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Business Description

Laboratory Corporation of America® Holdings (LabCorp®), an S&P 500 Company with 2 BBB investment-grade credit rating,
is a pioneer in commercializing new diagnostic technologies and the first in its industry to embrace genomic testing. With annual
revenues of $3.1 billion in 2004, approximately 23,500 employees nationwide, and more than 220,000 clients, LabCorp offers
clinical assays ranging from blood analyses to HIV and genomic testing. LabCorp combines its expertise in innovative clinical
testing technology with its Centers of Excellence: The Center for Molecular Biology and Pathology in Research Triangle Park, NC;
National Genetics Institute, Inc. in Los Angeles, CA; ViroMed Laboratories, Inc. based in Minneapolis, MN; The Center For Esoteric
Testing in Burlington, NC; DIANON Systems, Inc. based in Stratford, CT; and US LABS based in Irvine, CA. LabCorp clients
include physicians, government agencies, managed care organizations, hospitals, clinical labs, and pharmaceutical companies.

Financial Highlights
Years Ended December 31 2004 2003 2002w 2001« 2000¢

(In millions, except per share amounts)

Statement of Operations Data:

Net sales $3,084.8 $2,939.4 $2,507.7 $2,199.8 $1,919.3
Gross profit 1,289.3 1,224.6 1,061.8 925.6 766.6
Operating income 598.4 533.7 435.0 367.6 245.6
Net earnings $ 363.0 $ 321.0 $ 254.6 $ 1795 $ 1121

Diluted earnings per commonshare® $ 2451 $ 2.11 $ 1.69 $ 1.26 $ 0.80

(a) On January 17, 2003, the:Company completed the acquisition of ail of the outstanding shares of DIANON Systems, Inc. for $47.50 per share in cash, or approximately $595.6 million
including transaction fees.and expenses. See “Note 2 to the Consolidated Financial Statements” for further discussion of this acquisition. The Company recorded net restructuring and
other special charges of $1.5 million for 2003 in connection with the integrations of its recent acquisitions.

(b} On July 25, 2002, the Company completed the acquisition of all of the outstanding stock of Dynacare {nc. in a combination cash and stock transaction with a combined value of
approximately $496.4 million, including transaction costs. See “Note 3 to the Consolidated Financial Statements” for further discussion of this acquisition. During the third quarter
of 2002, the Company recorded restructuring and other special charges totaling $17.5 million. These charges included a special bad debt provision of approximately $15.0 million
related to the acquired Dynacare accounts receivable balance and restructuring expense of approximately $2.5 mitlion relating to Dynacare integration costs of actions that impact
the Company’s existing emplayees and operations.

{c) Effective January 1, 2002, the Company adopted Statement of Financiai Accounting Standards No. 142 “Goodwill and Other Intangible Assets.” This Standard requires that goadwiil
and other intangibles that are acquired in business combinations and that have indefinite useful lives are not to be amortized,

(d) During the third quarter of 2001, the Company recorded a loss of $5.5 million relating to the write-off of unamortized bank fees associated with the Company’s term debt, which was
repaid in September of 2001. The Company also recorded a charge of $8.9 million as a result of @ payment made to a bank to terminate an interest rate swap agreement tied to the
Company's term loan.

(&) In the fourth quarter of 2000, the Company recorded a $4.5 million restructuring charge relating to the closing of its Memphis drug testing facility.

(f} In September 2004, the Emerging Issues Task Force (“EITF") of the Financial Accounting Standards Board reached consensus on EITF Issue No. 04-8, “The Effect of Contingently
Convertible Debt on Diluted Earnings per Share.” Under the EITF's conclusion, contingently convertible shares attached to a debt instrument are to be included in the calculation of
diluted earnings per share regardless of whether or not the contingency has been met. Historically, the Company followed the guidance of paragraph 30 of SFAS No. 128, “Earnings
Per Share,” and excluded contingently convertible shares relating to its zero coupon-subordinated notes from its calculations of diluted earnings per share. The EITF consensus
supersedes the accounting under SFAS No. 128 and, accordingly, the Company has adopted the provisions of EITF No. 04-8 for its zero coupon-subordinated notes - including the
retroactive restatement of atl diluted earnings per share calculations for all periods presented. See “Note 1 to Consolidated Financial Statements” for information regarding calculation
of Earnings per Share. Dilutad earnings per share as previously stated were $2.22, $1.77, $1.27, and $0.80 for the years ended 2003, 2002, 2001 and 2000, respectively. Difuted
welighted-average shares outstanding were 144.8, 144.2, 141.1, and 96.3 for 2003, 2002, 2001, and 2000, respectively.
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A Finer Focus

As one of the world's leading clinical laboratories, we know that it is often necessary to dig deeper, get closer,
look harder — concentrate even more intently — in order to discover the answer. We take the same approach
to growing our business. We know that it is necessary to direct more attention toward those areas that have
the most potential to impact our future growth and profitability. We have identified three areas that have this

potential. And, as we explain in this report, a finer focus on them can be the key to a greater performance.
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Thomas P. Mac Mahon,
Chairman, President and
Chief Executive Officer

A Finer Focus

Dear Shareheiders,

Achieving sustained success in the highly competitive laboratory testing industry requires a simple,
consistent and disciplined approach: Target the areas of focus that are most essential to securing the
future success of our Company; develop initiatives, metrics and clearly defined goals for each of those
areas; and continually monitor progress toward achieving those goals. 2004 was a year of excellent
financial performance and strong strategic progress for LabCorp, in large part because we continued
to align our facilities, our science and our people in a manner that focused energy and expertise on the

things that matter most to the future of our Company.




Guiding these efforts is the strategic plan we adopted eight
years ago and refined in 2003. It identifies three critical priorities —
three areas of maximum opportunity - for continued growth and
profitability. Much of this year’s report is devoted to describing
more fully these aréasl of ‘focus and why they hold the key to
growing our business this year and in the years to come. And
while our work is far from éomplete, the significant progress we
realized in each of these three areas laid the foundation for our
strong financial performance in 2004. |

Last year, revenues for the first time exceeded $3 billion, while
net earnings for the year increased 13.1 percent to $363 million.
Earnings per diluted share increased 16.1 percent to $2.45, com-
pared to $2.11 the previous year. Earnings before interest, taxes,
depreciation and amor{ization (EBITDA) grew substantially to
$787.8 million. Qur EBITDA margins increased to 25.5 percent
of net sales; we are proud to continue to lead the industry in this
important profitability measﬁrement. Cash flow from operations
was strong, totaling $15‘38.1 mitlion for the year. These substan-
tial cash proceeds allowed us to make strategic investments in
equipment and facilit‘ies, fund attractive acquisitions and further
enhance shareholder value by continuing our stock repurchase
program. In 2004, the Company repurchased approximately
$378 million of stock‘,‘representing approximately 8.8 million
shares. In the last two years, we have repurchased $528 million
of LabCorp equity.

The Company’s growth, financial strength and industry
position were recognized in October when Standard & Poor's
added LabCorp to the:S&P 500 Index, one of the most widely
used benchmarks, of U.S. equity performance.

Significant Operational Accomplishments

Continued revenue gfowth requires, of course, new sales, and
we were pleased to repbrt significant wins during 2004. In July,
we signed a national strategic partnership with Wellpoint, one of
the nation’s leading health benefits companies, with 28 million
medical members nationwide. As a result of this partnership,
Wellpoint later awarded LabCorp an exclusive contract to provide
laboratory testing serv@ces to its BlueCross BlueShield of Georgia
HMO. In March, we signed a new, ten-year agreement with one
of the largest and most comprehensive not-for-profit health care
providers in the Pacifié Northwest, Swedish Medical Center, to
provide Iaboratory‘services to all of its facilities.

Our 2003 acquisition of DIANON is central to our strategy
to become the premier provider of cancer testing services. Last
year we took significant strides in maximizing the value of that
acquisition by implementing DIANON's highly standardized system
for processing, diagnosing and reporting anatomic pathclogy
specimens — a process we call “DIANIZATION" at our major
pathology sites. Laboratories typically report anatomic results
in a wide varie:ty of formats, which vary depending on the
preferences of the individual pathologist. Standardizing the
process using the DIANON model introduces a more efficient,
consistent and physician-friendly system for delivering results.
Four major LabCorp sites were DIANIZED last year, and six
mare facilities are scheduled for conversion in 2005. These
efforts will continue to strengthen LabCorp’s position in

cancer testing.

“...we continued to strengthen our
positien in the field of cancer testing,
with the acquisition of US Pathology
Labs (US LABS), a well-respected
provider of anatomic pathology.”

In addition, we continued to strengthen our position in the field
of cancer testing, with the acquisition of US Pathology Labs
(US LABS) in February 2005, a well-respected provider of anatomic
pathology and oncology testing, located in Irvine, California.
This acquisition adds to our capabilities in the cancer testing
market and provides additional lab capacity for the important
West Coast market. Later in 2005, we expect to broaden US Labs’
menu to include additional esoteric and gene-based tests.

Developing and Marketing New Tests

A key action in fortifying our leadership position in genomic test-
ing has been to secure partnerships with top biotechnology firms,
allowing us to bring to market high-value, leading-edge assays.
Last year, through our exclusive partnership with BioPredictive,
we began offering FibroSURE™ ~ the first noninvasive blood test
for fiver fibrosis. Since its launch, demand for FibroSURE has
grown steadily, and we believe this assay holds great promise as
an easily accessible alternative to liver biopsy for patients with
chronic hepatitis C.




We also continue to see market potential for PreGen-Plus™,
a noninvasive, stool-based assay to detect genetic mutations
associated with colorectal cancer developed by our partner
EXACT Sciences Corporation, as well as for Correlogic Systems,
Inc.’s OvaCheck™, a protein pattern blood test for the more than
eight million women in the U.S. at high risk for ovarian cancer.
Work continues to build additional clinical acceptance for both
of these innovative testing products.

Our reputation for technological leadership was further
enhanced when we became the first national laboratory to offer
Cytyc's ThinPrep Imaging System for pap smear analysis. The
system uses computer-imaging technology to assist in screening
pap test slides to detect cervical cancer, making sample analysis
quicker and more accurate. We performed approximately nine
million pap smears in 2004, and we expect increasing portions
of our testing volume to migrate to this new diagnostic method.

A Finer Focus on Our Strategic Plan

Looking ahead, our goa! is for LabCorp to lead the industry in
scientific expertise, profitability, cash generation and shareholder
return. As we review the strategy designed to achieve those
objectives, it's appropriate to reflect on the dramatic progress

we have made over the last eight years to arrive at this point.
Our pioneering efforts in genomic testing and in commercializing

new diagnostic technologies made it possible to more than triple
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net earnings over the last five years. Today, genomic and esoteric
testing represents 31 percent of LabCorp’s total revenue, and is
an even greater contributor to our profit margins.

This emphasis on high-value, sophisticated testing has not
only been profitable for us; it has also had a transformational
impact on the entire independent laboratory industry. But
even as others now follow the course we charted o remain at
the forefront of innovation, we have more tightly focused our

corporate strategy on three key points of emphasis:

“Looking ahead, our goal is for LabCorp
to lead the industry in scientific expertise,
profitability, cash generation and
shareholder return.”

Scientific Leadership: Remaining at the cutting edge of scientific
discovery will be a key driver of profitability in the future, as

it was this year. In 2004, our revenue growth for genomic and
esoteric tests as a whole was more than double the rate of
growth for routine testing — a trend that we need to continue.
That's why our plan calls for us to continue to aggressively seek
out and invest in novel testing technologies that offer improved
treatment options to physicians and their patients — and that
generate the highest margins on our menu of services.
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Customer Retention: Working smarter to retain the customers we
already have is a key opportunity to drive increased profitability
going forward. Historically, the laboratory testing industry as a whole
has experienced higher than acceptable levels of customer losses
brought on by a number of factors — including service issues,
unsuccessful prob\efn resolution and requirements by managed care
payors. To seize this opportunity for growth, we have implemented

a comprehensive strategy to better understand the needs of our

customers, to enhance service to them and to measure our success.

“Testing volumes and revenues derived
from managed care relationships have
grown steadily and, today, 40 percent of
sales come from managed care payors.”

Managed Care: Strong managed care partnerships are key
distribution channels for existing products — and new ones as
well. LabCorp's broad geographic reach, reputation for quality
and breadth of product offerings have made us a “laboratory of
choice” for more.and more rhanaged care organizations. Testing
volumes and revenues derived from managed care relationships
have grown steadily and, today, 40 percent of sales come from
managed care péyors. We've put plans to work to strengthen
existing managed care relationships and earn new ones by
focusing on creative éolutions that increase efficiency and
effectiveness for this-important customer segment.

Simple Is Better
The genomic revolution and remarkable advances in esoteric
testing have revolutionized our industry — and enhanced the
care received by millions of patients each year. But while many
of the products and services we provide are complex, requiring
technological sophistication unimagined a generation ago, the
road map for our'Company's continued success is simplicity
itself — keeping an eye firmly focused on what matters most.
Our employees have consistently formed the foundation of
our many achievements to date. Concentrating the energetic
focus of all 23,500 LabCorp employees on our most essential
priorities positions us to extend our profitability and industry
leadership well into the future. With outstanding scientific
capabilities, a passion for customer care and a deep commitment
to the doctors and patients who rely on us for accurate and timely
results, we have everything necessary to create value for our
shareholders and opportunity for our employees. Thank you for

your continued support.

Gﬁowa@mow

Thomas P. Mac Mahon
Chairman, President and Chief Executive Officer

March, 2005
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Scientific Leadership




Customer Retention Managed Care

Charting a Course for Continued Leadership

LabCorp's reputation as an industry leader in operational excellence, innovation and increased shareholder value

is the result of a disciplined strategy, embraced by every employee and implemented in every division of the Company.
First devised eight years ago, our strategic plan has been refined to adapt to a changing health care marketplace and
to leverage continued advancements in testing technology. Today, this plan focuses maximum emphasis on three
compelling opportunities that are the basis for continued growth and profitability.




“An accurate and insightful pathology report can be
the difference between life and death for many of my
patients. The confidence of knowing that a team of
dedicated experts is behind the lab reglts | receive

IS Invaluable to me and my patients.’

Dri. James B. Patterson
Alamance Dermatology, Burlington, North Carolina

My Focus: A Fast and Accurate Diagnaosis

for My Patients

Malignant melanoma is the most deadly and aggressive
of skin cancers. With a dermatology practice specializing
in skin cancer, Dr. Patterson knows that an early and
accurate diagnosis is often the difference between a complete
recovery and a grim outlock. This is why LabCorp’s recently
introduced DIANIZATION process, which includes sub-
specialized pathologists, is tailor made for the needs of
physicians such as Dr. Patterson. Each DIANIZED site is
dedicated to testing and analysis in disciplines, such as
dermatology and urology. As a result, the technicians and
pathologists analyzing tissue specimens offer a higher ‘
level oﬁfwexpertise compared to a general [%thology lab. , ’ ’ e
Patients routinely seek specialists with a gnique base of

knowledge and experience to address a giVeh condition.

Similarly, it makes sense for these specialists to seek a

lab partner that can offer the same level of expertise as

their own practice. As a result of LabCorp’s pathology

initiatives, specialists, such as Dr. Patterson, now have

that partner.
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“Scientific leadership has and will be the key competitive
differentiator for us in the high-growth esoteric testing field.”

André A. Valcour, Ph.D.
Laboratory Director, Center for Esoteric Testing




A Finer Focus: Scientific Leade

A commitment to scientific excellence underlies every
success we achieve for ourselves, our clients, and for the
patients who rely upon our diagnostic services. It has driven
LabCorp’'s growth in.the past and it is an essential tenet of
our plan to continue to expand our business in the future.

We recruit the brightest minds and empower them to push
forward the frontier Qf what laboratory testing can determine
and predict. Among LabCorp’s formidable intellectual assets
are its industry-leading M.D. and Ph.D. scientists — many of
them top researchers in their fields. We also are aggressive in
seeking out acquisi‘tio‘ns; strategic partnerships and licensing
agreements that regUIarIy make LabCorp first-to-market with
promising new tests.

LabCorp’s'expertise lies not only in identifying the most
promising new testing technologies in genetics, genomics,
oncology and infectious disease, but also in bringing unequaled
experience to the commercialization of these new assays.

Thanks to our size, scale and established customer relationships,
we are in a position to deploy them throughout our nationwide
laboratory network.

This track record has made us the preferred partner for
many of America’s leading biotechnology firms. LabCorp’s
partnerships with the developers of novel, new tests is a key
part of our growth strategy. As an example, physician demand
is growing for HCV FibroSURE™, marketed through our exclusive
relationship with BioPredictive. This noninvasive alternative to
liver biopsy employs blood analysis to assess the degree of
liver fibrosis in patients with chronic hepatitis C liver disease.

Keeping great science at the center of its mission sets
LabCorp apart ~ and makes possible its continued leadership
in the future.

11




“1 have learned that patient care means creating a
supporting and affirming environment at the point of
patient contact, not only in the exam room, but on
the phone, in the waiting areas and all other areas
of our clinic. We need partners that embrace these
same values.”

Valerie Bergeron, CEQ
Kelsey-Seybold Clinic, Houston, Texas

with Jim Hoyle, M.D.
Medical Director

iy ~geus: Delivering 27 Exceliant Health Gare
Experience to Patients

As the chief executive of one of the region’s maost renowned
private multi-specialty physician groups, Ms. Bergeron N,
has a unique appreciation for what constitutes excellent
patient care. Indeed, the Kelsey-Seybold Clinic cares for
more than 350,000 Houston-area residents, including
astronauts at the Johnson Space Center. In order to
maintain high patient care standards, Kelsey-Seybold
needs and expects a similar level of customer care from
its lab partner. LabCorp is proud to be that partner. We
are committed not only to upholding the care standards
of Kelsey-Seybold, but also to setting a new industry
standard for customer service.

12
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A Finer focus: Customer Retention

Strengthening existing relationships by providing world-class
customer service to the more than 220,000 existing LabCorp
clients presents a huge opportunity to grow testing volumes
and revenues. Historically, the independent laboratory industry
has experienced higher than desirabie fevels of customer
turnover. Research shows that service, results reporting and
people are three of the most important factors for clients
when they select a laboratory partner. Targeting these areas
is critical to success. In 2004, LabCorp implemented an
aggressive and comprehensive project to invest in the training,
technology and process enhancements that will keep custom-
ers returning to do business with us year after year.

A key objective is consolidating our over 50 customer call
centers, an initiative that will boost quality control, quicken
response times and standardize our customer care efforts.
LabCorp is also investing in systems and connectivity technol-
ogy that can make it significantly more efficient to order tests
and report results. A new initiative has been launched to create
an end-to-end sample tracking system, enabling LabCorp
personnel and clients to follow the progress of specimens
through every step of the testing life cycle.

14

Throughout the health care industry, progress has been
only gradual in moving from manual and paper-based processes
to a fully digital clinical environment. But new solutions are
making their way into the marketplace. Through partnerships
with third-party technology companies, such as Allscripts and
Medicity, LabCorp is offering physicians new, faster and more
efficient options for accessing and updating patient information.

QOur commitment to boost customer satisfaction and
retention is intense, sustained and company-wide. Metrics are
in place to measure success, and compensation is now tied to
the progress we make. By obtaining a complete, 360-degree
view of our clients’ challenges and needs, and putting in place
service solutions that meet and exceed expectations, we are
focused on growing our business by keeping LabCorp's
customers with us next year and for many years to come.




“This company is focused more than ever on establishing stronger
business partnerships with our customers by understanding their
unique needs and providing consistent customer service experiences.”

Kaye Morrow, Director of National Customer Service Centers




“Delivering quality health care to 3.1 million members
requires a unique set of capabilities.”

W. Vincent Barksdaie, V.P. Network Management
BlueCross BlueShield of Georgia, Atlanta, Georgia

My Focus: Meeting the Needs of a Diverse

Patient Popufation

For Vincent Barksdale, managing the care of 3.1 million
patients means providing affordable access to quality
medical care that covers a tremendous range of needs.
Indeed, the promise of managed care is predicated on
the efficient delivery of effective care. In order to fulfill
this promise, managed care companies require partners
with LabCorp’s size and scope. With a broad menu of
testing offered through our more than 1,100 service centers
in 50 states, we are committed to working closely with
managed care organizations to not only meet their volume
requirements, but also to meet their value proposition.

16
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“The breadth and depth of our reach and our products are well tailored
to service the industry’s most sizeable market — managed care.”

Bill Haas, Executive V.P. Sales and Marketing




A Finer Focus: #as

Managed care organizations are pivotal players in the heaith
care marketplace, and their importance to LabCorp’s success is
growing. Our broad géographic reach, the breadth and depth
of our product offerings, and a commitment to providing
quality, cost-effective clinical testing have made LabCorp

a "laboratory of choice” for more and more managed care
organizations. Today, approximately 40 percent of our revenues
come from managed care payors, and that segment is
increasing rapidly.

Strong managed care partnerships are key distribution
channels for new and ‘existing products, and are critical tc the
long-term development of our scientific leadership priorities.
Managed care organizations constantly monitor and analyze
trends in care and costs. Being a successful laboratory
partner with them means designing creative solutions that
can bring more efficiency to their system, while, at the same
time, maintaining high-quality service to their members,

This is why LabCorp has worked with managed care
customers to address the issue of “leakage,” an industry
term used to describe payments, usually at higher rates,
to non-preferred or non-participating providers. We have
put specific programs in place to help managed care organi-
zations redirect orders away from “leakage” providers and into
preferred or participating providers like LabCorp.

We also work on an ongoing basis with our managed care
clients to secure appropriate reimbursement for the services
we provide, and to communicate the economic and health
benefits of advanced laboratory testing. Looking ahead,
LabCorp’s intense focus on exceeding the expectations of its
managed care customers will be an essential contributor to
continued growth and profitability.

19
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Five-Year Selected Financial Data
Laboratory Corporation of America® Holdings 2004

The selected financial data presented below under the captions “Statement of Operations Data” and “Balance Sheet

Data"” as of and for the five-year period ended December 31, 2004 are derived from consolidated financial statements of
the Company, which have been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm.
This data should be read in conjunction with the accompanying notes, the Company’s consolidated financial statements and
the related notes thereto, and “Management’s Discussion and Analysis of Financial Condition and Results of Operations,”
all included elsewhere herein.

Year Ended December 31, 2004 2003 20020 2001@ 2000®

(In millions, except per share amounts)

Statement of Operations Data:

Net sales : $3,084.8 $2,939.4 $2,507.7 $2,199.8 $1,919.3
Gross profit 1,289.3 1,224.6 1,061.8 925.6 766.6
QOperating income 598.4 533.7 435.0 367.6 245.6
Net earnings 363.0 321.0 254.6 179.5 1121
Basic earnings per common share $ 2.60 $ 223 $ 178 $ 1.29 $ 082
Diluted earnings per common share® $ 245 $ 211 $ 169 $ 126 $ 080
Basic weighted average common shares outstanding 1394 144.0 142.8 138.8 94.2
Diluted weighted average common shares outstanding 150.7 154.7 154.2 144.1 96.3

Balance Sheet Data:

Cash and cash equivalents, and short-term investments $ 206.8 $ 1230 $ 564 $ 1492 $ 488
Goodwill and Intangible assets, net 1,857.4 1,857.3 1,217.5 968.5 865.7
Total assets 3,637.2 34149 2,580.4 1,929.6 1,666.9
Long-term obligations and redeemable preferred stock® 892.3 883.9 521.5 509.2 355.8

Total shareholders’ equity 1,999.3 1,895.9 16117 1,085.4 8774




Five-Vear Selected Financial Data
Laboratory Corporation of America® Holdings 2004

(a) On January 17, 2003, the Company completed the acquisition of all of the outstanding shares of DIANON Systems, Inc. for
$47.50 per share in cash, or approximately $595.6 million including transaction fees and expenses. See “Note 2 to the Consolidated
Financial Statements” for further discussion of this acquisition. The Company recorded net restructuring and other special charges of
$1.5 million for 2003 in connection with the integrations of its recent acquisitions.

(b) On July 25,‘:‘2002, the Company completed the acquisition of all of the outstanding stock of Dynacare Inc. in a combination
cash and stock transaction with a combined value of approximately $496.4 million, including transaction costs. See “Note 3 to the
Consolidated Financial Statements” for further discussion of this acquisition. During the third quarter of 2002, the Company recorded
restructuring and other special charges totaling $17.5 miilion. These charges included a special bad debt provision of approximately
$15.0 million related to the acquired Dynacare accounts receivable balance and restructuring expense of approximately $2.5 million
relating to Dynacare integration costs of actions that impact the Company’s existing employees and coperations.

(c) Effective January 1, 2002, the Company adopted Statement of Financial Accounting Standards No. 142 “Goodwill and Other
Intangible-Assets.” This Standard reqguires that goodwill and other intangibles that are acquired in business combinations and that
have in¢eﬁnite useful lives are not to be amortized.

(d) During the third quarter of 2001, the Company recorded a loss of $5.5 million relating to the write-off of unamortized bank fees
associated.with the Company’s term debt, which was repaid in September of 2001. The Company also recorded a charge of
$8.9 million as a resuit of a payment made to a bank to terminate an interest rate swap agreement tied to the Company’s term loan.

(e) tn the fourth quarfer of 2000, the Company recorded a $4.5 million restructuring charge relating to the closing of its Memphis
drug testing facility.

) In Septembér 2004, the Emerging Issues Task Force (“EITF") of the Financial Accounting Standards Board reached consensus on
EITF Issue No. 04-8, “The Effect of Contingently Convertible Debt on Diluted Earnings per Share.” Under the EITF’s conclusion,
contingently} convertible shares attached to a debt instrument are to be included in the calculation of diluted earnings per share
regardless of whether or not the contingency has been met. Historically, the Company fotlowed the guidance of paragraph 30 of SFAS
No. 128, “Earnings Per Share,” and excluded contingently convertible shares relating to its zero coupon-subordinated notes from its
calculations of diluted earnings per share. The EITF consensus supersedes the accounting under SFAS No. 128 and, accordingly, the
Company has adopted the provisions of E{TF No. 04-8 for its zero coupon-subordinated notes ~ including the retroactive restatement
of all diluted earnings per share calculations for alt periods presented. See “Note 1 to Consolidated Financial Statements” for infor-
mation regarding calculation of Earnings per Share. Diluted earnings per share as previously stated were $2.22, $1.77, $1.27, and
$0.80 for the years ended 2003, 2002, 2001 and 2000, respectively. Diluted weighted-average shares outstanding were 144.8,
144.2,141.1, and 96.3 for 2003, 2002, 2001, and 2000, respectively.

(g) Long-term: obligations primarily include capital lease obligations of $2.9 million, $4.4 million, $5.5 million, $6.1 million and
$7.2 million at December 31, 2004, 2003, 2002, 2001 and 2000, respectively. Long-term cobligations exclude amounts due to
affiliates. On June 6, 2000, the Company called for redemption of all of its outstanding redeemable preferred stock, resuiting in the
conversion df‘ substantially all of the preferred stock into common stock. During 2001, the Company sold $744.0 million aggregate
principal amount at maturity of its zero coupon convertible subordinated notes due 2021 in a private placement. The Company
received appfoximately $488.6 million in net proceeds from the offering. The Company used a portion of the proceeds
to repay $412.5 million of its term loan outstanding under its credit agreement.
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General

During 2004, the Company continued to strengthen its
financial performance through the implementation of
the Company's strategic plan and the expansion of its
national platform in routine testing. This plan contin-
ues to provide growth opportunities for the Company by
building a leadership position in genomic and other
advanced testing technologies primarily through inter-
nal development efforts, acquisitions and technology
licensing activities.

The Company’s Center for Molecular Biology and
Pathology, located in Research Triangle Pai’k, NC,isa
leader in the development and application of molecular
diagnostics and polymerase chain reaction, or PCR,
technologies in the areas of diagnostic genetics, oncol-
ogy and infectious disease. The Company believes that
these technologies may represent a significant savings
to the healthcare system by increasing the detection
of early stage (treatable) diseases. The Company’s
National Genetics Institute in Los Angeles, CA, devel-
ops novel, highly-sensitive PCR methods used to test for
hepatitis C and other infectious agents and is the only
laboratory in the U.S. that is FDA-approved to screen
plasma for infectious diseases. Viro-Med Laboratories,
Inc., based in Minneapolis, MN, offers molecular micro-
bial testing using real-time PCR platforms and provides
significant additional capacity to support the continued
expansion of the Company’s advanced testing business.
These Centers of Excellence enable the Company to pro-
vide a broad menu of testing services for the infectious
disease and cancer markets, which the Company
believes represent two of the most significant areas of
future growth in the clinical laboratory industry.

The Dynacare integration has been completed and
is performing as expected, including the achievement
of the planned total synergy savings of approximately
$45 million. Dynacare continues to strengthen the
Company's national network of routine testing. The
DIANON integration has been completed and is perform-
ing as expected, including the achievement of the
planned total synergy savings of approximately $32 mil-
lion. The Company began applying DIANON's standard-
ized anatomic pathology processes in early 2004. To

date, four major sites have been “DIANIZED."” By the
end of 2006, the Company expects to have nearly 80
percent of all our anatomic pathology work “DIANIZED.”

Effective February 3, 2005, the Company com-
pleted its purchase of US LABS, a well respected pro-
vider of anatomic pathology and oncology testing located
in Irvine, California. US LABS' sales were approximately
$70 million in 2004. This acquisition increases the
Company's capabilities in the cancer testing market
and provides additional lab capacity on the West Coast.

During the fourth quarter of 2004, the Company
entered into a multi-year agreement with Cytyc for their
ThinPrep Imaging System. The ThinPrep Imaging
System is the first fully integrated, interactive computer
system that assists cytotechnologists and pathologists
in the primary screening and diagnosis of ThinPrep Pap
Test slides. The company intends tc implement this
state-of-the-art cervical cancer screening instrument by
mid-2005.

The Company believes future performance will be
positively affected by several factors: 1) The expansion
of higher-value genomic tests such as Cystic Fibrosis,
HCV and HIV genotyping, along with the continued
growth of HIV viral load and HPV testing; 2) Transition to
Cytyc’s ThinPrep Imaging System; 3) Continued prog-
ress with existing licensing and business relationships
(such as EXACT Sciences, Correlogic and
BioPredictive); 4) The Company’s ongoing business
acquisition strategy; and 5) Growing demand for
genomic testing creating a positive shift in test mix
toward higher value testing.

On October 20, 2004, the Company's Board of
Directors authorized and announced a stock repurchase
program under which the Company may purchase up to
an aggregate of $250.0 million of its common stock
from time-to-time. It is the Company's intention to fund
future purchases of its common stock with cash flow
from operations.

Seasonality

Volume of testing generally declines during the year-
end holiday periods and other major holidays. In addi-
tion, volume declines due to inclement weather may
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reduce net revenues and cash flows. Therefore, com-
parison of the results of successive quarters may not
accurately reflect trends or results for the full year.

Results of Operations

Year Ended December 31, 2004 Compared With

Year Ended December 31, 2003.

Net sales for 2004 were $3,084.8 million, an increase
of 4.9% from ‘$2,939.4 million reported in the compa-
rable 2003 pehiod, Testing volume growth, measured
by accessidns, increased approximately 3.6% (primar-
ily volume growth in genomic and esoteric testing of
approximately 9.8%‘as well as volume growth of approx-
imately 2.5%;1&1 the core business). Price per accession
increased approximately 1.3% compared to 2003.

Cost of sales, which includes primarily laboratory
and distrib‘utiojn costs, was $1,795.5 million for 2004
compared to $1,714.8 million in 2003, an increase of
4.7%. The increase in cost of sales is primarily the
result of‘in'creases in volume discussed above. Cost of
salesasa perc‘éntage‘of net sales was 58.2% for 2004
and 58.3% in 2003.|

Selling, general and administrative expenses
decreased to $649.1.million in 2004 from $651.8
million in 2003 representing a decrease of $2.7 mil-
lion or 0.4%. As a percentage of net sales, selling,
general and ad‘minis‘trative expenses were 21.0% and
22.1% for the year ended 2004 and 2003, respec-
tively. This dedrease in selling, general and administra-
tive expenses as a percentage of net sales is a result of
the Company’s cost control initiatives, as well as a
reduced effective bad debt expense rate resulting from
improved billing and collection performance. ‘

The amortization of intangibles and other assets
was $42.7 million and $37.6 million for 2004 and
2003, respectively. The increase in amortization
expense is a result of licensed technology and other
small business acquisitions.

During the fourth quarter of 2004, the Company
recorded certain adjustments to previously recorded
restructuring charges due to changes in estimates, result-
ing in a credit of approximately $0.9 miilion. During the
third quarter of 2003, the Company recorded a pre-tax

restructuring charge of $3.3 million in connection with
the integration of DIANON. During the fourth quarter of
2003, the Company recorded a charge of $3.1 million,
relating to the continuing integration of its recent acquisi-
tions. The Company also recorded certain adjustments in
the fourth quarter of 2003 to previously recorded restruc-
turing charges due to changes in estimates, resulting in a
credit of approximately $4.9 million.

Interest expense was $36.1 million in 2004 com-
pared to $40.9 million in 2003. This decrease was a
direct result of debt reductions following the Company’s
financing of the DIANON acquisition in 2003.

Income from investments in joint venture part-
nerships was $51.3 million for the year ended
December 31, 2004 compared to $43.7 million for the
year end December 31, 2003. This income represents
the Company's ownership share in joint venture part-
nerships acquired as part of the Dynacare acquisition
on July 25, 2002. A significant portion of this income
is derived from investments in Ontario and Alberta,
Canada, and is earned in Canadian doliars. The
strengthening of the Canadian dollar versus the U.S.
dollar during the year ended December 31, 2004 has
had a positive impact on this income as well as the
cash generated from the Canadian investments.

The provision for income taxes as a percentage of
earnings before taxes was 41.0% in 2004 compared to
40.6% in 2003. The increase in the effective tax rate
for 2004 is due to a $2.1 million state tax recovery dur-
ing the third quarter of 2003.

Year Ended December 31, 2003 Compared With

Year Ended December 31, 2002,

Net sales for 2003 were $2,939.4 million, an increase
of 17.2% from $2,507.7 million reported in the com-
parable 2002 period. Testing volume growth, measured
by accessions, increased approximately 11.7% and
was affected by the acquisitions of Dynacare and
DIANON as well as growth in the Company’s esoteric
test volumes (including HPV and cystic fibrosis). Price
per accession increased approximately 5.5% compared
to 2002. The growth in price was affected by this same
shift in test mix and from shifts in histclogy testing
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which is primarily DIANON-related. These improve-
ments were partially offset by the impact of severe
winter weather during the first quarter of 2003 and
physician strikes to protest rising malpractice insur-
ance rates during the second quarter.

Cost of sales, which includes primarily laboratory
and distribution costs, was $1,714.8 million for 2003
compared to $1,445.9 million in 2002, an increase of
18.6%. The increase in cost of sales is primarily the
result of increases in volume and supplies due to
recent acquisitions, growth in the base business and
growth in esoteric and genomic testing (with signifi-
cant increases in cystic fibrosis and HPV testing). Cost
of sales as a percentage of net sales was 58.3% for
2003 and 57.7% in 2002, reflecting the additional
infrastructure costs (facilities and personnel) of
Dynacare and DIANON acquisitions.

Selling, general and administrative expenses
increased to $651.8 million in 2003 from $585.5 mil-
lion in 2002 representing an increase of $66.3 million
or 11.3%. This increase resulted primarily from person-
nel and other costs as a result of the recent acquisi-
tions. As a percentage of net sales, selling, general and
administrative expenses were 22.1% and 23.3% for
the year ended 2003 and 2002, respectively, reflecting
the realization of synergies from the Dynacare and
DIANON acquisitions, as well as the Company’s reduc-
tion of its bad debt expense rate by approximately 130
basis points during 2003 as compared to 2002.

The amortization of intangibles and other assets was
$37.6 million and $23.8 million for 2003 and 2002,
respectively. The increase in amortization expense is a
result of the acquisitions of Dynacare and DIANON.

The Company recorded pre-tax restructuring charges
of $3.3 million and $17.5 million during the third quar-
ters of 2003 and 2002, respectively, in connection with
the integrations of DIANON and Dynacare, Inc. During
the fourth quarter of 2003, the Company recorded a
charge of $3.1 million, relating to the continuing inte-
gration of its recent acquisitions. The Company also
recorded certain adjustments in the fourth quarter of
2003 to previously recorded restructuring charges due

to changes in estimates, resulting in a credit of approxi-
mately $4.8 million.

Interest expense was $40.9 million in 2003
compared to $19.2 miltion in 2002. This increase
was a direct result of the Company’s financing of the
DIANON acquisition.

Income from joint venture partnerships was
$43.7 million for the year ended December 31, 2003
compared to $13.4 million for the year ended Decem-
ber 31, 2002. This income represents the Company’s
ownership share in joint venture partnerships acquired
as part of the Dynacare acquisition on July 25, 2002.
A significant portion of this income is derived from
investments in Ontario and Alberta, Canada, and is
earned in Canadian dollars. The strengthening of the
Canadian dollar versus the U.S. dollar during the year
ended December 31, 2003 has had a positive impact
on this income as well as the cash generated from the
Canadian investments.

The provision for income taxes as a percentage of
earnings before taxes was 40.6% in 2003 compared to
41.1% in 2002. The decrease in the effective tax rate
for 2003 is due to a $2.1 million state tax recovery
during the third quarter of 2003.

Liquidity and Capital Resources

Net cash provided by operating activities was

$538.1 million, $564.3 million and $444.9 million in
2004, 2003 and 2002, respectively. Cash flow from
operations in 2004 was less than in 2003 due to
approximately $50 million of one-time tax credits that
were realized in 2003. Improvements in cash flow from
operations primarily resulted from improved earnings,
the expansion of the business through acquisitions,
and the improvement of the Company’s accounts
receivable days’ sales outstanding (“DSQ”) to 52 days
at the end of 2004 from 53 days at the end of 2003.
This improvement was due to Company-wide efforts to
increase cash collections from all payers, as well as on-
going improvements to the claim submission processes.
In addition, the Company continued to take steps
necessary to improve DSO and cash collections by:
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(1) conversion of decentralized billing locations,
including former Dynacare locations, to a central-
ized biI‘Ii‘ng system. During 2003, billing activity in
numerous Dynécare sites was converted to the
centralized billing system. In 2004, the Company
substantiélly completed its conversion activities on
the remaining Dynacare locations as well as its Salt
Lake City, Reno, San Diego and Viro-Med facilities.

(2) continuing an initiative to reduce the number of
requisitions received that are missing certain bill-
ing i‘nforjrhation. This initiative involves counting
the number of clinical requisitions received from
an ordering client, as well as determining what
speéific information.was not provided. The
Company.then identifies root causes of why the
informa‘tji‘on was missing and takes steps to ensure
that‘info‘rma‘ti“on is provided in the future. These
steps iné[ude re-educating clients as to what infor-
mation is needed in order for the Company to bill
and colléc‘:t for'the test.

(3) impl‘emejntation of numerous initiatives related to
self-pay gccounts receivable. These include: i) col-
lecting payment at the time of service; ii) increased
training for billing personnel related to improving
collections during phone calls and iii) review of bill
design and frequency.

The Cohjbany utilizes a centralized billing system
in the collection of substantially all of its accounts
receivable. This system generates bills to customers
based on the‘payer' type. Client billing is typically gener-
ated month}y; whereas patient and third-party billing are
typicaily geﬁerated on-a daily basis. Agings of accounts
receivable are then monitored by billing personnel and
re-bills and follow-up activities are conducted as neces-
sary. Bad debt expense is recorded within selling, gen-
eral and administrative expenses as a percentage of
sales considered necessary to maintain the allowance
for doubtful accounts at an appropriate level, based on
the Company’s experience with its accounts receivable,
The Com‘pahy writes off accounts against the allowance
for doubtful jaccoun}ts when they are deemed to be
uncollectible. For client billing, accounts are written off

when all reasonable collection efforts prove to be unsuc-
cessful. Patient accounts are written off after the nor-
mal dunning cycle has occurred and the account has
been transferred to a third party collection agency. Third
party and managed care accounts are written off when
they exceed the payer’s timely filing limits.

Capital expenditures were $95.0 million,
$83.6 million and $74.3 million for 2004, 2003
and 2002, respectively. During 2004, the Company
accelerated capital projects relating to its new financial
system, and projects supporting its strategic initiatives
centered around customer retention, scientific differen-
tiation and managed care. The Company expects capi-
tal expenditures of approximately $110.0t0 $125.0
million in 2005. The Company will continue to make
important investments in information technology con-
nectivity with its customers and financial systems.
Such expenditures are expected to be funded by cash
flow from operations as well as borrowings under the
Company’s revolving credit facilities.

In conjunction with the acquisition of DIANON, the
Company’s planned financing of the acquisition, and
announced share repurchase plan, Standard and Poor's
lowered its overall rating on the Company to BBB from
BBB+ and Moody's issued a Baa3 rating to the
Company’s Senior Notes.

On January 13, 2005, the Company entered into
a $350.0 senior credit facility with Credit Suisse First
Boston and UBS Securities LLC, acting as Co-Lead
Arrangers, and a group of financial institutions. This
new five year credit facility replaced the existing
$150.0 364-day revolving credit facility and the
$200.0 three-year revolving credit facility which was
amended on January 14, 2003 and was scheduled to
expire on February 18, 2005. This credit facility bears
interest at varying rates based upon the Company’s
credit rating with Standard & Poor’s Ratings Services.
The new facility also provides for an accordion feature
to increase the facility up to an additional $150 mil-
lion, with the consent of the lenders, if needed to sup-
port the Company’s growth. There were no balances
outstanding on the Company’s senior credit facilities
at December 31, 2004 and 2003.
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On January 17, 2003, in conjunction with the acqui-
sition of DIANON, the Company borrowed $350.0 million
under the DIANON Bridge Loan Agreement with Credit
Suisse First Boston, acting as Administrative Agent. On
January 31, 2003, the Company sold $350.0 million
aggregate principal amount of its 5.5% Senior Notes due
February 1, 2013. Proceeds from the issuance of these
Notes ($345.1 million), together with cash on hand was
used to repay the $350.0 million principal amount of the
Company’s bridge loan facility, and as a result, the loan
was terminated. During the first quarter of 2003, the
Company entered into an interest rate swap agreement
with a major financial institution, solely to manage its
interest rate exposure on $175.0 million of its 5.5%
Senior Notes. This swap agreement was terminated during
June 2003 and resulted in net proceeds to the Company
of $5.3 million.

On September 11, 2004, no holders of its zero
coupon-subordinated notes elected to exercise their
option to redeem their notes.

On February 3, 2005, the Company completed its
acquisition of US LLABS for approximately $155 million
in cash on hand.

Pension Funding

During 2004, 2003 and 2002, the Company made
contributions to its defined pension plan in the amounts
of $60.0 million, $18.3 million and $18.3 million,
respectively. The Company expects to contribute

$24.0 million to its defined pension plan during 2005.
See “Note 21 to the Consolidated Financial State-
ments” for a further discussion of the Company's
pension and postretirement plans.

New Accounting Pronouncements

In December 2004, the Financial Standards Accounting
Board (FASB) issued FAS 123(R), “Share-Based Pay-
ment” (revised 2004). This Statement is a revision of
FASB Statement No. 123, “Accounting for Stock-Based
Compensation.” This Statement supersedes APB Opin-
ion No. 25, “Accounting for Stock Issued to Employees,”
and its related implementation guidance. This State-
ment establishes standards for the accounting for trans-

actions in which an entity exchanges its equity
instruments for goods or services. It also addresses trans-
actions in which an entity incurs liabilities in exchange
for goods or services that are based on the fair value of
the entity’s equity instruments or that may be settled by
the issuance of those equity instruments. The Company
has not finalized what, if any, changes may be made to
its equity compensation plans in light of the accounting
change, and therefore is not yet in a position to quantify
its impact. The Company expects to announce the
impact in connection with reporting its second quarter
2005 financial results. The impact on cash from opera-
tions of adopting the new accounting standard cannot be
estimated at this time. See “Note 1 to Consolidated
Financial Statements” for pro forma impact of expensing
all equity-based compensation, which the Company
believes would approximate the annual effect of adopting
the new accounting standard. This Statement focuses
primarily on accounting for transactions in which an
entity obtains employee services in share-based payment
transactions. This Statement does not change the
accounting guidance for share-based payment transac-
tions with parties other than employees provided in
Statement 123 as originally issued and EITF fssue No.
96-18, “Accounting for Equity Instruments That Are
Issued to Other Than Employees for Acquiring, or in Con-
junction with Selling, Goods or Services.” This State-
ment does not address the accounting for employee share
ownership plans, which are subject to AICPA Statement
of Position 93-6, “Employers’ Accounting for Employee
Stock Ownership Plans.”

In December 2004, the FASB issued FAS 153,
“Exchanges of Nonmonetary Assets.” This Statement
amends the guidance in APB Opinion No. 29,
“Accounting for Nonmonetary Transactions.” That
Statement is based on the principle that exchanges of
nonmonetary assets should be measured based on the
fair value of the assets exchanged. The guidance in
that Opinion, however, included certain exceptions to
that principle. This Statement amends Opinion 29 to
eliminate the exception to nonmonetary exchanges of
similar productive assets and replaces it with a general
exception for exchanges of nonmonetary assets that do
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not have commercial substance. A nonmonetary
exchange has commercial substance if the future cash
flows of the ehtity are expected to change significantly
as a result of the exchange. The Company has not his-
torically entered into a significant level of nonmonetary
transactions and therefore does not expect that this
standard will jmpact‘ its financial position or results
unless nonmonetary transactions are utilized in the
future. This ‘S‘tatement is effective for nonmonetary
asset exchanges occurring in fiscal periods beginning
after June 15, 2005.

Contractual Cash Obligations

Payments Due by Period

* Less More

than than

‘ 1Y, 1-3Yrs. 3-5Yrs. 5Yrs.

Capital lease obligations - $ 34 $ 43 8 - % -

Dperating lease obligations 614 822 429 404
Contingent future licensing

payments® . 227 329 0.3 04

Minimum royalty payments 58 120 110 37
Minimum purchase obligations 103 200 10.0 -
Scheduled principal on

5/:% Senior Notes - -
Scheduled interest payments

on 5% Senior Notes 19.3
Zero coupon-subordinated

notes® : -

350.0

1

385 385 674

552.0 - -

Total contractual cash

obligations® : $122.9 $741.9 §$102.4 $4619

(a) Contingent future licensing payments will be made if certain events take place,
such as the Jaunch of a $pecific test, the transfer of certain technology, and when
specified revenue milestones are met.

(b) Holders of the zero coupon-subordinated notes may require the Company to purchase
in cash all or-a portion of their notes on September 11, 2006 and 2011 at prices
ranging from $741.92 to $819.54 per note. Should the holders put the notes to the
Company on any'of the dates above, the Company believes that it will be able to
satisfy this contingent obligation with cash on hand, borrowings on the revolving
credit facility, and additional financing if necessary.

{c) The table does Aot include obligations under the Company’s pension and post-
retirement benefit plans which are included in “Note 21 to Consolidated Financial
Stateménts.” The,Company expects to contribute approximately $24 million to its
defined pension plan during 2005, although it is not legally required to do so. -
Benefits under the Company's postretirement medical plan are made when claims
are submitted for payment; the timing of which are not practicable to estimate.

Off-Balance Sheet Arrangements

The Company does not have transactions or relation-
ships with “special purpose” entities, and the Company
does not have any off-balance sheet financing other
than normal operating leases.

Other Commercial Commitments

At December 31, 2004, the Company provided letters
of credit aggregating approximately $63.5 million, pri-
marily in connection with certain insurance programs.
These letters of credit are secured by the Company'’s
senior credit facilities and are renewed annually,
around mid-year.

Based on current and projected levels of opera-
tions, coupled with availability under its new senior
credit facilities, the Company believes it has sufficient
liquidity to meet both its short-term and long-term cash
needs. For a discussion of the Company’s zero coupon-
subordinated notes, see “Note 12 to Consolidated
Financial Statements.” For a discussion of the Com-
pany’s new senior credit facilities, see “Note 13 to
Consolidated Financial Statements.”

Critical Accounting Policies

The preparation of financial statements in conformity
with generally accepted accounting principles requires
management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the
date of the financial statements and the reported
amounts of revenues and expenses during the reported
periods. Significant estimates include the allowances
for doubtful accounts, pension expense, amortization
lives for intangible assets, accruals for self-insurance
reserves, income taxes and reserves for professional
liability claims.

Allowances for Doubtful Accounts

Revenue is recognized for services rendered when test
results are reported to the ordering physician and the
testing process is complete. The Company’s sales are
generally billed to three types of payers — clients,
patients and third parties, such as managed care
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companies, Medicare and Medicaid. For clients, sales
are recorded on a fee-for-service basis at the Company’s
client list price, less any negotiated discount. Patient
sales are recorded at the Company’s patient fee sched-
ule, net of any discounts negotiated with physicians on
behalf of their patients. The Company bills third party
payers in two ways — fee-for-service and capitated
agreements. Fee-for-service third party payers are billed
at the Company'’s patient fee schedule amount, and
third party revenue is recorded net of contractual dis-
counts. These discounts are recorded at the transaction
level at the time of sale based on a fee schedule that is
maintained for each third party payer. The majority of
the Company's third party sales are recorded using an
actual or contracted fee schedule at the time of sale.
For the remaining third party sales, estimated fee
schedules are maintained for each payer. Adjustments
to the estimated payment amounts are recorded at the
time of final collection and settlement of each transac-
tion as an adjustment to revenue. These adjustments
are not material to the Company's results of operations
in any period presented. The Company periodically
adjusts these estimated fee schedules based upon
historical payment trends. Under capitated agreements
with managed care companies, the Company recognizes
revenue based on a negotiated monthly contractual rate
for each member of the managed care plan, regardless
of the number or costs of services performed.

The Company has a formal process to estimate and
review the coflectibility of its receivables based on the
period of time they have been outstanding. Bad debt
expense is recorded within selling, general and admin-
istrative expenses as a percentage of sales considered
necessary to maintain the allowance for doubtful
accounts at an appropriate level. The Company'’s pro-
cess for determining the appropriate level of the allow-
ance for doubtful accounts involves judgment, and
considers such factors as the age of the underlying
receivables, historical and projected collection experi-
ence, and other external factors that could affect the
collectibility of its receivables. Accounts are written off
against the allowance for doubtful accounts based on the
Company's write-off policy (e.g., when they are deemed

to be uncollectible). In the determination of the appro-
priate level of the allowance, accounts are progressively
reserved based on the historical timing of cash collec-
tions relative to their respective aging categories within
the Company’s receivables. These collection and reserve
processes, along with the close monitoring of the billing
process, help reduce the risks of material revisions
to reserve estimates resulting from adverse changes
in collection or reimbursement experience.

The following table presents the percentage of
the Company’s net accounts receivable outstanding by
aging category at December 31, 2004 and 2003:

Days Outstanding 2004 2003
0-30 41.3% 43.7%
31-60 19.2% 21.3%
61-190 10.1% 12.5%
91-120 6.7% 1.7%
121-150 5.1% 4.2%
151 - 180 3.9% 34%
181-270 6.0% 5.5%
271 - 360 1.4% 1.4%
QOver 360 0.3% 0.3%

Pension Expense

The Company’s net pension cost is developed from
actuarial valuations. Inherent in these valuations are
key assumptions, including discount rates and expected
return on plan assets, which are updated on an annual
basis at the beginning of each year. The Company is
required to consider current market conditions, includ-
ing changes in interest rates, in making these assump-
tions. Changes in pension costs may occur in the future
due to changes in these assumptions. The key assump-
tions used in accounting for the defined benefit plans
were a 6.0% discount rate and an 8.5% expected
return on plan assets as of December 31, 2004.

In establishing its expected return on plan assets
assumption, the Company reviews asset allocation con-
sidering plan maturity and develops return assumptions
based on different asset classes adjusting for plan
operating expenses. Actual asset over/under perfor-
mance compared to expected returns will respectively
decrease/increase unrecognized loss. The change in



Management s Discussion and Analysis

of Financial Condition and Results of Operations

Laboratory Corporatlon of America® Holdings 2004

the unrecognized loss will change amortization cost in
upcoming periods. A one percentage point change in
the expeéted return assumption in the current year
would have resulted in a change in pension expense of
approximately $1. 7 ‘million.

Current year net pension cost was $11.3 million,
a decrease of $4.9 million from 2003. Our actuaries
have estimated that 2005 net pension cost should be
comparable toor slightly less than fiscal 2004 net pen-
sion cost. Fav‘orable:asset‘performance in 2004 and
contributiOns3to plan assets will cause a reduction in
net pension cost for fiscal 2005. However, the decrease
in the disbouht rate assumption during fiscal 2004
will cause an offsetting increase in net pension cost
for 2005.

Accruals for Self-insurance Reserves

Accruals for self-insurance reserves (including workers’
compensation, auto and employee medical) are deter-
mined based on historical payment trends and claims
history, along with current and estimated future
economic conditions

The Company is self-insured for professional liabil-
ity claims ansmg in the normal course of business, gen-
erally related to the testing and reporting of laboratory
test results. The Company records an accrual for such
claims payable and ¢laims incurred but not reported,
based on an actuarial assessment of the accrual driven
by frequency and amounts of claims, which is performed
at least annually.

While management believes these estimates are
reasonable and consistent, they are, by their very
nature, estimates of amounts that will depend on future
events. Accordmgly, actual results could differ from
these estimatés. The Company’s Audit Committee peri-
odically reviews the Company’s significant accounting
policies, See *Note 1 to the Consolidated Financial
Statements” for further discussion of significant
accountirig policies.

Income Taxes

The Company accounts for income taxes utilizing the
asset and liability method. Under this 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 loss carryforwards. Deferred tax assets and lia-
bilities 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. Future tax
benefits, such as net operating loss carryforwards,

are recognized to the extent that realization of such
benefits is more likely than not.

FORWARD-LOOKING STATEMENTS

The Company has made in this report, and from time

to time may otherwise make in its public filings, press
releases and discussions by Company management,
forward-looking statements concerning the Company’s
operations, performance and financial condition, as
well as its strategic objectives. Some of these forward-
looking statements can be identified by the use of
forward-looking words such as “believes,” “expects,”
“may,” “will,” “should,” “seeks,” “approximately,”
“intends,” “plans,” “estimates,” or “anticipates” or the
negative of those words or other comparable terminol-
ogy. Such forward-looking statements are subject to var-
ious risks and uncertainties and the Company claims
the protection afforded by the safe harbor for forward-
looking statements cantained in the Private Securities
Litigation Reform Act of 1995. Actual results could dif-
fer materially from those currently anticipated due to

a number of factors in addition to those discussed else-
where herein and in the Company's other public filings,
press releases and discussions with Company
management, including:

"o "o
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(1) changes in federal, state, local and third party
payer regulations or policies (or in the interpreta-
tion of current regulations) affecting governmental
and third-party reimbursement for clinical lab-
oratory testing;

(2) adverse results from investigations of clinical
laboratories by the government, which may include
significant monetary damages and/or exclusion
from the Medicare and Medicaid programs;

(3) loss or suspension of a license or imposition of
a fine or penalties under, or future changes in,
the law or regulations of the Clinical Laboratory
improvement Act of 1967, and the Clinical
Laboratory Improvement Amendments of 1988,
or those of Medicare, Medicaid or other federal,
state or local agencies;

(4) failure to comply with the Federal Occupational
Safety and Health Administration requirements
and the Needlestick Safety and Prevention Act
which may result in penaities and loss
of licensure;

(5) failure to comply with HIPAA, which could result
in significant fines;

(6) failure of third party payers to complete testing
with the Company, or accept or remit transactions
in HIPAA-required standard transaction and code
set format, could result in an interruption in the
Company's cash flow;

(7) increased competition, including price
competition;

(8) changes in payer mix, including an increase in
capitated managed-cost healthcare or the impact
of a shift to consumer driven health plans;

(9) failure to obtain and retain new customers and
alliance partners, or a reduction in tests ordered or
specimens submitted by existing customers;

(10) failure to integrate newly acquired businesses and
the cost related to such integration;
(11) adverse results in litigation matters;

(12) inability to attract and retain experienced and
qualified personnel;

{13) failure to maintain the Company’s days sales
outstanding levels;

(14) decrease in credit ratings by Standard & Poor’s
and/or Moody's;

(15) failure to develop or acquire licenses for new or
improved technologies, or if customers use new
technologies to perform their own tests;

(16) inability to commercialize newly licensed tests
or technologies or to obtain appropriate reim-
bursement for such tests, which could result in
impairment in the value of certain capitalized
licensing costs;

{17) inability to obtain and maintain adequate patent
and other proprietary rights protection of the
Company's products and services and successfully
enforce the Company’s proprietary rights;

(18) the scope, validity and enforceability of patents
and other proprietary rights held by third parties
which might have an impact on the Company’s
ability to develop, perform, or market the
Company’s tests or operate its business;

(19) failure in the Company's information technology
systems resulting in an increase in testing turn-
around time or billing processes or the failure to
meet future regulatory or customer information
technology and connectivity requirements;

(20) liabilities that result from the inability to comply
with new Corporate governance requirements; and

(21) failure by the Company to comply with the
Sarbanes-Oxley Act of 2002, including Section
404 of that Act which requires management to
report on, and our independent registered public
accounting firm to attest to and report on, our
internal controls.
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QUANTHTATWE AND QUALITATIVE DISCLOSURE
ABOUT MARKET RISK

The Company addresses its exposure to market risks,
principally t‘he‘ market risk associated with changes in
interest rates, through a controlled program of risk
management that has included in the past, the use of
derivative financial instruments such as interest rate
swap agreements. The Company had an interest rate
swap agreémént with a major financial institution,
solely to manage its interest rate exposure on $175.0
million of its 5'2% senior notes. This swap agreement
was terminated during June 2003 and the Company
received net proceeds of $5.3 million. Although, as set
forth below, the Corr;ipany’s zero coupon-subordinated
notes con‘tai“nl features that are considered to be
embedded derivative instruments, the Company does
not hold or issue derivative financial instruments for
trading purposes. The Company does not believe that
its exposure tb market risk is material to the Company’s
financial position or results of operations.

The Company’s'zero coupon-subordinated notes
contain the fbllowing two features that are considered
to be embedd;ed derivative instruments under SFAS
No. 133:

(1) The Company will pay continge'nt cash interest
on the zero coupon-subordinated notes after
September 11, 2006, if the average market price
of the notes equals 120% or more of the sum of the
issue price, accrued original issue discount and
contingent additional principal, if any, fora
specified measurement period.

(2) Holders may surrender zero coupon-subordinated
notes for conversion during any period in which the
rating assigned to the zero coupon-subordinated
notes by Standard & Poor’s Ratings Services is
BB- or lower.

Based upon independent appraisals, these
embedded derivatives had no fair market value at
December 31, 2004,

Borrowings under the Company's revolving credit
facility are subject to variable interest rates, unless
fixed through interest rate swap or other agreements.

Two of the Company’s joint venture partnerships
operate in Canada and remit the Company’s share of
partnership income in Canadian Dollars. Accordingly,
the cash flow received from these affiliates is subject to
a certain amount of foreign currency exchange risk.
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The Company’s management is responsible for estab- the framework in Internal Control — Integrated Framework
lishing and maintaining adequate internal control over  issued by the COSO, the Company’s management con-
financial reporting, as defined in Exchange Act Rule cluded that the Company’s internal control over financial
13a-15(f). Under the supervision and with the partici-  reporting was effective as of December 31, 2004,

pation of the Company’s management, including the The Company management’s assessment of the
Company’s Chief Executive Officer and Chief Financial  effectiveness of the Company’s internal control over
Officer, the Company conducted an evaluation of the financial reporting as of December 31, 2004 has
effectiveness of the Company’s internal control over been audited by PricewaterhouseCoopers LLP, an
financial reporting based on the framework in Internal independent registered public accounting firm, as

Control - Integrated Framework issued by the Committee  stated in their report which is included herein with
of Sponsoring Organizations of the Treadway Commission  its report immediately preceding our audited
(“COS0"). Based on the Company's evaluation under financial statements.

Thomas P. Mac Mahon
Chairman, President and Chief Executive Officer

Wesley R. Elingburg
Executive Vice President,
Chief Financial Officer and Treasurer
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To the Board of Directors and Shareholders of
Laboratory Corporation of America Holdings:

We have completed an integrated audit of Laboratory
Corporation of America Holdings' 2004 consolidated
financial statéements-and of its internal contro! over finan-
cial reporting as of December 31, 2004 and audits of its
2003 and 2002 consolidated financial statements in
accordance with the standards of the Public Company
Accounting Oversight Board (United States). Our opinions,
based on.our audits, are presented below.

Consolidated financial statements and

financial statement schedule

(n our opinion; the consolidated financial statements listed
in the accompanying index present fairly, in all material
respects, the‘fi‘nancial position of Laboratory Corporation
of America Holdings and its subsidiaries (the Company) at
December 31, 2004 and 2003, and the results of their
operations and their cash flows for each of the three years
in the period-énded December 31, 2004 in conformity
with accounting principles generally accepted in the
United States of America. These financial statements are
the responsibility of the Company’s management. Qur
responsibility isto express an opinion on these financial
statements based on our audits. We conducted our audits of
these statements in accordance with the standards of the
Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit of
financial statements includes examining, on a test basis, evi-
dence supporting the amounts and disclosures in the finan-
cial statements, assessing the accounting principles used
and significant estimates made by management, and evaluat-
ing the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included

in Management's Report on Internal Control Over Financial
Reporting appearing under Item 9A, that the Company
maintained effective internal control over financial reporting
as of December 31, 2004 based on criteria established in
Internal Control = Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission
(COS0), is fairly‘stated‘, in all material respects, based on those
criteria, Furthermore, in our opinion, the Company maintained,
in all material réspects, effective internal control over financial
reporting as of December 31, 2004, based on criteria estab-
lished in Internal Control — Integrated Framework issued by
the COSO. The Company's management is responsible for
maintaining effective internal control over financial reporting

and for its assessment of the effectiveness of internal control
over financial reporting. Our responsibility is to express
opinions on management's assessment and on the effective-
ness of the Company’s internal control over financial reporting
based on our audit. We conducted our audit of internal control
over financial reporting in accordance with the standards of
the Public Company Accounting Oversight Board (United
States). Those standards require that we pian and perform
the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was main-
tained in all material respects. An audit of internal control
over financial reporting includes obtaining an understanding
of internal contro! over financial reporting, evaluating manage-
ment’s assessment, testing and evaluating the design and
operating effectiveness of internal control, and performing
such other procedures as we consider necessary in the
circumstances. We believe that our audit provides a reason-
able basis for our opinions.

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

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

PricewaterhouseCoopers LLP

Greensboro, North Carolina
March 1, 2005
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December 31, 2004 2003
(tn Millions, Except Per Share Data)
ASSETS
Current assets:
Cash and cash equivalents $ 186.8 $ 103.0
Short-term investments 200 20.0
Accounts receivable, net M4 4325
Supplies inventories 61.5 47.0
Prepaid expenses and cther 29.2 36.3
Deferred income taxes 1.1 19.1
Total current assets 7400 657.9
Property, plant and equipment, net 360.0 361.3
Goodwill 1,3004 12859
Intangible assets, net 557.0 5714
Investments in joint venture partnerships 548.5 5053
QOther assets, net 95.0 331
Total assets $3,600.9 $3,414.9
LIABILITIES AND SHAREMOLDERS' EQUITY
Current liabilities:
Accounts payable $§ 853 $ 730
Accrued expenses and other 2154 176.1
Zero coupon-subordinated notes - 523.2
Current portion of long-term debt 0.1 03
Total current liabilities 300.8 772.6
Zero coupon-subordinated notes 533.7 -
5% senior notes 353.4 353.8
Long-term debt, less current portion 22 2.5
Capital lease obligations 29 44
Deferred income taxes 321.0 2734
Other liabilities 816 1123
Total liabilities 1,601.6 1,518.0
Commitments and contingent liabilities - -
Shareholders’ equity
Preferred Stock, $0.10 par value: 30.0 shares authorized, shares issued: none
Common stock, $0.10 par value: 265.0 shares authorized; 150.7 and 148.9 shares issued
and outstanding at December 31, 2004 and December 31, 2003, respectively 15.1 14.9
Additional paid-in capital 1,504.1 1,440.9
Retained earnings 950.1 587.1
Treasury stock at cost; 14.5 and 5.5 shares at December 31, 2004
and December 31, 2003, respectively (544.2) (159.3)
Unearned restricted stock compensation (1.5) (22.4)
Accumulated ather comprehensive earnings 81.7 347
Total shareholders’ equity 1,999.3 18959
Total liabilities and shareholders' equity $3,600.9 $3,414.9

The accompanying notes are an integral part of these consolidated financial statements.
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Years Ended Decemnber 31,

2004 2003 2002

(In Millions, Except:Per Share Data)
Net sales $3,084.8 $2,939.4 $2,507.7
Cost of sales 1,795.5 1,7148 1,445.9
Gross profit 1,280.3 1,224.6 1,061.8
Selling, general and administrative expenses 649.1 651.8 585.5
Amartization of intangibles and other assets 421 376 238
Restructuring and other special charges 0.9 1.5 17.5
Operating income 598.4 533.7 435.0
Other income {expenses):.

Interest expense (36.1) (40.9) (19.2)

Income from joint venture partnerships, net 513 43.7 134

Investment income 3.5 61 37

QOther, net (1.8) (1.2) {0.6)
Earnings before iricome taxes 615.3 540.4 432.3
Provision for income taxes 2523 219.4 177.7
Net earnings $ 3630 § 3210 $ 2545
Basic earnings per comion share $ 260 $ 223 $ 178
Diluted earnings pér common share $ 245 $ 211 $ 169

The accompanyingj notes are an integral part of these consolidated financial statements. -
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Unearned Accumulated
Additionat Restricted QOther Total
Comman Stack Paid-in Retained Treasury Stock Comprehensive  Shareholders’
(In Millions) Shares Amount Capital Eamings Stock Compensation ~ Earnings (Loss) Equity
BALANCE AT DECEMBER 31, 2001 141.1 $142  $10817 $ 115 $ - 132 $(8.8) $1,085.4
Comprehensive earnings:
Net earnings - - - 254.6 - - - 254.6
Other comprehensive loss:
Foreign currency translation adjustments - - - - - - 2.3 2.3
Minimum pension liability adjustment - - - - - - (43.2) (43.2)
Tax effect of other comprehensive loss adjustments - - - - - - 19.8 158
Comprehensive earnings 2335
Issuance of common stock 1.7 0.1 18.2 - - - - 183
Issuance of restricted stock awards - - 409 - - (40.9) - -
Surrender of restricted stock awards - - - - (4.4 - - (4.4)
Issuance of common stock and assumption of stock options
in connection with acquisition, (net of forfeitures) 5.0 0.5 249.7 - - (1.6) - 248.6
Amortization of uneamed restricted stock compensation - - - - - 14.3 - 143
Income tax benefit from stock options exercised - - 16.0 - - - - 16.0
BALANCE AT DECEMBER 31, 2002 147.8 14.8 1,406.5 266.1 4.4) (414 (29.9) 16117
Comprehensive earnings:
Net earnings - - - 3210 - - - 3210
Other comprehensive loss:
Foreign currency translation adjustments - - - - - - 878 87.8
Minimum pension liability adjustment - - - - - - 19.6 19.6
Tax effect of other comprehensive loss adjustments - - - - - - (42.8) (42.8)
Comprehensive earnings 385.6
Issuance of common stock 1.1 0.1 213 - - - - 214
Issuance of restricted stock awards - -~ 0.2 - - 0.2) - -
Cancellation of restricted stock awards - - (1.1} - - 1.1 - -
Amortization of unearned restricted stock compensation - - - - - 18.1 - 18.1
Income tax benefit from stock options exercised - - 55 - - - - 55
Assumption of vested stock options in connection with acquisition - - 85 - - - - 85
Purchase of common stock - - - - (154.9) - - (154.9)
BALANCE AT DECEMBER 31, 2003 148.9 14.9 1,440.9 587.1 (159.3)  (22.4) 34.7 1,895.9
Comprehensive earnings:
Net earnings - - - 363.0 - - - 363.0
Other comprehensive loss:
Foreign currency translation adjustments - - - - - - 403 403
Minimum pension liability adjustment - - - - - - 35.6 356
Tax effect of other comprehensive loss adjustments - - - - - - (28.9) (28.9)
Comprehensive earnings 4100
Issuance of common stock 18 0.2 51.5 - - - - 517
Issuance of restricted stock awards - - 0.7 - - 0.7) - -
Surrender of restricted stock awards - - - - (6.8} - - {6.8)
Cancellation of restricted stock awards - - (0.1) - - 0.1 - -
Amortization of unearned restricted stock compensation - - - - - 15.5 - 15.5
Income tax benefit from stock options exercised - - 11.1 - - - - 111
Purchase of common stock - - - - (378.1) - - (378.1)
BALANCE AT DECEMBER 31, 2004 150.7 $15.1  $1,504.1 $950.1 $(544.2) $ (1.5 $81.7 $1,999.3

The accompanying notes are an integral part of these consolidated financial statements.
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Years Ended December 31,

2004 2003 2002
(in Millions) -, o
CASH FLOWS FROM OPERATING ACTIVITIES:
Net eamingsj $ 363.0 $321.0 $254.6
Adjustmenfs to reconcile net earnings to
net cash provided by operating activities:

‘ ‘De‘pfec‘ia‘tion and amortization 138.8 135.6 101.8
Stock compensation 15.5 18.1 143
Loss on.sale of assets 1.0 0.2 0.6
Acbretéd interest on zero coupon-subordinated notes 10.5 10.3 10.1

‘Cumulative eamings in excess of distribution

from joint venture partnerships (3.5) (5.7) -
Deferred income taxes 389 86.3 289

Change jn assets‘and liabilities (net of effects of acquisitions):
: (InQrease) decrease in accounts receivable (nef) {8.9) 6.0) 111
o Inc‘n;aase in inventories (13.7) {0.1) (L.5)
" Decrease (increase) in prepaid expenses and other 10 8.5) {12.5)
Increase (decrease) in accounts payable 123 (15.6) (7.8)
increase (decrease) in accrued expenses and other (22.8) 28.7 453
Net cash provided by operating activities 538.1 564.3 4449

CASH FLOWS FROM INVESTING ACTIVITIES:

Capitai expehditures ‘ {95.0) (83.6) (74.3)

Proceeds from sale of assets 18 10 18

Deferred: payments on acquisitions (6.7) (17.7) {21.0)

Procegds ffom.sale of marketable securities - 504 -

Distributioqs from joint venture partnerships in excess
of cquIa‘tive earnings - 1.9 L5

Purchases of short-term investments (35.0) (20.0) -

Proceeds frq‘m'sale of short-term investments 35.0 - -

Acquisition of ficensing technology (1.9) (15.0) (15.0)

Acquisition o‘f‘busin‘esses, net of cash acquired {32.1) (647.5) (261.9)

$(138.9) $(730.5) $(368.9)

Net'cash used for investing activities
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Consolidated Statements of Cash Flows
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Years Ended December 31, 2004 2003 2002
(In Millions)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from bridge loan $ - $350.0 $ -
Payments on bridge foan - (350.0) -
Proceeds from credit facilities - 2750 330.0
Payments on credit facilities - (275.0) (330.0)
Proceeds from senior note offering - 350.0 -
Payments on other long-term debt (0.4) 0.7 (204.6)
Payment of debt issuance costs - 7.3) (3.2)
Termination of interest rate swap agreement - 53 19.6
Payments on long-term lease obligations (1.5) (L. (L.
Purchase of common stock (368.1) (154.9) -
Net proceeds from issuance of stock to employees 56.3 210 18.2
Net cash provided by (used for) financing activities (313.7) 212.3 (171.1)
Effect of exchange rate changes on cash
and cash equivalents {0.7) 0.5 2.3
Net increase (decrease) in cash and cash equivalents 83.8 46.6 (2.8)
Cash and cash equivalents at beginning of year 103.0 56.4 149.2
Cash and cash equivalents at end of year 186.8 103.0 56.4
Supplemental schedule of cash flow information:
Cash paid during period for:
Interest $19.3 $ 121 $ 15
Income taxes, net of refunds 170.7 107.9 135.0
Disclosure of non-cash financing and investing activities:
Issuance of restricted stock awards 0.7 0.2 409
Assumption of vested stock options in connection
with acquisition - 85 5.0
Surrender of restricted stock awards 6.8 - 44
Issuance of common stock in acquisitions - - 245.6
Accrued repurchases of common stock 10.0 - -

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



Notes to Consolidated Financial Statements
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(Dollars. in millions, except per share data)

Note 1 -

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Basis of Financial Statement Presentation:
Laborator‘y‘Cor‘porati‘dn of America Holdings with its
subsidiaries (the “Company”) is the second largest
independent clinical laboratory company in the United
States based on 2004 net revenues. Through a national
network of laboratories, the Company offers a broad
range of testing services used by the medical profession
in routine testing, patient diagnosis, and in the monitor-
ing and treatqhent of disease. |n addition, the Company
has developed specialty and niche businesses based
on certain fypés of ‘specialized testing capabilities and
client requirements; such as oncology testing, HIV
genotyping and phenotyping, diagnostic genetics and
clinical research trials.

Since its founding in 1871, the Company has
grown into a-network of 32 primary laboratories and
over 1,300 service sites consisting of branches, patient
service centers and STAT laboratories. With approxi-
mately 23,560 employees, the Company processes
tests on more than 355,000 patient specimens daily
and provides clinical laboratory testing services in all
50 states, the District of Columbia, Puerto Rico and
two provinces in Canada. The Company operates in one
business segment.

The consolidated financial statements include
the accounts: of the Company and its majority-owned
subsidiaries for which it exercises control. Long-term
investments m affiliated companies in which the
Company owns greater than 20%, and therefore
exercises significant influence, but which it does not
control, are accounted for using the equity method.
Investments in which the Company does not exercise
significant influence (generally, when the Company has
an investment of less than 20% and no representation

on the Company’s Board of Directors) are accounted for
using the cost method. All significant inter-company
transactions and accounts have been eliminated. The
Company does not have any variable interest entities
or special purpose entities whose financial results are
not included in the consolidated financial statements.

On January 17, 2003, the Company completed the
acquisition of DIANON, a leading provider of anatomic
pathology and oncology testing services. On July 25,
2002, the Company completed the acquisition of
Dynacare, a provider of clinical laboratory testing
services. Disclosure of certain business combination
transactions is included in Notes 2 and 3 -
“Business Acquisitions.”

The financial statements of the Company’s foreign
subsidiaries are measured using the local currency
as the functional currency. Assets and liabilities are
translated at exchange rates as of the balance sheet
date. Revenues and expenses are translated at average
monthly exchange rates prevailing during the year.
Resulting translation adjustments are included in
“Accumulated other Comprehensive Earnings.”

Cash Equivalents:

Cash equivalents (primarily investments in money
market funds, time deposits, commercial paper and
Eurodollars which have original maturities of three
months or less at the date of purchase) are carried at
cost which approkimafes market.

Short-Term Investments:

Short-term investments (U.S. Government Agency
securities with original maturities between six and
twelve months) are carried at cost which approximates
market. It is the intent of the Company to hold these
investments until they mature or are called by

the issuer.
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Notes to Consolidated Financial Statements
Laboratory Corporation of America® Holdings 2004

(Dollars in millions, except per share data)

inventories:

Inventories, consisting primarily of purchased
laboratory supplies, are stated at the lower of cost
(first-in, first-out) or market.

Derivative Financial Instruments:

Interest rate swap agreements, which have been used
by the Company from time to time in the management
of interest rate exposure, are accounted for at fair
value. Amounts to be paid or received under such
agreements are recognized as interest income or
expense in the periods in which they accrue.

The Company's zero coupon-subordinated notes
contain the following two features that are considered
to be embedded derivative instruments under
Statement of Financial Accounting Standards (“SFAS")
No. 133 “Accounting for Derivative Instruments and
Hedging Activities”:

(1) The Company will pay contingent cash interest
on the zero coupon-subordinated notes after
September 11, 2006, if the average market price
of the notes equals 120% or more of the sum of the
issue price, accrued original issue discount and
contingent additional principal, if any, fora
specified measurement period.

(2) Holders may surrender zero coupon-subordinated
notes for conversion during any period in which the
rating assigned to the zero coupon-subordinated
notes by Standard & Poor’s Ratings Services is
BB- or lower.

Based upon independent appraisals, these
embedded derivatives had no fair market value at
December 31, 2004 and 2003.

Property, Plant and Equipment:

Property, plant and equipment are recorded at cost.
The cost of properties held under capital leases is equal
to the lower of the net present value of the minimum
lease payments or the fair value of the leased property
at the inception of the lease. Depreciation and amor-
tization expense is computed on all classes of assets
based on their estimated useful lives, as indicated
below, using principally the straight-line method.

Years
Buildings and building improvements 35
Machinery and equipment 3-10
Furniture and fixtures 5-10

Leasehold improvements and assets held under
capital leases are amortized over the shorter of their
estimated lives or the term of the related leases.
Expenditures for repairs and maintenance are charged
to operations as incurred. Retirements, sales and other
disposals of assets are recorded by removing the cost
and accumulated depreciation from the related
accounts with any resulting gain or loss reflected
in operations.

Capitalized Software Costs:

The Company capitalizes purchased software which is
ready for service and capitalizes software development
costs incurred on significant projects starting from the
time that the preliminary project stage is completed
and management commits to funding a project until
the project is substantially complete and the software is
ready for its intended use. Capitalized costs include
direct material and service costs and payroll and pay-
roll-related costs. Research and development costs and
other computer software maintenance costs related to
software development are expensed as incurred.
Capitalized software costs are amortized using the
straight-line method over the estimated useful life of
the underlying system, generally five years.
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Debt Issuance Costs:

The costs related to the issuance of debt are capitalized
and amortized to interest expense using the effective
interest methqd over the terms of the related debt.

Professional Liability:

The Company is self-insured for professional liability
claims arising in the riormal course of business, gener-
ally related to the testing and reporting of laboratory
test results. The Company records a reserve for such
asserted and: estimated unasserted claims based on
actuarial asséssments of future settlement and legal
defense costs.

Fair Value of Financial instruments:

The carryi‘ngfa;mowﬁts of cash and cash equivalents,
accounts receivable, income taxes receivable and
accounts payable are considered to be representative
of their respéctive fair values due to their short-term
nature. The fair market value of the zero coupon-
subordinated noteé, based on market pricing, was
approximately $501.3 and $465.6 as of December 31,
2004 and 2003, respectively.

Concentration of Credit Risk:
Financial instruments that potentially subject the
Company to,concentrations of credit risk consist primar-
ily of cash, cash equivalents and accounts receivable.
The Company maihtains cash and cash equivalents
with various majdr financial institutions. The total
cash balanceé on deposit that exceeded the balances
insured by the F.D.I.C., were approximately $170.7 at
December 31, 2004. Cash equivalents at December
31, 2004, totaled $157.0, which includes amounts
invested ijn treasury bills and short-term bonds.

Substantially all of the Company’s accounts receiv-
able are with companies and individuals in the health-
care industry. However, concentrations of credit risk
are limited due to the number of the Company’s clients
as well as their dispersion across many different
geographic regions.

Accounts receivable balances (gross) from
Medicare and Medicaid were $107.9 and $100.4 at
December 31, 2004 and 2003, respectively.

Revenue Recognition:

Sales are recognized on the accrual basis at the time
test results are reported, which approximates when
services are provided. Services are provided to certain
patients covered by various third-party payer programs
including the Managed Care, and Medicare and
Medicaid programs. Billings for services under third-
party payer programs are included in sales net of allow-
ances for contractual discounts and allowances for
differences between the amounts bifled and estimated
program payment amounts. Adjustments to the estimated
payment amounts based on final settlement with the
programs are recorded upon settlement as an adjust-
ment to revenue. in 2004, 2003 and 2002, approxi-
mately 20%, 19%, and 16%, respectively, of the
Company's revenues were derived from tests performed
for the beneficiaries of the Medicare and Medicaid
programs. The Company has capitated agreements with
certain managed care customers and recognizes related
revenue based on a predetermined monthly contractual
rate for each member of the managed care plan regard-
less of the number or cost of services provided by the
Company. In 2004, 2003 and 2002, approximately 4%,
4%, and 5%, respectively, of the Company’s revenues
were derived from these capitated agreements.
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income Taxes:

The Company accounts for income taxes utilizing the
asset and liability method. Under this 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 loss carryforwards. Deferred tax assets and liabil-
ities 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. Future tax
benefits, such as net operating loss carryforwards,

are recognized to the extent that realization of such
benefits is more likely than not.

Stock Splits:

On May 10, 2002, the Company effected a two-for-one
stock split through the issuance of a stock dividend of
one new share of common stock for each share of com-
mon stock held by shareholders of record on May 3,
2002. All references to common stock, common shares
outstanding, average number of common shares out-
standing, stock options, restricted shares and per share
amounts in the Consolidated Financial Statements and
Notes to Consolidated Financial Statements have been
restated to reflect common stock splits and the reverse
split on a retroactive basis.

Stock Compensation Plans:

The Company accounts for its employee stock option
plans using the intrinsic method under APB Opinion
No. 25 and related Interpretations. Accordingly, com-
pensation for stock options is measured as the excess,
if any, of the quoted market price of the Company’s
stock at the date of grant over the amount an employee
must pay to acquire the stock. The Company's employee
stock purchase plan is also accounted for under APB
Opinion No. 25 and is treated as non-compensatory.

The Company applies the provisions of APB
Opinion No. 25 in accounting for its employee stock
option and stock purchase plans and, accordingly,
no compensation cost has been recognized for these
plans in the financial statements. Had the Company
determined compensation cost based on the fair value
method as defined in SFAS No. 123, the impact on
the Company’s net earnings on a pro forma basis is
indicated below:

2004 2003 2002

Years Ended December 31,

Net earnings, as reported $363.0 $321.0 $254.6
Add: Restricted stock-based
compensation under APB 25,
net of related tax effects 91 10.7 84
Deduct: Total stock-based
compensation expense
determined under fair value
method for all awards,
net of related tax effects (29.9)

(359) (29.1)

Pro-forma net income $342.2 $2958 $2339

Basic earnings per

common share Asreported $ 260 $ 223 $ 178
Pro forma 245 205 164

Diluted earnings per
common share Asreported $ 245 $ 211 $ 1.69
Pro forma 221 191 152

The pro forma weighted average fair values at date
of grant for options issued during 2004, 2003 and
2002 were $13.66, $13.43 and $23.50, respectively,
and were estimated using the Black-Scholes option
pricing model. Weighted average assumption for the
expected life in years were 3 years, 7 years and 7 years
for the years ended December 31, 2004, 2003 and
2002 respectively. Weighted average assumptions for
the volatility and dividend yield were .5 and 0% for
each of the three years ended December 31, 2004.
Interest rate assumptions were 3.5%, 3.2% and 3.0%
for the years ended December 31, 2004, 2003 and
2002, respectively. Compensation cost for restricted
stock awards is recorded by allocating their aggregate
grant date fair value over their vesting period.
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Earnings per Share;

Basic earnings per share is computed by dividing net earnings, less preferred stock dividends and accretion, by
the weighted a\/erage number of common shares outstanding. Diluted earnings per share is computed by dividing
net earnings including the impact of dilutive adjustments by the weighted average number of common shares
outstanding plus poténtia[ly dilutive shares, as if they had been issued at the beginning of the period presented.
Potentially dilutive common shares result primarily from the Company's outstanding stock options, restricted
stock awards, and-shares issuable upon conversion of zero-coupon subordinated notes.

The following represents a reconciliation of basic earnings per share to diluted earnings per share:

Years Ended December 31, 2004 2003 2002
Per Share Per Share Per Share
(Shares in Millions) Income Shares  Amount Income Shares  Amount Income Shares  Amount
Basic earnings per share: .
Net earnings ' $363.0 1394 $2.60 $321.0 1440 $2.23 $254.6 1428  $1.78
Stock options - ‘ ‘ - 09 - 0.4 - 0.6
Restricted stock awards - 0.4 - 03 - 0.8
Interest on convertible debt,
netof tax 6.2 100 6.0 10.0 6.0 10.0
Diluted earnings per share:.
Net earnings including impact
of dilutive adjustments $369.2 150.7 $2.45 $327.0 154.7 $2.11 $260.6 1542 $169

The f‘ollo'v‘vji‘ng table summarizes the potential com-
mon shares not included in the computation of diluted
earnings per %‘hare because their impact would have
been antidilutive:

Years Ended Décember 31, 2004 2003 2002

Stock options . . 15 39 2.0

In September 2004, the Emerging Issues Task
Force (“EITF") of the Financial Accounting Standards
Board reachedconsénsus on EITF Issue No. 04-8,
“The Effect of Contingently Convertible Debt on Diluted
Earnings per Share.” Under the EITF's conclusion,
contingently convertible shares attached to a debt
instrument are to be included in the calculation of
diluted earnihgs per share regardless of whether

or not the contingency has been met. Historically the
Company followed the guidance of paragraph 30 of
SFAS No. 128, “Earnings Per Share,” and excluded
contingently convertible shares relating to its zero cou-
pon-subordinated notes from its calculations of diluted
earnings per share. The EITF consensus supersedes the
accounting under SFAS No. 128 and, accordingly, the
Company has adopted the provisions of EITF No 04-8
for its zero coupon-subordinated notes - including the
retroactive restatement of all diluted earnings per share
calculations for all periods presented. Diluted earnings
per share as previously stated were $2.22, and $1.77
for the years ended 2003 and 2002, respectively.
Diluted weighted average shares outstanding were
144.8 and 144.2 for 2003 and 2002, respectively.
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Use of Estimates:

The preparation of financial statements in conformity
with generally accepted accounting principles requires
management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the
date of the financial statements and the reported
amounts of revenues and expenses during the reported
periods. Significant estimates inctude the allowances
for doubtful accounts and deferred tax assets, amorti-
zation lives for intangible assets and accruals for self-
insurance reserves. The allowance for doubtful accounts
is determined based on historical collection trends, the
aging of accounts, current economic conditions and
regulatory changes. Actual results could differ from
those estimates.

Long-Lived Assets:

Goodwill is evaluated for impairment by applying a fair
value based test on an annual basis and more frequently
if events or changes in circumstances indicate that the
asset might be impaired.

Long-lived assets, other than goodwill, are reviewed
for impairment whenever events or changes in circum-
stances indicate that the carrying amounts may not be
recoverable. Recoverability of assets to be held and
used is determined by the Company at the level for
which there are identifiable cash flows by a comparison
of the carrying amount of the assets to future undis-
counted net cash flows before interest expense and
income taxes expected to be generated by the assets.
Impairment, if any, is measured by the amount by
which the carrying amount of the assets exceeds the
fair value of the assets (based on market prices in an
active market or on discounted cash flows). Assets to
be disposed of are reported at the lower of the carrying
amount or fair value.

The Company completed an annual impairment
analysis of its indefinite lived assets, including good-
will, and has found no instances of impairment as of
December 31, 2004.

Intangible Assets:

Prior to July 1, 2001, the cost of acquired businesses
in excess of the fair value of net assets acquired was
recorded as goodwill and amortized on the straight-line
basis ranging from 20 to 40 years. Effective January 1,
2002, the Company adopted SFAS No. 142 “Goodwill
and Other Intangible Assets.” This standard requires
that goodwill and other intangibles that are acquired in
business combinations and that have indefinite useful
lives are not to be amortized and are to be reviewed for
impairment annually based on an assessment of fair
value. Other intangibles (patents and technology,
customer lists and non-compete agreements), are
amortized on a straight-line basis over the expected
periods to be benefited, such as legal life for patents
and technology, 10 to 25 years for customer lists and
contractual lives for non-compete agreements. With the
adoption of SFAS No. 142, the Company reassessed
the useful lives of these intangible assets and determined
that no changes were necessary.

Research and Development:

In August 2003, the Company formed a new, majority-
owned subsidiary with a former owner of the Company’s
subsidiary, National Genetics Institute, Inc. In conjunc-
tion with the formation of this subsidiary, the principals
entered into a two-year joint venture agreement whereby
the Company will fund a total of $3.0 for research and
development efforts to be conducted on behalf of the
newly formed subsidiary. It is the Company’s policy to
expense all research and development costs when
incurred. As of December 31, 2004, the Company had
incurred approximately $1.4 in costs associated with
this venture,
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Reclassifications:

Certain amounts in the prior year’s financial statements
have been reclassified to conform with the current year
presentation..In connection with the preparation of
these financial statements, we concluded that it was
appropriate to classify certain securities with original
maturities exceeding three months as short-term
investments. ‘Previously, such investments had been
classified as cash and cash equivalents. Accordingly,
we have revised the classification to report these securi-
ties as short-term investments in a separate line item
on our Consolidated Balance Sheet as of December 31,
2003. We have also-made corresponding adjustments
to our Consolidated Statement of Cash Flows for the
period ended December 31, 2003, to reflect the gross
purchases of these securities as investing activities
rather than as a component of cash and cash equiva-
lents. This chénge in classification does not affect
previously reported cash flows from operations or

from financing activities in our previously reported
Consolidated 58taterﬁents of Cash Flows, or our pre-
viously reported Consolidated Statements of Income
for any. period‘."

Note 2

BUSINESS ACQUISITION -
DIANON SYSTEMS, INC.

On Janua‘ry 17, 2003, the Company completed the
acquisition of ail of the outstanding shares of DIANON
Systems, Inc. (DIANON) for $47.50 per share in cash,
or approximafely $596.0 including transaction fees
and expehses, and converted approximately 390,000
vested DIANON employee stock options into approxi-
mately 690,000 vested Company options valued at
$8.5. The transactidn total of approximately $604.5
was funded by a combination of cash on hand, borrow-
ings under th‘e‘Co‘m‘pany’s senior credit facilities and a
bridge loan fécility. ‘

DIANON is a leading provider of anatomic path-
ology and oncology testing services in the U.S. and
had 2001 revenues of approximately $125.7. DIANON
had approximately 1,100 employees at the closing
date of the acquisition and processed more than 8,000
samples per day in one main testing facility and four
regional labs.

The acquisition of DIANON was accounted for
under the purchase method of accounting. As such,
the cost to acquire DIANON has been allocated to the
assets and liabilities acquired based on estimated fair
values as of the closing date. The consolidated finan-
cial statements include the results of operations of
DIANON subsequent to the closing of the acquisition.

The following table summarizes the Company’s
purchase price allocation related to the acquisition of
DIANON based on the fair value of the assets acquired
and liabilities assumed on the acquisition date.

Fair Values as of
January 17, 2003

Current assets $ 877
Property, plant and equipment 28.3
Goodwill 355.5
Identifiable intangible assets 2715
QOther assets 3.0

Total assets acquired 746.0
Current liabilities $ 33.1
QOther liabilities 108.4

Total liabilities assumed 1415

Net assets acquired $604.5

As a result of this acquisition, the Company
recorded an addition to non-deductible goodwili of
approximately $355.5, an addition to customer lists of
approximately $227.8 (expected period of benefit of
30 years, non-deductible for tax) and an addition to
trade names of approximately $43.7 (expected period
of benefit of 15 years, non-deductible for tax).
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The Company believes that it is now in a position
nationally to offer to both primary care physicians and
specialists such as oncologists, urologists and gastro-
enterologists, the broadest range of leading-edge
anatomic, genomic and clinical testing technology for
the large and rapidly growing cancer diagnostic market.

Note 3
BUSINESS ACQUISITION -
DYNACARE INC.

On July 25, 2002, the Company completed the acqui-
sition of all of the outstanding stock of Dynacare Inc.

in a combination cash and stock transaction with a
combined value of approximately $496.4 including
transaction costs. The Company also converted approxi-
mately 553,958 unvested Dynacare stock options into
297,013 unvested Company options to acquire shares
of the Company at terms comparable to those under the
predecessor Dynacare plan. This conversion of out-
standing unvested options increased the non-cash con-
sideration of the transaction by approximately $5.0 and
resulted in the recording of initial deferred compensa-
tion of approximately $2.5. In conjunction with this
acquisition, the Company repaid Dynacare’s existing
$204.4 of senior subordinated unsecured notes,
including a call premium of approximately $7.0. The
transaction was financed by issuing approximately

4.9 million shares of the Company's common stock,
valued at approximately $245.6, assuming unvested
Dynacare options valued at $5.0, and using $245.8 in
available cash and the proceeds of 2 $150.0 bridge
loan and borrowings of $50.0 under the Company’s
$300.0 senior credit facilities.

The Company terminated a number of interest rate
swap agreements related to Dynacare's existing senior
subordinated unsecured notes. The $19.6 the Company
received upon termination of these swap agreements
was included in the estimated fair value of the net
assets acquired as of July 25, 2002.

Dynacare had 2001 revenues of approximately
$238.0 and had approximately 6,300 employees at
the closing date of the acquisition. Dynacare operated
in 21 states and two provinces in Canada with 24 pri-
mary laboratories, 2 esoteric laboratories, 115 rapid
response labs and 302 patient service centers.

The acquisition of Dynacare was accounted for
under the purchase method of accounting. As such,
the cost to acquire Dynacare has been allocated to the
assets and liabilities acquired based on fair values as of
the closing date. The consolidated financial statements
include the results of operations of Dynacare subsequent
to the closing of the acquisition.

The following table summarizes the Company's
purchase price allocation related to the acquisition of
Dynacare based on the fair value of the assets acquired
and liabilities assumed on the acquisition date.

Fair Values as of

July 25, 2002

Current assets $100.2
Property, plant and equipment 48.0
Goodwill 1733
Identifiable intangible assets 52.5
Investment in equity affiliates 4021
QOther assets 23.2
Deferred compensation 25

Total assets acquired 801.8
Current liabilities $268.1
Long-term debt 12.9
Other liabilities 244

Total liabilities assumed 305.4

Net assets acquired $496.4

As a result of this acquisition, the Company
recorded an addition to non-deductible goodwill of
approximately $173.3 and an addition to customer
lists of approximately $52.5 (expected period of
benefit of 15 years). The investments in equity
affiliates include $341.7 of Canadian licenses
(with an indefinite life and deductible for tax).
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The Company believes that the acquisition of
Dynacare enhances its ability to provide health cover-
age in the United States and Canada by expanding its
customer base and service capabilities. The Company
believes that the price paid for the outstanding shares
of Dynacare was competitive with market conditions
existing at the time. A

The folldwing unaudited pro forma combined
financial information for the years ended December 31,
2003 and 2002 assumes that the DIANON and
Oynacare, Inc. acquisitions which were closed by the
Company on January 17, 2003 and July 25, 2002,
respectively, were acquired at the beginning of each
period presented.

Years Ended December 31, 2003 2002
Net sales $2,9474  $2867.7
Net earningg 3211 255.3
Diluted eémings ber common share $ 222 § 173
Note4

INVESTMENTS IN JOINT

VENTURE PARTNERSHIPS

At December 31, 2004 (as a result of the Dynacare
acquisition) the Company had investments in the
following joint venture partnerships:

Net Percentage
Location Investment  Interest Owned
Milwaukee, Wisconsin $ 34 50.00%
Ontario, Canada. ‘ $493.0 72.99%
$ 521 43.37%

Alberta, Canada:

Each of the joint venture agreements that govern
the conduct of business of these partnerships mandates
unanimous agreement between partners on all major
business decisjons as well as providing other participat-
ing rights to each partner. These partnerships, includ-
ing the Ontario, Canada partnership, are accounted for
under the‘e‘qujity methed of accounting, as the Company

does not have control of these three partnerships,
due to the participating rights afforded to all partners
in each agreement. The Company has no material
obligations or guarantees to, or in support of, these
unconsolidated joint ventures and their operations.

Condensed financial information for the Ontario,
Canada equity affiliate as of December 31, 2004 and
2003 and for years then ended are as follows:

2004 2003
As of December 31:
Current assets $215 $20.8
QOther assets 108.3 99.2
Total assets 136.8 1200
Total liabilities 16.5 145
Shareholders’ equity 120.3 105.5
Total liabilities and shareholders’ equity $136.8 $120.0
For the period January 1-December 31:
Net sales $158.2 $1339
Gross profit $ 813 $ 740
Net earnings $ 57.1 $ 485
Note 5
INTEGRATION OF
DYNACARE AND DIANON

During the third quarter of 2002, the Company
finalized its plan related to the integration of
Dynacare's U.S. operations into the Company’s service
delivery network. The plan focuses on reducing redun-
dant facilities, while maintaining a focus on providing
excellent customer service. A reduction in staffing will
occur as the Company executes the integration plan
and consolidates duplicate or overlapping functions
and facilities. Employee groups being affected as

a result of this plan include those involved in the
collection and testing of specimens, as well as
administrative and other support functions.
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In connection with the Dynacare integration plan,
the Company recorded $14.6 of costs associated with
the execution of the plan. The majority of these integra-
tion costs related to employee severance and contrac-
tual obligations associated with leased facilities and
equipment, Of the total costs indicated above, $12.1
related to actions that impact the employees and oper-
ations of Dynacare, and was accounted for as a cost
of the Dynacare acquisition and included in goodwill.
Of the $12.1, $6.0 related to employee severance
benefits for approximately 722 employees, with the
remainder primarily related to contractual obligations
associated with feased facilities and equipment. In
addition, the Company recorded rastructuring expense
of $2.5, relating to integration costs of actions that
impact the Company’s existing employees and opera-
tions. Of this amount $1.0 related to employee sever-
ance benefits for approximately 78 employees, with the
remainder primarily related to contractual obligations
associated with leased facilities and equipment.

The Company also recorded a special bad debt
provision of approximately $15.0 related to the
acquired Dynacare accounts receivable balance.

This provision, based on Company experience, was
made in anticipation of changes in staffing and
collection procedures that will occur as the Company
converts Dynacare customers to LabCorp’s billing
system and related customer service organization.

In connection with the DIANON integration plan,
the Company recorded $20.8 of costs associated with
the execution of the plan. The majority of these integra-
tion costs related to contractual obligations associated
with leased facilities and equipment ($12.7) and
employee severance ($8.1). These costs were
accounted for as costs of the DIANON acquisition.

During the third and fourth quarters of 2003,
the Company recorded a pre-tax restructuring
charge totaling $6.4 in connection with the continuing
integration of its recent acquisitions. Substantially
all of this charge relates to the fair value of employee
severance benefits for approximately 730 employees.

The Company also recorded certain adjustments

in the fourth quarter of 2003 to previously recorded
restructuring charges due to changes in estimates,
resulting in a net credit of approximately $4.9.

Note 6
RESTRUCTURING AND
NON-RECURRING CHARGES

The following represents the Company's restructuring
activities for each of the years in the three years ended
December 31, 2004:

Lease and
Other
Severance  Facility
Costs Costs Total

Balance at January 1, 2002 $02 $15.8 $16.0
Dynacare integration 7.0 76 146
Reclassification non-cash items - (1.2) (1.2)
Cash payments (14) (1.9) (3.3)
Balance at December 31, 2002 5.8 20.3 26.1
Dianon integration 81 12.7 20.8
Restructuring charges 15 1.8 6.4
Restructuring adjustments 0.8) 4.0 4.9
Cash payments (13.7) (3.9 (17.6)
Balance at December 31, 2003 4.0 26.8 30.8
Reclassification non-cash items  (1.8) (4.8) (6.6)
Restructuring adjustments - 0.9) 0.9

Acquisition integration 12 3.2 44

Cash payments (2.8 (2.9 (5.7)
Balance at December 31, 2004 0.6 214 22.0
Current $6.0
Non-current 16.0

$22.0
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Note 7 -

ACCOUNTS

RECEIVABLE, NET

December3l, 2006 2003

Gross accounts receivable $5785  $5656

Less allowance for doubtful accounts (137.)  (133.1)
o - $4414  $4325

The proVision for doubtful accounts was
$192.7,‘$2i4.2 and $214.9 in 2004, 2003 and

2002 respectively.
Note 8 |
PROPERTY, PLANT
AND EQUIPMENT, NET
December 31, 2004 2003
Land 3 $142 $153
Buildings and building improvements 90.8 90.4
Machinery and equipment 353.2 3222
Software ] 1530 1513
Leasehold improvements 820 311
Furniture and fistures 18.3 175
Construction in progress - 44.1 284
Buildings under capital leases 54 5.4
Equipment under capital leases 22 2.2
764.2 7138
Less accumulated depreciation and
amortization of capital lease assets (404.2)  (352.5)
‘ $360.0  $361.3

Depreciation expense and amortization of capital
lease assets was $93.0, $91.6 and $73.0 for 2004,

2003 and 2002, respectively.

Note 9

GOODWILL AND
INTANGIBLE ASSETS

The changes in the carrying amount of goodwill
(net of accumulated amortization) for the years ended
December 31, 2004 and 2003 are as follows:

2004 2003
Balance as of January 1 $1,285.9 $910.1
Goodwill acquired during the year 171 388.7
Adjustments to goodwill (2.6) (12.9)
Goodwill, net $1,3004  $1,285.9

The components of identifiable intangible assets

are as follows:

December 31, 2004 2003
Gross Gross
Carrying  Accumulated  Carrying Accumulated
Amount Amortization Amount Amortization
Customer lists $596.3  $(148.0)  $5825  (118.1)
Patents, licenses
and technology 19.6 (18.3) 67.2 (11.1)
Non-compete
agreements 25.2 (20.3) 23.0 (18.1)
Trade name 494 (6.9) 49.6 (3.6)
$750.5 $(193.5) $7223 $(150.9)

Amertization of intangible assets was $42.6,
$37.6 and $23.8 in 2004, 2003 and 2002, respec-
tively. Amortization expense for the net carrying amount
of intangible assets is estimated to be $43.6 in fiscal
2005, $42.2 in fiscal 2006, $40.6 in fiscal 2007,
$38.4 in fiscal 2008, $37.5 in fiscal 2009, and
$354.7 thereafter.

The Company paid approximately $7.9 in 2004
and $15.0 in 2003 for certain exclusive and non-
exclusive licensing rights to diagnostic testing tech-
nology. These amounts are being amortized over the
life of the licensing agreements.
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Note 10
ACCRUED EXPENSES
AND OTHER
December 31, 2004 2003
Employee compensation and benefits $685 $756
Acquisition related accruals 5.6 7.1
Restructuring reserves 6.0 15.0
Accrued taxes payable (receivable) 214 (2.6)
QOther tax accruals 3.7 28.8
Self-insurance reserves 42.0 34.1
Interest payable 8.0 84
Accrued repurchases of common stock 10.0 -
Royalty payable 129 50
Other 33 4.7
$2154  $176.
Note 11
OTHER LIABILITIES
December 31, 2004 2003
Acquisition refated accruals $ 11 $ 13
Restructuring reserves 16.0 158
Accrued pension liability - 220
Postretirement benefit obligation 46.0 44.7
Self-insurance reserves 13.2 179
Other 1.3 106
$876  $1123

Note 12
ZERO COUPON-SUBORDINATED NOTES

[n September 2001, the Company sold $650.0 aggre-
gate principal amount at maturity of its zero coupon
convertible subordinated notes (the “notes”) due 2021
in a private placement. The Company received approxi-
mately $426.8 (net of underwriter's fees of approxi-
mately $9.8) in net proceeds from the offering. In
October 2001, the underwriters exercised their rights
to purchase an additional $94.0 aggregate principal
amount pursuant to an overallotment option from which
the Company received approximately $61.8 in net pro-
ceeds (net of underwriter's fees of approximately $1.4).
The notes, which are subordinate to the Company's
bank debt, were sold at an issue price of $671.65 per
$1,000 principal amount at maturity (representing a
yield to maturity of 2.0% per year). Each one thousand
dollar principal amount at maturity of the notes is con-
vertible into 13.4108 shares of the Company’s common
stock, subject to adjustment in certain circumstances,
if one of the foliowing conditions occurs:

(1) If the sales price of the Company’s common stock
for at least 20 trading days in a period of 30 con-
secutive trading days ending on the last trading day
of the preceding quarter reaches specified thresh-
olds (beginning at 120% and declining 0.1282%
per quarter until it reaches approximately 110% for
the quarter beginning July 1, 2021 of the accreted
conversion price per share of common stock on the
last day of the preceding quarter). The accreted
conversion price per share will equal the issue price
of a note plus the accrued original issue discount
and any accrued contingent additional principal,
divided by the number of shares of common stock
issuable upon conversion of a note on that day.

The conversion trigger price for the fourth quarter
of 2004 was approximately $63.12.
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(2) If the credit rating assigned to the notes by
Standard & Poor’s Ratings Services is at or
below BB-.,

(3) If the notes are called for redemption.

(4) If specified corporate transactions have occurred
(such as if the Company is party to a consolidation,
merger or binding share exchange or a transfer of all
or substantially all of its assets).

Holders of the notes may require the Company
to purchase in‘cash all or a portion of their notes on
September 11, 2006 and 2011 at prices ranging from
$741.92 10 $819.54, plus any accrued contingent
additional principal and any accrued contingent
interest thereon.

The Company may redeem for cash all or a portion
of the notes at'any time on or after September 11,
2006 at specified redemption prices per one thousand
dollar principal amount at maturity of the notes ranging
from $741.92 at September 11, 2006 to $1,000.00
at September 11, 2021 (assuming no contingent
additional principal accrues on the notes).

The Company used a portion of the proceeds to
repay $412.5 ;cﬁf its term loan outstanding under its
credit agreement and to pay $8.9 to terminate the
interest rate swap agreement tied to the Company’s
term loan. The Company recorded a loss of $5.5 relat-
ing to the write-off of unamortized bank fees associated
with the Company’s term debt.

The Company has registered the notes and the
shares of common stock issuable upon conversion of the
notes with the Securities and Exchange Commission.

Note 13
{ONG-TERM DEBT

On January 13, 2005, the Company entered into a
$350.0 senior credit facility with Credit Suisse First
Boston and UBS Securities LLC, acting as Co-Lead
Arrangers, and a group of financial institutions. This
new five year credit facility replaced the existing $150.0
364-day revolving credit facility and the $200.0 three-
year revolving credit facility which was amended on
January 14, 2003 and was scheduled to expire on
February 18, 2005. The new facility also provides for
an accordion feature to increase the facility up to an
additional $150 million, with the consent of the lend-
ers, if needed to support the Company’s growth. Based
upon the Company’s rating as of December 31, 2004,
the effective rate under the $200.0 and $150.0 facili-
ties was LIBOR plus 82.5 basis points and LIBOR plus
87.5 basis points, respectively. There were no balances
outstanding on the Company’s senior credit facilities at
December 31, 2004 and 2003.

The senior credit facility is available for general
corporate purposes, including working capital, capital
expenditures, funding of share repurchases and other
payments, and acquisitions. This credit facility bears
interest at varying rates based upon the Company’s
credit rating with Standard & Poor’s Ratings Services.

The agreement contains certain debt covenants
that require the Company to maintain leverage and
interest coverage ratios of 2.5t0 1.0and 5.0to0 1.0,
respectively. The Company is in compliance with
all covenants.

On July 24, 2002, in conjunction with the acqui-
sition of Dynacare, the Company borrowed $150.0
under the Dynacare Bridge Loan Agreement, which
had an original maturity date of July 23, 2003. On
November 29, 2002, the Company repaid all out-
standing balances under the Dynacare Bridge Loan,
and as a result, the loan was terminated.
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On January 17, 2003, in conjunction with the
acquisition of DIANON, the Company borrowed $350.0
under the DIANON Bridge Loan Agreement with Credit
Suisse First Boston, acting as Administrative Agent.

On January 31, 2003, the Company sold $350.0 aggre-
gate principal amount of its 5/2% Senior Notes due
February 1, 2013. Proceeds from the issuance of

these Notes ($345.1), together with cash on hand

was used to repay the $350.0 principal amount of

the Company’s bridge loan facility, and as a result,

the loan was terminated.

Note 14
STOCK REPURCHASE
PROGRAM

On October 22, 2002, the Company's Board of
Directors authorized a stock repurchase program under
which the Company may purchase up to an aggregate
of $150.0 of its common stock from time-to-time.
During the third quarter of 2003, the Company com-
pleted this program purchasing approximately 5.2 mil-
lion shares of its common stock totaling approximately
$150.0 with cash flow from operations.

On December 17, 2003, the Company’s Board of
Directors authorized a stock repurchase program under
which the Company may purchase up to an aggregate
of $250.0 of its common stock from time-to-time,
beginning in the first quarter of 2004. During the first
nine months of 2004, the Company completed this
program, purchasing approximately 6.2 million shares
of its common stock totaling $250.0 with cash flow
from operations.

On October 20, 2004, the Company’s Board of
Directors authorized a stock repurchase program under
which the Company may purchase up to an aggregate
of $250.0 of its common stock. It is the Company's
intention to fund future purchases of its common stock
with cash flow from operations. During the fourth quar-
ter of 2004, the Company purchased approximately
2.7 million shares of its common stock totaling $128
with cash flow from operations.

Note 15
STOCKHOLDER
RIGHTS PLAN

The Company adopted a stockholder rights plan
effective as of December 13, 2001 that provides that
each common stockholder of record on December 21,
2001 received a dividend of one right for each share
of common stock held. Each right entitles the holder
to purchase from the Company one-hundredth of a
share of a new series of participating preferred stock
at an initial purchase price of four hundred dollars.
These rights will become exercisable and will detach
from the Company’s common stock if any person
becomes the beneficial owner of 15% or more of the
Company's common stock. In that event, each right
will entitle the holder, other than the acquiring
person, to purchase, for the initial purchase price,
shares of the Company’s common stock having a value
of twice the initial purchase price. The rights will
expire on December 13, 2011, unless earlier exchanged
or redeemed.
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Note 16 |
INTEREST RATE SWAP
AGREEMENTS

In the second‘qu‘arter of 2003 the Company terminated
its interest rate swap agreement with a major financial
institution and received net proceeds of $5.3 of which
$1.4 was credited to intérest expense and a gain of
$3.9 was deferred and is being amortized to interest
expense through 2013.

Note 17
INCOME TAXES

The sources bf income before taxes, classified between
domestic and foreign entities are as follows:

Pre-tax income
i 2004 2003 2002

Domestic $6188  $5453  $4406
Foreign . ‘ (3.5) 4.9 8.3)

Total pre-tax income ° © o $615.3 $540.4  $4323

The provisions for income taxes in the accom-
panying consolidated statements of operations consist
of the following:

Years Ended December 31, 2004 2003 2002

Current:
Federal $170.3 $104.2 $118.0
State 40.5 29.2 284
Foreign 26 {0.3) 24
$2134 $133.1 $148.8

Deferred:
Federal $ 321 $ 70.0 $ 26.0
State 14 138 47
Foreign (0.6) 2.5 (1.8)

38.9 86.3 28.9

$252.3 $218.4 $177.7

The tax benefit associated with option exercises
from stock plans reduced taxes currently payable by
approximately $11.1, $5.5 and $16.0 in 2004, 2003
and 2002, respectively. Such benefits are recorded as
additional paid-in-capital.

The effective tax rates on earnings before income
taxes is reconciled to statutory federal income tax rates
as follows:

Years Ended December 31, 2004 2003 2002
Statutory federal rate 35.0%  350% 35.0%
State and local income taxes,

net of federal income tax effect 44 4.5 45
Change in valuation allowance - - (0.4)
Other : 16 11 2.0
Effective rate 410%  406% 41.1%
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The tax effects of temporary differences that give
rise to significant portions of the deferred tax assets
and deferred tax liabilities are as follows:

December 31, 2004 2003
Deferred tax assets:
Accounts receivable $ 04 $ 125
Self-insurance reserves 110 17.3
Postretirement benefit obligation 18.2 178
Acquisition and restructuring reserves 15.8 22.7
Tax loss carryforwards 108 18.2
Employee benefits - 13.1
QOther 3.1 (L.1)
65.3 100.5
Less valuation allowance 2.7) (2.7)
Net deferred tax assets 62.6 97.8
Deferred tax liabilities:
Employee benefits (1.5) -
Deferred earnings (13.4) (12.1)
Intangible assets (217.8) (221.0}
Property, plant and equipment (47.8) (46.3)
Zero coupon-subordinated notes (50.7) (33.6)
Currency translation adjustment (51.3) (35.5)
QOther - (3.6)
Total gross deferred tax liabilities (382.5) (352.1)
Net deferred tax liabilities $(319.9)  $(254.3)

The Internal Revenue Service and the Company
have reached an agreement for the appeals of tax years
1998, 1999, and 2000. The Company is awaiting a
final examination report. The Internal Revenue Service
has concluded its examination and closed the 2001
and 2002 tax years. Management believes adequate
provisions have been recorded related to all open
tax years.

The Company has state tax loss carryforwards
of approximately $22.0 which expire 2005 through
2022. In addition, the Company has federal tax loss
carryovers of approximately $26.8 expiring periodically
through 2022.

The Company provided for taxes on undistributed
earnings of foreign subsidiaries.

Note 18
STOCK COMPENSATION PLANS

In May 2000, the shareholders approved the 2000
Stock Incentive Plan, authorizing 6.8 million shares for
issuance under the plan plus the remaining shares
available from the Amended and Restated 1999 Stock
Incentive Plan and the 1994 Stock Option Plan (the
“Prior Plans”). The effect was to increase to 11.68 mil-
lion, the number of shares available under the 2000
Stock Incentive Plan and Prior Plans.

In May 2002, the shareholders approved an
amendment to the 2000 Stock Incentive Plan authoriz-
ing an additional 8.0 million shares. The effect was to
increase to an aggregate of 19.68 million shares for
issuance under the 2000 Stock Incentive Plan.

During 2004, there were 1,757,260 options
granted to officers, key employees, and non-employee
directors of the Company. The exercise price for these
options ranged from $38.80 to $40.50 per share.
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During March 2004, the Company recorded
aggregate éwérds of 11,329 shares of restricted
stock at a weighted ‘averége price of $35.29 to one
of the princip’als in the Company’s research and
development%joint venture and a non-employee
director undér its 2000 Stock Incentive Plan.

The plan provides for accelerated vesting of out-
standing restricted shares in percentages of 33.3%,
66.7% or 100%, if certain predefined two-year profit-
ability targets are achieved as of December 31, 2003
or certain three—year profitability targets are achieved as
of December 31, 2004. The unearned restricted stock
compensation is being amortized to expense over the
applicable vesting periods. For 2004, 2003 and 2002,
total restricted stock compensation expense was $15.6,
$18.1and $14.3, respectively. At December 31, 2004,
there were 5,304,751 additional shares available for
grant under the Company'’s stock option plans.

The following table summarizes grants of non-
qualified options made by the Company to officers,
key employees, and non-employee directors under
all plans. Stock options are generally granted at an
exercise price equal to or greater than the fair market
price pershare onthe date of grant. Also, for each
grant, optiron‘s vest ratably over a period of two to three
years on the anniversaries of the grant date, subject to
their earlier expiration or termination.

Changes in options outstanding under the plans for
the periods indicated were as follows:

Weighted-
Average
Exercise
Number of  Price per
QOptions Options
QOutstanding at January 1, 2002 3,905,934 $25.331
(729,504 exercisable)
Options granted at market value 2,186,818  $42.524
Granted above market value 77,750 $28.910
Granted below market value 193240  $18.626
Forfeited (316,568)  $29.902
Exercised (697,394)  $18.976
Qutstanding at December 31, 2002 5355780  $32.711
(1,326,120 exercisable)
Options granted at market value 1763926  $24.967
Granted above market value 632,410  $30.343
Granted below market value 37,204 $13.120
Forfeited (436,685)  $20.444
Exercised (747,202) . $20.444
QOutstanding at December 31, 2003 6,605,433  $31.805
(2,811,938 exercisable)
Options granted at market value 1,757,260  $39.003
Forfeited (241,240)  $36.327
Exercised (1,743587)  $28.072
Outstanding at December 31, 2004 6,377,866  $34.637
Exercisable at December 31, 2004 2.866,794  $34.153

On January 17, 2003, the Company converted
approximately 378,422 vested DIANON stock options
into 669,614 vested Company options to acquire
shares of the Company at terms comparable to those
under the predecessor DIANON plan. The Company is
not expebting to make further grants from this plan.
Options issued above or below market value during
2003 and 2002 were issued in conjunction with the
acquisitions of DIANON and Dynacare.
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The following table summarizes information concerning currently outstanding and exercisable options.

Options Qutstanding Options Exercisable
Weighted-

Average Weighted- Weighted-
Remaining Average Average
Range of Number Contractual Exercise Number Exercise

Exercise Prices Qutstanding Life Price Exercisable Price
$ 2.57-28.18 1,761,971 1.37 $23.521 655,827 $21.525
$28.91 — 38.80 1,129,788 6.08 $32.881 1,081,467 $32.903
$39.00 - 39.00 1,718,700 9.13 $39.000 - $ -
$39.16 — 48.02 1,767,407 7.11 $42.601 1,129,500 $42.683

6,377,866 2,866,794

The weighted-average remaining life of options
outstanding at December 31, 2004 is approximately
7.5 years.

The Company has an employee stock purchase
plan, begun in 1997 and amended in 1999 and 2004,
with 4,500,000 shares of common stock authorized for
issuance. The plan permits substantially all employees
to purchase a limited number of shares of Company
stock at 85% of market value. The Company issues
shares to participating employees semi-annually in
January and July of each year. A summary of shares
issued is as follows:

2002 2003 2004 2005
lanuary 73514 149,020 133431 117,955
July 75446 140,524 113,707

Pro forma compensation expense is calculated for
the fair value of the employee’s purchase right using the
Black-Scholes model. Assumptions include a weighted
average life of approximately one-half year, dividend
yield of 0%, risk free interest rates for each six month
period as follows: 2004 — 1.0% and 1.6%; 2003 -1.3%
and 0.9% and 2002 - 1.8% and 1.8% and volatility
rates for each of the following six month periods: 2004
-.2and .2; 2003 -.3and .2; and 2002 - .2 and .8.

The per share weighted average grant date fair
value of the benefits under the employee stock purchase
plan for the first and second six-month periods is
as follows:

2004 2003 2002
First six months $10.61 $6.98 $11.87
Second six months $11.36 $8.67 $18.21
Note 19
COMMITMENTS AND

CONTINGENT LIABILITIES

On June 24, 2003, the Company and certain of its
executive officers were sued in the United States
District Court for the Middle District of North Carolina
in the first of a series of putative shareholder class
actions alleging securities fraud. Since that date, at
least five other complaints containing substantially
identical allegations have been filed against the
Company and certain of the Company'’s executive offi-
cers. Each of the complaints alleges that the defen-
dants violated the federal securities laws by making
material misstatements and/or omissions that caused
the price of the Company's stock to be artificially
inflated between February 13 and October 3, 2002.
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The plaintiffs seek certification of a class of substan-
tially all persons who purchased shares of the Company’s
stock during that tir‘nfe period and unspecified monetary
damages. These six cases have been consolidated and
will proceed as a single case. The defendants deny any
liability and intend to defend the case vigorously. The
plaintiffs have ‘rec‘enltly filed a consolidated amended
complaint. On July 16, 2004, the defendants filed a
motion to dis‘fniss the consolidated complaint and con-
tinue to defend the case vigorously. At this time, it is
premature to make any assessment of the potential out-
come of the cases or whether they could have a material
adverse effect on the Company’s financial condition.

The Company is the appellant in a patent case
originally filed by Competitive Technologies, Inc. and
Metabolite Laboratories, Inc. in the United States
District Court for the District of Colorado. After a jury
trial, the district court entered judgment against the
Company for batent‘infringement, with total damages
and attorney’s fees payable by the Company of approx-
imately $7.8;-rhill'ion. The Company vigorously con-
tested‘th‘e‘judgmehf and appealed the case to the
United States Court of Appeals for the Federal Circuit.
On June 8, 2004, that court affirmed the judgment
against the Company and, on August 5, 2004, the
Company’s request for rehearing was denied. On
November 3, 2004, the Company filed a petition for a
writ of certiorari with the United States Supreme Court.
The underlying judgment has been paid and, on
January 25,2005, the United States Court of Appeal
for the Federal Circuit confirmed the attorneys’ fees
portion of the judgment. The Company has filed a
request to stéy the aWard of attorneys’ fees pending the
resclution of the Company’s appeal to the United States
Supreme Court. The Company plans to continue to
vigorously contest the Judgment until it exhausts all
reascnable appellaté rights.

The‘Com‘pany is also involved in various claims and
legal actions arising in the ordinary course of business.
These m‘att.e:rs include, but are not limited to, intellec-
tual property disputes, professional liability, employee

related matters, and inquiries from governmental agen-
cies and Medicare or Medicaid payers and managed
care payers requesting comment on allegations of billing
irregularities that are brought to their attention through
billing audits or third parties. In the opinion of man-
agement, based upon the advice of counsel and consid-
eration of all facts available at this time, the ultimate
disposition of these matters is not expected to have a
material adverse effect on the financial position, results
of operations or liquidity of the Company. The Company
is also named from time to time in suits brought under
the qui fam provisions of the False Claims Act. These
suits typically allege that the Company has made false
statements and/or certifications in connection with
claims for payment from federal health care programs.
They may remain under seal (hence, unknown to the
Company) for some time while the government decides
whether to intervene on behalf of the qui tam plaintiff.
Such claims are an inevitable part of doing business in
the health care field today and, in the opinion of man-
agement, based upon the advice of counsel and consid-
eration of all facts available at this time, the ultimate
disposition of those qui tam matters presently known to
the Company is not expected to have a material adverse
effect on the financial position, results of operations or
liquidity of the Company.

The Company believes that it is in compliance in
all material respects with all statutes, regulations and
other requirements applicable to its clinical laboratory
operations. The clinical laboratory testing industry is,
however, subject to extensive regulation, and the courts
have not interpreted many of these statutes and reg-
ulations. There can be no assurance therefore that
those applicable statutes and regulations might not be
interpreted or applied by a prosecutorial, regulatory or
judicial authority in a manner that would adversely
affect the Company. Potential sanctions for violation
of these statutes and regulations include significant
fines and the loss of various licenses, certificates
and authorizations.
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Under the Company’s present insurance programs,
coverage is obtained for catastrophic exposures as well
as those risks required to be insured by law or contract.
The Company is responsible for the uninsured portion
of losses related primarily to general, professional and
vehicle liability, certain medical costs and workers’
compensation. The self-insured retentions are on a per
occurrence basis without any aggregate annual limit.
Provisions for losses expected under these programs
are recorded based upon the Company’s estimates of
the aggregated liability of claims incurred. At Decem-
ber 31, 2004 and 2003, the Company had provided
letters of credit aggregating approximately $63.5 and
$57.1 respectively, primarily in connection with certain
insurance programs,

The Company leases various facilities and
equipment under non-cancelable lease arrangements.
Future minimum rental commitments for leases
with noncancellable terms of one year or more at
December 31, 2004 are as follows:

Operating  Capital
2005 $ 61.4 $3.4
2006 47.7 2.9
2007 34.5 14
2008 25.7 -
2009 17.2 -
Thereafter 404 -
Total minimum lease payments 226.9 7.7
Less:
Amounts included in restructuring accruals (20.4) (1.9
Amounts representing interest - (LY
Non-cancellable sub-lease income (5.7) (0.3)
Total minimum operating lease payments
and present value of minimum capital
lease payments $200.8 $4.4
Current $1.5
Non-current 2.9
$44

Rental expense, which includes rent for real
estate, equipment and automobiles under operating
leases, amounted to $106.6, $104.2 and $86.1
for the years ended December 31, 2004, 2003 and
2002, respectively.

Note 20
PENSION AND
POSTRETIREMENT PLANS

The Company maintains a defined contribution pension
pian for all eligible employees. Eligible employees are
defined as individuals who are age 21 or older, have
been employed by the Company for at least six consec-
utive months and have completed 1,000 hours of ser-
vice, Company contributions to the plan are based on a
percentage of employee contributions. The cost of this
plan was $11.0, $10.9 and $8.5 in 2004, 2003 and
2002, respectively.

In addition, substantially all employees of the
Company are covered by a defined benefit retirement
plan (the “Company Plan”). The benefits to be paid
under the Company Plan are based on years of credited
service and average final compensation. The Company’s
policy is to fund the Company Plan with at least the
minimum amount required by applicable regulations.

The Company has a second defined benefit plan
which covers its senior management group that pro-
vides for the payment of the difference, if any, between
the amount of any maximum limitation on annual bene-
fit payments under the Employee Retirement Income
Security Act of 1974 and the annual benefit that would
be payable under the Company Plan but for such
limitation. This plan is an unfunded plan.
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The components of net periodic pension cost
for both of‘thé‘defined benefit plans are summarized

as follows:

Company Plans

Years Ended December 31, 2004 2003 2002
Components of net periodic

benefit cost -
Service Cost $13.9 $12.3 $11.9
Interest Cost . | ‘ 12.8 12,9 12.4
Expect return on plan assets (16.9) (12.7) (13.7)
Net amortization and deferral 15 3.7 03
Net periadic pension cost $11.3 $16.2 $10.9

Company Plans

December 31, 2004 2003
Change in benefit obligation
Benefit abligation at beginning of year $203.4 $199.5
Service cost 13.9 12.3
Interest cost ‘ 12.8 129
Actuarial loss ’ 12.8 (8.3)
Amendments 1.2 0.3
Benefits paid (L1 (13.3)
Benefit obligation at end of year $233.0 $203.4
Change in plan assets
Fair valug of‘plah assets at beginning of year 1719 1395
Actual return on plan assets 234 334
Employer contributions 60.0 18.3
Benefits paid (12.71) {13.3)
Fair value of plan assets‘at end of year $248.6 $177.9
Unfunded status, end of year (15.6) 255
Unrecognized net actuarial loss (45.9) (42.2)
Unrecognized prior service cost (2.2) 17
Additional minimum liability - 370
(Prepaid asset)/accrued pension liability $63.7) §220

Assumptions used in the accounting for the
defined benefit plans were as follows:

Company Plans
Years Ended December 31, 2004 2003 2002
Weighted average discount rate 6.00% 625%  6.75%
Weighted average rate of increase
in future compensation levels 3.0% 3.0% 4.0%
Weighted average expected long
term rate of return 8.5% 85% 9.0%

The Company's defined benefit plans asset
aliocation at December 31, 2004, and 2003, target
allocation for 2005, and expected long-term rate of
return by asset category are as foilows:

Weighted-

Average

Percentage of Expected

Target Plan Assets Long-Term

Asset Allocation  at December 31, Rate of Return

Category 2005 2004 2003 2004

Equity Securities 70.0% 72.3% 70.6% 6.8%

Debt Securities 30.0% 27.7% 26.3% 1.7%
Other - - 31% -

The following assumed benefit payments under
the Company’s defined benefit plans, which reflect
expected future service, as appropriate, and were used
in the calculation of projected benefit obligations, are
expected to be paid as follows:

2005 $ 124
2006 13.8
2007 185
2008 174
2009 17.8
Years 2010-2014 1148

The Company assumed obligations under a sub-
sidiary’s postretirement medical plan. Coverage under
this plan is restricted to a limited number of existing
employees of the subsidiary. This plan is unfunded and
the Company’s policy is to fund benefits as claims are

61




Notes to Consolidated Financial Statements

Laboratory Corporation of America® Holdings 2004

(Dollars in millions, except per share data)

incurred. The components of postretirement benefit

expense are as follows:

Years Ended December 31, 2004 2003 2002
Service Cost $0.8 $0.8 $0.9
Interest Cost 3.1 3.2 3.3
Net amortization and deferral (1.9) {1.9) (LY
Actuarial loss 0.7 0.8 0.4
Postretirement benefit costs $2.1 $2.9 $3.5

A summary of the components of the accumulated
postretirement benefit obligation follows:

December 31, 2004 2003
Retirees $13.2 $19.5
Fully eligible active plan participants 15.0 19.9
QOther active plan participants 15.4 21.1
$43.6 $60.5
Reconciliation of the funded status of the

postretirement benefit plan and accrued liability
December 31, 2004 2003
Accumulated post retirement benefit

obligation, beginning of year $60.5 $57.5
Changes in benefit obligation due to:

Service cost 0.8 0.8

Interest cost 3.1 3.2

Plan participants contributions 04 0.3

Amendments 4.3) (5.8)

Actuarial {gain) loss (15.2) 6.0

Benefits paid (L0 (1.5)
Accumulated postretirement benefit

obligation, end of year 43.6 60.5
Unrecognized net actuarial loss (1n (23.6)
Unrecognized prior service cost 10.1 7.8
Accrued postretirement benefit obligation $46.0 $44.7

62

The weighted-average discount rates used in the
calculation of the accumulated postretirement benefit
obligation was 6.0% and 6.4% as of December 31,
2004 and 2003, respectively. The health care cost trend
rate-medical was assumed to be 10.0% and 9.0% as
of December 31, 2004 and 2003, respectively, and the
trend rate-prescription was assumed to be 12.0% and
12.0% as of December 31, 2004 and 2003, respec-
tively, declining gradually to 5.0% in the year 2012.
The health care cost trend rate has a significant effect

on the amounts reported. Increasing the assumed

health care cost trend rates by a percentage point in
each year would increase the accumulated postretire-
ment benefit obligation as of December 31, 2004 by
$7.0. The impact of a percentage point change on the
aggregate of the service cost and interest cost compo-
nents of the net periodic postretirement benefit cost

results in an increase of $0.7 or decrease of $0.6.

The following assumed benefit payments under the
Company's postretirement benefit plan, which reflect
expected future service, as appropriate, and were used
in the calculation of projected benefit obligations, are

expected to be paid as follows:

2005
2006
2007
2008
2009
Years 2010-2014

$1.4
14
15
16
18
116
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TheMe‘dicare‘ Prescription Drug Improvement and
Modernization Act of 2003 (“the Act”) was signed into
law on December &, 2003. The Act introduces a pre-
scription drug benefit under Medicare (Medicare Part D)
which will begin in 2006. Laboratory Corporation of
AmericaiHoIdingsh‘as concluded that its post-retirement
health care plan provides prescription drug benefits
that will qualify for the federal subsidy provided by the
Act. The assumed benefit payments table above
includes the impact of the Act.

Therefore, the following changes in accounting for
thisp!an‘ have been recognized because of the legisla-
tion and in accordance with FASB Staff Position 106-2.
Laboratary Corporation of America Holdings has worked
with its. éctuéry to analyze the accounting impact of the
federal subsidy.

1) The C‘ompa‘ny adopted FSP 106-2 retroactively and
as such the Accumulated Postretirement Benefit
Obligation (APBO) determined as of January 1,
2004 has'been reduced by $6.9. This reduction has
beeri récorded as an actuarial gain in accordance
with FSP 106-2.

2) The effect of this gain is to reduce the amortization
of unrecognized actuarial loss by $0.3.

3) The Service Cost component of SFAS106 expense
for fiscal 2004 has been reduced by $0.1.

4) The Interest Cost component of SFAS106 expense
for fiscal 2004 has been reduced by $0.2.

5) In total, for fiscal 2004, the Company's SFAS106
net periodic postretirement benefit expense has
been reduced accordingly by $0.6.

Laboratory Corporation of America Holdings will
continue to review all interpretive guidance and reg-
ulations issued by HHS and may modify its plans once
further guidance is available.

Note 21
SUBSEQUENT EVENT

On February 3, 2005, the Company acquired all of the
outstanding shares of US Pathology Labs (“US LABS”)
for approximately $155 in cash. US LABS, based in
Irvineg, California, is a national, anatomic pathology
reference laboratory devoted to comprehensive, high-
quality, rapid-response cancer testing. The company
provides diagnostic, prognostic, and predictive cancer
testing services to hospitals, physician offices and
surgery centers.
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Note 22
QUARTERLY DATA (UNAUDITED)

The following is a summary of unaudited quarterly data:
Year ended December 31, 2004

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter Full Year
Net sales $752.5 $784.3 $781.5 $766.5 $3,084.8
Gross profit 317.6 339.7 325.9 306.1 1,289.3
Net earnings 87.3 98.3 92.6 84.8 363.0
Basic earnings per common share 0.62 0.70 0.67 0.62 2.60
Diluted earnings per common share 0.58 0.66 0.63 0.58 2.45

Year ended December 31, 2003

Ist Quarter 2nd Quarter 3rd Quarter 4th Quarter Full Year
Net sales $712.2 $743.7 $752.0 $731.5 $2,939.4
Gross profit 296.4 316.5 310.9 300.8 1,224.6
Net earnings 73.9 86.4 83.1 77.6 321.0
Basic earnings per common share 0.51 0.60 0.58 0.55 2.23
Diluted earnings per common share 0.48 0.57 0.55 0.52 2.11
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Note 23
NEW ACCOUNTING
PRONOUNCEMENTS

In December 2004 the Financial Standards Accounting
Board (FASB)jissued FAS 123(R), “Share-Based Payment
(revised 2004).” This Statement is a revision of FASB
Statement No. 123, “Accounting for Stock-Based Com-
pensation.” This Stétement supersedes APB Opinion
No. 25, “Ac¢punting for Stock Issued to Employees,”
and its related implementation guidance. This Statement
establishes standards for the accounting for transactions
in which an entity exchanges its equity instruments for
goods or services. It'also addresses transactionsin
which an entity incurs liabilities in exchange for goods
or services that are based on the fair value of the enti-
ty’s equity instruments or that may be settled by the
issuance of those equity instruments. This Statement
focuses primérily‘oni accounting for transactions in
which an entity obtains employee services in share-
based payment transactions. This Statement does not
change the ac‘counti‘ng guidance for share-based pay-
ment transactions with parties other than employees
provided in Statement 123 as originally issued and
EITF Issue No. 96-18, “Accounting for Equity Instru-
ments That Are Issued to Other Than Employees for
Acquiring, orin Conjunction with Selling, Goods or
Services."” This Statement does not address the account-
ing for employee share ownership plans, which are sub-
ject to AICPA Statement of Position 93-6, “Employers’
Accounting for Empioyee Stock Ownership Plans.” The
Company has not finalized what, if any, changes may be

made to its equity compensation plans in light of the
accounting change, and therefore is not yet in a posi-
tion to quantify its impact. The Company expects to
announce the impact in connection with reporting its
second quarter 2005 financial results. The impact on
cash from operations of adopting the new accounting
standard cannot be estimated at this time. See “Note 1
to Consolidated Financial Statements” for pro forma
impact of expensing all equity-based compensation,
which the Company believes would approximate the
annual effect of adopting the new accounting standard.
In December 2004, the FASB issued FAS 153,
“Exchanges of Nonmonetary Assets.” This Statement
amends the guidance in APB Opinion No. 29,
“Accounting for Nonmonetary Transactions.” That
statement is based on the principle that exchanges of
nonmonetary assets should be measured based on the
fair value of the assets exchanged. The guidance in that
Opinion, however, included certain exceptions to that
principle. This Statement amends Opinion 29 to elimi-
nate the exception to nonmonetary exchanges of similar
productive assets and replaces it with a general excep-
tion for exchanges of nonmonetary assets that do not
have commercial substance. A nonmonetary exchange
has commercial substance if the future cash flows of
the entity are expected to change significantly as a
result of the exchange. The Company has not histori-
cally entered into a significant fevel of nonmonetary
transactions and therefore does not expect that this
standard will impact its financial position or results
unless nonmonetary transactions are utilized in
the future.

€5




Shareholder and Company Information
Laboratory Corporation of America® Holdings 2004

CORPORATE HEADQUARTERS
358 South Main Street
Burlington, NC 27215
336-584-5171

INFORMATION SOURCES
Information about LabCorp is available
from the following Company sources:

Investor Relations/Media Contacts
Brad Hayes

Senior Vice President,

Investor Relations/

Corporate Communications
336-436-4602

Center for Molecular Biology
and Pathology
800-533-0567

Center for Occupational Testing
800-833-3984

Center for Esoteric Testing
Reference Testing
800-334-5161
Paternity/ldentity
800-742-3944

LabCorp Drug Development
Laboratory Services
888-244-4102

Web Site
www.LabCorp.com

SHAREHOLDER DIRECT SERVICE
800-LAB-0401 (800-522-0401)

Calt this number 24 hours a day

and learn the most current earnings
information and hear the most recent
news releases and a corporate profile,
speak with a shareholder services repre-
sentative, or ask to receive a variety of
printed information by fax or mail. This
same information is available from our
Web Site: www.LabCorp.com.

TRANSFER AGENT
American Stock Transfer
& Trust Company
Shareholder Services
6201 Fifteenth Avenue
Brooklyn, NY 11219
800-937-5449
www.amstock.com

INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM
PricewaterhouseCoopers LLP
101 Centreport Drive, Suite 250
Greenshoro, NC 27409

ANNUAL MEETING

The annual meeting of shareholders will
be held at 9:00 a.m. on May 18, 2005
at The Paramount Theater, 128 East
Front Street, Burlington, NC 27215.

FORM 10-K
Copies of Form 10-K as filed with the
Securities and Exchange Commission
are available without cost to sharehold-
ers by writing to:

Brad Hayes

Laboratory Corporation

of America Holdings
358 South Main Street
Burlington, NC 27215

SAFE HARBOR

Forward-looking statements in this
annual report are subject to change
based on various important factors,
including without limitation, com-
petitive actions in the marketplace and
adverse actions of governmental and
other third-party payors. Actual results
could differ materially from those
suggested by these forward-looking
statements. Further information on
potential factors which could affect the
Company’s financial results is included
in the Company's Form 10-K for the
year ended December 31, 2004 and
subsequent filings.

COMMON STOCK

LabCorp common stock trades on the
New York Stock Exchange (NYSE) under
the symbol LH. The high and low prices
of the stock for each quarter during 2004
and 2003 are listed below. On February 21,
2005, there were 567 holders of record
of common stock. There were no common
stock dividends during any of the periods
presented below.

2004 High Low

First Quarter $44.208  $36.950
Second Quarter 42.470 38.570
Third Guarter 43.758 36.800
Fourth Quarter 50.000 41,700
2003 High Low

First Quarter $30.040  $22.210
Second Quarter 32.630 25.940
Third Quarter 32.660 28.200
Fourth Quarter 37.720 28.210

CORPORATE GOVERNANCE, CODE OF
BUSINESS CONDUCT AND ETHICS
The Company's Corporate Governance
Guidelines, the Charters of its Audit
Committee, Compensation Committee,
Ethics and Quality Assurance Committee
and Nominating and Corporate
Governance Committee as wel! as the
Company’s Code of Business Conduct
and Ethics are available on the Company’s
Web Site at www.labcorp.com. You can
also obtain a hard copy of these docu-
ments, without charge, upon written
request to Brad Hayes, Laboratory
Corporation of America Holdings,

358 South Main Street, Burlington,

NC 27215.

The Company submitted, on June 7,
2004 without qualification, the Annual
Certification of the Chief Executive
Officer to the New York Stock Exchange
(“NYSE") regarding the NYSE corporate
governance listing standards pursuant
to Section 303A.12(a) of the NYSE
Listing Standards. The Company filed
its Certifications of the Chief Executive
Officer and the Chief Financial Officer
pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002 as Exhibits 31.1 and
31.2, respectively, to its Annual Report
on Form 10-K for fiscal year 2004 filed
with the Securities and Exchange
Commission on March 3, 2005.

www.corporatereport.com

Designed and produced by Corporate Reports Inc./Atlanta



Executive Officers
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Thomas P. Mac Mahon William B. Haas Richard L. Novak

Chairman, President and Executive Vice President, Executive Vice President and

Chief Executive Officer Sales and Marketing Chief Operating Officer

Wesley R. Elingburg David P. King Bradford T. Smith

Executive Vice President, Executive Vice President, Executive Vice President

Chief Financial Officer and Treasurer Strategic Planning and Corporate Development Chief Legal Officer and Secretary
{ Myla P. Lai-Goldman, M.D.

Executive Vice President, Chief Scientific Officer
and Medical Director

Left to right: Wesley R. Elingburg, William B. Haas, David P. King, Thomas P. Mac Mahon, Richard L. Novak, Bradford T. Smith, Myla P. Lai-Goldman, M.D.
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