. Bauer and Jeffries will also
be subject to certain non-competition covenants through December 31, 2007 and March 31, 2007,
respectively.
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The aggregate value of Messrs. Bauer and Jeffries retirement agreements is $924 and $415,
respectively, and has been included in marketing, selling and general and administrative expenses in
the consolidated statements of operations for the year ended December 31, 2005. Payments under the
retirement agreements aggregated $794 in 2006 and will aggregate $545 in 2007.

Litigation
Kment and Filan v. Osteotech Inc.

In May 2006, the Company was served with a complaint in an action brought by plaintiffs Karl
Anthony Kment and Marie Filan in the United States District Court, District of Oregon. The complaint
alleges that plaintiffs suffered post-operative injuries in conjunction with failed cervical fusions
resulting from defective Graftech® Bio-implants that were surgically implanted in plaintiffs in October
2004. Plaintiffs assert personal injury claims for negligence and strict products liability. Plaintiffs
allege economic damages of not less than $80 each and non-economic damages of $1.000 each, and
thus together seek damages totaling at least $2,160. The Company served an answer to the complaint
on July 5, 2006. On February 14, 2007, we filed a motion of summary judgment on plaintiffs’ strict
products liability claims. Discovery in this action is in progress. The Company maintains a product
liability insurance policy and the insurance company is defending the Company in this action. The
Company believes the claims made against it in this action are without merit and will vigorously
defend against such claims.

William D. Burge v. Springhill Hospitals, Inc., et al.

In January, 2005. the Company was served with a complaint in an action brought by plaintiff William
D. Burge in the Circuit Court for Mobile County, Alabama against several defendants, including the
Company. In November 2006, the Company’s request for summary judgment was granted and the
Company was dismissed from this action.

Burel v. Osteorech, Inc. and Richard W. Bauer, Chief Executive Officer of Osteotech, Inc.

In 2004, Marc Burel, a former executive officer, named the Company and Mr. Bauer, our former Chief
Executive Officer, in an action pending in New Jersey Superior Court. In December 2006, the parties
settled this action, subject to the completion of formal documentation, for the payment by the
Company of $650 to Mr. Burel. Final documentation for dismissal of this action has been signed by all
parties and was completed in February 2007. The obligation for this settlement was accrued at
December 31, 2006 and is included in marketing, selling and general and administrative expenses in
the 2006 consolidated statement of operations.

Osteotech v. Regeneration Technologies, Inc.

In September 2006, the Company filed a complaint against Regeneration Technologies, Inc. (“RTI”) in
the United States District Court for the District of New Jersey, alleging that RTI’s BioCleanse® Tissue
Sterilization Process infringes the Company’s U.S. Patent No. 5,333,626. The Company served the
complaint on November 16, 2006. RTI filed an Answer and Counterclaim on January 5, 2007,
denying infringement, and seeking a declaratory judgment that the Company’s patent is not infringed,
is invalid, and is unenforceable due to the laches, waiver, and/or estoppel. The Company filed a Reply
on January 23, 2007, denying the allegations in RTI's Counterclaim. Discovery has not yet begun in
this action.

Scotty Foster and Linda Foster v. Osteotech

On December 13, 2006, plaintiffs Scotty and Linda Foster sued several defendants, including Dr.
Patrick Chan and the Company, in the Circuit Court of White County, Arkansas. Plaintiffs allege that
Dr. Chan performed unnecessary and inappropriate surgical procedures on Scotty Foster, that Dr. Chan
used products from the Company in the procedures, that the Company gave or allowed kick backs and
bribes. and that the Company conspired to split commissions for sales generated by Dr. Chan’s
surgeries. Based on these allegations, plaintiffs assert claims for negligent supervision, negligence,
intentional wrongdoing, and the tort of outrage. Plaintiffs filed an amended complaint containing the
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same allegations on January 22, 2007. Plaintiffs seek unspecified damages. The Company is
investigating the allegations and must answer or otherwise respond to the complaint by April 2, 2007.

Other than the foregoing matters, the Company is not a party to any material pending legal proceeding.
Litigation is subject to many uncertainties and management is unable to predict the outcome of the
pending suits and claims. It is possible that the results of operations or liquidity and capital resources
of the Company could be adversely affected by the ultimate outcome of the pending litigation or as a
result of the costs of contesting such lawsuits. The Company is currently unable to estimate the
ultimate liability, if any, that may result from the pending litigation and, accordingly, no material
provision for any liability (except for accrued legal costs for services previously rendered) has been
made for such pending litigation in the consolidated financial statements.

16. STOCKHOLDERS' EQUITY
Preferred Stock
The authorized capital of the Company includes 5,000,000 shares of Preferred Stock, the rights and
provisions of which will be determined by the Board of Directors at the time any such shares are
issued, if at all. No shares of Preferred Stock were issued or outstanding at any time during 2006, 2005

or 2004.

Stock Compensation Plan

The Company’s stock compensation plan (the “2000 Stock Plan™), as amended, authorizes the grant of
up to 2,250,000 shares of the Company’s common stock in the form of incentive stock options, non-
qualified stock options or other stock-based awards to eligible employees, directors, consultants and
others with a business relationship with the Company. Incentive stock options may be granted at
prices not less than 100% of the fair market value on the date of grant. Non-qualified stock options,
restricted stock units (“RSUs”) and other share-based awards may be granted at the discretion of the
Compensation Committee of the Board of Directors under terms and conditions as determined by the
Compensation Committee. Options and RSUs issued pursuant to the 2000 Stock Plan typically have
terms requiring vesting ratable over four years, although options or RSUs issued to non-employee
directors vest in one year and options or RSUs issued to consultants and others vest in six months to
two years. Certain RSUs granted to consultants and others require additional service over the vesting
period. The fair value of such grants will be determined upon completion of the required service
period. The incremental change in fair value, from the date of grant, is included in marketing, selling
and general and administrative expenses in the Company’s consolidated statements of operations. The
vesting period or adjusted vesting period may also be determined by the Company’s Compensation
Committee or Board of Directors. The vesting term of options issued during the year ended December
31, 2006 had ratable vesting over four years and vesting terms of RSUs issued in the year ended
December 31, 2006 had ratable vesting over six months to four years. All share-based awards have a
maximum contractual term of 10 years. The Company settles all share-based compensation awards
with newly issued shares. The 2000 Stock Plan replaced prior plans. except to the extent that options
issued under the prior plans continue to remain outstanding.

Share-Based Awards

The adoption of SFAS No. 123(R) effective January 1, 2006 requires us to recognize in the
statement of operations the grant-date fair value of stock options and other equity-based compensation
issued to employees and directors, including employee stock options, RSUs and employee stock
purchases under an employee stock purchase plan. SFAS No. 123(R) supersedes APB No. 25, which
we previously applied for all periods prior to 2006.

The Company adopted SFAS No. 123(R) using the modified prospective transition method, which
requires application of the accounting standard as of January 1, 2006, and the consolidated financial
statements for 2006 reflect such impact. In accordance with the modified prospective transition
method, the consolidated financial statements for prior periods have not been restated to reflect the
impact of SFAS No. 123(R).
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In 2005 and 2004, the Company’s Board of Directors initiated several actions to accelerate the vesting
of certain outstanding stock options including those held by former officers of the Company. As a
result, options representing 1,271,102 shares of common stock were vested and the non-cash
compensation expense related to these stock options was reflected in our proforma disclosures required
under SFAS No. 123. There was no non-cash compensation expense related to these stock options in
2006 nor will there be in any future period. For the year ended December 31, 2006, we recognized a
non-cash compensation expense in the consolidated statement of operations of $314 in connection with
the issuance of share-based awards. Non-cash share-based compensation for the year ended December
31, 2006 resulted in no tax benefit to the Company as a result of the Company’s providing a full
valuation reserve on deferred tax assets. At December 31, 2006, the unrecorded non-cash fair value
based compensation with respect to nonvested share-based awards was $611 and the weighted average
period over which that compensation will be charged to operations is 2.2 years.

SFAS No. 123(R) requires companies to estimate the fair value of share-based payment awards issued
in the form of stock options on the date of grant using an option-pricing model. RSUs are valued at the
fair value of the underlying common stock on the date of grant. The value of the portion of the award
that is ultimately expected to vest is recognized as an expense over the requisite service period. The
Company estimated at the adoption of SFAS No. 123(R) the value of an additional paid-in capital pool
for tax impacts related to employee share-based compensation awards for which compensation costs
were reflected in our pro forma disclosures required under SFAS No. 123 to be approximately $4.0
million. Although not recorded in the financial statements, this pool (a hypothetical credit in paid-in
capital) can be utilized to charge tax expense (recorded as deferred tax assets) which are ultimately not
realizable when stock options are exercised or expire. As the Company presently has valuation
allowances related to its deferred tax assets, the use of the hypothetical pool could not occur until such
valuation reserve has been eliminated.

Share-based compensation expense recognized in our consolidated statement of operations for the year
ended December 31, 2006 included compensation expense for share-based payment awards granted
prior to, but not yet vested as of January 1, 20006, as well as compensation expense for the share-based
payment awards granted subsequent to January 1. 2006. Such share-based compensation expense
determined utilizing the grant date fair value based on awards ultimately expected to vest, and
therefore has been reduced for estimated forfeitures. SFAS No. 123(R) requires forfeitures to be
estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ
materially from those estimates. The Company recognizes the compensation cost of all share-based
payment awards on a straight-line basis over the vesting period of the individual award.

Prior to the adoption of SFAS No. 123(R), we accounted for share-based payment awards using the
intrinsic value method in accordance with APB No. 25 as allowed under SFAS No. 123. Under the
intrinsic value method, except for non-cash compensation expense recognized as a resuit of the change
in the terms of certain outstanding options ($90 for the year ended December 31, 2005), no share-based
compensation expense had been recognized in our consolidated statements of operations for periods
prior to 2006 because the exercise price of our stock options granted equaled the fair market value of
the underlying stock at the date of grant and the stock options were issued solely to employees or
members of the Company’s Board of Directors. In our pro forma disclosures required under SFAS No.
123 for the periods prior to 2006, we estimated forfeitures and in subsequent periods adjusted
forfeitures for actual amounts.
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Stock option activity for the years 2006, 2005 and 2004 is as follows:

2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding at January 1, 2,937,062 $8.03 2,889,987 $8.39 2,499,762 $ 9.10
Granted 45,000 5.02 427,900 4.07 694,850 5.41
Exercised (109,875) 3.97 (47.575) 3.84 (22,875) 4.35
Cancelled or expired (285,062) 6.12 (333,250) 6.75 (281,750) 7.62
Outstanding at December 31, 2,587,125 $8.35 2,937,062 $8.03 2,880,987 $ 8.39
Exercisable at December 31, 2.504.625 $8.48 2,752,062 $8.32 2,450,137 $ 9.02
Available for grant at
December 31, 265,725 263,625 580,150

The following table summarizes information concerning nonvested option transactions for the year
ended December 31, 2006:

Weighted Average Grant

Date
Nonvested Options Shares Fair Value
Nonvested at January 1, 2006 185,000 $2.31
Granted 45,000 $3.25
Vested (110,000) $2.20
Forfeited (37,500) $2.29
Nonvested at December 31, 2006 82,500 $2.99

At December 31, 2006, the aggregate intrinsic value of options outstanding and options exercisable
was $1.111 and $1,016, respectively. The weighted average remaining contractual term of options
outstanding and options exercisable at December 31, 2006 was 4.7 years and 4.6 years, respectively.
The aggregate intrinsic value represents the total pre-tax value, based on the Company’s average stock
price as of December 31, 2006, which would have been received by the option holders had they
exercised their in-the-money options as of that date. The intrinsic value of options exercised for the
years ended December 31, 2006, 2005 and 2004, respectively, was $110, $17 and $57.

The following table summarizes information concerning RSU transactions for the year ended

December 31, 2006:

Weighted Average
Grant Date Fair

Restricted Stock Value
Units Per Share

Outstanding at January 1, 2006 - -
Granted 124,900 $4.81
Vested - -
Forfeited (5,000) $3.93
Outstanding at December 31, 2006 119,900 $4.85
Unvested at December 31, 2006 119,900 $4.85
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Stock Purchase Plan

The Company’s employee stock purchase plan (the “1994 Purchase Plan™) provides for the issuance of
up to 575,000 shares of Common Stock. Eligible employees may purchase shares of the Company’s
Common Stock through payroll deductions of 1% to 7%2% of annual compensation. The purchase
price for the stock is 85% of the fair market value of the stock on the last day of each calendar quarter.
The 1994 Purchase Plan expires on July 1, 2009. At December 31, 2006, 104,072 shares were
available for future offerings under this plan. Non-cash compensation expense related to the issuance
of shares under this plan was not material to the consolidated statements of operations.

Stockholder Rights Agreement

In May 2005, the Executive Committee of the Board of Directors approved the execution of an
amended and restated rights agreement (the “Amended and Restated Rights Agreement”), which
amended and restated the rights agreement, dated as of February 1, 1996, between the Company and
Registrar and Transfer Company. as rights agent, as amended by Amendment No. 1 thereto dated
March 25, 1999 (the “Original Rights Agreement™). The Original Rights Agreement granted a
dividend of one preferred stock purchase right (the “Right”) for each outstanding share of common
stock. The Amended and Restated Rights Agreement eliminated the provisions in the Original Rights
Agreement that limited the authority of the Board of Directors to take action under certain
circumstances, unless such actions were approved by the Continuing Directors, as such term was
defined in the Original Rights Agreement. Upon the occurrence of certain events, each Right entitles
the stockholder to purchase from the Company one one-hundredth of a preferred share at a price of
$170.00 per one one-hundredth of a preferred share, subject to adjustment. The Rights will not be
exercisable or separable from the common shares until ten business days after a person or group
acquires or tenders for 20% or more of the Company’s outstanding common shares (“triggering
event”). The Amended and Restated Rights Agreement also provides that, after a triggering event
occurs, the Rights convert into a Right to buy common stock and entitle its holder to receive upon
exercise that number of common shares having a market value of two times the exercise price of the
Right. In the event the Company is acquired in a merger or other business combination transaction,
each Right will entitle its holder to receive upon exercise of the Right, at the Right’s then current
exercise price, that number of the acquiring company’s common shares having a market value of two
times the exercise price of the Right. The Company is entitled to redeem the Rights at a price of $.01
per Right at any time prior to their becoming exercisable, and the Rights expire on March 31, 2009.
The Amended and Restated Rights Agreement was adopted to maximize the value of all stockholders’
ownership interest in the Company by establishing a deterrent to abusive takeover tactics sometimes
used in challenges for corporate control.

. SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

2006 2005 2004
Cash paid (refunded) during the year for taxes $ 106 $(2,791) $1,324
Cash paid during the year for interest $1.671 $ 1,108 $ 537
Noncash financing and investing activities:
Assets obtained by capital lease $16,500
Asset retirement obligation $ (135) $ 2,185
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18. EARNINGS (LOSS) PER SHARE

The following table sets forth the computation of basic and diluted earnings (loss) per share for the
periods indicated:

2006 2005 2004

Net income (loss) available to common
stockholders $1,907 $(21,117) $(5,283)

Denominator for basic earnings (loss)
per share, weighted average

common shares outstanding 17,298,352 17,195,868 17,146,127
Effect of dilutive securities:

Restricted stock units 24,763

Stock options after application of treasury

stock method 76,604

Denominator for diluted income (loss) per

share 17,399,719 17,195,868 17,146,127
Basic earnings (loss) per share $.11 $(1.23) $ (.31
Diluted earnings (loss) per share $.11 $(1.23) $(.31)

For 2006, 2005 and 2004, outstanding options to purchase 2,072,175, 2,937,062 and 2,889,987 shares,
respectively, of common stock were not included in the computation of diluted earnings per share
primarily because the options’ exercise prices were greater than the average market price of the
common stock and, therefore, the effect would be antidilutive.

19. OPERATING SEGMENTS

Effective December 31, 2006, the Company has re-aligned its operating segments to be more reflective
of its expected future business strategies, technology and product development activities and
distribution efforts. In assessing the re-alignment of the Company’s operating segments, it considered
the current and future business opportunities, current and future products and technologies, the markets
in which it sells, and the revenue and cost make-ups of the previous business segments. The
development of the new business segments included assessments made by senior management as well
as a review process with the Board of Directors. The new operating segments are:

Demineralized Bone Matrix (DBM);
Traditional Tissue;

Spinal Allograft;

Hybrid/Synthetic: and

Client Services.

In addition to the re-alignment of the operating segments detailed above, the Company has created a
Corporate Segment. The Corporate Segment will include the costs associated with general and
administrative, regulatory, and research and development activities.

Any product not falling within the segments listed above are aggregated under the category of “other”.
Primarily, the only product included in “other” is a line of Xenograft bone tissue products, which the
Company processes, markets and distributes, primarily in Europe, Asia and the Middle East and,
through June 30. 2004, metal spinal implant products. These Xenograft bone tissue products are
utilized as bone graft substitutes. The Company does not generate information about assets for its
segments, and accordingly no asset information is presented.
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Summarized financial information concerning the Company’s re-aligned segments is shown in the

following table.

Year Ended December 31,

2006 2005 2004
Revenues:
DBM $ 57,493 $52,704 $46,148
Traditional Tissue 16,955 11.676 6,163
Spinal Allografts 13,795 16,960 20,001
Hybrid/Synthetics 1,270 - -
Client Services 9,128 11.277 13,373
Other 600 690 2,892
$99,241 $93,307 $88,577
Operating income (loss):
DBM $16,305 $15,386 $13,170
Traditional Tissue 5,888 228 (1,123)
Spinal Allografts 1,819 (7,992) 933
Hybrid/Synthetics (717) (116) -
Client Services 4,240 1,195 1,154
Other 45 252 (423)
Corporate (25.233) (29,021) (20,341)
$ 2,347 $(20,068) $ (6,630)
Depreciation and amortization:
DBM $ 3.270 $ 2,585 $ 2,348
Traditional Tissue 417 171 382
Spinal Allografts 579 1.071 1,258
Hybrid/Synthetics 64 - -
Client Services 502 907 2,316
Other 41 26 225
Corporate 1,165 962 1.814
$ 6,038 $ 5,722 $ 8,343
Financial information by geographic area is summarized as follows:
United States International Consolidated
Revenues
2006 $ 82,587 $ 16,654 $99.241
2005 79,957 13,350 93,307
2004 77,317 11,260 88,577
Long-lived Assets
2006 $ 35,342 $ 998 $ 36,340
2005 38.940 1.022 39,962
2004 36,165 1,282 37,447

In 2006 and 2005, the Company has one customer, MTF, which accounted for $19,358 or 20% and
$24.,984 or 27%. respectively, of consolidated revenues. In 2004, MTF accounted for $18,270 or 21%
of consolidated revenues. In 2004, ARC accounted for $18,365 or 21% of consolidated revenues. In
January 2005, MTF acquired the assets of the allograft tissue banking operation of ARC.

In 2006, 2005 and 2004, no revenue from any one country, other than the United States, exceeded 10%

of consolidated revenues.

44



20. RETIREMENT BENEFITS

The Company has a 401(k) plan which covers substantially all full time U.S. employees. The
Company contributes an amount equal to 25% in 2006 and 35% in 2005 and 2004 of each participant's
contribution, subject to certain limitations. A participant's contribution may not exceed the maximum
allowed by the Internal Revenue Code. Provisions of the plan include graduated vesting over five
years from date of employment. Total Company contributions for the years ended December 31, 2006,
2005, and 2004 were $248, $495 and $378, respectively.

The Company does not maintain any other pension or post retirement plans.
21. QUARTERLY FINANCIAL DATA (unaudited)

The following is a summary of the unaudited quarterly results for the years ended December 31, 2006
and 2003:

Quarter Ended
March 31 June 30 September 30 December 31

2006
Revenues $ 25,080 $ 25,282 $ 23,448 $ 25,431
Gross profit 11,579 12,060 11,570 12,593
Net income 242 769 351 545
Earnings per share:

Basic .01 .04 .02 .03

Diluted 01 .04 .02 .03
2005
Revenues $ 23,848 $ 25,290 $ 22,245 $ 21,924
Gross profit 10,627 10,073 7,006 4,156
Net loss (831) (1,878) (6,797) (11.611)
Loss per share:

Basic (.05) (11 (.40) .67)

Diluted (.05) (1D (.40) (.67)

See Note 4, “Gains and Charges™ for discussion of significant gains and charges recorded in 2006 and
200s.

22. SUBSEQUENT EVENTS

Debt and Financing Agreement

In February 2007, the Company entered into a $5.0 million line of credit with a banking institution.
The line of credit effectively makes $1.0 million available, since all amounts borrowed over $1.0
million needs to be cash collateralized. The line of credit expires in February 2008 and is secured by
accounts receivable. Borrowings under the line of credit bear interest at the prime rate or LIBOR plus
1.75%. The line of credit includes certain financial and operational covenants and includes subjective
acceleration provisions. Such provisions are based upon. in the reasonable opinion of the banking
institution, the occurrence of any adverse or material change in the condition or affairs, financial or
otherwise, of the Company which impairs the interests of the banking institution.
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REPORTS OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRMS

Board of Directors and Stockholders
Osteotech, Inc.
Eatontown, New Jersey

We have audited the accompanying consolidated balance sheets of Osteotech, Inc. and Subsidiaries (the
“Company”) as of December 31, 2006 and 2005 and the related consolidated statements of operations,
stockholders’ equity, and cash flows for the years then ended. We have also audited the schedule listed in
the accompanying index. These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and schedule based
on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements and schedule are free of material misstatement. An audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements and schedule, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the financial statements and schedule. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects. the financial position of the Company at December 31, 2006 and 2005 and the results of its
operations and its cash flows for the years then ended, in conformity with accounting principles generally
accepted in the United States of America.

Also, in our opinion, the schedule presents fairly, in all material respects, the information set forth therein.

As described in Note 2 to the consolidated financial statements, the Company adopted the provisions of
Statement of Financial Accounting Standards No. 123(R), “Share-Based Payment,” utilizing the modified
prospective transition method effective January 1, 2006.

We also have audited the adjustments to the 2004 consolidated financial statements to retrospectively apply
the change in the composition of the Company’s reportable segments in accordance with the provisions of
Statement of Financial Accounting Standards No. 131, “Disclosures about Segments of an Enterprise and
Related Information.” as described in Note 19. In our opinion, such adjustments are appropriate and have
been properly applied. We were not engaged to audit, review, or apply any procedures to the 2004
consolidated financial statements of the Company other than with respect to the adjustments and,
accordingly, we do not express an opinion or any other form of assurance on the 2004 consolidated
financial statements taken as a whole.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of the Company's internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSQ), and our report dated
March 12, 2007 expressed an unqualified opinion thereon.

/s/ BDO Seidman, LLP

Woodbridge, New Jersey
March 12, 2007
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To the Board of Directors and Stockholders of Osteotech. Inc.:

In our opinion, the consolidated statements of operations, stockholders’ equity and cash flows for the year
ended December 31, 2004, before the effects of the adjustments to retrospectively reflect the change in the
composition of reportable segments described in Note 19, present fairly. in all material respects, the results
of operations and cash flows of Osteotech, Inc. and its subsidiaries for the year ended December 31, 2004,
in conformity with accounting principles generally accepted in the United States of America (the 2004
financial statements before the effects of the adjustments discussed in Note 19 are not presented herein). In
addition, in our opinion, the financial statement schedule for the year ended December 31, 2004 presents
fairly, in all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements. These financial statements and financial statement schedule are the
responsibility of the Company's management. Our responsibility is to express an opinion on these financial
statements and financial statement schedule based on our audit. We conducted our audit, before the effects
of the adjustments described above, of these statements in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

We were not engaged to audit, review, or apply any procedures to the adjustinents to retrospectively reflect
the change in the composition of reportable segments described in Note 19 and accordingly, we do not
express an opinion or any other form of assurance about whether such adjustments are appropriate and have
properly applied. Those adjustments were audited by other auditors.

/s! PricewaterhouseCoopers LLP

Florham Park, New Jersey
March 25, 2005
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Management’s Report On Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over
financial reporting. As defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act, internal control
over financial reporting is a process designed by, or supervised by, the company’s principal executive and
principal financial officers, and effected by the company’s board of directors, management and other
personnel, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with accounting principles generally
accepted in the United States of America.

Our internal control over financial reporting includes policies and procedures, that (1) pertain to
the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of our assets; (2) provide reasonable assurance that transactions are recorded as necessary 10
permit preparation of financial statements in accordance with accounting principles generally accepted in
the United States of America, and that receipts and expenditures are being made only in accordance with
authorizations of our management and directors; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use or disposition of our assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Projections of any evaluation of effectiveness to future periods are subject 1o the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

Our management, with the participation of our principal executive officer and principal financial
officer, conducted an evaluation of the effectiveness of our internal control over financial reporting as of
December 31, 2006 based on the framework in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. Based on this evaluation, our

management concluded that our internal control over financial reporting was effective as of December 31,
2006.

A material weakness is a control deficiency. or a combination of control deficiencies, that results
in more than a remote likelihood that a material misstatement of the annual or interim financial statements
will not be prevented or detected.

As reported in Item 9A of our Annual Report on Form 10-K for the year ended December 31,
2005 and in Item 4 of our quarterly reports on Form 10-Q for the periods ended March 31, 2006, June 30,
2006 and September 30, 2006, the Company did not maintain effective controls over its financial closing
and reporting process of our financial group. As aresult, management reported a material weakness related
to insufficient domestic and corporate personnel with appropriate accounting knowledge and training as of
those dates.

In response to the material weakness identified above, we have completed, what we believe to be,
the necessary changes to the overall design of our control environment, including roles and responsibilities
and policies and procedures to improve the overall internal control over financial reporting. We have
completed our remediation efforts related to the material weakness described above and have taken the
following actions:

J.  In the third quarter of 2006, we hired a senior level financial manager with an appropriate
level of accounting knowledge, experience and training in the application of generally
accepted accounting principles commensurate with our financial and reporting
requirements. In addition, in the first quarter of 2006, we hired an additional senior staff
accountant to assist in the preparation of journal entries, account analyses and
reconciliations. Also since the first quarter of 2006, our Executive Vice President and
Chief Financial Officer assumed additional review and oversight responsibilities related
to the financial closing process.

2. We reorganized the reporting structures within our world-wide accounting and finance
functions to have the senior level managers report directly to our Executive Vice
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President and Chief Financial Officer with indirect functional reporting to the business
managers.

3. We provided and will continue to provide additional and expanding training and
education for all members of the worldwide accounting and finance functions, with an
emphasis on improving account analysis preparation and documentation. In the second
quarter of 2006, we prepared and presented a formal training program on work paper
documentation and preparation, which was attended by all members of the domestic and
corporate finance groups.

4. We have made and will continue to make changes to our world-wide accounting
processes, policies and procedures. A number of changes have been made during 2006 to
improve the efficient use of our finance and accounting staff. We expect to continue to
make changes and improvements in the future.

Accordingly, we determined that the changes made to our control environment were effectively
designed and demonstrated operating effectiveness for a sufficient period of time to conclude that the
material weakness described above has been remediated.

Management’s assessment of the effectiveness of the internal control over financial reporting as of
December 31, 2006 has been audited by BDO Seidman, LLP, an independent registered public accounting
firm, as stated in their report, which is included in this Item 9A.

Changes in Internal Control Over Financial Reporting
Other than the remediation discussed above, there has been no change in our internal control over
financial reporting, as such term is defined in Rules 13a-15(f) and 15(d)-15(e) under the Exchange Act,

during the fiscal quarter ended December 31, 2006 that has materially affected, or is reasonably likely to
materially affect. our internal control over financial reporting.
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Report of Independent Registered Public Accounting Firm on Internal Control over Financial
Reporting

Board of Directors and Stockholders
Osteotech, Inc.
Eatontown, New Jersey

We have audited management's assessment, included in the accompanying Management’s Report on
Internal Control Over Financial Reporting, that Osteotech, Inc. and Subsidiaries (the “Company™)
maintained effective internal control over financial reporting as of December 31, 2006, based on criteria
established in Internal Control-—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Company's management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting. Our responsibility is to express an opinion on management's
assessment and an opinion on the effectiveness of the Company's internal control over financial reporting
based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting,
evaluating management's assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A company's internal control over
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records
that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company: and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management's assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria
established in Internal Control—Integrated Framework issued by COSO. Also, in our opinion, the
Company has maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Control-—Integrated Framework issued by
COSO.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of Osteotech. Inc. and Subsidiaries as of December
31, 2006 and 2005 and the related consolidated statements of operations, stockholders’ equity and cash

flows for the years then ended and our report dated March 12, 2007 expressed an unqualified opinion
thereon.

/s/ BDO Seidman, LLP

Woodbridge, New Jersey
March 12, 2007
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Selected Financial Data

Set forth below is selected financial data for the five years ended December 31, 2006. The
following data should be read in conjunction with our consolidated financial statements and related notes
thereto contained elsewhere herein and "Management's Discussion and Analysis of Financial Condition and

Results of Operations.”

Selected Financial Data
(dollars in thousands except per share
data) 2006 2005 2004 2003 2002
For the Year ended December 31,
Consolidated Results of Operations
Net revenues $ 99,241 $93307 | $ 88,577 | $ 94433 | $ 83,374
Gross profit 47,802 31,862 36,075 52,362 37,103
Operating expenses 45,455 51,930 42.705 41,730 42,183
Income (charge) from

litigation settlements 7,500 (1,785)
Operating income (loss) 2,347 (20,068) (6,630) 18,132 (6,865)
Other income (expense), net (498) (1.564) 500 (386) 29
Income (loss) from continuing

operations before income taxes 1,849 (21,632) (6,130) 17,746 (6,836)
Income (loss) from continuing

operations 1,907 (21,117) (5,283) 10,867 (1,248)
Income (loss) from continuing

operations per share

Basic 11 (1.23) (.31) .64 (.08)
Diluted 11 (1.23) (.31) .62 (.08)

Dividends per share 0 0 0 0 0
Year End Financial Position
Cash and cash equivalents $ 17,946 $ 13,484 $ 13,391 $ 15,326 $ 10,040
Current assets, net of cash and

cash equivalents 51,374 48,400 57,641 55,126 45,557
Total assets 113,033 111,022 116,404 127,213 114,732
Current liabilities 16,588 16,975 14,193 14,068 13,150
Long-term obligations, net of current 14,876 15.603 10,076 13,262 15,922
portion
Stockholders’ equity 73,853 70,755 91,395 96,220 84,023

In 2006, 2005 and 2004, we recorded certain gains and charges that are detailed in Note 4 of the

“Notes to Consolidated Financial Statements.” In 2003, we recorded a gain {rom litigation settlement of
$7,500,000 related to the settlement of certain patent litigation, In July 2002, we completed the sale of the
business and substantially all of the assets, including the assumption of certain liabilities, of our operations
located in Leiden, The Netherlands. The consolidated statement of operations for 2002 reflects this
divestiture as a discontinued operation. In 2002, we recorded charges to cost of services and products in
the amount of $6.588.,000 related to provisions for metal spinal implant and tissue inventories and
instrumentation due to excess, obsolescence and rework and for the estimated cost related to the penalty
associated with an expected shortfall under a purchase commitment. and to charges from litigation
settlements in the amount of $1,785,000 representing the present value of the settlement of certain patent
litigation. In addition, the Company recorded a gain in other income related to the sale of certain
intellectual property of $950,000 and recognized an income tax benefit of $2.557,000 related to releasing
tax liabilities, which were no longer required.
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OUR COMMITMENT OUR RESPONSIBILITY

To protect our shareholders through sound business practice
and fiscal management

Financial Highlights

($ in thousands, except per share data)

2004 2005 2006

Product Revenues

$58,751 $93,326 $140,647

Net Income!"

$7,184 $12,044 $20,469

Diluted Income per Common Share(!

$0.22 $0.36 $0.60

Cash Provided by Operating Activities
$8,735 $18,829 $35,607

Cash, Cash Equivalents and Investments

$27,086 $48,067 $77,846

Working Capital
$38,911 $73,209 $94,711

Notes Payable and Term Debt

Total Stockholders’ Equity
$63,448 $92,070 $129,299

To Our Shareholders:

Fiscal 2006 represented another year of robust growth for LifeCell®. Product revenues for the year
ended December 31, 2006 were $140.6 million, up 51%, compared to $93.3 million in 2005.
Operating income increased 84% to $33.3 million, compared to $18.2 million in 2005. Operating
margin improved to 24%, up from 19% in 2005.

While achieving substantial top-line growth and operating income, we simultaneously reinvested
$16.5 million into research and development — 12% of product revenues. This included significant
investments in our new intact acellular regenerative tissue matrix derived from porcine dermis, for
which we expect to obtain FDA 510(k) clearance during 2007, and our new hybrid biologic-synthetic
prostheses for hernia repair and for anterior cruciate ligament reconstruction, both of which are in
full product development.

Once again, the expanded use of our flagship product, AlloDerm® regenerative tissue matrix, in the
abdominal wall repair market continues to be a primary revenue driver. In part, we attribute our 62%
increase in AlloDerm revenue this past year to having expanded our biosurgery sales force from
42 to 55. Improvements in processing techniques and increases in tissue supply continue to help
us meet growing demand.

As leaders in challenging abdominal wall repair, we worked diligently this past year to advance the
use of AlloDerm in open abdomen management, a technique used in patients with severe abdominal
wall injuries. AlloDerm is fueling a paradigm shift from today’s gold standard — planned two-stage
repair to Early Definitive Closure, a one-stage procedure that, in most cases, can enable surgeons
to discharge patients from the hospital with a functional abdominal wall and able to return to their
daily lives.

Acceptance of AlloDerm in breast reconstruction has exceeded our expectations. We attribute
this, in part, to the growing use of AlloDerm in three key areas: as coverage and support for the
expander; in a one-stage procedure in which the surgical team performs both mastectomy and
reconstruction in one surgery; and in prophylactic bilateral mastectomies, a preventive measure
taken by women at high risk for developing breast cancer.

Since our beginnings more than two decades ago, LifeCell has become the leader in tissue
regeneration. With this leadership comes the responsibility to provide safe, clinically proven products
that help surgeons advance patient outcomes. With this leadership comes the responsibility to
develop new products and applications that fulfill significant unmet clinical needs. With this
responsibility comes a commitment to partner with the medical community in order to transform
today’s innovative surgical advances with AlloDerm into tomorrow’s standards of care.

These are responsibilities we have gladly accepted for the past 20 years. From day one, nothing at
LifeCell has been done haphazardly. Nothing has been done without the buy-in of key surgeon
customers. Nothing has been done without in-depth research and extensive clinical proof behind it.
Case in point: It took 10 years and a significant investment to perfect our non-damaging proprietary
processing technology. It is this long-term commitment to “do things right” that has enabled us
to maintain our leadership in the increasingly competitive world of soft tissue repair. Nearly one
million successful grafts and implants to date proves that we are, indeed, doing things right.

Thank you for your continued support —and as always, thank you to our Tissue Recovery Partners
for their stewardship of the organ and tissue donation process, and thank you to the donor families
for their precious gift of life.

T Ao

Paul G. Thomas
CEO and President
LifeCell Corporation

(1) Includes recognition of tax benefits of $2,860 or $0.08 per diluted share in
2004 and $481 or $0.01 per diluted share in 2005




OUR COMMITMENT OUR RESPONSIBILITY

To continually develop extensive clinical evidence that gives surgeons

and their patients confidence in our products o A“ODerm

Regenerative tissue matrix

1986: Our journey begins

LifeCell's journey into the world of regenerative medicine began two decades ago, when our researchers
first set out to investigate whether donated human cadaveric tissue (called an allograft) could be used

in transplantation to help surgeons repair missing or damaged soft tissue. It took ten years of dedicated
research before we were finally able to launch AlloDerm regenerative tissue matrix for soft tissue repair.

Initially used as an alternative to skin grafting for the treatment of burn injuries, AlloDerm is now employed
in a wide range of procedures to repair or replace lost or damaged tissue throughout the body — literally
from head to foot. Severe sinus defects, breast reconstruction following mastectomy, life-threatening
abdominal injuries and chronic diabetic foot ulcers — these are just a few examples of the critical place
our regenerative tissue matrix has in the operating room.

What makes the matrix so versatile? The secret lies in LifeCell's patented processing technology —a proprietary
process in which cells that can lead to tissue rejection are removed without damaging the matrix. Why is this
important? Our process preserves the delicate and essential biochemical components that allow the body to
initiate tissue regeneration, the natural biological process humans undergo millions of times a day to main-
tain cells and tissue. AlloDerm provides a “scaffold” that allows blood to flow into, and cells to repopulate,
the matrix. Ultimately, AlloDerm becomes tissue that looks, acts and responds like the tissug it replaces.
Tissue regeneration is the body’s most perfect biological healing response. AlloDerm’s unique ability to
support tissue regeneration sets it apart from other biological repair materials, which our studies have
shown may be damaged during processing. Such damage can result in a limited repair through scarring
or encapsulation, potentially affecting clinical outcomes.

Challenging hernia repairs, challenging patients

Nearly one million successful grafts and implants In 2001, we began to explore the use of AlloDerm in the abdominal wall — an area of the body prone to

To date, our matrix has been used in nearly one million grafts and implants with no reported confirmed cases of infectious disease transmission. This safety record is the el oLl oot il G e € sl i Sl i o e e sl

to bring infection-fighting blood cells to the site, making it ideal for challenging hernia repair. Since then,

result of several key factors. These include the robust nature of our process, our relationships with more than 40 U.S. AATB*-compliant organ and tissue procurement

AlloDerm has been used successfully in thousands of the toughest cases, from infected synthetic mesh removal
organizations, and our stringent quality system that meets all FDA and AATB regulations and standards. to parastomal hernia repair. Surgeons are also using AlloDerm as a preventive measure in “challenging

patients,” those patients with such underlying comorbidities as diabetes, smoking and obesity that can

impair wound healing and make them susceptible to infection.



OUR COMMITMENT OUR RESPONSIBILITY

To work closely with surgeons in order to develop appropriate surgical techniques
that allow them to advance clinical outcomes with AlloDerm

A paradigm shift:

Early Definitive Closure with AlloDerm
‘LifeCell is truly interested in advancing best practice management for patients; their support

Over the past two years, trauma surgeons have increasingly turned to AlloDerm

for Early Definitive Closure is one of the most dramatic examples of this. We can now restore for help managing open abdomens, a natural extension of our success in advancing
challenging abdominal wall reconstruction. Used in patients who have suffered
abdominal function much more QUICk/y than in the past — and without multlple surgeries, SO severe abdominal trauma, this technique involves the surgeon deliberately opening
the abdomen to relieve pressure that can crush internal organs, and then attempting
that patients with severe abdominal trauma can get back to their normal lives within weeks, to close the incision after the swelling is reduced.
not months.” Daniel Vargo, M.D. However, in approximately 10 percent of cases — an estimated 10,000 patients
Associate Professor, Dept. of Surgery, University of Utah School of Medicine each year — the surgeon cannot close the abdomen during the initial surgery.

Within days, scar tissue begins to form, and the organs fuse together, “freezing”
the abdomen. The surgeon has no choice but to cover the incision with a skin
graft and send the patient home until the abdomen can be permanently repaired
— usually many months later. Because the skin graft alone is not strong enough
to hold the bowels in place, the patient often develops a giant hernia, a debilitating
disfigurement that can cause health problems — respiratory difficulties, reduced
“I was extremely ill. | shouldn’t even be alive today. But thanks to AlloDerm, | 1 = mobility and back pain, to name a few.

I'm almost completely healed. Dr. Vargo told me that because of severe . . ) .
Working closely with leading trauma surgeons, we have advanced a technique

infection issues, using AlloDerm was really the only way to repair the e , called Early Definitive Closure, enabling surgeons to close more open abdomens
enormous incision he had to make in my abdomen to save my life. ft s right from the start. In brief, it involves three key measures: protecting the abdomen
from freezing, proactively minimizing the size of the defect, and finally, using

AlloDerm is truly amazing.”

AlloDerm to provide the extra tissue needed to close the remaining defect or
James Smith, Vernal, Utah . ) . . .
reinforce the repair. Everyone benefits. Most patients can leave the hospital able
to return to their normal lives. Surgeons have fewer of the challenges associated
with managing open abdomens for long periods of time, and hospitals can
discharge patients sooner, reducing length of stay to help alleviate strain on their

[esources.

4 Talk to your doctor to see if AlloDerm is right for you or your loved ones 5



OUR COMMITMENT OUR RESPONSIBILITY

To give patients real hope for recovery from life-threatening iliness and injury,
enabling them to return to their daily routine with improved health and quality of life

Advancing breast reconstruction “Patients undergoing one-stage reconstruction with AlloDerm can wake up after surgery

Our success in the breast reconstruction market — the second largest application

for AlloDerm after abdominal wall repair — has exceeded our expectations. The with a natural-looking breast that matches their opposite remaining breast, all with
reason is simple. Limitations of traditional techniques are fueling the need for a

new standard of care that makes breast reconstruction much more tolerable for less pain and faster recovery. This p rocedure Is esp eCIa”y app ea//ng to women at

the 50,000 women who face difficult reconstruction choices each year. . . . s
/ high risk or genetically positive for the breast cancer gene. We can remove breast

Breast reconstruction typically involves prosthetic implants used to replace breast

shape and volume after a mastectomy. However, because there is often not enough tissue and reconstruct the

tissue after surgery to accommodate the implant, the surgeon must place a }
temporary expander under the skin. Over several months, small amounts of saling breasts using AlloDerm to

are added to the expander to gradually stretch the skin and increase space under

. . cover the implants, while
the muscle to eventually accommodate the permanent implant — a painful process

that requires multiple trips to the surgeon’s office and a second surgery. Today, preserving the skin and

surgeons are increasingly using AlloDerm to provide coverage and support for

the expander. nipples. In many cases the

In addition to its initial use with the expander, AlloDerm is now being used by
. - . reconstructed breasts look
surgeons in a one-stage procedure in which the breast is removed and reconstructed,

with a permanent implant in place, all in one surgery. AlloDerm provides the extra
, , the same as before surgery
tissue needed to create a large enough pocket to hold the permanent implant, and

it gives the surgeon greater control to define the shape and contour of the recon- or better”
structed breast. The patient wakes up from surgery with a more naturally shaped

breast that resembles her own remaining breast.
C. Andrew Salzberg, M.D.

Surgeons have also found another new use for this one-stage procedure in preventive Associate Professor, Plastic Surgery,
bilateral mastectomies. For most women, making a conscious choice to have “I had been told by my local surgeon that | was going to need four New York Medical College

their breasts removed to prevent cancer seems unimaginable. But women with

surgeries, do expansions and chemotherapy. So you can imagine how

an inherited BRCA1 or BRCA2 gene mutation have an up to 80 percent chance

) ) o lucky | felt to learn about the one-stage procedure. | was out of the
of developing breast cancer in their lifetimes. The AlloDerm one-stage procedure
gives these women an entirely new option that enables their surgeon team to ORI AR 2 TS T 7 ) SR et 1o el

greatly reduce their future risk of breast cancer, while leaving their physical profile truly blessed that | don’t have to go through the expander process at

intact. Word of its value in this application is rapidly spreading through online the same tine as chamo or have o face ftife Surgeries.”

support groups for women at risk.
Diann Tonnesen, Las Vegas, Nevada

[} Talk to your doctor to see if AlloDerm is right for you or your loved ones 1



OUR COMMITMENT OUR RESPONSIBILITY

To make our life-impacting technologies available worldwide

Tissue regeneration: Our past, our present, our future

With our intimate understanding of tissue regeneration, we continue to develop more advanced biosurgical
materials and tools that are distinctly different from today’s alternatives. One such promising material is our
new hybrid hernia patch for which pre-clinical studies are well underway. The patch —a combination of
resorbable polymer and our regenerative tissue matrix — will be deployed via laparoscope, allowing us to
potentially expand the utility of AlloDerm in ventral, inguinal and hiatal hernia repair. We have also recently
completed a 12-month pre-clinical study of our new hybrid replacement graft for anterior cruciate ligament
(ACL) reconstruction. This novel approach combines biological tissue with a resorbable polymer to provide
the initial strength, elasticity and stiffness necessary for implantation into knee joints. Like the hybrid hernia
patch, we beligve that the ACL graft will offer a full biological repair. Early pre-clinical results show the
regeneration of the graft into a ligament-like structure.

These new advances underscore our commitment to continually expand our offerings with first-in-class products
that harness the power of tissue regeneration. Twenty years ago, we pioneered the use of human-derived
materials for soft tissue repair. Today, as the leader in tissue regeneration, we continue to transform our industry,
giving our surgeon customers and their patients real hope for recovery in cases where few innovative
options exist.

Launch of our new xenograft on track for 2008

Several years ago, our research scientists began investigating whether our proprietary non-damaging process could be
applied to tissue derived from porcing dermis in order to create an animal-based regenerative tissue matrix that behaves
like AlloDerm. This was a significant challenge, as biomaterials from animals, known as xenografts, are normally
“cross-linked” to eliminate the possibility of rejection —a process that can destroy many of the components that allow
the body to regenerate tissue.

We believe that we have met this challenge, with results from pre-clinical studies indicating that our porcine-based
product performs similarly to AlloDerm. The product has been submitted for FDA 510(k) clearance as a medical device.
We plan to commence clinical evaluations later this year, with full commercial launch anticipated for early 2008.

The product, which will be terminally sterilized and ready for use, requiring no rehydration, will be available in large
sizes. We believe it will be the ideal complement to AlloDerm, allowing us to penetrate new markets. We also believe
that it will allow us to break through current global barriers to expand our business worldwide.

AlloDerm.

Regenerative tissue matrix

Tissue regeneration:
The body’s most perfect healing response

LifeCell's patented processing technology removes

cells that can lead to tissue rejection without damaging

the matrix, preserving the delicate and essential bio-

chemical components that allow the body to initiate

tissue regeneration. Ultimately, AlloDerm becomes

tissue that looks, acts and responds like the tissue

it replaces. Tissue regeneration is the body’s most

perfect biological healing response — and we believe

it is unique to AlloDerm.

The most versatile and
widely used regenerative
tissue matrix.

Gingival grafting

ENT/head and neck
reconstruction

Rotator cuff repair
reinforcement

Breast reconstruction
postmastectomy

Chest wall reconstruction
Abdominal wall repair
Bladder suspension

Pelvic floor reconstruction

Tendon and ligament repair

Diabetic foot ulcer treatment

Our regenerative tissue matrix is used to
replace lost or damaged tissue in a wide
range of procedures throughout the body.
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LIFECELL REPORTS RECORD FINANCIAL RESULTS:
THIRD QUARTER 2007 PRODUCT REVENUES UP 35%

BRANCHBURG, NJ, October 25, 2007 -- LifeCell Corporation (NASDAQ: LIFC) today reported
financial results for the third quarter ended September 30, 2007. Paul Thomas, President and Chief
Executive Officer, will host a conference call today at 10:00 a.m. Eastern to discuss third quarter 2007
financial results and expected financial performance for full year 2007.

Third Quarter 2007 Results

Product revenues for the third quarter were $47.5 million, up 35%, compared to $35.1 million reported for
the same period in 2006. The increase in product revenue was primarily due to an increase in demand for
the Company’s flagship reconstructive surgical product, AlloDerm® Regenerative Tissue Matrix, which
increased 41% to $42.0 million in the current quarter compared to $29.9 million in the third quarter of
2006. Orthopedic product revenues, which include Graft Jacket® and AlloCraft®DBM, increased to $3.0
million in the quarter from $2.4 million in the third quarter of 2006. GraftJacket® revenues represented
$2.5 million in the quarter compared to $2.0 million in the prior year quarter. Repliform® revenues were
$1.7 million in the third quarter of 2007 compared to $2.0 million in 2006.

Operating income for the third quarter of 2007 increased 30% to $11.3 million compared to operating
income of $8.7 million in the third quarter of 2006.

Net income for the third quarter of 2007 was $7.3 million, or $.21 per diluted share, compared to net
income of $5.1 million, or $.15 per diluted share in the third quarter of 2006.

Year-To-Date 2007 Results

Product revenues for the first nine months were $137.9 million, up 36%, compared to $101.3 million
reported for the same period in 2006. AlloDerm® product revenues increased 41% to $120.2 million in the
first nine months compared to $85.5 million in the first nine months of 2006. Orthopedic product revenues
increased to $9.2 million in the first nine months from $6.9 million in the first nine months of 2006.
GraftJacket® revenues represented $7.6 million of orthopedic revenues in the first nine months of 2007
compared to $5.8 million in the prior year. Repliform® revenues were $6.0 million in the first nine months
of 2007 and 2006.

Operating income for the first nine months of 2007 increased 43% to $34.1 million compared to operating
income of $23.9 million in the first nine months of 2006.

-more-
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Net income for the first nine months of 2007 was $21.4 million, or $.62 per diluted share, compared to net
income of $14.2 million, or $.42 per diluted share in the first nine months of 2006.

LifeCell’s balance sheet remains strong with $91.7 million of cash and investments and no debt at
September 30, 2007.

Full Year 2007 Financial Outlook

Based on the Company’s third quarter 2007 operating results and expectations for the remainder of 2007,
the Company now anticipates product revenues for full year 2007 in the range of $185.0 million to $189.0
million, compared to the previous range of $182.0 million to $188.0 million. The revised product revenue
range represents anticipated annualized growth between 32% and 34% compared with 2006 product
revenues of $140.6 million.

The Company also revised its 2007 operating income target to a range of $45.5 million to $46.5 million,
compared to the previous range of $45.0 million to $46.5 million. The Company’s target range for
operating income includes planned spending in the fourth quarter of 2007 associated with clinical trials and
marketing pre-launch activities for Strattice™. As previously announced, in June 2007, the Company
received 510(k) clearance from the United States Food and Drug Administration for Strattice™ tissue
matrix, a novel soft tissue repair product.

Diluted net income per share is expected to be in the range of $0.80 to $0.82 compared to the Company’s
previous range for diluted net income per share of $0.78 to $0.82.

Conference Call Information

As previously announced, the Company will host a live conference call today at 10:00 a.m. Eastern. The
dial-in number for the live call is (888) 802-2279 /domestic or (913) 312-1265/international. A
simultaneous webcast of the call will be available via LifeCell’s website at www.lifecell.com Corporate
Information — Investor Relations. The call will be archived on the Company’s website for at least 90 days.

A recording of the live-call will be available through October 30, 2007. The dial-in number to listen to the
recording is (888) 203-1112 or (719) 457-0820. The replay access code is 7761410.

About LifeCell

LifeCell develops and markets innovative biologically-based products in the emerging field of regenerative
medicine for use in reconstructive, orthopedic and urogynecologic surgical procedures. LifeCell’s current
marketed products include: AlloDerm®, for plastic reconstructive, general surgical, burn and periodontal
procedures; Cymetra®, a particulate form of AlloDerm® suitable for injection; GraftJacket®, for
orthopedic applications and lower extremity wounds; AlloCraft®DBM, for bone grafting procedures; and
Repliform, for urogynecologic surgical procedures. The Company’s research and development initiatives
include programs designed to extend the use of its current marketed regenerative tissue matrix products into
new surgical applications as well as expanding its product line in the rapidly growing biosurgery market.
LifeCell maintains a website at www.lifecell.com.

Forward-looking Statements

The 2007 financial results contained in this news release are subject to finalization in connection with the
preparation of the Company’s Form 10-Q report for the quarter ended September 30, 2007. This release
also contains “forward-looking statements” made pursuant to the safe harbor provisions of the Private
Securities Litigation Reform Act of 1995, such as the Company’s outlook for 2007 operating results.
Forward-looking statements include statements with respect to the Company’s beliefs, plans, objectives,

-more-
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goals, expectations, anticipations, assumptions, estimates, intentions, and future performance, and involve
known and unknown risks, uncertainties and other factors, which may be beyond the Company’s control,
and which may cause actual results, performance or achievements to be materially different from future
results, performance or achievements expressed or implied by such forward-looking statements. All
statements other than statements of historical fact are statements that could be forward-looking statements.
These forward-looking statements may not be realized due to a variety of factors, including, without
limitation: the failure to maintain or increase revenues from the sale of LifeCell’s AlloDerm products; the
failure to comply with government regulations, including the FDA; claims for damages by third-parties,
including product liability claims; the Company’s dependence on a limited number of sources for
human cadaveric tissue; negative publicity about the use of donated human tissue in medical procedures;
the Company’s ability to increase market penetration of its current products and to develop and
commercialize new products; changes in third party reimbursement practices; the failure of third party sales
representatives and distributors to adequately promote, market and sell the Company’s products; the
Company’s inability to protect its intellectual property; the effects of competition; and the other factors
listed under “Risk Factors” in LifeCell’s annual report on Form 10-K for the year ended December 31,
2006. LifeCell assumes no obligation to update the information contained in this news release.

-more-



LIFECELL CORPORATION
Financial Highlights

(Unaudited)
Three Months Ended Nine Months Ended
Statement of Operations Data: September 30, September 30,
2007 2006 2007 2006
Revenues:
Product revenues $ 47,545,000 $ 35,103,000 $ 137,919,000 $ 101,310,000
Research grant revenues 43,000 162,000 612,000 741,000
Total revenues 47,588,000 35,265,000 138,531,000 102,051,000
Costs and Expenses:
Cost of products sold 14,194,000 10,524,000 40,444,000 29,834,000
Research and development 6,020,000 4,180,000 17,000,000 11,611,000
General and administrative 5,562,000 4,832,000 15,807,000 13,856,000
Selling and marketing 10,527,000 7,021,000 31,166,000 22,823,000
Total costs and expenses 36,303,000 26,557,000 104,417,000 78,124,000
Income from operations 11,285,000 8,708,000 34,114,000 23,927,000
Interest and other income, net 1,099,000 803,000 3,116,000 1,928,000
Income before income taxes 12,384,000 9,511,000 37,230,000 25,855,000
Income tax provision 5,067,000 4,439,000 15,824,000 11,612,000
Net income $ 7,317,000 $ 5,072,000 $ 21,406,000 $ 14,243,000
Net income per common share:
Basic $ 022 $ 0.15 $ 064 $ 0.44
Diluted $ 021 $ 0.15 $ 062 $ 0.42
Shares used in computing
net income per common share:
Basic 33,425,000 32,894,000 33,271,000 32,699,000
Diluted 35,282,000 34,084,000 34,379,000 33,854,000
Selected Balance Sheet Data: September 30, December 31,
2007 2006
Cash, cash equivalents and investments $ 91,704,000 $ 77,846,000
Receivables, net of allowance 25,201,000 22,286,000
Inventories 38,259,000 23,801,000
Accounts payable & accrued liabilities 32,194,000 27,822,000
Working capital 118,516,000 94,711,000
Total assets 194,280,000 157,121,000
Total debt obligations - -
Total stockholders’ equity 162,086,000 129,299,000

HitH
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SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

BONE GRAFT FUNCTIONS

Osteogenesis
(The formation, development, and growth of bone)

> Osteoinduction

> Osteoconduction



SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

OSTEOINDUCTION

> Osteoinduction is the v/ YR
recruitment of mesenchymal h A
stem cells that differentiate into
osteoblasts from the
surrounding bed.

> Bone graft incorporation is a
continuum beginning with
iInflammation, proceeding
through revascularization,
osteogenesis, remodeling, and
finally ending in a mechanically
efficient structure.
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OSTEOINDUCTION

Osteoblast Osteocyte Osteoclast
(forms bone (maintains (functions in resorption,
tissue) bone tissue) the destruction of bone matrix)
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OSTEOINDUCTION
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OSTEOCONDUCTION

» Osteoconduction is a term
referring to the three-
dimensional process of growth
of capillaries, perivasular tissue,
and osteoprogenitor cells of the
host into the graft.

> The graft functions as a trellis or
scaffold for the ingrowth of new
host bone and provides
structural support.
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OSTEOCONDUCTION

COMMON ALLOGRAFTS:

\ 4

> Femoral Shafts, Struts
> Tibial Shafts, Struts
> Fibular Shafts

ALTERNATIVE ALLOGRAFTS:

> Any non-demineralized cortical
or cortical-cancellous bone
grafts
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SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

Spinal Surgery

Joint Revision
Oncology
Acetabulum

Trauma & Osteotomy
Maxillofacial - Dental
Hand & Wrist

Foot & Ankle

Sports Medicine
Cardiovascular
Gynecology-Genitourinary




APPLICATIONS OF ALLOGRAFT
TISSUES FOR SPINAL SURGERY

» ACF Anterior Cervical Fusion
> PCF Posterior Cervical Fusion
> ALIF Anterior Lumbar Interbody Fusion
> PLIF Posterior Lumbar Interbody Fusion
» Corrective Spinal Surgery



SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR CERVICAL FUSION

COMMON ALLOGRAFTS:

> Small lliac Crest Wedge
> Femoral Cortical Dowel
> Fibular Wedge

ALTERNATIVE ALLOGRAFTS:

> Synthes--ACF Wedges:
( Radius--Ulna )
Patella Wedge
Hemi--Patella Wedge
Cortical Disc




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR CERVICAL FUSION
CASE PRESENTATION

i\

Cross-table cervical spine
X-ray demonstrating
herniated disk cervical
5-6.




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR CERVICAL FUSION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR CERVICAL FUSION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR CERVICAL FUSION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR CERVICAL FUSION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

POSTERIOR CERVICAL FUSION

SAME AS ACF

(WITH ONE EXCEPTION )

CORPECTOMY
COMMON ALLOGRAFTS:

> Humeral Shafts

> Fibular Shafts




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

POSTERIOR CERVICAL FUSION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR LUMBAR INTERBODY FUSION

COMMON ALLOGRAFTS:

> llium Tricortical & Bicortical
Strips

> Femoral Rings & Dowels
> Humeral Rings
> Spacers (FRA)

ALTERNATIVE ALLOGRAFTS:

> Patella Wedge
> Femoral Shafts




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR LUMBAR INTERBODY FUSION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

POSTERIOR LUMBAR INTERBODY FUSION

COMMON ALLOGRAFTS:

> llium Tricortical & Bicortical
Strips

> Femoral Rings, Shafts
> Spacers, Dowels
> Fibular Shafts

ALTERNATIVE ALLOGRAFTS:

> SAME AS ANTERIOR FUSION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

POSTERIOR LUMBAR INTERBODY FUSION
CASE PRESENTATION

Surgical exposure of the
lumbar vertebrae




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

POSTERIOR LUMBAR INTERBODY FUSION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

POSTERIOR LUMBAR INTERBODY FUSION
CASE PRESENTATION

- .




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

POSTERIOR LUMBAR INTERBODY FUSION
CASE PRESENTATION

PLIF Spacer




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

POSTERIOR LUMBAR INTERBODY FUSION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

CORRECTIVE SURGERY (SCOLIOSIS)

MORSELIZED TISSUE .

» Cancellous Chips

> Cortical Cancellous
Granules

> Spiering Chips




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

CORRECTIVE SURGERY (SCOLIOSIS)
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

CORRECTIVE SURGERY (SCOLIOSIS)
CASE PRESENTATION




APPLICATION OF ALLOGRAFT
TISSUES FOR TOTAL JOINT
REVISION

HIP REVISION
KNEE REVISION

SHOULDER REVISION



SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HIP REVISION

COMMON ALLOGRAFTS:

> Femur Proximal
> Femoral Shafts

ALTERNATIVE ALLOGRAFTS:

> Femur Whole
> Tibial Shafts
> Humerus Proximal in children
> Fibula in children




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HIP REVISION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HIP REVISION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HIP REVISION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HIP REVISION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

KNEE REVISION

COMMON ALLOGRAFTS:

> Femur Distal
> Bilateral Condyle
> Tibia Proximal
> Tibial Shafts

ALTERNATIVE ALLOGRAFTS:

> OA Grafts
> Humerus in children
> Whole Femur
> Whole Tibia




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

KNEE REVISION
ASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

SHOULDER REVISION

COMMON ALLOGRAFTS:

> Humerus Proximal
> Humeral Shafts
> Humerus Whole

ALTERNATIVE ALLOGRAFTS:

> Femur Proximal

> Femoral Shafts
> Tibial Shafts




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

SHOULDER REVISION
CASE PRESENTATION




APPLICATION OF ALLOGRAFT
TISSUES FOR TUMOR
RESECTION

FEMUR
TIBIA
HUMERUS

PELVIS




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

DISTAL FEMUR RESECTION

COMMON ALLOGRAFTS:

Distal Femur

Femoral Condyle
Distal Femur OA Graft
Humerus in children

YV VYV V VY

ALTERNATIVE ALLOGRAFTS:

> Whole Femur




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

DISTAL FEMUR RESECTION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

DISTAL FEMUR RESECTION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

DISTAL FEMUR RESECTION
CASE PRESENTATION

o “"

i~




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

DISTAL FEMUR RESECTION
OA GRAFT PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

DISTAL FEMUR RESECTION
OA GRAFT PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

DISTAL FEMUR RESECTION
OA GRAFT PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

TIBIA RESECTION
CASE PRESENTATION

COMMON ALLOGRAFTS:

> Tibia Whole, Proximal
> Tibial Shaft, Struts
> Tibial OA Graft

ALTERNATIVE ALLOGRAFTS:
> Femur Distal

> Femoral Shaft, Struts
> Humerus in children




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

TIBIA RESECTION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

TIBIA RESECTION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

PROXIMAL HUMERUS RESECTION

COMMON ALLOGRAFTS:

> Humerus Proximal
> Humerus Whole
> Humerus Shaft

ALTERNATIVE ALLOGRAFTS:

> Femur Shaft, Struts
> Tibia Shaft, Struts
> Fibula in children




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

PROXIMAL HUMERUS RESECTION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

PELVIC TUMOR RESECTION

COMMON ALLOGRAFTS:;
> Hemi-Pelvis
> Acetabulum
> llium

ALTERNATIVE ALLOGRAFTS:

> Bilateral Femoral Condyle

POSTEROR \SGHIU /" AVTEROR

\

(c) Lateral view




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

PELVIC TUMOR RESECTION




APPLICATION OF ALLOGRAFT
TISSUES FOR ACETABULAR
RECONSTRUCTION

COMMON ALLOGRAFTS:

> Acetabulum
> Distal femur
> Femoral head

ALTERNATIVE ALLOGRAFTS:

> Spiering Cancellous Cortical ( &
sity - £

Chips

NoEe
N\ISCHIUM“ > — Ramus
Ndiiia® of ischiu

B




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ACETABULAR RECONSTRUCTION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ACE

ABULAR RECONSTRUC
CASE PRESENTATION

ION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ACETABULAR RECONSTRUCTION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ACETABULAR RECONSTRUCTION
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ACE

ABULAR RECONSTRUC
CASE PRESENTATION

ION



APPLICATION OF ALLOGRAFT
TISSUES FOR
TRAUMA & OSTEOTOI\/IY CASES

COMMON ALLOGRAFTS:
(ALLOGRAFT TRAUMA CART)
> Femoral= Shafts 20cm> x-1
Struts x-1
> Tibial= Shafts 15-20cm x-1
Struts x-1
Tri-Cortical Strip 60mm x-1
Cort/Canc Granules 60cc x-1
Cancellous Chips 30cc x-2
Spiering Chips 45cc x-1
Grafton Gel 10cc, Putty 10cc,
Crunch 15cc x-1 each
ALTERNATIVE ALLOGRAFTS:
(USE YOUR IMAGINATION!)
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SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

TRAUMA CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

TRAUMA CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

TRAUMA CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

TRAUMA CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

TRAUMA CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

TRAUMA CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

OSTEOTOMY
DIAPHYSEAL RECONSTRUCTION

COMMON ALLOGRAFTS:

> lliac Crest Wedge ( all sizes)
> Patella Wedges
> llium Bicortical Strip

ALTERNATIVE ALLOGRAFTS:

> Cancellous Block
> Femoral Cross Section




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

OSTEOTOMY CASE PRESENTATION




APPLICATION OF ALLOGRAFT
TISSUES FOR MAXILLOFACIAL &
DENTAL SURGERIES

COMMON ALLOGRAFTS:

> Demin llium Strips
> Demin Rib

> Demin Cancellous Chips and
Powders

> Grafton Gel, Putty, Flex
ALTERNATIVE ALLOGRAFTS:

> Demin Struts




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

MAXILLOFACIAL & DENTAL CASE




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

MAXILLOFACIAL & DENTAL CASE

PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

MAXILLOFACIAL & DENTAL CASE
PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

MAXILLOFACIAL & DENTAL CASE

PRESENTATION




APPLICATION OF ALLOGRAFT
TISSUES FOR UPPER AND
LOWER EXTREMITIES

HAND
WRIST
FOOT

ANKLE



SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HAND AND WRIST SURGERY

COMMON ALLOGRAFTS:

Cancellous Chips
Cancellous Crushed, Powder
Grafton, Putty, Gel, Flex
Allofix Pins, Screws

YV V V V

ALTERNATIVE ALLOGRAFTS:

> Demin Powder, Chips
> Small Femoral Struts




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HAND AND WRIST SURGERY
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HAND AND WRIST SURGERY

CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HAND AND WRIST SURGERY

CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

HAND AND WRIST SURGERY
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

FOOT AND ANKLE SURGERY

COMMON ALLOGRAFTS:

Metatarsal

Grafton, Gel, Putty, Flex

Allofix Pins, Screws

Fibula

Patella Wedge

lliac Crest Wedge
ALTERNATIVE ALLOGRAFTS:

V V V V V V

Demin Powder, Chips

Small Femoral Struts
Cancellous Chips
Cancellous Crushed, Powder

YV V V V



SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

FOOT AND ANKLE SURGERY
N




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

FOOT AND ANKLE SURGERY

CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

FOOT AND ANKLE SURGERY

CASE PRESENTATION




APPLICATION OF ALLOGRAFT
TISSUES FOR SPORTS MEDICINE

ARTICULAR CARTILAGE ( CONDYLES)
ANTERIOR CRUCIATE LIGAMENT
POSTERIOR CRUCIATE LIGAMENT

COLLATERAL LIGAMENTS

MENISCUS



SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

SURGERY OF THE ARTICULAR
SURFACE

Patellar surface

COMMON ALLOGRAFTS: ( e Y KT
, POSTERIOR
Lateral condyle | % CRUCIATET
of femur \ " L IGAMEN
> Osteochondral Grafts ANTERIOR ' . (Pc)
- CRUCIATE / .~ Medial condyle
> Osteoarticular Grafts vt sl — | offemur
. : B . MEDIAL
> Allofix Pins and Screws LATERAL ~2" MENISCUS

MENISCUS ||  =S==—""——==— TRANSVERSE
LIGAMENT

FIBULAR —& 2

ALTERNATIVE ALLOGRAFTS: (LATERAL)

LIGAMENT

Anterior ligament | Tibial tuberosity

> Autograft of head of fibula

| TIBIAL (MEDIAL)
COLLATERAL
LIGAMENT

Tibia




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

SURGERY OF THE ARTICULAR
SURFACE CASE PRESENTATION

-




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

SURGERY OF THE ARTICULAR
SURFACE CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

SURGERY OF THE ARTICULAR
SURFACE CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

SURGERY OF THE
ANTERIOR/POSTERIOR CRUCIATE
LIGAM

COMMON ALLOGRAFTS:

> Patella Tendon ( BTB)
> Achilles Tendon
> [Fascia Lata

ALTERNATIVE ALLOGRAFTS:
> Semitendinosus Tendon

> Gracillis
> Posterior Tibialis




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR/POSTERIOR
CRUCIATE LIGAMENT




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR/POSTERIOR
CRUCIATE LIGAMENT
CASE PRESENTATION




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

ANTERIOR/POSTERIOR
CRUCIATE LIGAMENT
CA N




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

SURGERY OF THE COLLATERAL
LIGAMENT

COMMON ALLOGRAFTS:

Fascia Lata, Medium, Small
Semitendinosus Tendon
Gracllis

Posterior Tibialis

YV V V V

ALTERNATIVE ALLOGRAFTS:

> Autograft




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

SURGERY OF THE
MENISCUS

COMMON ALLOGRAFTS;
> Meniscus
> Whole
> Medial-Lateral

ALTERNATIVE ALLOGRAFTS:

> Costal Cartilage




> Achilles Tendon (without bone

SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

CARDIOVASCULAR

COMMON ALLOGRAFTS:

Pericardium
Fascia Lata

block)




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

GYNECOLOGICAL / GENITAL
URINARY

COMMON ALLOGRAFTS: Anchor and Suture Placement

> Fascia Lata

> Achilles Tendon (without bone
block)

Tack

| Anchors




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

GYNECOLOGICAL / GENITAL
URINARY

dling Placement

Before Vesica (ISD) Alter Vesica with Sling

Tack
Anchors




SURGICAL APPLICATIONS OF ALLOGRAFT TISSUE

THE END!
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