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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For Quarterly Period Ended January 31, 2007

¨ Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from              to             

Commission File Number 1-8597

The Cooper Companies, Inc.
(Exact name of registrant as specified in its charter)

Delaware 94-2657368
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

6140 Stoneridge Mall Road, Suite 590, Pleasanton, CA 94588
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code (925) 460-3600

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
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to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act (check one).

Large accelerated filer  x    Accelerated filer  ¨    Non-accelerated filer  ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.): Yes¨ No x

Indicate the number of shares outstanding of each of issuer�s classes of common stock, as of the latest practicable date.

Common Stock, $.10 par value 44,587,298 Shares
Class Outstanding at February 28, 2007
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Consolidated Statements of Income

(In thousands, except for earnings per share)

(Unaudited)

Three Months Ended

January 31,
2007 2006

Net sales $ 219,420 $ 205,739
Cost of sales 89,508 76,578

Gross profit 129,912 129,161
Selling, general and administrative expense 97,523 84,446
Research and development expense 11,111 5,932
Restructuring costs 1,865 1,340
Amortization of intangibles 3,651 3,729

Operating income 15,762 33,714
Interest expense 9,792 12,513
Other income (expense), net 819 (1,078)

Income before income taxes 6,789 20,123
Provision for income taxes 1,441 2,169

Net income 5,348 17,954
Add interest charge applicable to convertible debt, net of tax 523 522

Income for calculating diluted earnings per share $ 5,871 $ 18,476

Earnings per share:
Basic $ 0.12 $ 0.40

Diluted $ 0.12 $ 0.39

Number of shares used to compute earnings per share:
Basic 44,568 44,497

Diluted 47,574 47,614

See accompanying notes.
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(In thousands)

(Unaudited)

January 31,
2007

October 31,
2006

ASSETS
Current assets:
Cash and cash equivalents $ 23,544 $ 8,224
Trade accounts receivable, net of allowance for doubtful accounts of $5,476 at January 31, 2007 and $5,523 at
October 31, 2006 156,815 146,584
Inventories, net 248,021 236,512
Deferred tax assets 18,449 19,659
Prepaid expense and other current assets 47,370 45,972

Total current assets 494,199 456,951

Property, plant and equipment, at cost 687,815 637,428
Less: accumulated depreciation and amortization 151,632 141,071

536,183 496,357

Goodwill 1,238,044 1,217,084
Other intangibles, net 149,160 147,160
Deferred tax assets 26,490 21,479
Other assets 24,920 13,570

$ 2,468,996 $ 2,352,601

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Short-term debt $ 36,126 $ 23,516
Current portion of long-term debt 16 37,850
Accounts payable 50,400 66,080
Employee compensation and benefits 24,379 29,755
Accrued acquisition costs 36,766 36,901
Accrued income taxes 30,037 28,534
Other current liabilities 52,677 53,994

Total current liabilities 230,401 276,630

Long-term debt 817,519 681,286
Deferred tax liability 12,442 9,494
Accrued pension liability and other 5,991 6,682

Total liabilities 1,066,353 974,092

Commitments and Contingencies (see Note 13)
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Stockholders� equity:
Preferred stock, 10 cents par value, shares authorized: 1,000; zero shares issued or outstanding �  �  
Common stock, 10 cents par value, shares authorized: 70,000; issued 45,001 at January 31, 2007 and 44,966 at
October 31, 2006 4,500 4,497
Additional paid-in capital 1,002,097 993,713
Accumulated other comprehensive income 50,431 38,711
Retained earnings 352,011 348,000
Treasury stock at cost: 417 shares at January 31, 2007 and 418 shares at October 31, 2006 (6,396) (6,412)

Stockholders� equity 1,402,643 1,378,509

$ 2,468,996 $ 2,352,601

See accompanying notes.
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Consolidated Condensed Statements of Cash Flows

(In thousands)

(Unaudited)

Three Months Ended
January 31,

2007 2006
Cash flows from operating activities:
Net income $ 5,348 $ 17,954
Depreciation and amortization 16,066 14,176
Decrease in operating capital (35,099) (11,704)
Other non-cash items 14,446 8,870

Net cash provided by operating activities 761 29,296

Cash flows from investing activities:
Purchases of property, plant and equipment (50,043) (42,202)
Acquisitions of businesses, net of cash acquired (33,940) (54,730)

Net cash used in investing activities (83,983) (96,932)

Cash flows from financing activities:
Net proceeds of short-term debt 10,430 4,183
Repayments of long-term debt (756,437) (557,110)
Proceeds from long-term debt 854,800 613,750
Debt acquisition costs (10,387) (625)
Dividends on common stock (1,337) (1,335)
Proceeds from exercise of stock options 1,491 2,544

Net cash provided by financing activities 98,560 61,407

Effect of exchange rate changes on cash and cash equivalents (18) �  
Net increase (decrease) in cash and cash equivalents 15,320 (6,229)
Cash and cash equivalents - beginning of period 8,224 30,826

Cash and cash equivalents - end of period $ 23,544 $ 24,597

See accompanying notes.
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Consolidated Statements of Comprehensive Income

(In thousands)

(Unaudited)

Three Months
Ended

January 31,
2007 2006

Net income $ 5,348 $ 17,954
Other comprehensive income:
Foreign currency translation adjustment 9,200 2,881
Change in value of derivative instruments, net of tax 2,520 (12)
Minimum pension liability adjustment, net of tax �  197

Other comprehensive income 11,720 3,066

Comprehensive income $ 17,068 $ 21,020

See accompanying notes.
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements

(Unaudited)

Note 1. General

The Cooper Companies, Inc. (Cooper or the Company) markets, develops and manufactures healthcare products through its two business units:

� CooperVision (CVI) markets, develops and manufactures a broad range of contact lenses for the worldwide vision care market. Its leading
products are disposable and planned replacement lenses.

� CooperSurgical (CSI) markets, develops and manufactures medical devices, diagnostic products and surgical instruments and
accessories used primarily by gynecologists and obstetricians.

During interim periods, we follow the accounting policies described in our Annual Report on Form 10-K for the fiscal year ended October 31,
2006. Please refer to this when reviewing this Quarterly Report on Form 10-Q. Certain prior period amounts have been reclassified to conform
to the current period�s presentation. Readers should not assume that the results reported here either indicate or guarantee future performance.

The unaudited consolidated condensed financial statements presented in this report contain all adjustments necessary to present fairly Cooper�s
consolidated financial position at January 31, 2007 and October 31, 2006, the consolidated results of its operations for the three months ended
January 31, 2007 and 2006 and its cash flows for the three months ended January 31, 2007 and 2006. Most of these adjustments are normal and
recurring. However, certain adjustments associated with recent acquisitions and the related financial arrangements are of a nonrecurring nature.

We use derivatives to reduce market risks associated with changes in foreign exchange and interest rates including certain intercompany
equipment sales and leaseback transactions. We do not use derivatives for trading or speculative purposes. We believe that the counterparties
with which we enter into forward exchange contracts and interest rate swap agreements are financially sound and that the credit risk of these
contracts is negligible.

Estimates and Critical Accounting Policies

Management estimates and judgments are an integral part of financial statements prepared in accordance with U.S. generally accepted
accounting principles (GAAP). We believe that the critical accounting policies described in this section address the more significant estimates
required of management when preparing our consolidated financial statements in accordance with GAAP. We consider an accounting estimate
critical if changes in the estimate may have a material impact on our financial condition or results of operations. We believe that the accounting
estimates employed are appropriate and resulting balances are reasonable; however, actual results could differ from the original estimates,
requiring adjustment to these balances in future periods.

7
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements, Continued

(Unaudited)

� Revenue recognition � We recognize revenue when it is realized or realizable and earned, based on terms of sale with the customer, where
persuasive evidence of an agreement exists, delivery has occurred, the seller�s price is fixed and determinable and collectibility is
reasonably assured. For contact lenses as well as CSI medical devices, diagnostic products and surgical instruments and accessories, this
primarily occurs upon product shipment, when risk of ownership transfers to our customers. We believe our revenue recognition policies
are appropriate in all circumstances and that our policies are reflective of our customer arrangements. We record, based on historical
statistics, estimated reductions to revenue for customer incentive programs offered including cash discounts, promotional and advertising
allowances, volume discounts, contractual pricing allowances, rebates and specifically established customer product return programs.
While estimates are involved, historically, most of these programs have not been major factors in our business since a high percentage of
our revenue is from direct sales to doctors.

� Allowance for doubtful accounts � Our reported balance of accounts receivable, net of the allowance for doubtful accounts, represents our
estimate of the amount that ultimately will be realized in cash. We review the adequacy of our allowance for doubtful accounts on an
ongoing basis, using historical payment trends and the age of the receivables and knowledge of our individual customers. When our
analyses indicate, we increase or decrease our allowance accordingly. However, if the financial condition of our customers were to
deteriorate, additional allowances may be required. While estimates are involved, bad debts historically have not been a significant factor
given the diversity of our customer base, well established historical payment patterns and the fact that patients require satisfaction of
healthcare needs in both strong and weak economies.

� Net realizable value of inventory � In assessing the value of inventories, we must make estimates and judgments regarding aging of
inventories and other relevant issues potentially affecting the saleable condition of products and estimated prices at which those products
will sell. On an ongoing basis, we review the carrying value of our inventory, measuring number of months on hand and other indications
of salability, and reduce the value of inventory if there are indications that the carrying value is greater than market. At the point of the loss
recognition, a new, lower-cost basis for that inventory is established, and subsequent changes in facts and circumstances do not result in
the restoration or increase in that newly established cost basis. While estimates are involved, historically, obsolescence has not been a
significant factor due to long product dating and lengthy product life cycles. We target to keep, on average, about seven months of
inventory on hand to maintain high customer service levels given the complexity of our specialty lens product portfolio.

8
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements, Continued

(Unaudited)

� Valuation of goodwill � We account for goodwill and evaluate our goodwill balances and test them for impairment in accordance with the
provisions of Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets, (SFAS 142). We no longer
amortize goodwill. The SFAS 142 goodwill impairment test is a two-step process. Initially, we compare the book value of net assets to the
fair value of each reporting unit that has goodwill assigned to it. If the fair value is determined to be less than the book value, a second step
is performed to compute the amount of the impairment. When available and as appropriate, we use comparative market multiples to
corroborate fair value results. A reporting unit is the level of reporting at which goodwill is tested for impairment.

Our reporting units are the same as our business segments � CVI and CSI � reflecting the way that we manage our business. We test goodwill for
impairment annually during the third fiscal quarter and when an event occurs or circumstances change such that it is reasonably possible that
impairment may exist. We performed an impairment test in our third fiscal quarter 2006, and our analysis indicated that we had no impairment
of goodwill. The valuation of each of our reporting units was determined using a combination of discounted cash flows, an income valuation
approach and the guideline company method, a market valuation approach.

� Business combinations � We routinely consummate business combinations. We allocate the purchase price of acquisitions based on our
estimates and judgments of the fair value of net assets purchased, acquisition costs incurred and intangibles other than goodwill. On
individually significant acquisitions, we utilize independent valuation experts to provide a basis in order to refine the purchase price
allocation, if appropriate. Results of operations for acquired companies are included in our consolidated results of operations from the date
of acquisition.

� Income taxes � The Company accounts for income taxes under the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases and for tax losses and tax credit carryforwards. Deferred tax assets and liabilities are measured
using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered
or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the
enactment date. In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some
portion or all of the deferred tax assets will not be realized.

As part of the process of preparing our consolidated financial statements, we must estimate our income tax expense for each of the jurisdictions
in which we operate. This process requires significant management judgments and involves estimating our current tax exposures in each
jurisdiction including the impact, if any, of additional taxes resulting from tax examinations as well as judging the recoverability of deferred tax
assets. To the extent recovery of deferred tax assets is not likely based on our estimation of future taxable

9
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements, Continued

(Unaudited)

income in each jurisdiction, a valuation allowance is established. Tax exposures can involve complex issues and may require an extended period
to resolve. Frequent changes in tax laws in each jurisdiction complicate future estimates. To determine the quarterly tax rate, we are required to
estimate full-year income and the related income tax expense in each jurisdiction. We update the estimated effective tax rate for the effect of
significant unusual items as they are identified. Changes in the geographic mix or estimated level of annual pre-tax income can affect the overall
effective tax rate, and such changes could be material.

� Share-based compensation � Effective November 1, 2005, we adopted Statement of Financial Accounting Standards No. 123 (revised
2004), Share-Based Payment (SFAS 123R) as interpreted by SEC Staff Accounting Bulletin No. 107, using the modified prospective
transition method. Prior periods have not been restated. See Note 10. Stock Plans in our Annual Report on Form 10-K for the fiscal year
ended October 31, 2006, for a further description of the impact of the adoption of SFAS 123R and the Company�s share-based
compensation plans.

Under the fair value recognition provisions of SFAS 123R, share-based compensation cost is measured at the grant date based on the fair value
of the award and is recognized as expense over the vesting period. Determining the fair value of share-based awards at the grant date requires
judgment, including estimating Cooper�s stock price volatility, employee stock option exercise behaviors and employee option forfeiture rates.

The expected life of the share-based awards is based on the observed and expected time to post-vesting forfeiture and/or exercise. Groups of
employees that have similar historical exercise behavior are considered separately for valuation purposes. The expected volatility is based on
implied volatility from publicly-traded options, historical volatility on the Company�s stock at the date of grant, historical implied volatility of the
Company�s publicly-traded options and other factors. The risk-free interest rate is based on the continuous rates provided by the U.S. Treasury
with a term equal to the expected life of the award. The dividend yield is based on the projected annual dividend payment per share, divided by
the stock price at the date of grant.

As share-based compensation expense recognized in the Consolidated Statement of Income is based on awards ultimately expected to vest, the
amount of expense has been reduced for estimated forfeitures. SFAS 123R requires forfeitures to be estimated at the time of grant and revised, if
necessary, in subsequent periods if actual forfeitures differ from those estimates. Forfeitures were estimated based on historical experience.

If factors change and the Company employs different assumptions in the application of SFAS 123R, the compensation expense that it records in
future periods may differ significantly from what it has recorded in the current period.

10
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements, Continued

(Unaudited)

New Accounting Pronouncements

In September 2006, the SEC staff issued Staff Accounting Bulletin (SAB) No. 108, Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial Statements (SAB 108). In SAB 108, the SEC staff established an approach that requires
quantification of financial statement misstatements based on the effects of the misstatements on each of the Company�s financial statements and
the related financial statement disclosures. SAB 108 permits public companies to initially apply its provisions either by (i) restating prior
financial statements or (ii) recording the cumulative effect as adjustments to the carrying values of assets and liabilities with an offsetting
adjustment recorded to the opening balance of retained earnings. The Company is required to adopt SAB 108 by the end of fiscal 2007. The
Company has not completed its analysis but does not expect adoption to have a significant impact on the Company�s results of operations or
financial condition.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157, Fair Value Measurements (SFAS 157). SFAS 157
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and expands disclosures about
fair value measurements. This statement is effective for financial statements issued for fiscal years beginning after November 15, 2007. The
Company is currently evaluating the impact SFAS 157 will have on its consolidated financial statements.

In September 2006, the FASB issued SFAS No. 158, Employers� Accounting for Defined Benefit Pension and Other Postretirement Plans � an
amendment of FASB Statements No. 87, 88, 106 and 132(R) (SFAS 158). SFAS 158 requires an employer to recognize the overfunded or
underfunded status of a defined benefit postretirement plan as an asset or liability in its statement of financial position and to recognize changes
in that funded status in the year in which the changes occur through comprehensive income. SFAS 158 also requires an employer to measure the
funded status of a plan as of the date of its year-end statement of financial position, with limited exceptions. This statement is effective for
financial statements as of the end of fiscal years ending after December 15, 2006. The Company is currently evaluating the impact SFAS 158
will have on its consolidated financial statements.

In July 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48). FIN 48 applies to all tax positions
related to income taxes subject to Statement SFAS No. 109, Accounting for Income Taxes (SFAS 109). Under FIN 48, a company would
recognize the benefit from a tax position only if it is more-likely-than-not that the position would be sustained upon audit based solely on the
technical merits of the tax position. FIN 48 clarifies how a company would measure the income tax benefits from the tax positions that are
recognized, provides guidance as to the timing of the derecognition of previously recognized tax benefits and describes the methods for
classifying and disclosing the liabilities within the financial statements for any unrecognized tax benefits. FIN 48 also addresses when a
company should record interest and penalties related to tax positions and how the interest and penalties may be classified within the income
statement and presented in the balance sheet. FIN 48 is effective for fiscal years beginning after December 15, 2006. For the Company, FIN 48
will be
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements, Continued

(Unaudited)

effective for our 2008 fiscal year. Differences between the amounts recognized prior to and after the adoption of FIN 48 would be accounted for
as a cumulative effect adjustment to the beginning balance of retained earnings. The Company is currently evaluating FIN 48 and its possible
impacts on the Company�s financial statements. Upon adoption, there is a possibility that the cumulative effect would result in a charge or benefit
to the beginning balance of retained earnings, increases or decreases in future effective tax rates, and/or increases in future effective tax rate
volatility.

In February 2007, FASB Issued SFAS No. 159, Establishing the Fair Value Option for Financial Assets and Liabilities (SFAS 159). The
Financial Accounting Standards Board has issued SFAS 159 to permit all entities to choose to elect, at specified election dates, to measure
eligible financial instruments at fair value. An entity shall report unrealized gains and losses on items for which the fair value option has been
elected in earnings at each subsequent reporting date, and recognize upfront costs and fees related to those items in earnings as incurred and not
deferred. SFAS 159 applies to fiscal years beginning after November 15, 2007, or our 2009 fiscal year, with early adoption permitted for an
entity that has also elected to apply the provisions of SFAS 157, Fair Value Measurements. An entity is prohibited from retrospectively applying
SFAS 159, unless it chooses early adoption. SFAS 159 also applies to eligible items existing at November 15, 2007 (or early adoption date). The
Company has not completed its analysis but does not expect the adoption of SFAS 159 to have a material effect on the Company�s financial
condition.

Note 2. Acquisitions

Lone Star Medical Products, Inc. (Lone Star): On November 2, 2006, Cooper acquired all of the outstanding shares of Lone Star, a
manufacturer of medical devices that improve the management of the surgical site, most notably the Lone Star Retractor System, which places a
retraction ring around the surgical incision providing greater exposure of the surgical field.

We paid $27.2 million in cash for Lone Star and have initially ascribed $20.4 million to goodwill, negative $0.8 million to working capital
(including acquisition costs of $2.6 million), $5.5 million to other intangible assets and $4.3 million to property, plant and equipment, and we
assumed $2.2 million of long-term debt. The debt was repaid shortly after closing. The allocation of the purchase price is subject to refinement
as we are currently obtaining a third-party valuation of the business, using income approach valuation methodology. Subsequent adjustments
could be material. Research and development assets, if any, with no alternative future use will be written off to research and development on our
consolidated statement of income once determined.

Note 3. Acquisition and Restructuring Costs

When acquisitions are recorded, we accrue for the estimated direct costs in accordance with applicable accounting guidance including Emerging
Issues Task Force (EITF) Issue No. 95-3, Recognition of Liabilities in Connection with a Purchase Business Combination (EITF 95-3) of
severance and plant/office closure costs of the acquired business. Management with the
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements, Continued

(Unaudited)

appropriate level of authority have completed, or in the case of Lone Star are in the process of developing, their assessment of exit activities of
the acquired companies and have substantially completed their plans. In addition, we also accrue for costs directly associated with acquisitions,
including legal, consulting, deferred payments and due diligence. There were no adjustments of accrued acquisition costs included in the
determination of net income for the reported periods.

Below is a summary of activity related to accrued acquisition costs for the three months ended January 31, 2007.

Description
Balance

Oct. 31, 2006 Additions Payments
Balance

Jan. 31, 2007
(In thousands)

Plant shutdown $ 4,813 $ 745 $ 464 $ 5,094
Severance 10,473 921 185 11,209
Contingent consideration 12,252 �  �  12,252
Legal and consulting 5,705 735 408 6,032
Preacquisition liabilities 768 �  768 �  
Other 2,890 241 952 2,179

$ 36,901 $ 2,642 $ 2,777 $ 36,766

In connection with the Ocular Sciences Inc. (Ocular) acquisition, we are progressing through our integration plan that is designed to optimize
operational synergies of the combined companies. These activities include integrating duplicate facilities and expanding utilization of preferred
manufacturing and distribution practices. Integration activities began in January 2005 and are expected to continue through 2007.

We estimate that the total restructuring costs under this integration plan, exclusive of accrued acquisition related costs, will be approximately
$45 � $50 million, of which approximately $25 - $30 million is cash related, and will be reported as cost of sales or restructuring costs in our
Consolidated Statements of Income. The following table summarizes the restructuring costs incurred through January 31, 2007.

Plant
Shutdown Severance

Asset
Impairments Other Total
(In millions)

Restructuring costs incurred:
Through October 31, 2006 $ 2.6 $ 4.4 $ 3.4 $ 9.4 $ 19.8
For the three-month period ended January 31, 2007 0.7 �  �  1.2 1.9

$ 3.3 $ 4.4 $ 3.4 $ 10.6 $ 21.7
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements, Continued

(Unaudited)

Note 4. Inventories, Net

January 31,

2007

October 31,

2006
(In thousands)

Raw materials $ 34,579 $ 31,368
Work-in-process 22,206 19,774
Finished goods 191,236 185,370

$ 248,021 $ 236,512

Inventories are stated at the lower of average cost or market. Cost is computed using standard cost that approximates actual cost, on a first-in,
first-out basis.

Note 5. Intangible Assets

Goodwill

CVI CSI Total
(In thousands)

Balance as of November 1, 2005 $ 1,047,538 $ 121,511 $ 1,169,049
Net (reductions) additions during the year ended October 31, 2006 (2,339) 48,204 45,865
Other adjustments* 2,170 �  2,170

Balance as of October 31, 2006 $ 1,047,369 $ 169,715 $ 1,217,084
Net (reductions) additions during the three-month period ended January 31, 2007 (490) 20,620 20,130
Other adjustments* 830 �  830

Balance as of January 31, 2007 $ 1,047,709 $ 190,335 $ 1,238,044

* Primarily translation differences in goodwill denominated in foreign currency.
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements, Continued

(Unaudited)

As of January 31, 2007 As of October 31, 2006

Gross Carrying
Amount

Accumulated

Amortization
& Translation

Gross Carrying
Amount

Accumulated
Amortization
& Translation

(In thousands)
Other Intangible Assets
Trademarks $ 2,392 $ 255 $ 1,807 $ 231
Technology 90,959 21,771 88,950 19,739
Shelf space and market share 76,530 10,320 73,486 9,007
License and distribution rights and other 17,070 5,445 17,070 5,176

186,951 $ 37,791 181,313 $ 34,153

Less accumulated amortization and translation 37,791 34,153

Other intangible assets, net $ 149,160 $ 147,160

We estimate that amortization expense is about $14.4 million for each of the years in the five-year period ending October 31, 2011.

During the first fiscal quarter of 2007, payments of $4.2 million related to a license agreement to distribute gynecological medical devices were
written-off as acquired in-process research and development, as the products are pending Food and Drug Administration approval.

Note 6. Debt

January 31,
2007

October 31,
2006

(In thousands)
Short-term:
Overdraft facilities $ 36,126 $ 23,516
Current portion of long-term debt 16 37,850

$ 36,142 $ 61,366

Long-term:
Convertible senior debentures, net of discount of $2,360 and $2,396 112,640 $ 112,604
Revolver 354,500 605,300
Senior notes 350,000 �  
Other 395 1,232

817,535 719,136
Less current portion 16 37,850

$ 817,519 $ 681,286
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Credit Facility: On January 31, 2007, Cooper refinanced its existing $750 million syndicated bank credit facility, which consisted of a $250
million term loan and a $500 million revolving credit facility, with a new $650 million syndicated Senior Unsecured Revolving Line of Credit
(Revolver) and $350 million aggregate principal amount of 7.125% of Senior Notes, described below. The refinancing extends the maturity and
provides additional borrowing flexibility along with lower overall pricing relative to the prior agreement. In addition, the Company has the
ability from time to time to increase the size of the Revolver by up to an additional $250 million. KeyBank led the Revolver refinancing, which
resulted in a number of the banks retaining or increasing their participation in the agreement. The Revolver matures on January 31, 2012.

Interest rates for the Revolver are based on the London Interbank Offered Rate (LIBOR) plus additional basis points determined by certain ratios
of debt to pro forma earnings before interest, taxes, depreciation and amortization (EBITDA), as defined in the credit agreement. These range
from 75 to 150 basis points. As of January 31, 2007, the additional basis points were 150.

The Revolver:

� Requires that the ratio of Consolidated Pro Forma EBITDA to Consolidated Interest Expense (as defined, �Interest Coverage Ratio�) be at
least 3.0 to 1.0 at all times.

� Requires that the ratio of Consolidated Funded Indebtedness to Consolidated Pro Forma EBITDA (as defined, �Total Leverage Ratio�) be no
higher than 4.00 to 1.00 from January 31, 2007 through October 31, 2009 and 3.75 to 1.00 thereafter.

At January 31, 2007, the Company�s Interest Coverage Ratio was 6.92 to 1.00 and the Total Leverage Ratio was 3.56 to 1.00.

The Company wrote off about $0.9 million of debt issuance costs in interest expense as a result of extinguishing the term loan. The remaining
$1.7 million of existing debt issuance costs and the $10.4 million of costs incurred to refinance the Revolver and Notes are carried in other assets
and amortized to interest expense over the life of the credit facility.

At January 31, 2007, we had $295.3 million available under the Revolver:

(In millions)
Amount of Revolver $ 650.0
Outstanding loans (354.7)*

Available $ 295.3

* Includes $0.2 million in letters of credit
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Senior Notes: On January 31, 2007, the Company issued $350 million aggregate principal amount of 7.125% Senior Notes (the Notes) due
February 15, 2015. The Notes were offered in a private placement to qualified institutional buyers pursuant to Rule 144A under the Securities
Act of 1933. The Notes pay interest semi-annually on February 15 and August 15 of each year, beginning August 15, 2007. We may redeem
some or all of the Notes at any time prior to February 15, 2011 at a price equal to 100% of the principal amount of the Notes redeemed plus
accrued and unpaid interest to the redemption date and a premium. We may redeem some or all of the Notes at any time on or after February 15,
2011, at the redemption prices (expressed as percentages of principal amounts) set forth below, plus accrued and unpaid interest to the
redemption date and additional interest (if we fail to comply with certain obligations under the registration rights agreement that we entered in
connection with the Notes (Additional Interest)), if any, on the Notes redeemed to the applicable redemption date, if redeemed during the
twelve-month period beginning on February 15 of the years indicated below:

Year Percent
2011 103.563%
2012 101.781%
2013 and thereafter 100.000%

In addition, prior to February 15, 2010, we may redeem up to 35% of the Notes at a price equal to 107.125% of the principal amount of the
Notes redeemed plus accrued and unpaid interest to the redemption date and Additional Interest, if any, on the Notes redeemed to the applicable
redemption date, from the proceeds of certain equity offerings.

Net proceeds from the issuance totaled approximately $342.6 million.

Under the indenture governing the Notes, our ability to incur indebtedness and pay distributions is subject to restrictions and the satisfaction of
various conditions. In addition, the indenture imposes restrictions on certain other customary matters, such as limitations on certain investments,
transactions with affiliates, the incurrence of liens, sale and leaseback transactions, certain asset sales and mergers.

The Notes are our senior unsecured obligations and rank equally with all of our existing and future senior unsecured obligations and senior to
our subordinated indebtedness. The Notes are effectively subordinated to our existing and future secured indebtedness to the extent of the assets
securing that indebtedness. On the issue date, certain of our direct and indirect subsidiaries entered into unconditional guarantees of the Notes
that are unsecured. These guarantees rank equally with all existing and future unsecured senior obligations of the guarantors and are effectively
subordinated to existing and future secured debt of the guarantors to the extent of the assets securing that indebtedness. The Notes are
structurally subordinated to indebtedness and other liabilities, including payables, of our non-guarantor subsidiaries.

17

Edgar Filing: COOPER COMPANIES INC - Form 10-Q

Table of Contents 20



Table of Contents

THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Notes to Consolidated Condensed Financial Statements, Continued

(Unaudited)

European Credit Facility: On August 24, 2005, Cooper entered into a $40 million credit facility, in the form of a continuing and unconditional
guaranty, with Bank of America on behalf of certain of its European subsidiaries for cash management purposes.

On November 1, 2006, the Company entered into a $45 million European credit facility with CitiGroup in the form of a continuing and
unconditional guaranty, which replaced the European overdraft facility with Bank of America. The Company will pay to CitiGroup all forms of
indebtedness in the currency in which it is denominated for those certain subsidiaries. Interest expense is calculated on all debit balances based
on an applicable base rate for each country plus a fixed spread common across all subsidiaries covered under the guaranty. At January 31, 2007,
$20.4 million of the facility was utilized. The weighted average interest rate on the outstanding balances was 4.64%.

Japan Credit Facility: On February 22, 2006, the Company entered into a $15 million Yen-denominated credit facility allowing the Company
to better manage its cash in Japan. The Company also provided a continuing and unconditional guaranty to the bank on behalf of its Japanese
subsidiary, CooperVision K.K. The Company will pay to the bank all forms of indebtedness in Yen upon demand by the bank. Interest expense
is calculated on the outstanding balance based on the EuroYen rate plus a 1% fixed spread. At January 31, 2007, $13.9 million of the facility was
utilized. The weighted average interest rate on the outstanding balances was 1.13%.

Note 7. Derivative Instruments

We operate multiple foreign subsidiaries that manufacture and/or sell our products worldwide. As a result, our earnings, cash flows and financial
position are exposed to foreign currency risk from foreign currency denominated receivables and payables, sales transactions, capital
expenditures and net investment in certain foreign operations. Our policy is to minimize transaction, remeasurement and specified economic
exposures with derivatives instruments. The gains and losses on the foreign exchange forward contracts are intended to at least partially offset
the transaction gains and losses recognized in earnings. We do not enter into foreign exchange forward contracts for trading or speculative
purposes. Under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities (SFAS 133) all derivatives are recorded on the
balance sheet at fair value. Changes in the fair value of derivatives that do not qualify, or are not effective as cash flow hedges, must be
recognized currently in earnings.
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Cash Flow Hedging

In November 2006, the Company entered into approximately $400 million of foreign currency forward contracts with maturities of up to thirteen
months to reduce foreign currency fluctuations related to forecasted foreign currency denominated purchases and sales of product. The
derivatives will be accounted for as cash flow hedges under SFAS 133 and are expected to be effective through their maturities.

Interest Rate Swaps

Effectiveness testing of the hedge relationship and measurement to quantify ineffectiveness is performed at fiscal quarter ends using the
hypothetical derivative method. The remaining swaps have been and are expected to remain highly effective for the life of the hedges. The fixed
rates on the outstanding swaps are between 3.905% and 4.015%. As of January 31, 2007, the fair value of the outstanding swaps, approximately
$3.3 million, was recorded as an asset and the effective offset is recorded in other comprehensive income (OCI) in our Consolidated Balance
Sheet.

On January 31, 2007, Cooper refinanced its existing $750 million syndicated bank credit facility, which consisted of a $250 million term loan
and a $500 million revolving credit facility, with a $650 million syndicated Senior Unsecured Revolving Line of Credit (Revolver) and $350
million aggregate principal amount of 7.125% Senior Notes. As of January 31, 2007, approximately $354.5 million of the $650 million
revolving facility is outstanding. As part of this new debt structure, the Company terminated an interest rate swap with a notional value of $125
million on January 30, 2007. This interest rate swap was set to mature on February 9, 2009, and the Company settled it and received $1.1 million
from the counterparty. As a result of the termination of the interest rate swap, the Company realized a gain of approximately $1 million. The
Company will amortize this gain from OCI to interest expense over the original life of the interest rate swap. During the three months ended
January 31, 2007, approximately $27,000 of effective gains were amortized from OCI to interest expense. Effective amounts are amortized to
interest expense as the related hedged expense is incurred. As of January 31, 2007, we estimated that approximately $0.5 million will be
amortized during fiscal year 2007. During the three months ended January 31, 2007, approximately $0.2 million of ineffective gains were
reclassified from OCI to interest expense.

Note 8. Earnings Per Share (EPS)

Three Months Ended

January 31,
2007 2006

(In thousands, except for per
share amounts)

Net income $ 5,348 $ 17,954
Add interest charge applicable to convertible debt, net of tax 523 522

Income for calculating diluted earnings per share $ 5,871 $ 18,476

Basic:
Weighted average common shares 44,568 44,497
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Basic earnings per common share $ 0.12 $ 0.40

Diluted:
Weighted average common shares 44,568 44,497
Effect of dilutive stock options 416 527
Shares applicable to convertible debt 2,590 2,590

Diluted weighted average common shares 47,574 47,614

Diluted earnings per common share $ 0.12 $ 0.39

For the three months ended January 31, 2007 and 2006, we excluded 3,224,533 and 2,137,216 (exercise prices of $52.40-$80.51 and
$62.60-$80.51, respectively) options to purchase Cooper�s common stock, respectively, from the computation of diluted EPS because their
exercise prices were above the average market price.

Note 9. Share-Based Compensation Plans

The Company has two share-based compensation plans, which include stock options and restricted stock awards. The Second Amended and
Restated 2001 Long-Term Incentive Plan (2001 LTIP) and the 2006 Long-Term Incentive Plan for Non-Employee Directors (2006 Directors
Plan) are the only plans with stock awards currently available for grant as of January 31, 2007. The 2006 Directors Plan has replaced the 1996
Long-Term Incentive Plan for Non-Employee Directors (1996 Directors Plan), which expired in November 2005 by its terms.
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Share-Based Compensation

Compensation cost associated with share-based awards recognized in fiscal 2007 and fiscal 2006 includes: 1) amortization related to the
remaining unvested portion of all stock option awards granted prior to November 1, 2005, based on the grant date fair value estimated in
accordance with the original provisions of SFAS 123; and 2) amortization related to all stock option awards granted on or subsequent to
November 1, 2005, based on the grant date fair value estimated in accordance with the provisions of SFAS 123R. The compensation and related
income tax benefit recognized in the Company�s consolidated financial statements for stock options and restricted stock awards were as follows:

Three Months Ended
January 31,

2007 2006
(In millions)

Selling, general and administrative expenses $ 6.7 $ 4.8
Cost of products sold 0.3 �  
Research and development expenses 0.2 0.1
Capitalized in inventory 0.5 0.3

Total compensation $ 7.7 $ 5.2

Related income tax benefit $ 2.0 $ 1.4

Cash received from options exercised under all share-based payment arrangements for the three months ended January 31, 2007 and 2006 was
approximately $1.5 million and $2.5 million, respectively.

Details regarding the valuation and accounting for stock options follow.

The fair value of each share-based award granted after the adoption of SFAS 123R is estimated on the date of grant using the Black-Scholes
option valuation model and fair value assumptions. The expected life of the awards is based on the observed and expected time to post-vesting
forfeiture and/or exercise. Groups of employees that have similar historical exercise behavior are considered separately for valuation purposes.
The expected volatility is based on implied volatility from publicly-traded options on the Company�s stock at the date of
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grant, historical implied volatility of the Company�s publicly-traded options, historical volatility and other factors. The risk-free interest rate is
based on the continuous rates provided by the U.S. Treasury with a term equal to the expected life of the option. The dividend yield is based on
the projected annual dividend payment per share, divided by the stock price at the date of grant. The fair value of each option award granted
during the three months ended January 31, 2007 and 2006 was estimated on the date of grant using the Black-Scholes option valuation model
and weighted-average assumptions in the following table.

Three Months Ended

January 31,
2007 2006

Expected life 2.8 to 5.16 years 3.56 to 5.16 years
Expected volatility 30.0% to 30.4% 29.5% to 30.8%
Risk-free interest rate 4.47% to 4.73% 4.37% to 4.52%
Dividend yield 0.09% 0.09%
The status of the Company�s stock option plans at January 31, 2007, is summarized below:

Number
of

Shares

Weighted-
Average

Exercise Price
Per Share

Weighted-
Average

Remaining
Contractual

Term

(in Years)

Aggregate
Intrinsic

Value
Outstanding at October 31, 2006 4,988,468 $ 52.73
Granted 142,400 $ 57.78
Exercised (28,500) $ 51.16
Forfeited or expired (36,250) $ 67.95

Outstanding at January 31, 2007 5,066,118 $ 52.85 6.62 �  

Vested and exercisable at January 31, 2007 2,189,777 $ 40.47 6.02 $ 21,487,569

The weighted-average fair value of each option granted during the three months ended January 31, 2007, estimated as of the grant date using the
Black-Scholes option pricing model, for the 2001 LTIP was $10.61. For the 2006 Directors Plan, the weighted-average fair value of each option
granted for the three months ended January 31, 2007 was $20.36. The total intrinsic value of options exercised during the three months ended
January 31, 2007 was $0.3 million. The expected requisite service periods for options granted in the three months ended January 31, 2007 for
employees was 33 months. Directors options and restricted stock grants are expensed on the date of grant as the 2006 Directors Plan does not
contain a substantive future requisite service period.
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Stock awards outstanding under the Company�s current plans have been granted at prices which are either equal to or above the market value of
the stock on the date of grant. Options granted under the 2001 LTIP generally vest over three and one-half to five years based on market and
service conditions and expire no later than either five or ten years after the grant date. Options granted under the 2006 Directors Plan and the
1996 Directors Plan generally vest upon achievement of a market condition or in five years and expire no later than ten years after the grant date.
Effective November 1, 2005, the Company generally recognizes compensation expense ratably over the vesting period. As of January 31, 2007,
there was approximately $41 million of total unrecognized compensation cost related to nonvested options, which is expected to be recognized
over a remaining weighted-average vesting period of 3.28 years.

Note 10. Income Taxes

Cooper�s effective tax rate (ETR) (provision for income taxes divided by pretax income) for the first quarter of fiscal 2007 was 21.2 percent. U.S.
generally accepted accounting principles (GAAP) require that the projected fiscal year ETR be included in the year-to-date results. The ETR
used to record the provision for income taxes for the three-month period ended January 31, 2006 was 11 percent. The increase in the 2007 ETR
reflects certain expenses associated with the Ocular integration plan impacting jurisdictions with lower tax rates.

The Company has not provided for Federal income tax on approximately $399 million of undistributed earnings of its foreign subsidiaries since
the Company intends to reinvest this amount outside the United States indefinitely.

Note 11. Employee Benefits

Cooper�s Retirement Income Plan (Plan) covers substantially all full-time United States employees. Cooper�s contributions are designed to fund
normal cost on a current basis and to fund over 30 years the estimated prior service cost of benefit improvements (5 years for annual gains and
losses). The unit credit actuarial cost method is used to determine the annual cost. Cooper pays the entire cost of the Plan and funds such costs as
they accrue. Virtually all of the assets of the Plan are comprised of equity and fixed income funds.
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Cooper�s results of operations for the three months ended January 31, 2007 and 2006 reflect the following pension costs.

Three Months Ended

January 31,
2007 2006

(In thousands)
Components of net periodic pension cost:
Service cost $ 715 $ 740
Interest cost 453 388
Expected return on assets (458) (421)
Amortization of prior service cost 7 6
Amortization of transition obligation 6 8
Recognized net actuarial loss 43 116

Net periodic pension cost $ 766 $ 837

No pension contributions were made during either period.

Note 12. Cash Dividends

We paid a semiannual dividend of approximately $1.3 million or 3 cents per share on January 5, 2007, to stockholders of record on
December 15, 2006.

Note 13. Contingencies

Legal Proceedings

The Company is from time to time involved in various litigation and legal matters arising in the normal course of its business operations. By
describing any particular matter, the Company does not intend to imply that it or its legal advisors have concluded or believe that the outcome of
any of those particular matters is or is not likely to have a material adverse impact upon the Company�s consolidated financial position, cash
flows or results of operations.

On February 15, 2006, Alvin L. Levine filed a putative securities class action lawsuit in the United States District Court for the Central District
of California, Case No. SACV-06-169 CJC, against the Company, A. Thomas Bender, its Chairman of the Board, President and Chief Executive
Officer and a director, Robert S. Weiss, its Executive Vice President, Chief Operating Officer and a director, and John D. Fruth, a director. Two
similar putative class action lawsuits were also filed in the United States District Court for the Central District of California, Case Nos.
SACV-06-306 CJC and SACV-06-331 CJC. On May 19, 2006, the Court consolidated all three actions under the heading In re Cooper
Companies, Inc. Securities Litigation and selected a lead plaintiff and lead counsel pursuant to the provisions of the Private Securities Litigation
Reform Act of 1995, 15 U.S.C. § 78u-4.
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The lead plaintiff filed a consolidated complaint on July 31, 2006. The consolidated complaint was filed on behalf of all purchasers of the
Company�s securities between July 28, 2004 and December 12, 2005, including persons who received Company securities in exchange for their
shares of Ocular in the January 2005 merger pursuant to which the Company acquired Ocular. In addition to the Company, Messrs. Bender,
Weiss, and Fruth, the consolidated complaint names as defendants several of the Company�s current officers and directors, and one former
officer.

The consolidated complaint purports to allege violations of Sections 10(b) and 20(a) of the Securities and Exchange Act of 1934 by, among
other things, contending that: (a) the Company improperly accounted for assets acquired in the Ocular merger by improperly allocating
$100 million of acquired customer relationships and manufacturing technology to goodwill (which is not amortized against earnings) instead of
to intangible assets other than goodwill (which are amortized against earnings); (b) the Company�s earnings guidance reflected the improper
accounting for intangible assets and was inflated by (among other things) the amount of the understated amortization expense; (c) contrary to
certain alleged statements, Ocular had �flooded the trade channel� with its older products as its Premier lenses were not being well received by
customers; (d) the Company�s aggressive revenue and growth targets for 2005 and beyond lacked any reasonable basis when made and did not
reflect realistically achievable results primarily because of the absence of a two-week silicone hydrogel product; (e) the Company�s internal
controls were inadequate making it possible to misstate earnings by improperly accounting for the merger with Ocular; and (f) sales force
integration was not materializing and was fraught with dissension and acrimony.

On September 29, 2006, the Company and the individual defendants moved to dismiss the consolidated complaint. A hearing on the motion is
currently scheduled for May 4, 2007. The Company intends to vigorously defend this matter.

On March 17, 2006, Eben Brice filed a purported shareholder derivative complaint in the United States District Court for the Central District of
California, Case No. 8:06-CV-00300-CJC-RNB, against several current and former officers and directors of the Company. The Company is
named as a �nominal defendant.� Following the filing of the first purported shareholder derivative lawsuit, three similar purported shareholder
derivative suits were filed in the United States District Court for the Central District of California. All four actions have been consolidated under
the heading In re Cooper Companies, Inc. Derivative Litigation, and the Court selected a lead plaintiff and lead counsel.

On September 11, 2006, plaintiffs filed a consolidated amended complaint. The complaint purports to allege causes of action for breach of
fiduciary duty, insider trading, breach of contract, and unjust enrichment, and largely repeats the allegations in the class action securities case,
described above. The Company and the individual defendants have yet to respond to the consolidated amended complaint.
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In addition to the derivative action pending in federal court, three similar purported shareholder actions were filed in the Superior Court for the
State of California for the County of Alameda. These actions have been consolidated under the heading In re Cooper Companies, Inc.
Shareholder Derivative Litigation, Case No. RG06260748. A consolidated amended complaint was filed on September 18, 2006.

On November 29, 2006 the Superior Court for the County of Alameda entered an order staying the action pending the resolution of the federal
derivative action.

Both the state and federal derivative action are derivative in nature and do not seek damages from the Company.

On October 5, 2004, Bausch & Lomb Incorporated (Bausch & Lomb) filed a lawsuit against Ocular Sciences, Inc. in the U.S. District Court for
the Western District of New York alleging that its Biomedics® toric soft contact lens and its private label equivalents infringe Bausch & Lomb�s
U.S. Patent No. 6,113,236 relating to toric contact lenses having optimized thickness profiles. The complaint seeks an award of damages,
including multiple damages, attorneys� fees and costs and an injunction preventing the alleged infringement. The parties have filed claim
construction briefs for the court to consider for its Markman order, and fact discovery substantially concluded during the first quarter of fiscal
2006. Based on our review of the complaint and the patent, as well as other relevant information obtained in discovery, we believe this lawsuit is
without merit and plan to continue to pursue a vigorous defense.

United States Tax Court Litigation: On September 29, 2004, the Internal Revenue Service (IRS) issued Notices of Deficiency to Ocular in
connection with its audit of Ocular�s income tax returns for the years 1999, 2000 and 2001. The Notice primarily pertains to transfer pricing
issues and an alternative adjustment under the anti-deferral provisions of Subpart F of the Internal Revenue Code and asserts that $44.8 million
of additional taxes is owed for these years, plus unspecified interest and approximately $12.7 million in related penalties.

On December 29, 2004, Ocular filed a Petition for the United States Tax Court to redetermine the deficiencies asserted by the IRS. On
February 11, 2005, the IRS filed its Answer to the Petition generally denying the various arguments made by Ocular against the assertions of the
IRS. The Company believes that the IRS may not have fully reviewed the facts before making its assessment of additional taxes, and that its
position misapplies the law and is incorrect. Discovery began on March 7, 2005, and the Company intends to fully access the work product of
the IRS to more fully ascertain an understanding of its position.

The amount of taxes paid for these years was supported by pricing studies performed by an international firm of tax advisors. The resulting
intercompany transactions and tax payments reflected pricing terms that were and are consistent with industry practice for arm�s length
transactions with unrelated third parties. The Company intends to vigorously contest the IRS�s claims, and believes that the ultimate outcome of
this matter will not have a material adverse effect on financial condition, liquidity or cash flow of the Company.
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The Company continues to be subject to the examination of Ocular�s income tax returns by the IRS and other fiscal authorities, and we cannot
assure that the outcomes from these examinations will not have a material adverse effect on the Company�s operating results and financial
condition. Moreover, the Company�s future effective tax rates could be adversely affected by earnings being higher than anticipated in countries
where it has higher statutory rates or lower than expected in countries where it has lower statutory rates, by changes in the valuation of deferred
tax assets or liabilities, or by changes in tax laws or interpretations thereof.

On April 10, 2006, CooperVision filed a lawsuit against CIBA Vision (CIBA) in the United States District Court for the Eastern District of
Texas alleging that CIBA is infringing United States Patent Nos. 6,431,706, 6,923,538, 6,467,903, 6,857,740 and 6,971,746 by, among other
things, making, using, selling and offering to sell its O2Optix line of contact lenses. On June 5, 2006, CIBA filed an answer denying
infringement and asserting certain affirmative defenses. The Court has set a trial date of January 8, 2008.

On April 11, 2006, CooperVision filed a lawsuit against CIBA in the United States District Court for the District of Delaware seeking a judicial
declaration that CooperVision�s Biofinity� line of silicone hydrogel contact lenses does not infringe any valid and enforceable claims of United
States Patent Nos. 5,760,100, 5,776,999, 5,789,461, 5,849,811, 5,965,631 and 6,951,894. On July 5, 2006, CIBA answered the complaint by
denying the allegation that CooperVision�s Biofinity� line of silicone hydrogel contact lenses does not infringe any valid and enforceable claims of
the foregoing patents. The answer also asks the Court for permission to interpose a counterclaim for infringement in the future if, after
examination of the lenses, CIBA believes they infringe the foregoing patents, which counterclaim would seek both damages and injunctive
relief. The Court has set a trial date of October 6, 2008.

On November 21, 2006, CooperVision filed a lawsuit against CIBA in the United States District Court for the Eastern District of Texas alleging
that CIBA is infringing United States Patent Nos. 7,134,753 and 7,133,174 by, among other things, making, using, selling and offering to sell its
O2Optix toric line of contact lenses. On December 11, 2006, CIBA filed an answer denying infringement and asserting certain affirmative
defenses. The Court has set a trial date of January 8, 2008.

Note 14. Business Segment Information

Cooper uses operating income, as presented in our financial reports, as the primary measure of segment profitability. We do not allocate costs
from corporate functions to the segments� operating income. Items below operating income are not considered when measuring the profitability
of a segment. We use the same accounting policies to generate segment results as we do for our consolidated results.
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Identifiable assets are those used in continuing operations except cash and cash equivalents, which we include as corporate assets. Long-lived
assets are property, plant and equipment.

Segment information:

Three Months Ended
January 31,

2007 2006
(In thousands)

Net sales to external customers:
CVI $ 183,622 $ 175,626
CSI 35,798 30,113

$ 219,420 $ 205,739

Operating income:
CVI $ 24,034 $ 37,027
CSI 1,844 5,275
Corporate (10,116) (8,588)

Total operating income 15,762 33,714
Interest expense 9,792 8,428
Other income (expense), net 819 (5,163)

Income before income taxes $ 6,789 $ 20,123

January 31,
2007

October 31,
2006

(In thousands)
Identifiable assets:
CVI $ 2,106,430 $ 2,049,557
CSI 283,237 248,382
Corporate 79,329 54,662

Total $ 2,468,996 $ 2,352,601
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(Unaudited)

Geographic information:

Three Months Ended
January 31,

2007 2006
(In thousands)

Net sales to external customers by country of domicile:
United States $ 105,700 $ 101,501
Europe 69,682 62,197
Rest of world 44,038 42,041

Total $ 219,420 $ 205,739

January 31,
2007

October 31,
2006

(In thousands)
Long-lived assets by country of domicile:
United States $ 228,715 $ 217,749
Europe 299,463 270,789
Rest of world 8,005 7,819

Total $ 536,183 $ 496,357

Note 15. Subsequent Events

Acquisition of Wallach Surgical Devices, Inc. (Wallach): On February 22, 2007, CSI acquired all of the outstanding shares of Wallach for
$20 million in cash. Wallach�s products consist of various diagnostic and therapeutic medical instruments primarily for in-office use in women�s
healthcare and other specialty instruments relating to dermatology, ophthalmology, anesthesiology, dentistry and veterinary medicine. We are in
the process of obtaining a third-party valuation of the business using income approach valuation methodology. Research and development assets,
if any, with no alternative future use will be written off to research and development on our consolidated statement of income once determined.
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Note numbers refer to �Notes to Consolidated Condensed Financial Statements� in Item 1. Financial Statements.

Forward-Looking Statements: This Quarterly Report on Form 10-Q contains �forward-looking statements� as defined by the Private Securities
Litigation Reform Act of 1995. These include certain statements about the integration of the Ocular business, our capital resources, performance
and results of operations. In addition, all statements regarding anticipated growth in our revenue, anticipated market conditions, planned product
launches and results of operations are forward-looking. To identify these statements look for words like �believes,� �expects,� �may,� �will,� �should,�
�could,� �seeks,� �intends,� �plans,� �estimates� or �anticipates� and similar words or phrases. Discussions of strategy, plans or intentions often contain
forward-looking statements. Forward-looking statements necessarily depend on assumptions, data or methods that may be incorrect or imprecise
and are subject to risks and uncertainties. These include the risk that acquired businesses will not be integrated successfully into CVI and CSI,
including the risk that the Company may not continue to realize anticipated benefits from its cost-cutting measures and inherent in accounting
assumptions made regarding the acquisitions; the risks that CVI�s new products will be delayed or not occur at all, or that sales will be limited
following introduction due to manufacturing constraints or poor market acceptance; risks related to implementation of information technology
systems covering the Company�s businesses and any delays in such implementation or other events which could result in management having to
report a material weakness in the effectiveness of the Company�s internal control over financial reporting in its 2007 Annual Report on Form
10-K; risks with respect to the ultimate validity and enforceability of the Company�s patent applications and patents and the possible
infringement of the intellectual property of others; and the impact of the Lone Star and Wallach acquisitions on CSI�s and the Company�s revenue,
earnings and margins.

Events, among others, that could cause our actual results and future actions of the Company to differ materially from those described in
forward-looking statements include major changes in business conditions, a major disruption in the operations of our manufacturing or
distribution facilities, new competitors or technologies, significant delays in new product introductions, the impact of an undetected virus on our
computer systems, acquisition integration delays or costs, increases in interest rates, foreign currency exchange exposure, investments in
research and development and other start-up projects, variations in stock option expenses caused by stock price movement or other assumptions
inherent in accounting for stock options, dilution to earnings per share from acquisitions or issuing stock, worldwide regulatory issues, including
product recalls and the effect of healthcare reform legislation, cost of complying with corporate governance requirements, changes in tax laws or
their interpretation, changes in geographic profit mix effecting tax rates, significant environmental cleanup costs above those already accrued,
litigation costs including any related settlements or judgments, the adverse effects of natural disasters on patients, practitioners and product
distribution, cost of business divestitures, changes in expected utilization of recognized net operating loss carry forwards, the requirement to
provide for a significant liability or to write off a significant asset, including impaired goodwill, changes in accounting principles or estimates
and other events described in our Securities and Exchange Commission filings, including the �Business� and �Risk Factors�
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sections in the Company�s Annual Report on Form 10-K for the fiscal year ended October 31, 2006, as such Risk Factors may be updated in
quarterly filings. We caution investors that forward-looking statements reflect our analysis only on their stated date. We disclaim any intent to
update them except as required by law.

Results of Operations

In this section we discuss the results of our operations for the first quarter of fiscal 2007 and compare them with the same period of fiscal 2006.
We discuss our cash flows and current financial condition under �Capital Resources and Liquidity.�

First Quarter Highlights:

� Sales of $219.4 million, up 7%, 4% in constant currency.

� Gross profit up 1%.

� Operating income down 53% to $15.8 million.

� Results include $7.2 million of stock option expenses, $4.2 million write-off of acquired in-process research and development, $5.3
million of production start up costs, $6.6 million of other restructuring and integration costs including $3.5 million of distribution
rationalization costs, $1.9 million of intellectual property and securities litigation costs and a $0.9 million write-off of net deferred
financing costs.

� Diluted earnings per share of 12 cents, down from 39 cents.
Outlook

We are in the process of developing and launching a number of new contact lens products that we believe will result in Cooper continuing to
have a broad and competitive product line. New products planned for introduction over the next two years include lenses utilizing silicone
hydrogel materials and new lens designs, including multifocal lenses. Contact lenses utilizing silicone hydrogel materials have grown
significantly, and this material has become a major product material in the industry. The Company has launched one silicone hydrogel lens
design with sales in Europe and a limited rollout in the United States. While initial customer reaction from this lens has been favorable, our
future growth may be limited by several critical factors relating to silicone hydrogel materials. We face normal challenges associated with
developing a new manufacturing platform and are incurring additional manufacturing costs as we attempt to ramp up silicone hydrogel volumes
and improve efficiencies. We are also engaged in litigation with regard to our silicone hydrogel product and certain lens design patents. We
believe that our ability to succeed with silicone hydrogel products will be an important factor affecting future levels of sales growth and
profitability.
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Regarding capital resources, we believe that cash and cash equivalents on hand of $23.5 million plus cash from operating activities and existing
credit facilities will fund future operations, capital expenditures, cash dividends and smaller acquisitions. We expect capital expenditures in
fiscal 2007 of approximately $160 million, primarily to expand manufacturing capacity, consolidate distribution centers and for information
technology.

Selected Statistical Information � Percentage of Sales and Growth

Percent of Sales
Three Months Ended

January 31,

%

Growth2007 2006
Net sales 100% 100% 7%
Cost of sales 41% 37% 17%

Gross profit 59% 63% 1%
Selling, general and administrative expense 44% 41% 15%
Research and development expense 5% 3% 87%
Restructuring costs 1% 1% 39%
Amortization of intangibles 2% 2% (2%)

Operating income 7% 16% (53%)

Net Sales: Cooper�s two business units, CooperVision and CooperSurgical, generate all its revenue:

� CVI markets, develops and manufacturers a broad range of contact lenses for the worldwide vision care market.

� CSI markets, develops and manufacturers medical devices, diagnostic products and surgical instruments and accessories used primarily by
gynecologists and obstetricians.

Our consolidated net sales grew $13.7 million, or 7%:

Three Months Ended
January 31,

%

Increase2007 2006
($ in millions)

CVI $ 183.6 $ 175.6 5%
CSI 35.8 30.1 19%

$ 219.4 $ 205.7 7%
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CVI Net Sales by Market:

Three Months Ended

January 31,
2007 2006 Growth

Segment ($ in millions)
Americas $ 81.4 $ 83.8 (3%)
Europe 70.4 63.4 11%
Asia-Pacific 31.8 28.4 12%

Total $ 183.6 $ 175.6 5%

CVI�s worldwide net sales grew 5% in the quarter, 1% in constant currency. Americas sales declined 3% as reported and in constant currency.
European sales grew 11%, 2% in constant currency. Sales to the Asia-Pacific region grew 12% as reported and in constant currency.

CVI Net Sales: Practitioner and patient preferences in the worldwide contact lens market continue to change. The major shifts are from:

� Conventional lenses replaced annually to disposable and frequently replaced lenses. Disposable lenses are designed for either daily,
two-week or monthly replacement; frequently replaced lenses are designed for replacement after one to three months.

� Commodity lenses to specialty lenses including toric, multifocal and cosmetic lenses.

� Commodity spherical lenses to value-added spherical lenses such as continuous wear lenses and lenses to alleviate dry eye symptoms as
well as lenses with aspherical optical properties or higher oxygen permeable lenses such as silicone hydrogels.

Although these shifts generally favor CVI�s core product lines of specialty lenses, PC Technology brand spherical lenses, silicone hydrogel
spherical lenses and single-use spherical lenses, which now comprise 68% of CVI�s worldwide business, it is important that CVI develop a range
of silicone hydrogel products. In fiscal 2006, CVI commenced sales of a silicone hydrogel product in Europe and a limited rollout in the United
States and is in the process of expanding its manufacturing capacity to grow sales.

Definitions: Contact lens revenue includes sales of conventional, disposable, long-term extended wear lenses and single-use spherical lenses,
some of which are aspherically designed, and specialty lenses�toric lenses, cosmetic lenses and multifocal lenses.

� Aspheric lenses correct for near- and farsightedness and have additional optical properties that help improve visual acuity in low light
conditions and can correct low levels of astigmatism and low levels of presbyopia, an age-related vision defect.
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� Cosmetic lenses are opaque and color enhancing lenses that alter the natural appearance of the eye.

� Multifocal lens designs correct presbyopia.

� Proclear lenses, manufactured using proprietary phosphorylcholine (PC) technology, help enhance tissue/device compatibility and offer
improved lens comfort.

Net sales for the quarter grew 5% with single-use spheres up 22%, at $25.3 million, all disposable spheres up 5% and total spheres up 4%.
Disposable toric sales grew 15%, disposable multifocal sales were up 17% and total toric sales grew 8%. CVI�s line of specialty lenses grew 9%
during the quarter. Proclear products continued global market share gains as Proclear toric sales increased 43% to $10.4 million, Proclear
spheres, including Biomedics XC increased 21% to $21.5 million and Proclear multifocal lenses, including Biomedics XC, increased 51% to
$6.7 million.

Sales growth is driven primarily through increases in the volume of lenses sold as the market continues to move to more frequent replacement.
While unit growth and product mix have influenced revenue growth, average realized prices by product have not materially influenced revenue
growth.

CSI Net Sales: CSI�s first quarter net sales increased 19% to $35.8 million. CSI�s organic sales grew about 10% over last year�s first quarter.
Women�s healthcare products used primarily by obstetricians and gynecologists generate about 93% of CSI�s sales. The balance are sales of
medical devices outside of women�s healthcare which CSI does not actively market. CSI�s acquisition during the period did not significantly
affect Cooper�s results of operations. While unit growth and product mix have influenced organic revenue growth, average realized prices by
product have not materially influenced organic revenue growth.

Cost of Sales/Gross Profit: Gross profit as a percentage of net sales (margin) was:

Margin

Three Months Ended

January 31,
2007 2006

CVI 59% 64%
CSI 60% 57%
Consolidated 59% 63%
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CVI�s margin was 59% for the first quarter of fiscal 2007 compared with 64% for the first quarter last year, as a result of manufacturing
inefficiencies related to new products and integration activities, changing product mix and unfavorable foreign currency that flowed through cost
of sales. The changing product mix included a shift to lower margin sphere products, including single-use spheres that represented 14% of lens
sales in the current period compared to 12% in the first quarter of fiscal 2006. CVI�s fiscal 2007 cost of sales include stock option expense,
production start-up costs for our new silicone hydrogel products and costs related to our conversion of single-use lenses to new strip-blister
packaging. These costs amounted to $6.2 million or 3% of sales in the three-month period. For 2006, cost of sales included restructuring costs
and profits and losses associated with product lines being phased out, which were less than 1% of sales in the three-month period. Manufacturing
inefficiencies associated with the ramp up of new products and plant realignment activities are expected to continue throughout the remainder of
the year.

CSI�s margin was 60%, compared with 57% for the first quarter last year. Higher gross margin reflects the changing product mix and continuing
efficiencies associated with recent acquisitions.

Selling, General and Administrative (SGA) Expense:

Three Months Ended January 31,
% Net

Sales

% Net

Sales2007 2006 % Increase
($ in millions)

CVI $ 73.9 40% $ 65.1 37% 13%
CSI 13.5 38% 10.7 36% 27%
Headquarters 10.1 N/A 8.6 N/A 18%

$ 97.5 44% $ 84.4 41% 15%

In the first quarter of fiscal 2007, consolidated SGA increased 15% and was 44% of revenue compared to 41% of sales in the first quarter of
fiscal 2006. The increase in SGA is primarily due to restructuring and integration costs, including the rationalization of distribution centers that
increased to $4.1 million from $835,000 in the first quarter of fiscal 2006 and intellectual property and securities litigation costs of $1.9 million
that were not in the prior period along with costs to support the increase in sales. We expect litigation expenses related to intellectual property
matters and the securities litigation to continue to be significant in 2007. Corporate headquarters� expenses in 2007, which increased 18% to
$10.1 million, include $4.6 million of share-based compensation expense compared to $3.4 million in the prior year.

Research and Development Expense: During the first fiscal quarter, CVI�s research and development expenditures were $5.8 million, up 10%
over the first quarter of fiscal 2006 and were 3% of sales in both periods. CVI�s research and development activities include programs to develop
silicone hydrogel products and single-use product lines.
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CSI�s research and development expenditures were $1.2 million, before a $4.2 million charge for acquired in-process research and development,
up 68% over the first quarter of fiscal 2006. CSI�s research and development activities include the upgrade and redesign of many CSI
osteoporoses, in-vitro fertilization, incontinence and assisted reproductive technology products and other obstetrical and gynecological product
development activities.

Operating Income: Operating income decreased by $18 million, or 53%, in the first quarter:

Three Months Ended January 31,

2007

% Net

Sales 2006

% Net

Sales % Increase
($ in millions)

CVI $ 24.1 13% $ 37.0 21% (35)%
CSI 1.8 5% 5.3 18% (65)%
Headquarters (10.1) N/A (8.6) N/A (18)%

$ 15.8 7% $ 33.7 16% (53)%

Interest Expense: Interest expense decreased by $2.7 million or 22%. In the first quarter of 2007 and 2006, we wrote off debt issuance costs
related to extinguished credit agreements of $882,000 and $4.1 million, respectively. The decrease was partially offset by interest expense
incurred on higher average borrowings in 2007 compared to 2006.

Other Income (Expense), Net:

Three Months Ended

January 31,
2007 2006

(In millions)
Interest income $ 0.3 $ �  
Foreign exchange gain (loss) 0.8 (0.8)
Other (0.3) (0.3)

$ 0.8 $ (1.1)

Provision for Income Taxes: We recorded tax expense of $1.4 million in the first quarter of fiscal 2007 compared to $2.2 million in the first
quarter of fiscal 2006. The effective tax rate for the first quarter of fiscal 2007 (provision for taxes divided by income before taxes) was
approximately 21 percent compared to approximately 11 percent for the first quarter of fiscal 2006. The increase in the 2007 ETR reflects
certain expenses associated with the Ocular integration plan impacting jurisdictions with lower tax rates.
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Share-Based Compensation Plans: Compensation cost associated with share-based awards recognized in fiscal 2007 and fiscal 2006 includes:
1) amortization related to the remaining unvested portion of all stock option awards granted prior to November 1, 2005, based on the grant date
fair value estimated in accordance with the original provisions of SFAS 123; and 2) amortization related to all stock option awards granted on or
subsequent to November 1, 2005, based on the grant date fair value estimated in accordance with the provisions of SFAS 123R. The
compensation and related income tax benefit recognized in the Company�s consolidated financial statements for stock options and restricted stock
awards were as follows:

Three Months Ended

January 31,
2007 2006

(In millions)
Selling, general and administrative expenses $ 6.7 $ 4.8
Cost of products sold 0.3 �  
Research and development expenses 0.2 0.1
Capitalized in inventory 0.5 0.3

Total compensation $ 7.7 $ 5.2

Related income tax benefit $ 2.0 $ 1.4

Cash received from options exercised under all share-based payment arrangements for the three months ended January 31, 2007 and 2006 was
approximately $1.5 million and $2.5 million, respectively.

The Company continues to estimate the fair value of each share-based award on the date of grant using the Black-Scholes option valuation
model. Groups of employees that have similar historical exercise behavior are considered separately for valuation purposes. Previously, under
SFAS 123, the Company did not utilize separate employee groupings in the determination of option values. The Company now estimates option
forfeitures based on historical data for each employee grouping and adjusts the rate to expected forfeitures periodically. The adjustment of the
forfeiture rate will result in a cumulative catch-up adjustment in the period the forfeiture estimate is changed.
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Capital Resources and Liquidity

First Quarter Highlights:

� Operating cash flow of $0.8 million vs. $29.3 million in the first quarter of fiscal 2006.

� Cash payments for acquisitions totaled $33.9 million.

� Expenditures for purchases of property, plant and equipment (PP&E) $50.0 million vs. $42.2 million in 2006�s first quarter.
Comparative Statistics ($ in millions):

January 31, 2007 October 31, 2006
Cash and cash equivalents $ 23.5 $ 8.2
Total assets $ 2,469.0 $ 2,352.6
Working capital $ 263.8 $ 180.3
Total debt $ 853.7 $ 742.7
Stockholders� equity $ 1,402.6 $ 1,378.5
Ratio of debt to equity 0.61:1 0.54:1
Debt as a percentage of total capitalization 38% 35%
Operating cash flow�twelve months ended $ 122.0 $ 150.5
Operating Cash Flow: Cash flow provided by operating activities totaled $0.8 million in the first quarter of fiscal 2007 and $122 million over
the twelve-month period ended January 31, 2007.

Working capital increased $83.5 million in the first quarter of fiscal 2007 due to increases of $15.3 million in cash, $10.2 million in receivables,
$11.5 million in inventory, $1.4 million in prepaids and other assets and decreases of $21 million in current accrued liabilities and accounts
payable and $25.2 million in short term debt. This activity was partially offset as current deferred tax assets decreased $1.1 million. The
significant increase in working capital is primarily due to the refinancing of Cooper�s credit facility, which reduced the current portion of debt,
along with the building of inventory in anticipation of new product launches and distribution center consolidations and increasing sales levels.

At the end of the first quarter of fiscal 2007, Cooper�s inventory months on hand (MOH) increased to 8.3 from 7.8 in last year�s first quarter as
inventory was built to support new product launches and distribution center consolidations. Also, our days sales outstanding (DSO) decreased to
64 days from 68 days in last year�s first quarter. Based on our experience and knowledge of our customers and our analysis of inventoried
products and product levels, we believe that our accounts receivable and inventories are recoverable.
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Investing Cash Flow: The cash outflow of $83.9 million from investing activities was driven by payments of $33.9 million for acquisitions and
capital expenditures of $50.0 million, used primarily to expand manufacturing capacity, consolidate distribution centers and continue the rollout
of new information systems. Subsequent to the end of the period, CSI acquired Wallach Surgical Devices, Inc. for $20 million in cash.

Financing Cash Flow: The cash inflow of $98.6 million from financing activities was driven by net proceeds from long-term debt of $98.4
million, net proceeds from short-term debt of $10.4 million and $1.5 million from the exercise of stock options, partially offset by payment of
debt acquisition costs of $10.4 million and dividends on our common stock of $1.3 million paid in the first quarter of 2007.

Estimates and Critical Accounting Policies

Management estimates and judgments are an integral part of financial statements prepared in accordance with U.S. generally accepted
accounting principles (GAAP). We believe that the critical accounting policies described in this section address the more significant estimates
required of management when preparing our consolidated financial statements in accordance with GAAP. We consider an accounting estimate
critical if changes in the estimate may have a material impact on our financial condition or results of operations. We believe that the accounting
estimates employed are appropriate and resulting balances are reasonable; however, actual results could differ from the original estimates,
requiring adjustment to these balances in future periods.

� Revenue recognition � We recognize revenue when it is realized or realizable and earned, based on terms of sale with the customer, where
persuasive evidence of an agreement exists, delivery has occurred, the seller�s price is fixed and determinable and collectibility is
reasonably assured. For contact lenses as well as CSI medical devices, diagnostic products and surgical instruments and accessories, this
primarily occurs upon product shipment, when risk of ownership transfers to our customers. We believe our revenue recognition policies
are appropriate in all circumstances and that our policies are reflective of our customer arrangements. We record, based on historical
statistics, estimated reductions to revenue for customer incentive programs offered including cash discounts, promotional and advertising
allowances, volume discounts, contractual pricing allowances, rebates and specifically established customer product return programs.
While estimates are involved, historically, most of these programs have not been major factors in our business since a high percentage of
our revenue is from direct sales to doctors.

� Allowance for doubtful accounts � Our reported balance of accounts receivable, net of the allowance for doubtful accounts, represents our
estimate of the amount that ultimately will be realized in cash. We review the adequacy of our allowance for doubtful accounts on an
ongoing basis, using historical payment trends and the age of the receivables and knowledge of our individual customers. When our
analyses indicate, we increase or decrease our allowance accordingly. However, if the financial condition of our customers were to
deteriorate, additional allowances may be required. While estimates are involved, bad debts historically have not been a significant factor
given the diversity of our customer base, well established historical payment patterns and the fact that patients require satisfaction of
healthcare needs in both strong and weak economies.
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� Net realizable value of inventory � In assessing the value of inventories, we must make estimates and judgments regarding aging of
inventories and other relevant issues potentially affecting the saleable condition of products and estimated prices at which those products
will sell. On an ongoing basis, we review the carrying value of our inventory, measuring number of months on hand and other indications
of salability, and reduce the value of inventory if there are indications that the carrying value is greater than market. At the point of the loss
recognition, a new, lower-cost basis for that inventory is established, and subsequent changes in facts and circumstances do not result in
the restoration or increase in that newly established cost basis. While estimates are involved, historically, obsolescence has not been a
significant factor due to long product dating and lengthy product life cycles. We target to keep, on average, about seven months of
inventory on hand to maintain high customer service levels given the complexity of our specialty lens product portfolio.

� Valuation of goodwill � We account for goodwill and evaluate our goodwill balances and test them for impairment in accordance with the
provisions of Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets, (SFAS 142). We no longer
amortize goodwill. The SFAS 142 goodwill impairment test is a two-step process. Initially, we compare the book value of net assets to the
fair value of each reporting unit that has goodwill assigned to it. If the fair value is determined to be less than the book value, a second step
is performed to compute the amount of the impairment. When available and as appropriate, we use comparative market multiples to
corroborate fair value results. A reporting unit is the level of reporting at which goodwill is tested for impairment.

Our reporting units are the same as our business segments � CVI and CSI � reflecting the way that we manage our business. We test goodwill for
impairment annually during the third fiscal quarter and when an event occurs or circumstances change such that it is reasonably possible that
impairment may exist. We performed an impairment test in our third fiscal quarter 2006, and our analysis indicated that we had no impairment
of goodwill. The valuation of each of our reporting units was determined using a combination of discounted cash flows, an income valuation
approach and the guideline company method, a market valuation approach.

� Business combinations � We routinely consummate business combinations. We allocate the purchase price of acquisitions based on our
estimates and judgments of the fair value of net assets purchased, acquisition costs incurred and intangibles other than goodwill. On
individually significant acquisitions, we utilize independent valuation experts to provide a basis in order to refine the purchase price
allocation, if appropriate. Results of operations for acquired companies are included in our consolidated results of operations from the date
of acquisition.
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� Income taxes � The Company accounts for income taxes under the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases and for tax losses and tax credit carryforwards. Deferred tax assets and liabilities are measured
using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered
or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the
enactment date. In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some
portion or all of the deferred tax assets will not be realized.

As part of the process of preparing our consolidated financial statements, we must estimate our income tax expense for each of the jurisdictions
in which we operate. This process requires significant management judgments and involves estimating our current tax exposures in each
jurisdiction including the impact, if any, of additional taxes resulting from tax examinations as well as judging the recoverability of deferred tax
assets. To the extent recovery of deferred tax assets is not likely based on our estimation of future taxable income in each jurisdiction, a
valuation allowance is established. Tax exposures can involve complex issues and may require an extended period to resolve. Frequent changes
in tax laws in each jurisdiction complicate future estimates. To determine the quarterly tax rate, we are required to estimate full-year income and
the related income tax expense in each jurisdiction. We update the estimated effective tax rate for the effect of significant unusual items as they
are identified. Changes in the geographic mix or estimated level of annual pre-tax income can affect the overall effective tax rate, and such
changes could be material.

� Share-based compensation � Effective November 1, 2005, we adopted Statement of Financial Accounting Standards No. 123 (revised
2004), Share-Based Payment (SFAS 123R) as interpreted by SEC Staff Accounting Bulletin No. 107, using the modified prospective
transition method. Prior periods have not been restated. See Note 10. Stock Plans in our Annual Report on Form 10-K for the fiscal year
ended October 31, 2006, for a further description of the impact of the adoption of SFAS 123R and the Company�s share-based
compensation plans.

Under the fair value recognition provisions of SFAS 123R, share-based compensation cost is measured at the grant date based on the fair value
of the award and is recognized as expense over the vesting period. Determining the fair value of share-based awards at the grant date requires
judgment, including estimating Cooper�s stock price volatility, employee stock option exercise behaviors and employee option forfeiture rates.
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The expected life of the share-based awards is based on the observed and expected time to post-vesting forfeiture and/or exercise. Groups of
employees that have similar historical exercise behavior are considered separately for valuation purposes. The expected volatility is based on
implied volatility from publicly-traded options, historical volatility on the Company�s stock at the date of grant, historical implied volatility of the
Company�s publicly-traded options and other factors. The risk-free interest rate is based on the continuous rates provided by the U.S. Treasury
with a term equal to the expected life of the award. The dividend yield is based on the projected annual dividend payment per share, divided by
the stock price at the date of grant.

As share-based compensation expense recognized in the Consolidated Statement of Income is based on awards ultimately expected to vest, the
amount of expense has been reduced for estimated forfeitures. SFAS 123R requires forfeitures to be estimated at the time of grant and revised, if
necessary, in subsequent periods if actual forfeitures differ from those estimates. Forfeitures were estimated based on historical experience.

If factors change and the Company employs different assumptions in the application of SFAS 123R, the compensation expense that it records in
future periods may differ significantly from what it has recorded in the current period.

New Accounting Pronouncements

In September 2006, the SEC staff issued Staff Accounting Bulletin (SAB) No. 108, Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial Statements (SAB 108). In SAB 108, the SEC staff established an approach that requires
quantification of financial statement misstatements based on the effects of the misstatements on each of the Company�s financial statements and
the related financial statement disclosures. SAB 108 permits public companies to initially apply its provisions either by (i) restating prior
financial statements or (ii) recording the cumulative effect as adjustments to the carrying values of assets and liabilities with an offsetting
adjustment recorded to the opening balance of retained earnings. The Company is required to adopt SAB 108 by the end of fiscal 2007. The
Company has not completed its analysis but does not expect adoption to have a significant impact on the Company�s results of operations or
financial condition.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157, Fair Value Measurements (SFAS 157). SFAS 157
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and expands disclosures about
fair value measurements. This statement is effective for financial statements issued for fiscal years beginning after November 15, 2007. The
Company is currently evaluating the impact SFAS 157 will have on its consolidated financial statements.
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In September 2006, the FASB issued SFAS No. 158, Employers� Accounting for Defined Benefit Pension and Other Postretirement Plans � an
amendment of FASB Statements No. 87, 88, 106 and 132(R) (SFAS 158). SFAS 158 requires an employer to recognize the overfunded or
underfunded status of a defined benefit postretirement plan as an asset or liability in its statement of financial position and to recognize changes
in that funded status in the year in which the changes occur through comprehensive income. SFAS 158 also requires an employer to measure the
funded status of a plan as of the date of its year-end statement of financial position, with limited exceptions. This statement is effective for
financial statements as of the end of fiscal years ending after December 15, 2006. The Company is currently evaluating the impact SFAS 158
will have on its consolidated financial statements.

In July 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48). FIN 48 applies to all tax positions
related to income taxes subject to Statement SFAS No. 109, Accounting for Income Taxes (SFAS 109). Under FIN 48, a company would
recognize the benefit from a tax position only if it is more-likely-than-not that the position would be sustained upon audit based solely on the
technical merits of the tax position. FIN 48 clarifies how a company would measure the income tax benefits from the tax positions that are
recognized, provides guidance as to the timing of the derecognition of previously recognized tax benefits and describes the methods for
classifying and disclosing the liabilities within the financial statements for any unrecognized tax benefits. FIN 48 also addresses when a
company should record interest and penalties related to tax positions and how the interest and penalties may be classified within the income
statement and presented in the balance sheet. FIN 48 is effective for fiscal years beginning after December 15, 2006. For the Company, FIN 48
will be effective for our 2008 fiscal year. Differences between the amounts recognized prior to and after the adoption of FIN 48 would be
accounted for as a cumulative effect adjustment to the beginning balance of retained earnings. The Company is currently evaluating FIN 48 and
its possible impacts on the Company�s financial statements. Upon adoption, there is a possibility that the cumulative effect would result in a
charge or benefit to the beginning balance of retained earnings, increases or decreases in future effective tax rates, and/or increases in future
effective tax rate volatility.

In February 2007, FASB Issued SFAS No. 159, Establishing the Fair Value Option for Financial Assets and Liabilities (SFAS 159). The
Financial Accounting Standards Board has issued SFAS 159 to permit all entities to choose to elect, at specified election dates, to measure
eligible financial instruments at fair value. An entity shall report unrealized gains and losses on items for which the fair value option has been
elected in earnings at each subsequent reporting date, and recognize upfront costs and fees related to those items in earnings as incurred and not
deferred. SFAS 159 applies to fiscal years beginning after November 15, 2007, or our 2009 fiscal year, with early adoption permitted for an
entity that has also elected to apply the provisions of SFAS 157, Fair Value Measurements. An entity is prohibited from retrospectively applying
SFAS 159, unless it chooses early adoption. SFAS 159 also applies to eligible items existing at November 15, 2007 (or early adoption date). The
Company has not completed its analysis but does not expect the adoption of SFAS 159 to have a material effect on the Company�s financial
condition.
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Risk Management

We are exposed to risks caused by changes in foreign exchange, principally our pound sterling and euro denominated debt and receivables, and
from operations in foreign currencies. We have taken steps to minimize our balance sheet exposure. We are also exposed to risks associated with
changes in interest rates, as the interest rate on our Revolver under our new credit facility varies with the London Interbank Offered Rate. The
significant increase in debt following the acquisition of Ocular has significantly increased the risk associated with changes in interest rates. We
have decreased this interest rate risk by hedging approximately $250 million of variable rate debt effectively converting it to fixed rate debt for
periods of up to one year.

Credit Facility

On January 31, 2007, Cooper refinanced its existing $750 million syndicated bank credit facility, which consisted of a $250 million term loan
and a $500 million revolving credit facility, with a new $650 million syndicated Senior Unsecured Revolving Line of Credit (Revolver) and
$350 million aggregate principal amount of 7.125% of Senior Notes, described below. The refinancing extends the maturity and provides
additional borrowing flexibility along with lower overall pricing relative to the prior agreement. In addition, the Company has the ability from
time to time to increase the size of the Revolver by up to an additional $250 million. KeyBank led the Revolver refinancing, which resulted in a
number of the banks retaining or increasing their participation in the agreement. The Revolver matures on January 31, 2012.

Interest rates for the Revolver are based on the London Interbank Offered Rate (LIBOR) plus additional basis points determined by certain ratios
of debt to pro forma earnings before interest, taxes, depreciation and amortization (EBITDA), as defined in the credit agreement. These range
from 75 to 150 basis points. As of January 31, 2007, the additional basis points were 150.

The credit agreement:

� Requires that the ratio of Consolidated Pro Forma EBITDA to Consolidated Interest Expense (as defined, �Interest Coverage Ratio�) be at
least 3.0 to 1.0 at all times.

� Requires that the ratio of Consolidated Funded Indebtedness to Consolidated Pro Forma EBITDA (as defined, �Total Leverage Ratio�) be no
higher than 4.00 to 1.00 from January 31, 2007 through October 31, 2009 and 3.75 to 1.00 thereafter.

At January 31, 2006, the Company�s Interest Coverage Ratio was 6.92 to 1.00 and the Total Leverage Ratio was 3.56 to 1.00.
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The Company wrote off about $0.9 million of debt issuance costs in interest expense as a result of extinguishing the term loan. The remaining
$1.7 million of existing debt issuance costs and the $10.4 million of costs incurred to refinance the Revolver and Notes are carried in other assets
and amortized to interest expense over the life of the credit facility.

Senior Notes

On January 31, 2007, the Company issued $350 million aggregate principal amount of 7.125% Senior Notes (the Notes) due February 15, 2015.
The Notes were offered in a private placement to qualified institutional buyers pursuant to Rule 144A under the Securities Act of 1933. The
Notes pay interest semi-annually on February 15 and August 15 of each year, beginning August 15, 2007. We may redeem some or all of the
Notes at any time prior to February 15, 2011 at a price equal to 100% of the principal amount of the Notes redeemed plus accrued and unpaid
interest to the redemption date and a premium. We may redeem some or all of the Notes at any time on or after February 15, 2011, at the
redemption prices (expressed as percentages of principal amounts) set forth below, plus accrued and unpaid interest to the redemption date and
additional interest (if we fail to comply with certain obligations under the registration rights agreement that we entered in connection with the
Notes (Additional Interest)), if any, on the Notes redeemed to the applicable redemption date, if redeemed during the twelve-month period
beginning on February 15 of the years indicated below:

Year Percent
2013 103.563%
2014 101.781%
2013 and thereafter 100.000%

In addition, prior to February 15, 2010, we may redeem up to 35% of the Notes at a price equal to 107.125% of the principal amount of the
Notes redeemed plus accrued and unpaid interest to the redemption date and Additional Interest, if any, on the Notes redeemed to the applicable
redemption date, from the proceeds of certain equity offerings.

Net proceeds from the issuance totaled approximately $342.6 million.

Under the indenture governing the Notes, our ability to incur indebtedness and pay distributions is subject to restrictions and the satisfaction of
various conditions. In addition, the indenture imposes restrictions on certain other customary matters, such as limitations on certain investments,
transactions with affiliates, the incurrence of liens, sale and leaseback transactions, certain asset sales and mergers.
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The Notes are our senior unsecured obligations and rank equally with all of our existing and future senior unsecured obligations and senior to
our subordinated indebtedness. The Notes are effectively subordinated to our existing and future secured indebtedness to the extent of the assets
securing that indebtedness. On the issue date, certain of our direct and indirect subsidiaries entered into unconditional guarantees of the Notes
that are unsecured. These guarantees rank equally with all existing and future unsecured senior obligations of the guarantors and are effectively
subordinated to existing and future secured debt of the guarantors to the extent of the assets securing that indebtedness. The Notes are
structurally subordinated to indebtedness and other liabilities, including payables, of our non-guarantor subsidiaries.

The changes to our contractual obligations and expected maturity dates, including the new Revolver and Notes are:

Payments Due by Fiscal Period
2007 2008 & 2009 2010 & 2011 2012 &Beyond

($ in millions)
Long-term debt $ 0.1 $ �  $ �  $ 819.9
Interest payments on long-term debt 51.4 102.7 102.7 83.7
Operating leases 23.1 34.6 27.2 45.7

$ 74.6 $ 137.3 $ 129.9 $ 949.3

Expected Maturity Date

Fiscal Year 2007 2008 2009 2010 2011 Thereafter Total

Fair

Value
($ in millions)

Long-term debt:
Fixed interest rate $ �  $ �  $ �  $ �  $ �  $ 465.0 $ 465.0 $ 483.4
Average interest rate 6.0%
Variable interest rate $ �  $ �  $ �  $ �  $ �  $ 354.9 $ 354.9 $ 354.9
Average interest rate 4.1% 6.0% 6.9% 6.9% 6.9% 4.4%
Trademarks

Proclear and Biomedics are registered trademarks of The Cooper Companies, Inc., its affiliates and/or subsidiaries and are italicized in this
report. PC Technology, Biomedics XC, Biofinity and Lone Star Retractor System are trademarks of The Cooper Companies, Inc., its affiliates
and/or subsidiaries and are italicized in this report.
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Item 3. Quantitative and Qualitative Disclosure About Market Risk
See �Risk Management� under Capital Resources and Liquidity in Item 2 of this report.

Item 4. Controls and Procedures
The Company has established and currently maintains disclosure controls and procedures designed to ensure that material information required
to be disclosed in its reports filed under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time
periods specified by the Securities and Exchange Commission and that any material information relating to the Company is recorded, processed,
summarized and reported to its principal officers to allow timely decisions regarding required disclosures. In designing and evaluating the
disclosure controls and procedures, management recognizes that controls and procedures, no matter how well designed and operated, can
provide only reasonable assurance of achieving desired control objectives. In reaching a reasonable level of assurance, management necessarily
was required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures.

In conjunction with the close of each fiscal quarter, the Company conducts a review and evaluation, under the supervision and with the
participation of the Company�s management, including the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design
and operation of the Company�s disclosure controls and procedures. The Company�s Chief Executive Officer and Chief Financial Officer, based
upon their evaluation as of January 31, 2007, the end of the fiscal quarter covered in this report, concluded that the Company�s disclosure
controls and procedures were effective at the reasonable assurance level.

As of January 31, 2007, there has been no change in the Company�s internal control over financial reporting during the Company�s most recent
fiscal quarter that has materially affected, or is reasonably likely to materially affect, the Company�s internal control over financial reporting.
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PART II�OTHER INFORMATION

Item 1. Legal Proceedings
Levine v. The Cooper Cos., Inc., et.al.

On February 15, 2006, Alvin L. Levine filed a putative securities class action lawsuit in the United States District Court for the Central District
of California, Case No. SACV-06-169 CJC, against the Company, A. Thomas Bender, its Chairman of the Board, President and Chief Executive
Officer and a director, Robert S. Weiss, its Executive Vice President, Chief Operating Officer and a director, and John D. Fruth, a director. Two
similar putative class action lawsuits were also filed in the United States District Court for the Central District of California, Case Nos.
SACV-06-306 CJC and SACV-06-331 CJC. On May 19, 2006, the Court consolidated all three actions under the heading In re Cooper
Companies, Inc. Securities Litigation and selected a lead plaintiff and lead counsel pursuant to the provisions of the Private Securities Litigation
Reform Act of 1995, 15 U.S.C. § 78u-4.

The lead plaintiff filed a consolidated complaint on July 31, 2006. The consolidated complaint was filed on behalf of all purchasers of the
Company�s securities between July 28, 2004 and December 12, 2005, including persons who received Company securities in exchange for their
shares of Ocular in the January 2005 merger pursuant to which the Company acquired Ocular. In addition to the Company, Messrs. Bender,
Weiss, and Fruth, the consolidated complaint names as defendants several of the Company�s other current officers and directors, and one former
officer.

The consolidated complaint purports to allege violations of Sections 10(b) and 20(a) of the Securities and Exchange Act of 1934 by, among
other things, contending that: (a) the Company improperly accounted for assets acquired in the Ocular merger by improperly allocating
$100 million of acquired customer relationships and manufacturing technology to goodwill (which is not amortized against earnings) instead of
to intangible assets other than goodwill (which are amortized against earnings); (b) the Company�s earnings guidance reflected the improper
accounting for intangible assets and was inflated by (among other things) the amount of the understated amortization expense; (c) contrary to
certain alleged statements, Ocular had �flooded the trade channel� with its older products as its Premier lenses were not being well received by
customers; (d) the Company�s aggressive revenue and growth targets for 2005 and beyond lacked any reasonable basis when made and did not
reflect realistically achievable results primarily because of the absence of a two-week silicone hydrogel product; (e) the Company�s internal
controls were inadequate making it possible to misstate earnings by improperly accounting for the merger with Ocular and (f) sales force
integration was not materializing and was fraught with dissension and acrimony.

On September 29, 2006, the Company and the individual defendants moved to dismiss the consolidated complaint. A hearing on the motion is
currently scheduled for May 4, 2007. The Company intends to vigorously defend this matter.
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In re Cooper Companies, Inc. Derivative Litigation

On March 17, 2006, Eben Brice filed a purported shareholder derivative complaint in the United States District Court for the Central District of
California, Case No. 8:06-CV-00300-CJC-RNB, against several current and former officers and directors of the Company. The Company is
named as a �nominal defendant.� Following the filing of the first purported shareholder derivative lawsuit, three similar purported shareholder
derivative suits were filed in the United States District Court for the Central District of California. All four actions have been consolidated under
the heading In re Cooper Companies, Inc. Derivative Litigation, and the Court selected a lead plaintiff and lead counsel.

On September 11, 2006, plaintiffs filed a consolidated amended complaint. The complaint purports to allege causes of action for breach of
fiduciary duty, insider trading, breach of contract, and unjust enrichment, and largely repeats the allegations in the class action securities case,
described above. The Company and the individual defendants have yet to respond to the consolidated amended complaint.

In addition to the derivative action pending in federal court, three similar purported shareholder actions were filed in the Superior Court for the
State of California for the County of Alameda. These actions have been consolidated under the heading In re Cooper Companies, Inc.
Shareholder Derivative Litigation, Case No. RG06260748. A consolidated amended complaint was filed on September 18, 2006.

On November 29, 2006 the Superior Court for the County of Alameda entered an order staying the action pending the resolution of the federal
derivative action.

Both the state and federal derivative action are derivative in nature and do not seek damages from the Company.

Bausch & Lomb Incorporated Litigation

On October 5, 2004, Bausch & Lomb Incorporated (Bausch & Lomb) filed a lawsuit against Ocular in the U.S. District Court for the Western
District of New York alleging that its Biomedics® toric soft contact lens and its private label equivalents infringe Bausch & Lomb�s U.S. Patent
No. 6,113,236 relating to toric contact lenses having optimized thickness profiles. The complaint seeks an award of damages, including multiple
damages, attorneys� fees and costs and an injunction preventing the alleged infringement. The parties have filed claim construction briefs for the
court to consider for its Markman order, and fact discovery substantially concluded during the first quarter of fiscal 2006. Based on our review
of the complaint and the patent, as well as other relevant information obtained in discovery, we believe this lawsuit is without merit and plan to
continue to pursue a vigorous defense.
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United States Tax Court Litigation

United States Tax Court Litigation: On September 29, 2004, the IRS issued Notices of Deficiency to Ocular in connection with its audit of
Ocular�s income tax returns for the years 1999, 2000 and 2001. The Notice primarily pertains to transfer pricing issues and an alternative
adjustment under the anti-deferral provisions of Subpart F of the Internal Revenue Code and asserts that $44.8 million of additional taxes is
owed for these years, plus unspecified interest and approximately $12.7 million in related penalties.

On December 29, 2004, Ocular filed a Petition for the United States Tax Court to redetermine the deficiencies asserted by the IRS. On
February 11, 2005, the IRS filed its Answer to the Petition generally denying the various arguments made by Ocular against the assertions of the
IRS. The Company believes that the IRS may not have fully reviewed the facts before making its assessment of additional taxes, and that its
position misapplies the law and is incorrect. Discovery began on March 7, 2005, and the Company intends to fully access the work product of
the IRS to more fully ascertain an understanding of its position.

The amount of taxes paid for these years was supported by pricing studies performed by an international firm of tax advisors. The resulting
intercompany transactions and tax payments reflected pricing terms that were and are consistent with industry practice for arm�s length
transactions with unrelated third parties. The Company intends to vigorously contest the IRS�s claims, and believes that the ultimate outcome of
this matter will not have a material adverse effect on financial condition, liquidity or cash flow of the Company.

The Company continues to be subject to the examination of Ocular�s income tax returns by the IRS and other fiscal authorities, and we cannot
assure that the outcomes from these examinations will not have a material adverse effect on the Company�s operating results and financial
condition. Moreover, the Company�s future effective tax rates could be adversely affected by earnings being higher than anticipated in countries
where it has higher statutory rates or lower than expected in countries where it has lower statutory rates, by changes in the valuation of deferred
tax assets or liabilities, or by changes in tax laws or interpretations thereof.

CIBA Vision Litigation

On April 10, 2006, CVI filed a lawsuit against CIBA Vision (CIBA) in the United States District Court for the Eastern District of Texas alleging
that CIBA is infringing United States Patent Nos. 6,431,706, 6,923,538, 6,467,903, 6,857,740 and 6,971,746 by, among other things, making,
using, selling and offering to sell its O2Optix line of contact lenses. On June 5, 2006, CIBA filed an answer denying infringement and asserting
certain affirmative defenses. The Court has set a trial date of January 8, 2008.
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On April 11, 2006, CVI filed a lawsuit against CIBA in the United States District Court for the District of Delaware seeking a judicial
declaration that CVI�s Biofinity� line of silicone hydrogel contact lenses does not infringe any valid and enforceable claims of United States
Patent Nos. 5,760,100, 5,776,999, 5,789,461, 5,849,811, 5,965,631 and 6,951,894. On July 5, 2006, CIBA answered the complaint by denying
the allegation that CVI�s Biofinity� line of silicone hydrogel contact lenses does not infringe any valid and enforceable claims of the foregoing
patents. The answer also asks the Court for permission to interpose a counterclaim for infringement in the future if, after examination of the
lenses, CIBA believes they infringe the foregoing patents, which counterclaim would seek both damages and injunctive relief. The Court has set
a trial date of October 6, 2008.

On November 21, 2006, CVI filed a lawsuit against CIBA in the United States District Court for the Eastern District of Texas alleging that
CIBA is infringing United States Patent Nos. 7,134,753 and 7,133,174 by, among other things, making, using, selling and offering to sell its
O2Optix toric line of contact lenses. On December 11, 2006, CIBA filed an answer denying infringement and asserting certain affirmative
defenses. The Court has set a trail date of January 8, 2008.

Item 1A. Risk Factors
Our business faces significant risks. These risks include those described below and may include additional risks and uncertainties not presently
known to us or that we currently deem immaterial. Our business, financial condition and results of operations could be materially adversely
affected by any of these risks, and the trading prices of our common stock or convertible debentures could decline. The risk factors set forth
below were disclosed under �Risk Factors� in our Annual Report on Form 10-K for fiscal year ended October 31, 2006, and have been modified to
reflect changes since that filing. These risks should be read in conjunction with the other information in this report and the 2006 Annual Report
on Form 10-K.

Risks Relating to Our Business

We face risks associated with disruption of manufacturing and distribution operations and failure to develop new manufacturing processes
that could adversely affect our profitability or competitive position.

We manufacture a significant portion of the medical device products we sell. Any prolonged disruption in the operations of our existing
manufacturing facilities, whether due to technical or labor difficulties, destruction of or damage to any facility (as a result of natural disaster, use
and storage of hazardous materials or other events) or other reasons, could have a material adverse effect on our business, financial condition
and results of operations. In addition, materials, such as silicone hydrogel require improvements to our manufacturing processes to make them
cost effective. Our failure to develop such new manufacturing processes could significantly impact our ability to compete.

51

Edgar Filing: COOPER COMPANIES INC - Form 10-Q

Table of Contents 56



Table of Contents

CVI manufactures molded contact lenses, which represent a significant portion of our contact lens revenues, primarily at our facilities in the
United Kingdom, Puerto Rico and Norfolk, Virginia. CSI manufactures the majority of its products in Trumbull, Connecticut. We manufacture
certain products at only one manufacturing site for certain markets, and certain of our products are approved for manufacturing only at one site.
Before we can use a second manufacturing site, we must obtain the approval of regulatory authorities and because this process is expensive, we
have generally not sought approvals needed to manufacture at an additional site. If there were any prolonged disruption in the operations of the
approved facility, it could take a significant amount of time to validate a second site and replace lost product, which could result in lost
customers and thereby reduce sales, profitability and market share.

CVI distributes products out of Rochester, New York, and the United Kingdom and various smaller international distribution facilities. CSI�s
products are primarily distributed out of its facility in Trumbull, Connecticut. Any prolonged disruption in the operations of our existing
distribution facilities, whether due to technical or labor difficulties, destruction of or damage to any facility (as a result of natural disaster, use
and storage of hazardous materials or other events) or other reasons, could have a material adverse effect on our business, financial condition
and results of operations.

If we fail to adequately protect our intellectual property, our business could suffer.

We consider our intellectual property rights, including patents, trademarks and licensing agreements, to be an integral component of our
business. We attempt to protect our intellectual property rights through a combination of patent, trademark, copyright and trade secret laws, as
well as licensing agreements and third-party nondisclosure and assignment agreements. Our failure to obtain or maintain adequate protection of
our intellectual property rights for any reason could have a material adverse effect on our business, results of operations and financial condition.

We may also seek to enforce our intellectual property rights on others through litigation. Our claims, even if meritorious, may be found invalid
or inapplicable to a party we believe infringes or has misappropriated our intellectual property rights. See Part II, Item 1. Legal Proceedings
(CIBA Vision). In addition, litigation can:

� be expensive and time consuming to prosecute or defend;

� result in a finding that we do not have certain intellectual property rights or that such rights lack sufficient scope or strength;

� divert management�s attention and resources; or

� require us to license our intellectual property.
We have applied for patent protection in the United States and other foreign jurisdictions relating to certain existing and proposed processes and
products. We cannot assure you that any of our patent applications will be approved. Patent applications in the United States are maintained in
secrecy for a period of time, which may last until patents are issued, and since publication of discoveries in the scientific or patent literature
tends to lag behind actual
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discoveries by several months, we cannot be certain that we will be the first creator of inventions covered by any patent application we make or
the first to file patent applications on such inventions. The patents we own could be challenged, invalidated or circumvented by others and may
not be of sufficient scope or strength to provide us with any meaningful protection or commercial advantage. Further, we cannot assure you that
we will have adequate resources to enforce our patents.

We also rely on unpatented proprietary technology. It is possible that others will independently develop the same or similar technology or
otherwise obtain access to our unpatented technology. To protect our trade secrets and other proprietary information, we require employees,
consultants, advisors and collaborators to enter into confidentiality agreements and assignment agreements, which generally provide that
inventions conceived by the party in the course of rendering services to us will be our exclusive property. However, we cannot assure you that
these confidentiality agreements will provide meaningful protection for our trade secrets, know-how or other proprietary information in the
event of any unauthorized use, misappropriation or disclosure of such trade secrets, know-how or other proprietary information. Furthermore,
enforcing a claim that a party illegally obtained and is using our trade secrets is difficult, expensive and time consuming and the outcome is
unpredictable. If we are unable to maintain the proprietary nature of our technologies, we could lose competitive advantage and be materially
adversely affected.

We rely on trademarks to establish a market identity for our products. To maintain the value of our trademarks, we might have to file lawsuits
against third parties to prevent them from using trademarks confusingly similar to or dilutive of our registered or unregistered trademarks. Also,
we might not obtain registrations for our pending or future trademark applications, and might have to defend our registered trademark and
pending applications from challenge by third parties. Enforcing or defending our registered and unregistered trademarks might result in
significant litigation costs and damages, including the inability to continue using certain trademarks.

The laws of certain foreign countries in which we do business or contemplate doing business in the future do not recognize intellectual property
rights or protect them to the same extent as do the laws of the United States. Adverse determinations in a judicial or administrative proceeding
could prevent us from manufacturing and selling our products or prevent us from stopping others from manufacturing and selling competing
products, and thereby have a material adverse affect on our business, financial condition and results of operations.

Our intellectual property could be subject to claims of infringement.

Our competitors in both the United States and foreign countries, many of which have substantially greater resources and have made substantial
investments in competing technologies, may have applied for or obtained, or may in the future apply for and obtain, patents that will prevent,
limit or otherwise interfere with our ability to make and sell our existing and planned products. Claims that our products infringe the proprietary
rights of others often are not asserted until after commencement of commercial sales incorporating our technology.
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Significant litigation regarding intellectual property rights exists in our industry. Third parties have made, and it is possible that they will make
in future, claims of infringement against us or our contract manufacturers in connection with their use of our technology. See Part II, Item 1.
Legal Proceedings (Bausch & Lomb, CIBA Vision). Any claims, even those without merit, could:

� be expensive and time consuming to defend;

� cause us to cease making, licensing or using products that incorporate the challenged intellectual property;

� require us to redesign or reengineer our products, if feasible;

� divert management�s attention and resources; or

� require us to enter into royalty or licensing agreements in order to obtain the right to use a necessary product, component or process.
However, we cannot be certain of the outcome of any litigation. Any royalty or licensing agreement, if required, may not be available to us on
acceptable terms or at all. Our failure to obtain the necessary licenses or other rights could prevent the sale, manufacture, or distribution of some
of our products and, therefore, could have a material adverse effect on our business.

A successful claim of infringement against us or our contract manufacturers in connection with the use of our technology, in particular if we are
unable to manufacture or sell any of our planned products in any major market, could adversely affect our business.

We face risks related to environmental matters.

Our facilities are subject to a broad range of federal, state, local and foreign environmental laws and requirements, including those governing
discharges to the air and water, the handling or disposal of solid and hazardous substances and wastes, remediation of contamination associated
with the release of hazardous substances at our facilities and offsite disposal locations and occupational safety and health. We have made, and
will continue to make, expenditures to comply with such laws and requirements. Future events, such as changes in existing laws and regulations,
or the enforcement thereof, or the discovery of contamination at our facilities, may give rise to additional compliance or remediation costs that
could have a material adverse effect on our business, results of operations and financial condition. Such laws and requirements are constantly
changing, are different in every jurisdiction and can impose substantial fines and sanctions for violations. As a manufacturer of various products,
we are exposed to some risk of claims with respect to environmental matters, and there can be no assurance that material costs or liabilities will
not be incurred in connection with any such claims.

We are conducting a voluntary clean-up at one of our sites in the state of New York. Although the workplan that we submitted to the state has
been approved and we believe that the clean-up is proceeding in accordance with the workplan and our expectations, there can be no assurance
that the clean-up will be completed within the timeframe and cost projected, that the expected results will be achieved, or that we will not
identify alternate sources or higher levels of contamination. As such, there can be no assurance that material costs or liabilities will not be
incurred in connection therewith.
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Our substantial indebtedness could adversely affect our financial health and prevent us from fulfilling our debt obligations.

We have now and expect to continue to have a significant amount of indebtedness.

Our substantial indebtedness could:

� increase our vulnerability to general adverse economic and industry conditions;

� require us to dedicate a substantial portion of our cash flow from operations to payments on our indebtedness, thereby reducing the
availability of our cash flow to fund working capital, capital expenditures, acquisitions, research and development efforts and other general
corporate purposes;

� limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate;

� place us at a competitive disadvantage compared to our competitors that have less debt;

� limit our ability to borrow additional funds; and

� make it more difficult for us to satisfy our obligations with respect to our debt, including our obligation to repay our credit facility or
repurchase our convertible debentures under certain circumstances;

In addition, our credit facility and the senior notes contain financial and other restrictive covenants that will limit our ability to engage in
activities that may be in our long-term best interests. Our failure to comply with those covenants could result in an event of default which, if not
cured or waived, could result in the acceleration of all of our debt.

Changes in government regulation of the healthcare industry as well as third-party payors� efforts to control the costs of healthcare
could materially adversely affect our business.

In recent years, an increasing number of healthcare reform proposals have been formulated by the legislative and executive branches of the
federal and state governments. These proposals could effect major changes in the healthcare system, either nationally or at the state level.
Among the proposals under consideration are price controls on hospitals, insurance market reforms to increase the availability of group health
insurance to small businesses, requirements that all businesses offer health insurance coverage to their employees and the creation of a
government health insurance plan or plans that would cover all citizens.

There also continue to be efforts at the federal level to introduce various insurance market reforms, expanded fraud and abuse and anti referral
legislation and further reductions in Medicare and Medicaid coverage and reimbursement. A broad range of both similar and more
comprehensive healthcare reform initiatives is likely to be considered at the state level. Although it is uncertain which, if any, of these or other
proposals will be adopted, the potential for adoption of these proposals affects or may affect our ability to market our products.
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Any adoption of healthcare reform proposals on a state-by-state basis could require us to develop state-specific marketing and sales approaches.
In addition, we may experience pricing pressures in connection with the sale of our products due to additional legislative proposals or healthcare
reform initiatives, including those initiatives affecting coverage and reimbursement for our products. Future legislation and regulations may
adversely affect the growth of the market for our products or demand for our products. We cannot predict the effect such reforms or the prospect
of their enactment may have on our business.

In addition, third-party payors, whether governmental or commercial, whether inside the United States or abroad, increasingly attempt to contain
or reduce the costs of healthcare. These cost-control methods include prospective payment systems, capitated rates, group purchasing, redesign
of benefits, requiring pre-authorizations or second opinions prior to certain medical procedures, encouragement of healthier lifestyles and
exploration of more cost-effective methods of delivering healthcare. Although cost controls or other requirements imposed by third-party payors
have not historically had a significant effect on contact lens prices or distribution practices, this could change in the future and could adversely
affect our business, financial condition and results of operations.

Federal and state laws pertaining to healthcare fraud and abuse could materially adversely affect our business, results of operations.

We may be subject to various federal and state laws pertaining to healthcare fraud and abuse, including anti-kickback laws and physician
self-referral laws. Violations of these laws are punishable by criminal and civil sanctions, including, in some instances, exclusion from
participation in federal and state healthcare programs, including Medicare, Medicaid, Veterans Administration health programs and TRICARE.
Similarly, if the physicians or other providers or entities with whom we do business are found to be non-compliant with applicable laws, they
may be subject to sanctions, which could indirectly have a negative impact on our business, financial condition and results of operations. While
we believe that our operations are in material compliance with such laws, because of the complex and far-reaching nature of these laws, there
can be no assurance that we would not be required to alter one or more of our practices to be in compliance with these laws. Any violations of
these laws or regulations could result in a material adverse effect on our business, financial condition and results of operations. In addition, if
there is a change in law, regulation, administrative or judicial interpretation, we may have to change our business practices or our existing
business practices could be challenged as unlawful, which could have a material adverse effect on our business, financial condition and results of
operations.
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Item 6. Exhibits
(a) Exhibits.

Exhibit
Number Description
  4.1 Indenture, dated as of January 31, 2007, by and among The Cooper Companies, Inc., the Subsidiary Guarantors listed on the

signatures pages thereto, and HSBC Bank USA, National Association, including the form of 7.125% Senior Notes due 2015, as
incorporated by reference to Exhibit 4.1 to the Company�s Current Report on Form 8-K filed on February 6, 2007.

  4.2 Registration Rights Agreement, dated as of January 31, 2007, by and among The Cooper Companies, Inc., Citigroup Global
Markets Inc., Credit Suisse Securities (USA) LLC, J.P. Morgan Securities Inc. and KeyBanc Capital Markets, a division of
McDonald Investments, Inc. as incorporated by reference to Exhibit 4.2 to the Company�s Current Report on Form 8-K filed on
February 6, 2007.

10.1 Credit Agreement, dated as of January 31, 2007, among The Cooper Companies, Inc., the lenders from time to time party thereto,
KeyBank National Association, as sole bookrunner, a lead arranger, administrative agent, swing line lender and an LC issuer,
Citigroup Global Markets Inc., as a lead arranger, JPMorgan Chase Bank, N.A., as syndication agent, Union Bank of California,
N.A. and BMO Capital Markets Financing Inc., as co-documentation agents, and BNP Paribas, The Royal Bank of Scotland PLC
and SunTrust Bank, as managing agents as incorporated by reference to Exhibit 10.1 to the Company�s Current Report on Form
8-K filed on February 6, 2007.

11* Calculation of Earnings Per Share

31.1 Certification of the Chief Executive Officer, pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934

31.2 Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934

32.1 Certification of the Chief Executive Officer, pursuant to 18 U.S.C. Section 1350

32.2 Certification of the Chief Financial Officer, pursuant to 18 U.S.C. Section 1350

* The information called for in this Exhibit is provided in Footnote 8, �Earnings per Share,� to the Consolidated Condensed Financial
Statements in this report.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

The Cooper Companies, Inc.
(Registrant)

Date: March 9, 2007 /s/ Rodney E. Folden
Rodney E. Folden

Corporate Controller
(Principal Accounting Officer)
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THE COOPER COMPANIES, INC. AND SUBSIDIARIES

Index of Exhibits

Exhibit No. Page No.
  4.1 Indenture, dated as of January 31, 2007, by and among The Cooper Companies, Inc., the Subsidiary Guarantors listed on the

signatures pages thereto, and HSBC Bank USA, National Association, including the form of 7.125% Senior Notes due 2015,
as incorporated by reference to Exhibit 4.1 to the Company�s Current Report on Form 8-K filed on February 6, 2007.

  4.2 Registration Rights Agreement, dated as of January 31, 2007, by and among The Cooper Companies, Inc., Citigroup Global
Markets Inc., Credit Suisse Securities (USA) LLC, J.P. Morgan Securities Inc. and KeyBanc Capital Markets, a division of
McDonald Investments, Inc. as incorporated by reference to Exhibit 4.2 to the Company�s Current Report on Form 8-K filed
on February 6, 2007.

10.1 Credit Agreement, dated as of January 31, 2007, among The Cooper Companies, Inc., the lenders from time to time party
thereto, KeyBank National Association, as sole bookrunner, a lead arranger, administrative agent, swing line lender and an
LC issuer, Citigroup Global Markets Inc., as a lead arranger, JPMorgan Chase Bank, N.A., as syndication agent, Union Bank
of California, N.A. and BMO Capital Markets Financing Inc., as co-documentation agents, and BNP Paribas, The Royal
Bank of Scotland PLC and SunTrust Bank, as managing agents as incorporated by reference to Exhibit 10.1 to the Company�s
Current Report on Form 8-K filed on February 6, 2007.

11* Calculation of Earnings Per Share

31.1 Certification of the Chief Executive Officer, pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934

31.2 Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934

32.1 Certification of the Chief Executive Officer, pursuant to 18 U.S.C. Section 1350

32.2 Certification of the Chief Financial Officer, pursuant to 18 U.S.C. Section 1350

* The information called for in this Exhibit is provided in Footnote 8, �Earnings per Share,� to the Consolidated Condensed Financial
Statements in this report.

59

Edgar Filing: COOPER COMPANIES INC - Form 10-Q

Table of Contents 64


