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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

INVITROGEN CORPORATION
CONSOLIDATED BALANCE SHEETS

(Dollars in thousands, except par value data)

ASSETS
Current Assets:
Cash and cash equivalents
Short-term investments
Restricted cash and investments
Trade accounts receivable, net of allowance for doubtful accounts of $5,661 and $4,129, respectively
Inventories
Deferred income tax assets
Prepaid expenses and other current assets

Total current assets

Long-term investments
Property and equipment, net
Goodwill

Intangible assets, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current Liabilities:
Current portion of long-term obligations
Accounts payable
Accrued expenses and other current liabilities
Income taxes

Total current liabilities

Long-term obligations, deferred credits and reserves
Pension liabilities

Deferred income tax liabilities

Convertible debt

Total liabilities

Commitments and contingencies

Stockholders Equity:

December 31,

September 30,

2004 2003
(Unaudited)

$ 363,558 $ 588,678
558,618 403,427
17,589 6,632
162,588 117,095
117,885 126,707
28,141 19,310
42,397 25,495
1,290,776 1,287,344
126,282 177,070
209,266 186,231
1,420,655 983,407
428,969 464,659
70,775 66,978
$ 3,546,723 $ 3,165,689
$ 18,385 $ 1,784
56,629 55,745
94,651 65,406
13,586 2,758
183,251 125,693
36,098 32,069
17,416 17,249
159,601 161,331
1,300,000 1,022,500
1,696,366 1,358,842
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Preferred stock; $0.01 par value, 6,405,884 shares authorized; no shares issued or outstanding
Common stock; $0.01 par value, 125,000,000 shares authorized; 55,959,334 and 54,595,766 shares issued,

respectively 559 546
Additional paid-in-capital 2,009,946 1,942,756
Deferred compensation (12,267) (11,265)
Accumulated other comprehensive income 56,444 56,158
Accumulated deficit (26,133) (84,494)
Less cost of treasury stock; 4,831,562 and 3,201,451 shares, respectively (178,192) (96,854)
Total stockholders equity 1,850,357 1,806,847
Total liabilities and stockholders equity $ 3,546,723 $ 3,165,689

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

CONSOLIDATED STATEMENTS OF INCOME

Revenues
Cost of revenues

Gross profit

Operating expenses:

Sales and marketing

General and administrative

Research and development

Purchased intangibles amortization

Purchased in-process research and development
Business integration costs

Total operating expenses
Operating income

Other income (expense), net:
Interest income

Interest expense

Loss on early retirement of debt
Other income (expense), net

Total other income (expense), net

Income before provision for income taxes and minority interest

Provision for income taxes
Minority interest

Net income

Earnings per common share:
Basic

Diluted

Weighted average shares used in per share calculation:

Basic
Diluted

(Amounts in thousands, except per share data)

For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2004 2003 2004 2003
(Unaudited) (Unaudited)
$ 256,328 $ 196,939 $ 761,616 $ 569,968

99,123 77,159 316,393 222,122
157,205 119,780 445,223 347,846
45,614 38,457 134,329 113,325
27,596 22,722 80,825 65,383

19,214 15,354 53,116 38,543
25,004 20,736 81,539 56,243
1,410 728 1,410

925 1,318

117,428 99,604 350,537 276,222
39,777 20,176 94,686 71,624
6,417 5,939 17,837 17,973
(7,401) (7,547) (24,602) (20,249)

(6,775)

(315) (103) (315) 233
(1,299) (1,711) (13,855) (2,043)
38,478 18,465 80,831 69,581

(10,315) 4,767) (22,470) (21,431)
(609)
$ 28,163 $ 13,698 $ 58,361 $ 47,541
$ 0.54 $ 0.27 $ 1.13 $ 0.95
$ 0.52 $ 0.26 $ 1.09 $ 0.94
51,748 50,298 51,876 50,118
58,694 51,762 59,403 50,822
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The accompanying notes are an integral part of these consolidated financial statements.
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INVITROGEN CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

For the Nine Months
Ended September 30,
2004 2003
(Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 58361 $§ 47,541
Adjustments to reconcile net income to net cash provided by operating activities, net of effects of businesses
acquired:
Depreciation 27,254 19,900
Amortization of intangible assets 84,007 58,569
Amortization of deferred debt issue costs 2,601 2,536
Amortization of premiums on investments, net of accretion of discounts 6,086 8,256
Amortization of deferred compensation 3,206 632
Deferred income taxes (28,940) (20,992)
Other non-cash adjustments 10,335 7,025
Changes in operating assets and liabilities:
Trade accounts receivable (23,275) (15,009)
Inventories 11,206 (1,946)
Prepaid expenses and other current assets 4,771 (1,764)
Other assets (204) 1,748
Accounts payable (13,020) 3,348
Accrued expenses and other current liabilities 6,666 13,053
Income taxes 20,408 1,818
Net cash provided by operating activities 169,462 124,715
CASH FLOWS FROM INVESTING ACTIVITIES:
Maturities of available-for-sale securities 764,994
Purchases of available-for-sale securities (877,401)
Maturities of held-to-maturity securities 235,539
Purchases of held-to-maturity securities (263,278)
Cash paid for business combinations, net of cash acquired (491,380) (412,943)
Purchases of property and equipment (19,703) (19,893)
Proceeds from sale of property and equipment 1,329 2,716
Payments for intangible assets (1,599) 478)
Net cash used in investing activities (623,760) (458,337)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from long-term obligations 440,738 340,877
Principal payments on long-term obligations (180,326) (2,370)
Proceeds from sale of common stock 49,232 18,922
Repayment of minority interest capital (4,127)
Purchase of treasury stock (81,337) (5,354)
Net cash provided by financing activities 228,307 347,948
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Effect of exchange rate changes on cash 871 11,713
Net decrease in cash and cash equivalents (225,120) 26,039
Cash and cash equivalents, beginning of period 588,678 537,817
Cash and cash equivalents, end of period $ 363,558 $ 563,856

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



Edgar Filing: INVITROGEN CORP - Form 10-Q

INVITROGEN CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. Basis of Presentation

Financial Statement Preparation

The consolidated financial statements are unaudited and include the accounts of Invitrogen Corporation and its wholly-owned subsidiaries,
collectively referred to as Invitrogen. All significant intercompany accounts and transactions have been eliminated in consolidation. The interim
financial statements have been prepared, without audit, according to the rules and regulations of the Securities and Exchange Commission
(SEQ). Certain information and disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States have been condensed or omitted pursuant to the SEC s rules and regulations. In the opinion of
management, the accompanying unaudited financial statements contain all normal recurring adjustments necessary to state fairly the financial
position, results of operations and cash flows as of and for the periods indicated.

For purposes of this quarterly report on Form 10-Q, gross profit is defined as revenues less cost of revenues and gross margin is defined as gross
profit divided by revenues. Operating income is defined as gross profit less operating expenses and operating margin is defined as operating
income divided by revenues.

These financial statements should be read in conjunction with the audited financial statements and the notes thereto included in our Annual
Report on Form 10-K, filed with the Securities and Exchange Commission on March 3, 2004.

Inventories

Inventories include material, labor and overhead costs in addition to purchase accounting adjustments to write-up acquired inventory to
estimated selling prices less costs to complete, costs of disposal and a reasonable profit allowance. Inventories consist of the following:

September 30, December 31,

(in thousands)
2004 2003
(Unaudited)

Raw materials and components $ 21,129 $ 15,800
Work in process (materials, labor and overhead) 10,622 11,920
Adjustment to write up acquired work in process inventory to fair value 16,442
Total work in process 10,622 28,362
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Finished goods (materials, labor and overhead) 86,134 81,340
Adjustment to write up acquired finished goods inventory to fair value 1,205
Total finished goods 86,134 82,545

$ 117,885 $ 126,707

Long-Lived Assets

Invitrogen periodically re-evaluates the original assumptions and rationale utilized in the establishment of the carrying value and estimated lives

of its long-lived assets. The criteria used for these evaluations include management s estimate of the asset s continuing ability to generate
operating income and positive cash flow in future periods as well as the strategic significance of any intangible asset in Invitrogen s business
objectives. If assets are considered to be impaired, the impairment recognized is the amount by which the carrying value of the assets exceeds
the fair value of the assets, which is determined by applicable market prices, when available.

10
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Accumulated Depreciation and Amortization

Accumulated depreciation and amortization of property and equipment was $99.9 million and $77.8 million at September 30, 2004, and
December 31, 2003, respectively. Accumulated amortization of intangible assets was $318.4 million and $236.1 million at September 30, 2004,
and December 31, 2003, respectively.

Computation of Earnings Per Common Share

Basic earnings per share was computed by dividing net income by the weighted average number of common shares outstanding during the
period. Diluted earnings per share reflects the potential dilution that could occur from the following items:

Convertible subordinated notes where the effect of those securities is dilutive;

Dilutive stock options; and

Unvested restricted stock

For the three and nine months ended September 30, 2004, the 2 /4% Convertible Subordinated Notes due 2006 (the 2 /4% Notes) are dilutive
and are included in the diluted earnings per share calculation. Until such time that the contingent convertibility features of the 1 !/2% Convertible
Senior Notes due 2024 (the 1 '/2% Notes) and the 2% Convertible Senior Notes due 2023 (the 2% Notes) are met, the 1 /2 Notes and the 2%
Notes are not considered in Invitrogen s diluted earnings per common share calculation.

11
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The computations for basic and diluted earnings per share are as follows:

(in thousands, except per share amounts) (unaudited)

Three Months Ended September 30, 2004
Basic earnings per share:

Net income

Diluted earnings per share:

21/4% Convertible Subordinated Notes due 2006
Dilutive stock options

Unvested restricted stock

Net income plus assumed conversions

Potentially dilutive securities not included above since they are antidilutive:

Antidilutive stock options

Three Months Ended September 30, 2003
Basic earnings per share:

Net income

Diluted earnings per share:
Dilutive stock options
Unvested restricted stock

Net income plus assumed conversions

Potentially dilutive securities not included above since they are antidilutive:

Antidilutive stock options
21/4% Convertible Subordinated Notes due 2006
51/2% Convertible Subordinated Notes due 2007

Nine Months Ended September 30, 2004
Basic earnings per share:
Net income

Diluted earnings per share:

21/4% Convertible Subordinated Notes due 2006
Dilutive stock options

Unvested restricted stock

Net income plus assumed conversions

Potentially dilutive securities not included above since they are antidilutive:

Antidilutive stock options
51/2% Convertible Subordinated Notes due 2007

Income

(Numerator)

Shares

(Denominator)

Earnings

Per Share

$ 28,163

2,094

51,748

5,807
964
175

$ 30,257

58,694

$ 054

$ 052

$ 13,698

4,528

4,528

50,298

1,381
83

$ 13,698

51,762

$ 027

$ 026

$ 58361

6,273

2,599
5,807
2,025

10,431

51,876

5,807
1,549
171

$ 64,634

59,403

$ 1.09

2,158
556

12
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Nine Months Ended September 30. 2003
Basic earnings per share:

Net income

Diluted earnings per share:
Dilutive stock options
Unvested restricted stock

Net income plus assumed conversions

Potentially dilutive securities not included above since they are antidilutive:

Antidilutive stock options
2 /4% Convertible Subordinated Notes due 2006
51/2% Convertible Subordinated Notes due 2007

$

47,541

2,714

50,118

667
37

$

47,541

50,822

0.95

0.94

3,817
5,807
2,025

11,649

13
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Accounting for Stock-Based Compensation

Invitrogen accounts for its employee stock option plans and employee stock purchase plan under the recognition and measurement principles of

APB Opinion No. 25, Accounting for Stock Issued to Employees,

and has adopted the disclosure only provisions of Statement of Financial

Accounting Standards No. 123, Accounting for Stock-Based Compensation (SFAS No. 123). Accordingly, no compensation cost has been
recognized for the fixed stock option plans or stock purchase plan under the fair value recognition provisions of SFAS No. 123. The following
table illustrates the effect on net income and earnings per share if Invitrogen had applied the fair value recognition provisions of SFAS No. 123

to stock-based employee compensation.

(in thousands, except per share amounts) (unaudited)

Net income, as reported

Add: Stock-based compensation expense included in reported net income, net of related tax

effects

Deduct: total stock-based employee compensation expense determined under fair value

based method for all awards, net of related tax effects

Pro forma net income

Earnings per share:
Basic as reported

Basic pro forma

Diluted as reported

Diluted pro forma

Comprehensive Income

Total comprehensive income is determined as follows:

(in thousands) (unaudited)

Net income

Unrealized gain (loss) on investments, net of deferred taxes
Unrealized gain (loss) on cash flow hedging instruments, net of deferred taxes

For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2004 2003 2004 2003

$ 28,163 $13,698
935 409

(10,541) (7,486)

$ 58,361 $ 47,541
2,304 449

(29,740) (25,368)

$ 18,557 $ 6,621

$ 30925 § 22,622

$ 054 §$ 027

$ 113§ 095

$ 036 $ 0.13

$ 060 $ 045

$ 052 $ 026

$ 1.09 $ 094

$ 035 § 0.13

$ 058 $ 045

For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2004 2003 2004 2003

$ 28,163  $13,698
1,955 (270)
(1,145)

$ 58,361 $ 47,541
(1,435) 3
833

14
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Foreign currency translation adjustments, net of deferred taxes

Total comprehensive income

1,010

6,045

888

21,784

$ 29,983

$ 19,473

$ 58,647

$ 69,328

15
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Recent Accounting Pronouncements

In May 2004, the FASB issued FASB Staff Position No. 106-2 (FSP 106-2), Accounting and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement and Modernization Act of 2003. FSP 106-2 provides guidance on the accounting for the effects of the Act for
employers that sponsor postretirement health care plans that provide prescription drug benefits. This FSP also requires those employers to
provide certain disclosures regarding the effect of the federal subsidy provided by the Act (the Subsidy). The guidance in FSP 106-2 related to
the accounting for the Subsidy applies only to the sponsor of a single-employer defined benefit postretirement health care plan for which (a) the
employer has concluded that prescription drug benefits available under the plan to some or all the participants for some or all future years are
actuarially equivalent to Medicare Part D and thus qualify for the Subsidy under the Act and (b) the expected Subsidy will offset or reduce the
employer s share of the cost of the underlying postretirement prescription drug coverage on which the Subsidy is based. This FSP also provides
guidance for the disclosures about the effects of the Subsidy for an employer that sponsors a postretirement health care benefit plan that provides
prescription drug coverage, but for which the employer has not yet been able to determine actuarial equivalency. This FSP is effective for the
first interim period beginning after June 15, 2004. Invitrogen is currently investigating the impact of FSP 106-2 s initial recognition,
measurement and disclosure provisions on its Dexter Postretirement Health and Benefit Program. As a result of this, measurement of the
accumulated plan benefit obligation and net periodic postretirement benefit cost does not reflect the effects of the Act on Invitrogen s
postretirement benefit plan. Invitrogen does not expect FSP 106-2 to have a material impact on its consolidated financial statements.

At its September 29-30, 2004, meeting, the FASB reached a conclusion on Emerging Issues Task Force (EITF) Issue No. 04-8, The Effect of
Contingently Convertible Debt on Diluted Earnings Per Share , that contingently convertible debt instruments will be subject to the if-converted
method under FASB Statement No. 128 (SFAS No. 128), Earnings Per Share, regardless of the contingent features included in the instrument.
Under current practice, issuers of contingently convertible debt instruments exclude potential common shares underlying the debt instruments
from the calculation of diluted earnings per share until the market price or other contingency is met. The effective date for Issue 04-8 is for
reporting periods ending after December 15, 2004. Invitrogen will apply the EITF guidance by retroactively restating earnings per share for all
periods presented in its Form 10-K for the year ended December 31, 2004, which could result in a higher number of diluted shares resulting in a
lower diluted earnings per share calculation. Invitrogen is actively evaluating alternatives with its investment bankers to modify or restructure its
convertible debt instruments, which would minimize the impact of adoption of this standard. Accordingly, the impact of the adoption of EITF
04-8 cannot be reasonably determined at the time of this filing.

Reclassifications

Certain reclassifications have been made to conform prior period financial information to the current presentation. These reclassifications had no
effect on reported income or losses. The 2004 presentation of 2003 selling, administrative and research and development costs by segment
reflects reclassifications of general and administrative costs from the unallocated segment to the BioDiscovery and BioProduction segments to
conform to Invitrogen s corporate expense allocation methodology applied in 2004. Additionally, in the third quarter of 2004, Invitrogen
reclassified its $4.1 million call premium on the March 2004 redemption of its 5%2% Convertible Subordinated Notes due 2007 from operating
activities to financing activities on the Consolidated Statements of Cash Flows for the nine months ended September 30, 2004.

16
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2. Business Combinations

BioReliance Acquisition

On February 6, 2004, Invitrogen acquired all of the outstanding shares of common stock and stock options of BioReliance Corporation
(BioReliance). Based in Maryland, BioReliance is a contract service organization, providing testing services for biotech and research companies
that are involved in early preclinical product development through licensed production. The primary reason for the acquisition is to improve
Invitrogen s drug discovery offering, by helping to create a system for drug discovery, development and production. Invitrogen has included
BioReliance s operations as part of its BioProduction business segment.

The results of operations have been included in the accompanying consolidated financial statements from the date of acquisition. The total cost
of the acquisition is as follows:

(in thousands)(unaudited)

Cash paid for common stock $ 404,793
Cash paid for outstanding common stock options 28,505
Debt assumed as a result of acquisition 70,436
Direct costs 4,929
Total purchase price $ 508,663

As of September 30, 2004, the purchase price allocation associated with this transaction is preliminary and subject to the finalization of the
independent valuation report. The preliminary purchase price allocation is shown below:

(in thousands)(unaudited)

Fair value of net tangible assets acquired $ 117,681
Fair value of debt assumed (70,436)
Fair value of identifiable intangible assets acquired 44,300
Goodwill 417,118
$ 508,663

Purchased intangibles are being amortized over a weighted average life of 4 years. An established client list, a history of operating margins and
profitability, a strong scientific employee base and operations in an attractive market niche were among the factors that contributed to a purchase
price resulting in the recognition of goodwill.

As a result of the integration of the business and Invitrogen s implementation of a decision made by the board of directors of BioReliance prior to
the acquisition to close duplicate facilities in Worchester, Massachusetts, Invitrogen has terminated 69 employees and relocated 7 employees to
other sites. In the second quarter of 2004, Invitrogen reached a decision to exit BioReliance s contract manufacturing business in Rockville,
Maryland, and, accordingly, adjusted the related assets to their net realizable value. Invitrogen expects to record additional environmental
clean-up costs and further purchase accounting adjustments to the carrying value of assets related to BioReliance s contract manufacturing

17
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business, as applicable, during the remainder of 2004. At September 30, 2004, Invitrogen had $1.1 million remaining in accrued expenses and
other current liabilities in the Consolidated Balance Sheets related to this integration. Activity for accrued acquisition and business integration

costs for the nine months ended September 30, 2004, is as follows:

(in thousands)(unaudited)

Stock options

Severance charges
Change-in-control agreements
Other costs to close facilities
Direct costs of the merger

Opening Amounts
Balance Sheet Paid in Balance at
Accruals Cash September 30, 2004
$ 28,505 $ (28,403) $ 102
1,331 (505) 826
634 (634)
268 (129) 139
4,929 (4,929)
$ 35,667 $ (34,600) $ 1,067

10

18
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Other Acquisitions

During 2004, Invitrogen completed other acquisitions that were not material to the overall consolidated financial statements and the results of
operations have been included in the accompanying consolidated financial statements from the respective dates of the acquisitions. The
aggregate cash purchase price of these 2004 acquisitions was $24.0 million. The excess of purchase price over the acquired net tangible assets
was $23.6 million at September 30, 2004, of which $2.2 million has been allocated to purchased intangibles which are amortized over a life of
6.7 years, $20.7 million has been allocated to goodwill in the Consolidated Balance Sheets and $0.7 million has been expensed as in-process
research and development costs for the nine months ended September 30, 2004.

Pro Forma Information

The following unaudited pro forma information assumes that the February 2004 acquisition of BioReliance, the August 2003 acquisition of
Molecular Probes, and the March 2003 acquisition of PanVera assets and underlying business, occurred at the beginning of the periods
presented. The unaudited pro forma information excludes Invitrogen s other acquisitions in 2003 and 2004 as the effects of those acquisitions
were not material to the overall consolidated financial statements. These unaudited pro forma results have been prepared for comparative
purposes only and do not purport to be indicative of the results of operations that would have actually resulted had the acquisitions been in effect
as of the periods indicated above, or of future results of operations. The unaudited pro forma results for the three and nine months ended
September 30, 2004 and 2003, respectively, are as follows:

For the Three Months For the Nine Months
Ended September 30, Ended September 30,

(in thousands, except per share data)

(unaudited)

2004 2003 2004 2003
Revenues $256,328 $236,191 $769,058 $701,287
Net income" 28,163 4,272 55,005 24,461
Earnings per share:
Basic $ 054 3 008 $ 1.06 $ 0.49
Diluted $ 052 $ 0.08 $ 1.03 $ 0.48

@ TIncludes, on a pre-tax basis, nonrecurring charges of $6.2 million for the three months ended September 30, 2003, $17.6 million and $25.9
million for the nine months ended September 30, 2004 and 2003, respectively, of increased cost of revenues for the estimated sale of
inventory written up to fair market value under purchase accounting rules, $0.7 million for the write-off purchased in-process research and
development costs for the nine months ended September 30, 2004, and $1.4 million for the write-off of purchased in-process research and
development costs for the three and nine months ended September 30, 2003.

3. Segment Information

Invitrogen s business focus is on two principal product segments, BioDiscovery products and services and BioProduction products and services.
Invitrogen has two reportable segments: BioDiscovery and BioProduction (formerly named Molecular Biology and Cell Culture, respectively).

19
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The BioDiscovery product segment is composed of the functional genomics and cell biology and drug discovery tools product lines. The
BioDiscovery product segment supplies research tools in reagent and kit form that simplify and improve gene cloning, gene expression, and
gene analysis techniques. Invitrogen supplies a full range of biodiscovery products including enzymes, nucleic acids, other biochemicals and
reagents. Invitrogen also offers software that enables more efficient and accelerated analysis and interpretation of genomic, proteomic and other
biomolecular data for application in pharmaceutical, therapeutic and diagnostic development.

11
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The BioProduction product segment is composed of the cell culture products and services and biologics testing product lines. The BioProduction
product segment supplies sera, cell and tissue culture media and reagents used in both life sciences research and in processes to grow cells in the
laboratory and to produce pharmaceuticals and other materials made by cultured cells. In addition, Invitrogen offers BioProduction services that
evaluate products to ensure that they are free of disease-causing agents or do not cause adverse effects, characterize products chemical
structures, develop formulations for long-term stability and validate purification processes under regulatory guidelines. Invitrogen also
manufactures biologics on behalf of clients both for use in clinical trials and for the worldwide commercial market.

Invitrogen has no intersegment revenues that are material to the overall consolidated financial statements. Invitrogen does not currently
segregate assets by segment because a significant portion of Invitrogen s total assets are shared or non-segment assets. Invitrogen has determined
that it is not useful to assign its shared assets to its BioDiscovery and BioProduction segments.

12
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Segment information is as follows:

(dollars in thousands)(unaudited)

Three Months Ended September 30. 2004
Revenues from external customers

Gross profit

Gross margin as a percentage of revenues

Selling and administrative

Research and development

Business integration costs and merger-related amortization®

Operating income (loss)

Operating margin as a percentage of revenues

Three Months Ended September 30, 2003
Revenues from external customers

Gross profit

Gross margin as a percentage of revenues

Selling and administrative

Research and development

Business integration costs and merger-related amortization®

Operating income (loss)

Operating margin as a percentage of revenues

Nine Months Ended September 30. 2004
Revenues from external customers

Gross profit

Gross margin as a percentage of revenues

Selling and administrative

Research and development

Business integration costs and merger-related amortization®

Operating income (loss)

Operating margin as a percentage of revenues

Nine Months Ended September 30, 2003
Revenues from external customers

Gross profit

Gross margin as a percentage of revenues
Selling and administrative

BioDiscovery BioProduction Unallocated(l) Total

$ 146,742 $ 109,586 $ $256,328

102,886 54,397 (78) 157,205
70% 50% 61%

49,299 23,833 78 73,210

16,577 2,438 199 19,214

25,004 25,004

$ 37,010 $ 28,126 $  (25359) $ 39,777
25% 26% 16%

$ 125,356 $ 71,583 $ $ 196,939

86,058 38,893 (5,171) 119,780
69% 54% 61%

45918 15,041 220 61,179

13,393 1,852 109 15,354

23,071 23,071

$ 26,747 $ 22,000 $ (28,571 $ 20,176
21% 31% 10%

$ 442415 $ 319,201 $ $761,616

310,803 152,253 (17,833) 445,223
70% 48% 58%

146,268 68,662 224 215,154

45,539 6,934 643 53,116

82,267 82,267

$ 118,996 $ 76,657 $ (100,967) $ 94,686
27% 24% 12%

$ 361,507 $ 208,461 $ $ 569,968

244,468 110,205 (6,827) 347,846
68% 53% 61%

133,296 45,192 220 178,708
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Research and development 32,855 5,579 109 38,543
Business integration costs and merger-related amortization® 58,971 58,971
Operating income (loss) $ 78317 $ 59,434 $  (66,127) $ 71,624

Operating margin as a percentage of revenues 22% 29% 13%

@

)

Unallocated items for the three months ended September 30, 2004 and 2003, include costs for purchase accounting inventory revaluations
of $0 and $5.1 million, amortization of purchased intangibles of $25.0 million and $20.7 million, amortization of deferred compensation of
$0.4 million and $0.4 million, purchased in-process research and development costs of $0 and $1.4 million, and business integration costs
of $0 and $0.9 million, respectively. Unallocated items for the nine months ended September 30, 2004 and 2003, include costs for
purchase accounting inventory revaluations of $17.6 million and $6.8 million, amortization of purchased intangibles of $81.5 million and
$56.2 million, amortization of deferred compensation of $1.1 million and $0.4 million, purchased in-process research and development
costs of $0.7 million and $1.4 million, and business integration costs of $0 and $1.3 million. These items are not allocated by management
for purposes of analyzing the operations since they are principally non-cash or other costs resulting primarily from business restructuring
or purchase accounting that are separate from ongoing operations.

Excludes deferred compensation of $0.4 million and $0.4 million for the three months ended September 30, 2004 and 2003, respectively,
and $1.1 million and $0.4 million for the nine months ended September 30, 2004 and 2003, respectively, which is allocated to operating
expenses.
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® 2004 presentation of 2003 selling, administrative and R&D costs by segment reflects reclassifications of general and administrative costs
from the unallocated segment to the BioDiscovery and BioProduction segments to conform to Invitrogen s corporate expense allocation
methodology applied in 2004.

4. Commitments and Contingencies

Letters of Credit

Invitrogen had outstanding letters of credit at September 30, 2004, totaling $3.8 million to support liabilities associated with Invitrogen s
self-insured worker s compensation programs, which liabilities are reflected in other current liabilities and long-term deferred credits and
reserves in the Consolidated Balance Sheet at September 30, 2004.

Invitrogen also had outstanding letters of credit at September 30, 2004, totaling $4.7 million to support its building lease requirements.

Purchase of Campus

During the three months ended September 30, 2004, Invitrogen entered into a purchase and sale agreement for the former Molecular Probes
campus in Eugene, Oregon that was previously recorded as a capital lease liability. The total purchase price of the campus is $15.5 million. As
part of the agreement, Invitrogen will continue to pay monthly lease amounts until the completion of the campus acquisition. Invitrogen has also
accrued an additional $1.5 million for those payments expected to be made as part of the deal over the next year, as these are considered to be
part of the campus purchase price. Invitrogen has classified the purchase price and contingent payments for the campus as current portion of
long-term obligations in the Consolidated Balance Sheet at September 30, 2004.

Guarantees

As part of capital leases assumed in conjunction with the acquisition of BioReliance in February 2004, Invitrogen has guaranteed indebtedness
of $3.7 million at September 30, 2004, related to the construction of BioReliance s U.S. manufacturing facility in Rockville, Maryland.

Contingent Acquisition Obligations

Pursuant to the purchase agreements for certain acquisitions, Invitrogen could be required to make additional contingent cash payments based on
certain operating results of the acquired companies. Payments aggregating a maximum of $88.5 million and certain other payments based upon
percentages of future gross sales of the acquired companies could be required through 2008. Invitrogen will account for any such contingent
payments as an addition to the respective purchase price.

Environmental Liabilities
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Invitrogen assumed certain environmental exposures as a result of its merger with Dexter Corporation in 2000 and recorded reserves to cover
estimated environmental clean-up costs. The environmental reserves, which are not discounted, were $8.0 million at September 30, 2004, and
included current reserves of $0.8 million, which are estimated to be paid during the next year, and long-term reserves of $7.2 million. In
addition, Invitrogen has an insurance policy for these assumed environmental exposures. Based upon currently available information, Invitrogen
believes that it has adequately provided for these environmental exposures and that the outcome of these matters will not have a material adverse
effect upon the consolidated financial position, results of operations or cash flows of Invitrogen in the future.

Intellectual Properties

Invitrogen is involved in various claims and legal proceedings of a nature considered normal to its business including protection of its owned
and licensed intellectual property. Invitrogen records accruals for such contingencies when it is probable that a liability has been incurred and the
amount can be reasonably estimated. These accruals are adjusted periodically as assessments change or additional information becomes
available. Specific royalty liabilities related to acquired businesses were recorded on the Invitrogen financial statements at September 30, 2004.

Litigation

Invitrogen is subject to potential liabilities under government regulations and various claims and legal actions that are pending or may be
asserted. These matters have arisen in the ordinary course and conduct of Invitrogen s business, as well as through acquisitions, and some are
expected to be covered, at least partly, by insurance. Estimated amounts for claims that are probable and can be reasonably estimated are
reflected as liabilities of
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Invitrogen. The ultimate resolution of these matters is subject to many uncertainties. It is reasonably possible that some of the matters that are
pending or may be asserted could be decided unfavorably to Invitrogen. Although the amount of liability at September 30, 2004, with respect to
these matters cannot be ascertained, Invitrogen believes that any resulting liability should not materially affect Invitrogen s consolidated financial
statements.

5. Convertible Debt

Convertible debt consists of the following:

(dollars in thousands) September 30, December 31,

2004 2003
1!/2% Convertible Senior Notes (principal due 2024) $ 450,000 $
2% Convertible Senior Notes (principal due 2023) 350,000 350,000
2 1/4% Convertible Subordinated Notes (principal due 2006) 500,000 500,000
51/2% Convertible Subordinated Notes (principal due 2007) 172,500

$ 1,300,000 $ 1,022,500

Issuance of Convertible Debt

On February 19, 2004, Invitrogen issued $450 million principal amount of 1!/2% convertible senior notes (the 1'/2% Notes) due 2024 to certain
qualified institutional buyers. Interest on the 1'/2% Notes is payable semi-annually on February 15" and August 15™. In addition to the coupon
interest of 1/2%, additional interest of 0.35% of the market value of the notes may be required to be paid beginning February 15, 2012, if the
market value of the notes during specified testing periods is 120% or more of the principal value. The 1 '/2% Notes were issued at 100% of
principal value, and are convertible into 4.4 million shares of common stock at the option of the holder upon the occurrence of certain events at a
price of $102.03 per share. The 1!/2% Notes may be redeemed, in whole or in part, at Invitrogen s option on or after February 15, 2012, at 100%
of the principal amount. In addition, the holders of the 1'/2% Notes may require Invitrogen to repurchase all or a portion of the 1'/2% Notes for
100% of the principal amount, plus accrued interest, on February 15, 2012, 2017 and 2022.

The 1'/2% Notes also contain a restricted convertibility feature that does not affect the conversion price of the notes, but, instead, places
restrictions on a holder s ability to convert their notes into shares of Invitrogen s common stock (conversion shares). Holders may convert their
Notes into shares of Invitrogen s common stock prior to stated maturity under the following circumstances:

during any fiscal quarter (beginning with the quarter ending June 30, 2004) if the sale price of Invitrogen s common stock for at least
20 consecutive trading days in the 30 consecutive trading-day period ending on the last trading day of the immediately preceding
fiscal quarter exceeds 120% of the conversion price on that 30™ trading day;

during any five consecutive trading day period immediately following any five consecutive trading day period (the Note Measurement
Period ) in which the average market price for the notes during that Note Measurement Period was less than 97% of the average
conversion value for the notes during such period; provided, however, that if, at the time of conversion pursuant to this provision, the
closing sale price of Invitrogen s common stock is greater than 100% of the conversion price but equal to or less than 120% of the
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conversion price, then the holders will receive, in lieu of common stock based on the applicable conversion rate, common stock, at
Invitrogen s option, with a value equal to the principal amount of the notes on the conversion date, which is referred to as the value
conversion;

upon the occurrence of specified corporate transactions; or

if Invitrogen calls the notes for redemption.

After expenses, Invitrogen received net proceeds of $440.7 million. The costs incurred to issue the 1 /2% Notes, which totaled $9.3 million,
have been deferred and included in other assets in the Consolidated Balance Sheets and are amortized over the terms of the 1 /2% Notes using
the effective interest method. At September 30, 2004, the unamortized balance of the issuance costs was $9.0 million.
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Redemption of Convertible Debt

Invitrogen used a portion of the proceeds from the issuance of the 11/2% Notes in February 2004 to redeem its 5 /2% Convertible Subordinated
Notes due 2007 in March 2004, at the stated premium of 102.357 plus accrued interest through the date of redemption. Invitrogen recorded a
loss of $4.1 million for the payment of the call premium and a loss of $2.7 million for the write-off of unamortized deferred financing costs
during the first quarter of 2004.

6. Pension Plans and Postretirement Health and Benefit Plan

Invitrogen has several defined benefit pension plans covering U.S. employees from businesses acquired in the Life Technologies, Inc. merger
and employees in certain foreign countries. Invitrogen also has a postretirement health and welfare plan which provides benefits to certain
participants who were employees of Dexter Corporation prior to the sale of their businesses and prior to Invitrogen s merger with Dexter
Corporation, all but one of whom are not employees of Invitrogen.

The components of net periodic pension cost for Invitrogen s pension plans and postretirement health and benefit plan for the three and nine
months ended September 30, 2004, and 2003, are as follows:

Domestic Plans

For the Nine Months
For the Three Months

Ended September 30, Ended September 30,

(in thousands)(unaudited)

2004 2003 2004 2003
Interest $ 983 $ 804 $ 2,605 $ 2411
Expected return on plan assets (1,352) (893) (3,602) (2,678)
Amortization of prior service cost 72 72
Amortization of actuarial loss 556 730 1,528 2,191
Net periodic pension cost $ 259 $ 641 $ 603 $ 1,924

Foreign Plans

For the Three Months For the Nine Months
Ended September 30, Ended September 30,

(in thousands)(unaudited)

2004 2003 2004 2003
Service cost $ 559 $ 470 $ 1,727 $ 1,367
Interest cost 411 329 1,277 954
Expected return on plan assets 427) (349) (1,329) (1,011)
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Amortization of actuarial loss 18 2 56 6

Net periodic pension cost $ 561 $ 452 $ 1,731 $ 1,316

7. Adoption of Invitrogen Corporation 2004 Equity Incentive Plan

At the annual meeting of stockholders on April 29, 2004, the stockholders approved the Invitrogen Corporation 2004 Equity Incentive Plan (the
2004 Plan). The 2004 Plan replaces Invitrogen s 1997 Stock Option Plan, 2000 Nonstatutory Stock Option Plan, 2001 Stock Incentive Plan and
2002 Stock Incentive Plan (collectively, the Prior Plans ). Upon approval of the 2004 Plan, all Prior Plans were frozen and a total of 5,700,000
shares of Invitrogen common stock has been reserved for granting of new awards under the 2004 Plan. However, the 2004 Plan shares reserve
also includes all of the options and other awards that Invitrogen has granted which are still outstanding as of April 29, 2004, under the Prior
Plans. The maximum number of shares that may be granted under the 2004 Plan share reserve is 13,516,000.

The 2004 Plan permits the granting of stock options, stock appreciation rights, restricted stock awards, restricted stock units, performance
awards and deferred stock awards. Any shares of Invitrogen common stock granted under the 2004 Plan in the form of stock options or stock
appreciation rights are counted against the 2004 Plan share reserve as one share of Invitrogen common stock for every one share subject to the
stock option or stock appreciation right. However, any shares of Invitrogen common stock, which are granted under the 2004 Plan in an award
form other than stock options or stock appreciation rights, are counted against the 2004 Plan share reserve as 1.6 shares of Invitrogen common
stock for every one share subject to such award.
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8. Repurchase of Invitrogen common stock

In 2002, Invitrogen s Board of Directors authorized the repurchase of up to $300 million of common stock over three years, ending in July 2005,
of which $100 million was repurchased in 2002. During the three months ended September 30, 2004, Invitrogen repurchased 1.6 million shares
of common stock at a total cost of approximately $81.3 million, which is reported as a reduction in stockholders equity as treasury stock. The
timing and price of any repurchases will depend on market conditions and other factors. Funds for any repurchase are expected to come
primarily from cash generated from operations, or funds on hand.

9. Subsequent Event

On October 28, 2004, Invitrogen completed an acquisition that was not material to the overall consolidated financial statements. Invitrogen
acquired all of the outstanding securities of DNA Research Innovations, Ltd., for approximately $35 million. The results of operations will be
included in Invitrogen s future financial statements from the date of acquisition. Pursuant to the purchase agreement for this acquisition,
Invitrogen could be required to make additional contingent cash payments aggregating a maximum of $30 million through 2006 upon the
completion of certain research and development milestones identified in the stock purchase agreement. Invitrogen will account for any such
contingent payments as an addition to the purchase price.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

CAUTIONS REGARDING FORWARD-LOOKING STATEMENTS

Any statements in this Quarterly Report on Form 10-Q concerning Invitrogen s business outlook or future economic performance, anticipated
profitability, revenues, expenses or other financial items, together with other statements that are not historical facts, are forward-looking
statements as that term is defined under the Federal Securities Laws. You can identify these statements by forward-looking words such as may,
will,  expect,  anticipate,  believe,  should, intend, plan, positioned,  strategy, outlook, estimate, project, and continue
read statements that contain these types of words carefully. Such forward-looking statements are subject to a number of risks, uncertainties and
other factors that could cause actual results to differ materially from what is expressed or implied in such forward-looking statements. There
may be events in the future that we are not able to predict accurately or over which we have no control. Potential risks and uncertainties
include, but are not limited to, those discussed below under Risk Factors That May Affect Future Results and elsewhere in this Quarterly Report
as well as other risks and uncertainties detailed in our Annual Report on Form 10-K, filed with the Securities and Exchange Commission on
March 3, 2004. We do not undertake any obligation to release publicly any revisions to such forward-looking statements to reflect events or
uncertainties after the date hereof or to reflect the occurrence of unanticipated events.

OVERVIEW

We are a leading supplier of kits, reagents, sera and cell media, biologic services and informatics software for life sciences research, drug
discovery, and the production of biopharmaceuticals with sales of $778 million in 2003. We offer a full range of products that enable researchers
to understand the molecular basis of life and potential mechanisms of disease, as well as identify attractive targets for drug development. Our
products are also used to support the clinical development and commercial production of biopharmaceuticals.

We focus our business on two principal product segments:

Bi