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CHATRMAN'S LETTER

There has never been a more exciting time to be at Covance. We
are strongly positioned at a time when our clients need to accelerate
outsourcing to improve the speed and productivity of their research

and development functions.

Our market-teading portfclio of drug development ser-
vices positions us well to become the outsourcing partner
of choice for our pharmaceutical and biotechnology clients.
In addition, our unwavering commitment to Operational
and Service Excellence, and our continued strategic capital
investments, are key ingredients that underpin our ability to
grow for years to come.

In 2007, we proudly celebrated our tenth anniversary
as a public company. Since going public, we tripled our
revenue to $1.5 billion, grew to over 8,700 employees in
more than 45 countries, and provided our shareholders
with a robust return in excess of 300%. For the seventh
consecutive year, we delivered earnings growth greater than
20%, and we remain bullish regarding our prospects for
long-term growth.

| applaud the hard work and commitment of our
employees, who take great pride in helping clients develop
life-saving and life-enhancing medicines for miflions of
patients around the world. We estimate that Covance has
helped advance about one-guarter of all new medicines
on the market today, including many of the largest-selling
prascription drugs.

[ also want to thank our clients for continuing to trust
Covance as their strategic partner. We are committed to
providing them with innovative solutions to meet their drug
development needs. And finally, thanks to our shareholders,
for their continued confidence in our company.

FAVORABLE MARKET QUTLOOK
FOR CONTINUED GROWTH

In 2007, we continued to benefit from strong market
dynamics favoring contract research organizations {CROs)
such as Covance. Today, approximately 25% of all bio-
pharmaceutical drug development spending is outsourced,
which represents a CRO market greater than $15 billion.
Over the next five years, industry analysts expect the level
of outsourcing to increase to 35% and the CRO market to
double to $30 billion.

In fact, a recent study by the Tufts Center for the Study
of Drug Development stated that pharmaceutical and
bictechnology companies wilt increasingly include strategic
outsourcing partnerships and alliances in their operating

model to improve R&D productivity in drug development.
Tufts also found that clinical outsourcing is associated with
iaster development times at quality comparable to that of
trials completed inside pharmaceutical companies.

Over the past several years, our pharmaceutical and
biotechnology clients have increasingly realized the value
Covance delivers through strategic outsourcing partner-
ships versus tactical relationships.

Many large pharmaceutical companies are faced with
stark economic realities that motivate them to embrace out-
sourcing as a strategic alternative to investing in fixed-cost
internal development capacity. It has become increasingly
difficult for pharmaceuticat companies to justify constructing
new facilities, hiring new clinical staff in emerging geogra-
phies, building capabilities for new therapeutic areas, and
investing in internal capabilities when large-scale, global
CROs such as Covance already have high-quality assets
in place. As a result, our clients are starting to challenge
conventional thinking and are seeking ways to ocutsource for
longer-term strategic advantage, not just incremental gains.

In addition, our large biotechnology and emerging
pharmaceutical clients—representing more than half our
revenues—continue to be well funded with rich pipelines.
However, they do not have in place, nor does it make eco-
nomic sense for them to establish, the in-house capabilities
to move their compounds through the regulatory process.

These key market dynamics create a ripe environment
for substantial volumes of outsourcing and bode well for
significant and sustained industry growth.

— DELIVERING STRONG FINANCIAL RESULTS —
In 2007, Covance delivered another year of strong
growth. Revenue grew 15% to a record $1.5 billion,
operating margin expanded 40 basis points to 14.8%, and
earnings per share grew 21%. This is the seventh consecu-
tive year that Covance has delivered EPS growth greater
than 20%. In addition, very strong net orders of $2 billion
drove a 21% increase in backlog to a record $2.7 billion.
Our balance sheet has never been stronger. During the
year, we generated $293 million in cash from operations led
by strong net income and our lowest level of Days Sales
Qutstanding {DSO} in five years. We invested $201 million in




FINANCIAL HIGHLIGHTS

INCOME STATEMENT DATA 2007 2006 GROWTH
(DOLLARS IN MILLIONS,
EXCEPT PER SHARE AMOUNTS)
Net Revenues

Early Development kw_$_7777 ' $ 6328 : 22.9%

Late-Stage Development $ 7687 $ 7074 8.7%
Total Net Revenues $ 1,546.4 $ 1,340.2 15.4%
Income from Operations $ 2286 $ 1932 18.3%
Operating Margin % g - 174 8%— ___1:1—;% - 40 hp
Effective Tax Rate - 29:3% - 2—8".5% 110 bp
Net Income - “$W1"7r:5—9—m ;?4—50 21.3%
Diluted Earnings per Share - ‘?$w 2)71 B $ 224 - 21.0%
BALANCE SHEET DATA 2007 2006 GROWTH
Cash $ 3195 $ 2198 45.3%
Total Assets o © sise02  $12077  202%
Shareholders' Equity : _—$H1M1T(52 $ 9233 o 20.2%
2007 STOCK PERFORMANCE VERSUS INDICES

0% 10% 20% 30% 40%

COVANCE 47%
DOW JONES ] 8,9%
NASDAQ 1 9.8%
S&P 500 T 155%




CONFIRMING OUR COMMITMENT
TO STRONG LEADERSHIP

At Covance, we are committed to attracting, develop-
ing, and retaining outstanding leaders. As we grow, the
focus on deepening cur leadership bench will remain a
top priority.

An important component of leadership develepment
is effective succession planning, which this year afforded
us the opportunity to fill several key management posi-
tions internally. Most notably, Wendel Barr, previously
the President of Early Development North America, was
named Covance’s Chief Operating Officer, effective the
beginning of 2008. Wendel is a proven leader who has
demonstrated exemplary management capabilities, an
outstanding record of accomplishment, and strong client
focus, as reflected by the impressive growth and expan-
sion of our Early Development North America operations.

In addition, since becoming a public company in
1997, we have been led by a strong and independent
Board of Directors. This leadership continued in 2007
with the addition of another independent member 10 our
Board.

Dr. Gary E. Costley, formerly Chairman and Chief
Executive Officer of International Muitifoods Corporation,
was elected to our Board of Directors in September
2007. Dr. Costley also spent 25 years at the Kellogg
Company in roles of increasing global responsibility in the
areas of nutrition, research and product development,
public affairs, and executive management. Dr. Costley's
successful record in leading global companies brings
tremendous value to our Board.

Finally, | would like to extend my sincerest gratitude to
two of our Board members who will be retiring in 2008,
Thank you to William Ughetta and J. Randall MacDaon-

" ald—who have both served on our Board of Directors
since Covance's inception as a public company in
1997—for their outstanding leadership and contributions
to Covance over the past 11 years.

GIVING BACK TO THE COMMUNITY
AN EXPRESSION OF THANKS

As Covance grows, so too does cur commitment
to philanthropy, volunteerism, and contribution to the
well-being of the global community in which we operate.
This commitment is never mere evident than in the work
our employees do within their communities.

In celebration of our tenth anniversary, Covance
partnered with one of the world's leading humanitarian
organizations, CARE, to help transform three existing
buildings into community day care centers and renovate
two existing nursery schools in the Kamonyi district of

eastern Rwanda. These gifts are helping to improve the
lives of over 200 children in Rwanda. We are inspired
and motivated by what we do at Covance every day to
enhance and save lives, and our mission in Rwanda is
an extension of this spirit of growing and giving.

While we take great pride in our strong perfor-
mance in 2007 and are pleased with the ocutstanding
results our employees have delivered for our clients
and shareholders, we are far from done. We will
continue to focus on the significant opportunity to
convert to outsourced capacity increasing portions of
the 75% of drug development work still being done
inside pharmaceutical companies. We will leverage
the favorable market dynamics to generate strong
earnings and revenue growth. And we will make
disciplined choices in our investments to fuel growth
for the foreseeable future.

Most important, we remain focused on our vision:
To be recognized by clients as the undisputed leader
in providing drug development services and a trusted
partner whose hallmarks are great people, high-
guality data, and a proven record of integrating and
streamlining development processes.

On behalf of our Board of Directors, our manage-
ment team, and all our employees, | thank you for
your support and confidence in Covance.

Sincerely,

"

Joe Herring
Chairman and Chief Executive Officer




new capital for future growth and were still able to increase
cash balances by $100 million, to a record $319 million at
year end.

Cur consistent record of growth reflects the strength
and balance of our comprehensive, industry-leading
portfalio of preclinical and clinical development services, our
commitment to high-guality ciient service, and our ability to
generate continual gains in productivity through cur Opera-
tional and Service Excellence platform.

DRIVING GROWTH

Throughout the year, we made strategic investments to
drive growth, pravide high-quality services to our clients,
and lay the foundation for even greater success in the
coming years.

For one, we continued 1o add capacity in new facilities
around the world including a 13,000-square-foot central
laboratory in Shanghai, China, a nutritional chemistry
laboratory in Singapore, and a vaccine testing laboratory in
Denver, Pennsylvania. In addition, we expanded capacity
significantly in existing facilities—an effort that included
two major toxicology expansions in Minster, Germany, and
Madison, Wisconsin, and a start on a third in Harrogate,
United Kingdom.

We began construction of a new preclinical facility in
Chandler, Arizona, to support our clients in the western
United States. We also purchased, from Eli Lilly, a partially-
constructed manufacturing site in Virginia, which we plan to
transform into a 410,000 square-foot state-of-the-art early
drug development laboratory.

Of equal importance, we enhanced our infrastructure
with state-of-the-art automation and information technology
systems across our company. These IT investments will
make our operations more scalable, improve service deliv-
ery of data to our clients, help drive margin expansion, and
further differentiate Covance. Our business model involves
providing massive amounts of valuable, highly regulated
data to our clients. Therefore, it is essential that we continue
to build more robust 1T infrastructure and applications that
will position us to capture, store, and deliver exponentially
more data in years to come.

All of these investments will help create a competitive
advantage for Covance and position us as the strategic
outsourcing partner of choice for our clients.

FOCUSING ON OPERATIONAL
AND SERVICE EXCELLENCE

Six years ago, Covance launched a platform for sus-
taining profitable growth—a platform sharply focused on
People, Process, and Clients—to achieve Operational and

Service Excelience on a global scale. Today, this strategy is
delivering impressive rasults.

Our People initiatives are designed to help recruit,
develop, and retain the best and brightest in the drug
development industry. Having the right people with the
right skills and service-orientation in the right jobs is critical
to continued growth and outstanding service delivery. Our
consistent efforts to implement programs to foster a diverse
and challenging work environment resulted in higher levels
of employee satisfaction, productivity, and retention. In ad-
dition, we continued to promote a collaborative workplace
where individual and team performances are recognized
and rewarded. We also provided skill-building and career
development apportunities to thousands of employees
around the world.

Cur Process initiatives, which are critical to our goal of
helping clients reduce the time and cost of drug develop-
ment, continued to drive productivity gains in 2007. We
increased revenue per employee by 4% and operating
margin per employee by 7%. In addition, we successfully
expanded Six Sigma—a tool that reduces process variation,
improves project delivery, increases client satisfaction, and
helps drive repeat business—to service lines covering more
than two-thirds of our revenues, In 2007, we realized more
than $12 million of incremental profitability from Six Sigma
projects. We have found that clients who have adopted Six
Sigma in their own organizations prefer to work with a CRO
that utitizes the same tools and embraces the same process
improvement discipline.

Our Client initiatives are designed to produce significant
and continuous enhancement of clients’ satisfaction with
our services. Our Signature Client Service program, a
cornerstone of our employee culture, continues to have a
dramatic impact on how we deliver service to our clients.
The maost powerful evidence of these efforts is the high-level
of repeat work from our clients, as well as the increasing
shift of our client relationships from tactical to more strategic.

We are particularly pleased with the rapid growth of our
program management service offering, which integrates
multipte elements of our services 1o accelerate early drug
development. The number of molecules we are currently
managing grew B0% to 255. This service is being used by
more than 100 clients and helped generate more than $200
million in revenues in 2007. Through this success, Covance
is attracting key scientific leaders, who see program
management as an exciting platform for accelerating the
early drug development process.

In short, our relentless focus on Operational and Service
Excellence is building the foundation that will enhance and
support our future growth and success.
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Item 1. Business

General

Covance Inc. is a leading drug development services company providing a wide range of early-stage
and late-stage product development services on a worldwide basis primarily to the pharmaceutical,
biotechnology and medical device industries. We also provide laboratory testing services to the chemical,
agrochemical and food industries. We believe Covance is one of the world’s largest drug development services
companies, based on annual net revenues, and one of a few that are capable of providing comprehensive global
product development services. Covance maintains offices in more than 20 countries.

Business Strategy

Drug development services companies like Covance typically derive substantially all of their revenue
from the research, development and marketing expenditures of the pharmaceutical, biotechnology and medical
device industries. We believe outsourcing of these services has increased in the past and will increase in the
future because of several factors, including: pressures to contain costs, limitations on internal capacity, the need
for faster development time for new drugs, research in multiple countries simultaneously, stringent government
regulation and expertise that customers lack internally. We believe the investment and amount of time required
to develop new drugs has been increasing, and that these trends create opportunities for companies that can
help make the process of drug development more efficient.

Our strategy is to provide services that will generate high-quality and timely data in support of new
drug approval or use expansion. We do this by developing and delivering innovative high-quality services that
apply science and technology and global reach to capture, manage and integrate a vast array of drug
development data. In certain service areas, such as toxicology, an increasing portion of our business is being
provided through strategic, dedicated laboratory testing services contracts, in which our clients commit to
purchasing a specific dollar amount of services in exchange for guaranteed access to a portion of our facilities.
This arrangement benefits our customers by guaranteeing them long-term capacity and infrastructure to run
their preclinical studies, and benefits Covance by allowing us to more efficiently utilize our capacity and
resources.

Operational Excellence. Our goal is to deliver consistently outstanding service to our clients on a
global scale through our platform focused on people, process and clients. As a scientific services company,
people are integral to our success. We work to recruit, develop and retain talented people through our
“Compelling Offer” program which is designed to provide and encourage highly qualified people to initiate and
build a career at Covance. We aim to enhance the effectiveness of these people with superior processes to
efficiently deliver a high level of client service. Among other tools, we use Six Sigma to optimize our processes
to increase our cost competitiveness, eliminate variability in our client service levels and build competitive
advantage. Finally, we seek to leverage consistently outstanding client service by building strategic relationships
with our clients that drive growth and help sustain our competitive advantage. Across our People, Process and
Clients platform, we seek to utilize technology to augment the talent of our people, to automate robust
processes, and to link us more closely to our clients via proprietary systems such as StudyTracker®, LabLink and
Trial Tracker®.

Global Reach. We believe that it is important to provide a broad range of drug research and
development services on a global basis. We have offices, regional monitoring sites and laboratories in more than
50 locations in more than 20 different countries and conduct field work in many other countries. We believe we
are a leader among drug development services companies in our ability to support large, global clinical trial
programs.




Acquisitions.  In addition to internal development of services, we consider strategic acquisitions that
are complementary to our existing services and that expand our ability to serve our clients. While we cannot
exclude the possibility that we may opportunistically seek to take advantage of other situations, we generally
expect acquisitions to enhance our existing services either qualitatively or geographically or to add new services
that can be integrated with our existing services. In 2006 and 2005, respectively, we enhanced our preclinical
pharmacology service offering with the acquisitions of clinical pharmacology sites of Radiant Research Inc.
(“Radiant”) and GFI Clinical Services (“GFI”), and in 2006 we enhanced our research products antibody
services offering with the acquisition of Signet Laboratories, Inc. (“Signet”).

Services

The services we provide constitute two segments for financial reporting purposes: (1) early
development services, which includes preclinical services and clinical pharmacology services, and (2) late-stage
development services, which includes central laboratory, clinical development, periapproval and market access
services. Although each segment has separate services within it, they can be and increasingly are combined in
integrated service offerings and we believe clients increasingly are interested in the opportunities for such
combined services.

Early Development

Preclinical Services

Our preclinical services include toxicology services, pharmaceutical chemistry and related services.
Our preclinical area has been a source of innovation by introducing new technologies for client access to data
such as StudyTracker®, electronic animal identification, multimedia study reports and animal and test tube
measures of induced cell proliferation or reproduction. StudyTracker® is an internet-based client access product
which allows customers of toxicology, bioanalytical, metabolism and reproductive and developmental toxicology
services to review study data and schedules on a near real-time basis. We have laboratories in locations which
include Madison, Wisconsin and Vienna, Virginia in the United States and Harrogate, United Kingdom and
Muenster, Germany in Europe. We also have bioanalytical laboratories in the United States in Indianapolis,
Indiana and Chantilly, Virginia, and an administrative and a sales office in Tokyo, Japan. In 2004, we
announced major expansions to each of our Madison, Wisconsin and Harrogate, United Kingdom facilities. The
Harrogate expansion opened for studies in the fourth quarter of 2005 and in Madison the new expansion was
brought online in the first quarter of 2006. In 2007, Covance completed a significant expansion of its Germany
facility and opened a nutritional chemistry laboratory in Singapore. Also in 2007, Covance purchased a partially
constructed manufacturing facility on a 47 acre property in Prince William County, Virginia, which we plan to
transform into an early drug development laboratory offering safety testing and chemistry analysis services.
Covance is also building an early development facility in Chandler, Arizona.

Toxicology. Our preclinical toxicology services include in vivo toxicology studies, which are studies of
the effects of drugs in animals, and genetic toxicology studies, which include studies of the effects of drugs on
chromosomes, as well as on genetically modified mice. We offer immunotoxicology services in which we assess
the impact of drugs or chemicals on the structure and function of the immune system. Our immunotoxicology
and cell culture laboratory features online data capture capabilities and instrumentation monitoring systems
that are designed to be compliant with Good Laboratory Practices.

Pharmaceutical and Nutritional Chemistry. In our pharmaceutical chemistry services, we determine
the metabolic profile and bicavailability of drug candidates. We also provide laboratory testing services to the
chemical, agricultural chemical and food industrics. We offer a complete range of services to agricultural
chemical manufacturers to determine the potential risk to humans, animals and the environment from plant
protection products such as pesticides. We also offer a broad range of services to the food and nutriceutical
industries, including nutritional analysis and nutritional content fact labels.




Research Products. We provide -custom polyclonal and monoclonal antibody services for research
purposes and purpose-bred animals for biomedical research. In May 2006, we expanded our offerings in
monoclonal antibodies with the purchase of Signet of Dedham, Massachusetts for cash payments totaling
$9.1 million. Signet was a leading provider of monoclonal antibodies used in the research of cancer, and
infectious and other diseases. The purpose-bred research animals we provide are required by pharmaceutical
and biotechnology companies, university research centers and contract research organizations as part of
required preclinical animal safety and efficacy testing. Through a variety of processes, technology and
specifically constructed facilities, we provide purpose-bred, pre-acclimated and specific pathogen free animals
that meet our clients’ rigorous quality control requirements. In 2007, Covance ‘opened a dedicated animal
biosafety level 2 (ABSL-2) containment vivarium to allow us to provide full service vaccine testing.

Bioanalytical Services. Our bioanalytical testing service, which is conducted in our bioanalytical
laboratory in Indianapolis, Indiana and in our immunoanalytical facility in Chantilly, Virginia, as well as in our
laboratories in Madison, Wisconsin and Harrogate, United Kingdom, helps determine the appropriate dose and
frequency of drug application from late discovery evaluation through Phase III clinical testing on a full-scale,
globally integrated basis. :

Clinical Pharmacology Services

We provide clinical pharmacology services, including first-in-human trials, of new pharmaceuticals at
our nine sites located throughout the United States and our one site in Leeds, United Kingdom, and also offer
our clients access to specialized patient populations needed for Phase II trials in specific therapeutic areas. We
have grown this service offering recently through acquisitions. In 2006, we significantly expanded our capacity
and capabilities in the United States with the acquisition of Radiant’s clinical pharmacology sites and its access
to specialized patient populations, for cash payments totaling $66.6 million. In 2005, we acquired GFI for cash
payments totaling $6.2 million.

Late-Stage Development

Central Laboratory Services

We are the world’s largest provider of central laboratory services. We have four central laboratories,
one in each of the United States, Switzerland, Singapore and China that provide central laboratory services,
including biomarker services, to biotechnology and pharmaceutical customers. In 2007, we opened a new
purpose built facility in Shanghai, China."

Our capabilities provide clients the flexibility to conduct studies on a multinational and simultaneous
basis. The data we provide is combinable and results in global clinical trial reference ranges because we use
consistent laboratory methods, identical reagents and calibrators, and similar equipment globally. Combinable
data eliminates the cumbersome process of statistically correlating results generated using different methods
and different laboratories on different equipment.

We also employ a proprietary clinical trials management system that enables us to enter a sponsor’s
protocol requirements directly into our database. The laboratory data can be audited because all laboratory
data can be traced to source documents. In addition, the laboratories are capable of delivering customized data
electronically within 24 hours of test completion. Covance also offers pharmacogenomic testing and sample
storage technologies in conjunction with our central laboratory services. Central Laboratory Services also offers
LabLink, an internet-based client access program that allows customers to review and query clinical trial lab
data on a near real-time basis, and the Covance Local Laboratories service, which uses a proprietary system to
harmonize laboratory results from local and regional laboratories to help expand the reach of traditional central
laboratory services.




Our central laboratories have an automated kit production line that is located in the United States
and supplies kits to investigator sites around the world. This system allows the flexibility to expand kit
production volume more quickly and uses consistent methods to reduce supply variation for our customers.

Clinical Development Services

We offer a comprehensive range of clinical trial services, including the full management of Phase 11
and III clinical studies. We have extensive experience in a number of therapeutic areas, and we provide the
following core services either on an individual or aggregated basis to meet clients’ needs: study design and
modeling; study orchestration; trial logistics; enablement of study site performance; clinical data management
and biostatistical analysis; and medical writing and regulatory services.

We have extensive experience in managing clinical trials in North America, Europe, Latin America
and Asia Pacific. These trials may be conducted separately or simultaneously as part of a multinational
development plan. We can manage every aspect of clinical trials from clinical development plans and protocol
design to New Drug Applications, among other supporting services. In 2006 and 2007, Clinical Development
Services continued its expansion into Eastern Europe and Asia Pacific.

Our clinical development services utilize Trial Tracker®, a web-enabled clinical trial project
management and tracking tool which allows both our employees and customers to review and manage all
aspects of clinical trial projects. We have also integrated the management of clinical data across our Phase I
through TV clinical services using the Oracle® clinical platform.

Clinical Trial Support Services -

Cardiac Safety Services. In November 2007, we sold our centralized ECG business to
eResearchTechnology Inc. for an upfront cash payment of approximately $35 million with the opportunity to
receive up to an additional $14 million in contingent consideration relating to transferred backlog as well as
from revenues generated from new contracts secured under a long-term marketing arrangement. We continue
to offer this service to our clients through this marketing arrangement.

Interactive Voice and Web Response Services. To expedite the drug development process and to help
reduce costs, we created a proprietary interactive trial management system. This system uses touch-tone
telephone technology and, when requested, the internet for data entry purposes and assists our clients in
managing clinical trials on a real-time basis and in reducing product waste with just-in-time inventory
processing. This system, which is multi-lingual, is available world-wide through toll-free numbers 24 hours per
day, seven days per week. We offer this system both in conjunction with clinical trials we conduct and as a stand-
alone service.

Commercialization Services

Periapproval Services. Periapproval trials are studies conducted “around the time of NDA approval”,
generally after a drug has successfully undergone clinical efficacy and safety testing and the New Drug
Application has been submitted to the Food and Drug Administration (“FDA”). We offer a range of
periapproval services, including: Treatment Investigational New Drug applications; Phase IIIb clinical studies,
which involve studies conducted after New Drug Application submission, but before regulatory approval is
obtained; Phase IV clinical studies which are studies conducted after initial approval of the drug; and other
types of periapproval studies such as post-marketing surveillance studies, FDA mandated post-marketing
commitments generally focusing on characterizing a drug’s safety in large, diverse patient groups, product
withdrawal support services and prescription to over-the-counter switch studies.

Market Access Services. We offer a wide range of reimbursement and healthcare economics
consulting services, including outcomes and pharmacoeconomic studies, reimbursement planning,
reimbursement advocacy programs and registry services. Pharmaceutical, biotechnology and medical device




manufacturers purchase these services from us to help optimize their return on research and development
investments. We offer InTeleCenter® services that employ state of the art phone, internet and electronic media
to manage customer communications. InTeleCenter programs include reimbursement hotlines, patient
assistance programs and patient compliance programs. We also field and process telephone calls and inquiries
relating to adverse experiences with a drug while we perform the periapproval studies.

Customers and Marketing

We provide product development services on a global basis to, among others, the pharmaceutical and
biotechnology industries. In 2007, we served in excess of 300 biopharmaceutical companies, ranging from the
world’s largest pharmaceutical companies and biotechnology companies to small and start-up organizations.

While no single customer accounted for more than ten percent of our aggregate net revenue in 2007,
we had one customer accounting for more than five but less than ten percent of our net revenues, and our top
five customers accounted for less than 25 percent of our net revenues. In our early development segment, no
single customer accounted for more than ten percent of net revenues. Our early development segment had two
customers accounting for more than five but less than ten percent of its aggregate net revenues. In our
late-stage development segment, one customer accounted for more than ten percent of net revenues and two
customers accounted for more than five but less than ten percent of its aggregate net revenues.

For net revenues from external customers, assets attributable to each of our business segments and
other segment information for each of the last three fiscal years, please review Note 12 to the audited
consolidated financial statements included elsewhere in this Annual Report.

For net revenues from external customers and long-lived assets attributable to operations in the
United States, United Kingdom, Switzerland and other countries for cach of the last three fiscal years, please
review Note 12 to the audited consolidated financial statements included elsewhere in this Annual Report.

Our global sales activities are conducted by sales personnel based in our operations in the
United States, Europe and Asia Pacific.

Contractual Arrangements

Many of our contracts with our clients are either fixed price or fee-for-service with a cap. To a lesser
extent, some of our contracts are fee-for-service without a cap. In cases where the contracts are fixed price, we
generally bear the cost of overruns, but we benefit if the costs are lower than we anticipated. In cases where our
contracts are fee-for-service with a cap, the contracts contain an overall budget for the trial based on time and
cost estimates. If our costs are lower than anticipated, the customer generally keeps the savings, but if our costs
are higher than estimated, we are responsible for the overrun unless the increased cost is a result of a scope
change or other factors outside of our control, such as an increase in the number of patients to be enrolled or
the type or amount of data to be collected. Contracts may range in duration from a few months to several years
or longer depending on the nature of the work performed. In some cases, a portion of the contract fee is paid at
the time the study or trial is started with the balance of the contract fee payable in installments upon the
achievement of milestones over the study or trial duration.

Most of our contracts may be terminated by the customer either immediately or upon notice. These
contracts typically require payment to Covance of expenses to wind down a study, payment to Covance of fees
carned (o date, and, in some cases, a termination fee or payment to Covance of some portion of the fees or
profit that could have been earned under the contract if it had not been terminated early.

Backlog

Some of our studies and projects are performed over an extended period of time, which may exceed
several years. We maintain an order backlog to track anticipated net revenues yet to be earned for work that has




not yet been performed. However, we do not maintain an order backlog for other services that are performed
within a short period of time or where it is not otherwise practical or feasible to maintain an order backlog. Our
aggregate backlog at December 31, 2007 and December 31, 2006 was $2.68 billion and $2.23 billion respectively.

Backlog generally includes work to be performed under signed agreements (i.e., contracts and letters
of intent), Once work under a signed agreement begins, net revenues are recognized over the life of the project.
However, in some cases we will begin work on a project once we conclude we have a legally binding agreement,
but before executing a signed agreement, and backlog may include the net revenues expected from that project.

We cannot provide any assurance that we will be able to realize all or most of the net revenues
included in backlog or estimate the portion expected to be filled in the current year. Although backlog can
provide meaningful information to our management with respect to a particular study, we believe that our
aggregate backlog as of any date is not necessarily a meaningful indicator of our future results for a variety of
reasons. These reasons include the following: studies vary in duration; the scope of studies may change, which
may either increase or decrease their value; and studies may be terminated, reduced in scope or delayed at any
time by the client or regulatory authorities.

Competition

The contract research organization industry has many participants ranging from hundreds of small,
limited-service providers to a limited number of full-service contract research organizations with global
capabilities. We primarily compete against in-house departments of pharmaceutical companies, full-service and
limited-service contract research organizations and, to a lesser extent, selected universities and teaching
hospitals.

In early development services, our significant competitors include Charles River Laboratories
International Inc., MDS Inc., PPD, Inc., WIL Laboratortes and MPI Research, among others. In late-stage
development services our significant competitors include PPD, Inc., Quintiles Transnational Corp.,
Parexel International Corporation, Kendle International Inc., Icon PLC., PRA International, i3 Research,
Pharmanet Development Group Inc. and Quest Diagnostics Incorporated, among others. Covance represents
an important market presence in each segment’s principal services.

There is competition for customers on the basis of many factors, including the following: reputation
for on-time quality performance; expertise and experience in specific areas; scope of service offerings; strengths
in various geographic markets; price; technological expertise and efficient drug development processes; ability
to acquire, process, analyze and report data in a rapid and accurate manner; historic experience and
relationship; ability to manage large-scale clinical trials both domestically and internationally; quality of
facilities; expertise and experience in reimbursement and healthcare consulting; and size. We believe that we
compete favorably in these areas.

Government Regulation

Our laboratory services are subject to various regulatory requirements designed to ensure the quality
and integrity of the testing processes. Covance’s standard operating procedures are written in accordance with
regulations and guidelines appropriate to the region and the nation where they will be used.

The industry standards for conducting preclinical laboratory testing are embodied in the Good
Laboratory Practice (GLP) and for central laboratory operations in the Clinical Laboratory Improvement
Amendments of 1988 (CLIA). The standards of GLP are required by the FDA, by the Department of Health in
the United Kingdom, by the European Agency for the Evaluation of Medicinal Products (EMEA) in Europe
and by similar regulatory authorities in other parts of the world. To help satisfy its compliance obligations,
Covance has established quality assurance controls at its laboratory facilities which monitor ongoing compliance
with GLP and CLIA.




Our clinical services are subject to industry standards for the conduct of clinical research and
development studies that are embodied in the regulations for Good Clinical Practice (GCP). The FDA, EMEA
and other regulatory authorities require that test results submitted to such authorities be based on studies
conducted in accordance with GCP. As with GLP and Good Manufacturing Practice (GMP), noncompliance
with GCP can result in the disqualification of data collected during the clinical trial.

We strive to perform all clinical research in accordance with the International Conference on
Harmonization—Good Clinical Practice Guidelines, and the requirements of the applicable country. Although
the U.S. is a signatory to these guidelines, the FDA has not adopted all of these guidelines as statutory
regulations, but has currently adopted them only as guidelines. From an international perspective, when
applicable, we have implemented common standard operating procedures across regions to assure consistency
whenever it is feasible and appropriate to do so.

Our animal import and breeding facilities and toxicology facilities are also subject to a variety of
federal and state laws and regulations, including The Animal Welfare Act and the rules and regulations
promulgated thereunder by the United States Department of Agriculture (“USDA”) and corresponding rules
and regulations in other jurisdictions. These facilities maintain detailed standard operating procedures and the
documentation necessary to comply with applicable regulations for the humane treatment of the animals in
their custody. Besides being licensed by the USDA as a dealer and/or research facility, as appropriate, these
businesses are also accredited by the Association for Assessment and Accreditation of Laboratory Animal Care
International and have registered assurance with the United States National Institutes of Health Office of
Laboratory Animal Welfare.

The use of controlled substances in testing for drugs with a potential for abuse is regulated in the
United States by the U.S. Drug Enforcement Administration and by similar regulatory bodies in other parts of
the world. All Covance United States laboratories using controlled substances for testing purposes are licensed
by the U.S. Drug Enforcement Administration.

Our United States laboratories are subject to licensing and regulation under federal, state and local
laws relating to hazard communication and employee right-to-know regulations, the handling and disposal of
medical specimens and hazardous waste and radioactive materials, as well as the safety and health of laboratory
employees. All of our laboratories are subject to applicable federal and state laws and regulations relating to
the storage and disposal of all laboratory specimens including the regulations of the Environmental Protection
Agency, the Nuclear Regulatory Commission, the Department of Transportation, the National Fire Protection
Agency and the Resource Conservation and Recovery Act. Although we believe that Covance is currently in
compliance in all material respects with such federal, state and local laws, failure to comply could subject
Covance to denial of the right to conduct business, fines, criminal penalties and other enforcement actions.

In addition to its comprehensive regulation of safety in the workplace, the Occupational Safety and
Health Administration and similar regulatory authorities in foreign countries have established extensive
requirements relating to workplace safety for health care employers, whose workers may be exposed to blood-
borne pathogens such as HIV and the hepatitis B virus. Covance employees receive initial and periodic training
focusing on compliance with applicable hazardous materials regulations and health and safety guidelines.

In the past few years, both the United States and foreign governments have become more concerned
about the disclosure of confidential personal data. The European Union, or EU, now prohibits certain
disclosures of personal confidential information, including medical information, to any entity that does not
comply with certain security safeguards. We will continue to monitor our compliance with applicable
regulations.

The regulations of the U.S. Department of Transportation, the U.S. Public Health Service and the
U.S. Postal Service apply to the surface and air transportation of laboratory specimens. Covance’s laboratories
also must comply with the applicable International Air Transport Association regulations, which govern
international shipments of laboratory specimens. Furthermore, when materials are sent to a foreign country, the
transportation of such materials becomes subject to the laws, rules and regulations of such foreign country.




Intellectual Property

We have developed certain computer software and technically derived procedures and products
intended to maximize the quality and effectiveness of our services. Although our intellectual property rights are
important to our results of operations, we believe that such factors as the technical expertise, knowledge, ability
and experience of our professionals are more important, and that, overall, these technological capabilities
provide significant benefits to our clients.

Employees

At December 31, 2007, we had approximately 8,700 employees, approximately 35% of whom were
employed outside of the United States and approximately 8,000 of whom were full time employees. Our records
indicate that 134 of our employees hold M.D. degrees, 294 hold Ph.D. degrees, and 925 hold masters or other
postgraduate degrees. We believe that Covance’s relations with its employees are good.

Executive Officers

Joseph L. Herring, 52, has been Covance’s Chairman since January 1, 2006 and Chief Executive
Officer since January 1, 2005. Mr. Herring was President and Chief Operating Officer from November 2001 to
December 31, 2004 and was Covance’s Corporate Senior Vice President and President—Early Development
Services from September 1999 to November 2001. From September 1996 to September 1999, Mr. Herring was
Corporate Vice President and General Manager of Covance Laboratories North America. Prior to joining
Covance, Mr. Herring was Vice President of Caremark International, a provider of home care and physician
practice management services, and he also served as a Vice President of Baxter International where he was
employed for 14 years.

Wiliiam E. Klitgaard, 54, has been Covance’s Corporate Senior Vice President, Chief Financial
Officer and Treasurer since September 2000. From September 1999 to September 2000, Mr. Klitgaard was
Covance’s Corporate Vice President, Strategy and Corporate Development and Treasurer. From October 1996
to September 1999, Mr. Klitgaard was Covance’s Corporate Vice President and Treasurer. Prior to that,
Mr. Klitgaard was Treasurer at Kenetech Corporation in San Francisco, and prior to that Mr. Klitgaard spent
eleven years in positions of increasing responsibility with Consolidated Freightways Inc.

Wendel Barr, 46, has been Covance’s Executive Vice President and Chief Operating Officer since
January 1, 2008, prior to which he had served as Corporate Senior Vice President and President—Early
Development North America since February 2003. From October 2000 to February 2003, Mr. Barr was
Corporate Vice President and General Manager—Labs North America. Prior to joining Covance, Mr. Barr was
the Global Vice President and General Manager of Service for Marconi Medical Systems, which he joined in
October 1999. Prior to that, Mr. Barr was the General Manager of Service for General Electric Medical
Systems. Mr. Barr was employed by General Electric Co. from 1984 to 1999, in positions of increasing
responsibility in services, marketing and global business.

Richard Cimino, 48, has been Covance’s Corporate Senior Vice President and President—Clinical
Development, since December 2004. Prior to that, Mr. Cimino was Covance’s General Manager of Cardiac
Safety Services commencing December 2003. Prior to that, Mr. Cimino was General Manager, America’s
Health Imaging Group and Corporate Vice President of Eastman Kodak Company. Mr. Cimino serves at
Covance’s request as a director of Bio-Imaging Technologies, Inc. '

Anthony Cork, 59, has been Covance’s Corporate Senior Vice President and President—Early
Development Europe since February 2003. From September 2000 to February 2003, Mr. Cork was Covance’s
Corporate Vice President and General Manager—Labs Europe. Prior to joining Covance, Mr. Cork worked in
the pharmaceutical industry for 25 years, holding positions with Eli Lilly and Co., Schering-Plough Corp., and
Aventis.




Michele A. Kennedy, 40, has been Covance’s Corporate Vice President, Chief Accounting Officer and
Controller since March 2007. Prior to this, Ms. Kennedy served as Assistant Controller of Covance.
Ms. Kennedy has been with Covance for 11 years in positions of increasing responsibility. Prior to joining
Covance, Ms. Kennedy was an audit manager with Ernst & Young.

Donald Kraft, 48, has been Covance’s Corporate Senior Vice President—Human Resources since July
2002, From January 2001 to June 2002, Mr. Kraft was Corporate Vice President—Human Resources of
Covance. From June 2000 to January 2001, Mr. Kraft was Director, Organizational Development of Zurich
Financial Services, an insurance company. Prior to June 2000, Mr. Kraft was Director, Organizational
Effectiveness of Abbott Laboratories Inc.

James W. Lovett, 43, has been Covance’s Corporate Senior Vice President, General Counsel and
Secretary since February 2003. From December 2001 to February 2003, Mr. Lovett was Corporate Vice
President, General Counsel and Secretary of Covance. From 1997 to 2001, Mr. Lovett was with FMC
Corporation in positions of increasing responsibility and, prior to that, was a partner in the law firm of
McDermott, Will & Emery.

Deborah L. Tanner, 45, has been Covance’s Corporate Senior Vice President and President-——Global
Central Laboratory Services since February 2006. Prior to that Ms. Tanner was Covance’s Global Vice President
of Operations in Central Laboratory Services commencing in August 2001 and prior to that was Vice
President—Analytical Services for Covance Laboratories—Europe. Ms. Tanner has been with Covance for
20 years in positions of increasing responsibility.

Available Information

Covance makes available free of charge on its website at www.covance.com, its Annual Report on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments to those reports
filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as soon as
reasonably practicable after such reports are electronically filed with, or furnished to, the SEC. The charters of
the Audit Committee, the Compensation Committee, and the Corporate Governance Committee, as well as the
Corporate Governance Guidelines, the Code of Ethics for Financial Professionals and the Company’s Business
Integrity Program may be accessed through our website at www.covance.com and are available without charge
upon written request to Secretary, Covance Inc., 210 Carnegie Center, Princeton, NJ 08540.

Item 1A. Risk Factors

This section discusses various risk factors that are attendant with our business and the provision of our
services. If the events outlined below were to occur individually or in the aggregate, our business, results of
operations, financial condition and cash flows could be materially adversely affected.

Changes in government regulation or in practices relating to the pharmaceutical industry could decrease the
need for the services we provide.

Governmental agencies throughout the world, including in the United States, strictly regulate the drug
development process. Our business involves helping pharmaceutical and biotechnology companies navigate the
regulatory drug approval process. Changes in regulation, such as a relaxation in regulatory requirements or the
introduction of simplified drug approval procedures, or an increase in regulatory requirements that we have
difficulty satisfying or that make our services less competitive, could eliminate or substantially reduce the
demand for our services. Also, if government efforts to contain drug costs and pharmaceutical and
biotechnology company profits from new drugs, our customers may spend less, or reduce their growth in
spending on research and development. If health insurers were to change their practices with respect to
reimbursements for pharmaceutical products, our customers may spend less, or reduce their growth in spendmg
on research and development.




Failure to comply with existing regulations could result in a loss of revenue or earnings or in increased costs.

Any failure on our part to comply with applicable regulations could result in the termination of
on-going research or the disqualification of data for submission to regulatory authorities. For example, if we
were to fail to properly monitor compliance by clinical trial investigators with study protocols, the data collected
from that trial could be disqualified. If this were to happen, we could be contractually required to repeat the
trial at no further cost to our customer, but at substantial cost to us.

We may bear financial losses because most of our contracts are of a fixed price nature and may be delayed or
terminated or reduced in scope for reasons beyond our control.

_ Many of our contracts provide for services on a fixed price or fee-for-service with a cap basis and they
may be terminated or reduced in scope either immediately or upon notice. Cancellations may occur for a
variety of reasons, including:

. the failure of products to satisfy safety requirements;

. unexpected or undesired results of the products;

. insufficient patient enrollment;

. insufficient investigator recruitment;

. the client’s decision to terminate the development of a product or to end a particular study; and
. our failure to perform properly our duties under the contract.

The loss, reduction in scope or delay of a large contract or the loss or delay of multiple contracts could
materially adversely affect our business, although our contracts frequently entitle us to receive the costs of
winding down the terminated projects, as well as all fees earned by us up to the time of termination. Some
contracts also entitle us to a termination fee.

We may bear financial risk if we under-price our contracts or overrun cost estimates.,

Since our contracts are often structured as fixed price or fee-for-service with a cap, we bear the
financial risk if we initially under-price our contracts or otherwise overrun our cost estimates. Such under-
pricing or significant cost overruns could have a material adverse effect on our business, results of operations,
financial condition, and cash flows.

We may not be able to successfully develop and market or acquire new services.

We may seek to develop and market new services that complement or expand our existing business or
expand our service offerings through acquisition. If we are unable to develop new services and/or create
demand for those newly developed services, or to expand our service offerings through acquisition, our future
business, results of operations, financial condition, and cash flows could be adversely affected.

Our quarterly operating results may vary.

Our operating results may vary significantly from quarter to quarter and are influenced by factors over
which we have little control such as:

. exchange rate fluctuations;

. the commencement, completion or cancellation of large contracts;

. the progress of ongoing contracts;

. the timing of and charges associated with completed acquisitions or other events; and

. changes in the mix of our services.

We believe that operating results for any particular quarter are not necessarily a meaningful indication
of future results. While fluctuations in our quarterly operating results could negatively or positively affect the
market price of our common stock, these fluctuations may not be related to our future overall operating
performance.
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We depend on the pharmaceutical and biotechnology industries.

QOur revenues depend greatly on the expenditures made by the pharmaceutical and biotechnology
industries in research and development. Accordingly, economic factors and industry trends that affect our
clients in these industries also affect our business. If companies in these industries were to reduce the number
of research and development projects they outsource, our business could be materially adversely affected.

We operate in a highly competitive industry.

Competitors in the contract research organization industry range from small, limited-service providers
to full service global contract research organizations. Our main competition consists of in-house departments of
pharmaceutical companies, full-service and functional contract research organizations, as well as universities
and teaching hospitals, to a lesser degree. We compete on a variety of factors, including:

. reputation for on-time quality performance and regulatory compliance;

. expertise and experience in specific areas;

. scope of service offerings;

. strengths in various geographic markets;

. price;

. technological expertise and efficient drug development processes;

. quality of facilities;

. ability to acquire, process, analyze and report data in an accurate manner;

. ability to manage large-scale clinical trials both domestically and internationally;
. expertise and experience in market access services; and
. size.

For instance, our clinical development services have from time-to-time experienced periods of
increased price competition which had a material adverse effect on Covance’s late-stage development
profitability and consolidated net revenues and net income.

There is competition among the larger contract research organizations for both clients and potential
acquisition candidates. Additionally, small, limited-service entities considering entering the contract research
organization industry will find few barriers to entry, thus further increasing possible competition. These
competitive pressures may affect the attractiveness of our services and could adversely affect our financial results.

We may expand our business through acquisitions.

We review many acquisition candidates and, in addition to acquisitions which we have already made,
we are continually evaluating new acquisition opportunities. Factors which may affect our ability to grow
successfully through acquisitions include:

. difficultics and expenses in connection with integrating the acquired companies and achieving
the expected benefits;

. diversion of management’s attention from current operations;
. the possibility that we may be adversely affected by risk factors facing the acquired companies;
. acquisitions could be dilutive to earnings, or in the event of acquisitions made through the

issuance of our common stock to the shareholders of the acquired company, dilutive to the
percentage of ownership of our existing stockholders;

. potential losses resulting from undiscovered liabilities of acquired companies not covered by the
indemnification we may obtain from the scller;

. risks of not being able to overcome differences in foreign business practices, language and other
cultural barriers in connection with the acquisition of foreign companies; and

. loss of key employees of the acquired companies.
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We may be affected by potential healthcare reform.

In recent years the United States Congress and state legislatures have considered various types of
healthcare reform in order to control growing health care costs. We are unable to predict what legislative
proposals will be adopted in the future, if any. Similar reform movements have occurred in Europe and Asia.

Implementation of healthcare reform tegistation that contain costs could limit the profits that can be
made from the development of new drugs. This could adversely affect research and development expenditures
by pharmaceutical and biotechnology companies which could in turn decrease the business opportunities
available to us both in the United States and abroad. In addition, new laws or regulations may create a risk of
liability, increase our costs or limit our service offerings.

We rely on third parties for important services.

We depend on third parties to provide us with services critical to our business. The failure of any of
these third parties to adequately provide the needed services could have a material adverse effect on our
business.

Our revenues and earnings are exposed to exchange rate fluctuations.

We derive a large portion of our net revenues from international operations. For the year ended
December 31, 2007, we derived approximately 38% of our net revenues from outside the United States. Our
financial statements are denominated in U.S. dollars. In addition, in certain circumstances, we may incur costs
in one currency related to our services or products for which we are paid in a different currency. As a result,
factors associated with international operations, including changes in foreign currency exchange rates, could
significantly affect our results of operations, financial condition and cash flows.

The loss of our key personnel could adversely affect our business.

Our success depends to a significant extent upon the efforts of our senior mianagement team and other
key personnel. The loss of the services of such personnel could adversely affect our business. Also, because of
the nature of our business, our success is dependent upon our ability to attract and retain technologically
qualified personnel. There is substantial competition for qualified personnel, and an inability to recruit or
retain qualified personnel may impact our ability to grow our business and compete effectively in our industry.

Contract research services create a risk of liability.

In contracting to work on drug development trials and studies, we face a range of potential liabilities,
for example:

. errors or omissions that create harm during a trial to study volunteers or after a trial to
consumers of the drug after regulatory approval of the drug;
. general risks associated with clinical pharmacology facilities, including negative consequences

from the administration of drugs to clinical trial participants or the professional malpractice of
clinical pharmacology medical care providers;

. errors or omissions from tests conducted for the chemical, agrochemical and food industries;

. risks that animals in our breeding facilities may be infected with diseases that may be harmful
and even lethal to themselves and humans despite preventive measures contained in our
company policies for the quarantine and handling of imported animals; and

. errors and omissions during a trial or study that may undermine the usefulness of a trial or data
from the trial or study.
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We also contract with physicians, also referred to as investigators, to conduct the clinical trials to test
new drugs on human volunteers. These tests can create a risk of liability for personal injury or death to
volunteers, resulting from negative reactions to the drugs administered or from professional malpractice by
third party investigators. We believe that our risks in this area are generally reduced by the following:

. contract provisions entitling us to be indemnified or entitling us to a limitation of liability;
. insurance maintained by our clients, investigators, and by us; and
. our efforts to comply with various regulatory requirements we must follow in connection with

our business.

Contractual indemnifications generally do not protect us against liability arising from certain of our own
actions, such as negligence or misconduct. We could be materially and adversely affected if we were required to
pay damages or bear the costs of defending any claim which is not covered by a contractual indemnification
provision or in the event that a party who must indemnify us does not fulfill its indemnification obligations or
which is beyond the level of our insurance coverage. There can be no assurance that insurance will cover all of
such losses or that we will be able to maintain such insurance coverage on terms acceptable to us.

Hardware and software failures, delays in the operation of our computer and communications systems or the
failure to implement system enhancements may harm our business.

Our success depends on the efficient and uninterrupted operation of our computer and
communications systems. A failure of our network or data gathering procedures could impede the processing of
data, delivery of databases and services, client orders and day-to-day management of our business and could
result in the corruption or loss of data. While certain of our operations have appropriate disaster recovery plans
in place, we currently do not have redundant facilities everywhere in the world to provide IT capacity in the
event of a system failure. Despite any precautions we may take, damage from fire, floods, hurricanes, power
loss, telecommunications failures, computer viruses, break-ins and similar events at our various computer
facilities could result in interruptions in the flow of data to our servers and from our servers to our clients. In
addition, any failure by our computer environment to provide our required data communications capacity could
result in interruptions in our service. In the event of a delay in the delivery of data, we could be required to
transfer our data collection operations to an alternative provider of server hosting services. Such a transfer
could result in delays in our ability to deliver our products and services to our clients. Additionally, significant
delays in the planned delivery of system enhancements, improvements and inadequate performance of the
systems once they are completed could damage our reputation and harm our business. Finally, long-term
disruptions in the infrastructure caused by events such as natural disasters, the outbreak of war, the escalation
of hostilities, and acts of terrorism (particularly involving cities in which we have offices) could adversely affect
our businesses. Although we carry property and business interruption insurance, our coverage may not be
adequate to compensate us for all losses that may occur.

Reliance on facilities.

Covance relies on certain of its facilities. In particular, Covance’s preclinical and central laboratory
facilities are highly specific and would be difficult to replace in a short period of time. Any event that causes a
disruption of the operation of these facilities might impact the Company’s ability to provide service to its
customers and therefore could have a material adverse affect on its financial condition, results of operations
and cash flows.

Reliance on air transportation.

Our central laboratories and certain of our other businesses are heavily reliant on air travel for
transport of clinical trial kits and other material, products and people, and a significant disruption to the air
travel system, or our access to it, could have a material adverse effect on our business.
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Certain service offerings and research products are dependent on limited sources of supply of services or
products which if interrupted could affect our business.

We depend on a limited number of suppliers for certain services and for certain animal populations.
Disruptions to the continued supply of these services or products may arise from export import restrictions or
embargoes, foreign political or economic instability, or otherwise. Disruption of supply could have a material
adverse effect on our business.

Actions of animal rights extremists may affect our business.

Qur early development services utilize animals in preclinical testing of the safety and efficacy of drugs
and also breed and sell animals for biomedical research. Such activities are required for the development of
new medicines and medical devices under regulatory regimes in the United States, Europe, Japan and other
countries. Acts of vandalism and other acts by animal rights extremists who object to the use of animals in drug
development could have a material adverse effect on our business.

Our animal populations may suffer diseases that can damage our inventory, harm our reputation, result in
decreased sales of research products or result in other liability to us.

It is important that our research products be frée of diseases, including infectious diseases. The
presence of diseases can distort or compromise the quality of research results, can cause loss of animals in our
inventory, can result in harm to humans or outside animal populations if the disease is not contained to animals
in inventory, or can result in other losses. Such results could harm our reputation or have a material adverse
effect on our financial condition, results of operations, and cash flows.

Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

Covance both owns and leases its facilities. Covance owns substantial facilities in the United States in
Madison, Wisconsin, in Vienna, Virginia, in the United Kingdom in Harrogate and Leeds, and in Muenster,
Germany for its early development services.- Covance is in the process of constructing early development
facilities on land it owns in Chandler, Arizona and Prince Williams County, Virginia. Covance owns a
substantial facility in Geneva, Switzerland and leases a substantial facility in the United States in Indianapolis,
Indiana for its central laboratory services and leases facilities in Indianapolis, Indiana and Chantilly, Virginia
for its bioanalytical services. Covance leases substantial facilities for its clinical development services in the
United States in Princeton, New Jersey, and in the United Kingdom in Maidenhead. Covance also owns or
leases other properties and facilities in the United States, Europe, Asia and Latin America. Covance believes
that its facilities are adequate for its operations and that suitable additional space will be available when
needed.

For additional information, please see Note 11 to the audited consolidated financial statements
included elsewhere in this Annual Report.

Item 3. Legal Proceedings

Covance is party to lawsuits and administrative proceedings incidental to the normal course of its
business. Covance does not believe that any liabilities related to such lawsuits or proceedings will have a
material effect on its financial condition, results of operations or cash flows.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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PART II

Item 5. Market for Registrant’s Common Stock and Related Stockholder Matters and Issuer Purchases of

Equity Securities

Covance’s common stock is traded on the New York Stock Exchange (symbol: CVD). The following

table shows the high and low sales prices on the New York Stock Exchange for each of the most recent eight

fiscal quarters.

Quarter Low

First Quarter 2006 . . .. ...ttt it e e e $48.37
Second Quarter 2006 . . ... ... ... $55.08
Third Quarter 2006 . .. ... . $57.77
Fourth Quarter 2006 . ... ... ... .0ttt e $55.87
First Quarter 2007 . . .. ... . i e e $57.15
Second Quarter 2007 . . ... ... $58.95
Third Quarter 2007 . . ... ... e e $67.50
Fourth Quarter 2007 . .. ... ... .. e $76.65

As of February 13, 2008, there were 4,627 holders of record of Covance’s common stock.

Covance has not patd any dividends during 2007 or 2006. Covance does not currently intend to pay

dividends, but rather, intends to reinvest earnings in its business.
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Item 5a. Performance Graph

The graph below provides an indicator of cumulative tofal shareholder returns for Covance as
compared with the Standard & Poor’s 500 Stock Index® and the Standard & Poor’s Health Care Sector Index®.
The graph covers the period of time from December 31, 2002 through December 31, 2007 and assumes $100
was invested on December 31, 2002. '
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Item 6. Selected Financial Data

The following table presents selected historical consolidated financial data of Covance as of and for
each of the years ended December 31, 2007, 2006, 2005, 2004 and 2003. This data has been derived from the
audited consolidated financial statements of Covance. You should read this selected historical consolidated
financial data in conjunction with Covance’s audited consolidated financial statements and accompanying notes
included elsewhere in this Annual Report. Historical consolidated financial data may not be indicative of
Covance’s future performance. See also “Management’s Discussion and Analysis of Financial Condition and
Results of Operations.”

The information provided in the following table is on an “as reported” basis for all years presented,
and includes the results of Covance’s cardiac safety service offering (“Cardiac Safety Services”) through
November 27, 2007. Items affecting comparability between periods include the sale of Cardiac Safety Services
in November 2007 and the resultant $6.6 million pre-tax gain on sale; the accounting for stock-based
compensation, which effective January 1, 2006 was done under SFAS No. 123R, Share-Based Payments, and
which prior to January 1, 2006 was done under the disclosure-only provisions of SFAS 123; a $2.5 million
reduction in income tax reserves in 2006 resulting from favorable income tax developments during that year;
and the impact of a $4.4 million income tax charge in 2005 associated with the repatriation of $103 million of
accumulated foreign earnings under the American Jobs Creation Act of 2004.
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Year Ended December 31
2007™ 2006'™ 2005 2004 2003™
(Dollars in thousands, except per share data)

Income Statement Data:

NeLrevenUes . . . . . .. it it e me e e $1,546,419 $1,340,203 $1,192,950 $1,020,429 $940,300
Reimbursable out-of-pockets . . . . .. e e . 85,097 65,855 57,504 35,968 33910
Total revenues . . . ..... ...t 1,631,516 1,406,058 1,250,454 1,056,397 974,210
Costs and expenses:
Costofrevenue . .. ... ... ... uneeenn. 1,017,686 882,190 791,654 677,945 634,722
Reimbursed out-of-pocket expenses . ... ......... 85,087 65,855 57,504 35,968 33910
Selling, general and administrative . . .. .. ........ 233,890 207,388 178,368 155,656 143,179
Depreciation and amortization . .. ............. 66,197 57,388 47,821 46,354 45824
Ol L\ e 1,402,870 1,212,821 1,075,347 915,923 857,635
Income fromoperations . . .. ....... ... ... ... .. 228,646 193,237 175,107 140,474 116,575
Other (income) expense, net:
Interest (income) expense, met ... ............. {5,801} {7,564) {3,637) (2,290) 19
Foreign exchange transaction (gains) losses .. ...... (1,375) 212 1,073 238 683
Gainonsale of business . ................... {6,590) — —_ _ . —_
Other (income) expense, net . . . .. ........... (17,766)® (7,352) (2,564) ' (2,052) 874
Income before taxes and equity investee earnings . . . . . . 246,412 200,589 177,671 142,526 115,701
Taxes ONINCOME . . . . . ottt e et i e 72,9344 57,179 58,786} 45,532 . 40,021
Equity investee earnings . . . .. .. ... ... ... ... ... 2,451 1,588 734 953 456
Netincome . ... ...ttt ei s $ 1759296 $ 144,998 $ 119,619¢ $ 97947 $ 76,136
Basic earnings pershare . .. ... .............. .. $ 276 $ 2.28 $ 191 $ 1.57 $§ 123
Diluted earnings pershare . ................... $ 2N 5 2240 $ 1.88( $ 1.52 $§ 121

Balance Sheet Data:

Working capital . ........... ... .. .. 0. $ 411,897 § 349,862 $ 293,982 $ 289,828 $260,030
Total 8SSELS . . . . .. i s e $1,560,185 $1,297,678 $1,056,603 $ 924,685 $807,625
Stockholders’ equity. . . ... ....... ... ... .. ... $1,110,188 $ 923295 $ 731,771 $ 637,686 $563,981
Other Financial Data:

GroSS MAIZIT . . v v v vt vttt et e n e 34.2% 34.2% 33.6% 33.6% 32.5%
Operating Margin . . .. .. v ittt vt it e 148% 14.4% 147% 13.8% 124%
Netincome margin . ... ........ ... .00 ieonn 11.4% 10.8% 10.0% 6% 8.1%
Current ratio . . . . v oo i e e e s 2.15 221 2.16 232 2.37
Book value pershare . . . ..................... 17.34 14.44 11.65 10.24 9.02
Net days sales outstanding ... ... .... .. ...0.0y. 36 49 56 51 45

(a) 2007 and 2006 results include stock-based compensation expense as measured under SFAS 123R. See Financial Statements Note 10—Stock-
Based Compensation Plans included elsewhere in this Annual Report.

(b) 2005, 2004 and 2003 results reflect stock-based compensation expense as measured under APB 25 (as permitted by SFAS 123) and, accordingly,
do not include stock-based compensation expense for stock option grants, as all options were granted with an exercise price equal to the fair
market value of the underlying common stock on the date of grant. See Financial Statements Note 10—Stock-Based Compensation Plans
included elsewhere in this Annual Report. '

(c) Includes a $6,590 gain on the sale of Cardiac Safety Services (34,152 or $0.06 per diluted share gain, net of tax totaling $2,438).

(d) Includes a $2,467 or $0.04 per diluted share income tax gain associated with the reduction of income tax reserves resulting from favorable
income tax developments in 20086.

(e) Includes a 34,400 or $0.07 per diluted share income tax charge associated with the repatriation of $103 million of accumulated foreign earnings
under the American Jobs Creation Act.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

Covance is a leading drug development services company providing a wide range of carly-stage an(
late-stage product development services on a worldwide basis primarily to the pharmaceutical, biotechnolo
and medical device industries. Covance also provides services such as laboratory testing to the chemical,
agrochemical and food industries. The foregoing services comprise two reportable segments for financial
reporting purposes: early development services, which includes preclinical and clinical pharmacology service
offerings; and late-stage development services, which includes central laboratory, clinical development,
periapproval and market access services. Although each segment has separate services within it, they can be
combined in joint service offerings and we believe clients increasingly are interested in opportunities for such
combined services. Covance believes it is one of the largest drug development services companies, based on
annual net revenues, and one of a few that is capable of providing comprehensive global product development
services. Covance offers its clients high quality services designed to provide data to clients as rapidly as possible
and reduce product development time. We believe this enables Covance’s customers to introduce their products
into the marketplace faster and as a result, maximize the period of market exclusivity and monetary return on
their research and development investments. Additionally, Covance’s comprehensive services and broad
experience provide its customers with a variable cost alternative to fixed cost internal development capabilities.

Critical Accounting Policies

Covance’s consolidated financial statements are prepared in accordance with U.S. generally accepted
accounting principles (“GAAP”), which require management to make estimates and assumptions about future
events that affect the amounts reported in the financial statements and the accompanying notes. Actual results
could differ from these estimates. The following discussion highlights what we believe to be the critical
accounting policies and judgments made in the preparation of these consolidated financial statements.

Revenue Recognition. Covance recognizes revenue either as services are performed or products are
delivered, depending upon the nature of the work contracted. Historically, a majority of Covance’s net revenues
have been earned under contracts which range in duration from a few months to two years, but can extend in
duration up to five years or longer. Service contracts generally take the form of fee-for-service or fixed-price
arrangements. In the case of fee-for-service contracts, revenue is recognized as services are performed, based
upon, for example, hours worked or samples tested. For long-term fixed-price service contracts, revenue is
recognized as services are performed, with performance generally assessed using output measures, such as
units-of-work performed to date as compared to the total units-of-work contracted. Changes in the scope of
work generally result in a renegotiation of contract pricing terms. Renegotiated amounts are not included in net
revenues until earned and realization is assured. Estimates of costs to complete are made to provide, where
appropriate, for losses expected on contracts, Costs are not deferred in anticipation of contracts being awarded,
but instead are expensed as incurred. In some cases, a portion of the contract fee is paid at the time the trial is
initiated. These advances are deferred and recognized as revenue as services are performed or products are
delivered, as discussed above. Additional payments may be made based upon the achievement of performance-
based milestones over the contract duration. Most contracts are terminable by the client either immediately or
upon notice. These contracts typically require payment to Covance of expenses to wind down the study, fees
earned to date and, in some cases, a termination fee or a payment to Covance of some portion of the fees or
profits that could have been earned by Covance under the contract if it had not been terminated early.
Termination fees are included in net revenues when realization is assured.

Bad Debts. Covance endeavors to assess and monitor the creditworthiness of its customers to which it
grants credit terms in the ordinary course of business. Covance maintains a provision for doubtful accounts,
relating to amounts due that may not be collected. This bad debt provision is monitored on a monthly basis and
adjusted as circumstances warrant. Since the recorded bad debt provision is based upon management’s
judgment, actual bad debt write-offs may be greater or less than the amount recorded. Historically, bad debt
write-offs have not been material.
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Taxes. Since Covance conducts operations on a global basis, its effective tax rate has and will
continue to depend upon the geographic distribution of its pre-tax earnings among locations with varying tax
rates. Covance’s profits are further impacted by changes in the tax rates of the various jurisdictions in which
Covance operates. In addition, Covance maintains a tax reserve for unrecognized tax benefits, changes to which
could impact Covance’s effective tax rate in the period such changes are made.

Effective January 1, 2007, the Company adopted the provisions of Financial Accounting Standards
Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an Interpretation of FASB Statement
No. 109 (“FIN 48). This authoritative interpretation expanded upon and standardized the manner by which
companies are required to account for unrecognized tax benefits. Under the guidance of FIN 48, the Company
may recognize the tax benefit from an uncertain tax position only if it is more likely than not to be sustained
upon examination based on the technical merits of the position. The amount of the accrual for which an
exposure exists is measured as the largest amount of benefit determined on a cumulative probability basis that
the Company believes is more likely than not to be realized upon ultimate settlement of the position. On
January 1, 2007, the Company recognized a $0.6 million increase to its liability for unrecognized tax benefits,
which was accounted for as a reduction to retained earnings, for the cumulative effect change of adopting
FIN 48. The reserve for unrecognized tax benefits at January 1, 2007, as calculated under the measurement
provisions of FIN 48, was $9.1 million. Components of the reserve are classified as either a current or long-term
liability in the Consclidated Balance Sheet, based on when the Company expects each of the items to be settled.
Accordingly, the Company recorded a current liability of $3.5 million in accrued expenses and other current
liabilities and a long-term liability of $5.6 million in other liabilities on its Consolidated Balance Sheet at
January 1, 2007, including accrued interest of $1.3 million. Consistent with historical practice, Covance records
interest and penalties accrued in relation to unrecognized tax benefits as a component of income tax expense.

As of December 31, 2007, the balance of the reserve for unrecognized tax benefits was $8.9 million, of
which $2.6 million is recorded as a current liability in accrued expenses and other current liabilities, and
$6.3 million is recorded as a long-term liability in other liabilities on the Consolidated Balance Sheet, including
accrued interest of $1.3 million. This reserve relates to exposures for income tax matters such as transfer
pricing, nexus, deemed dividends and research and development credits. The net reduction in the reserve for
unrecognized tax benefits from January 1 to December 31, 2007 resulted from the settlement of various state
and foreign audits and the recognition of previously unrecognized tax benefits in jurisdictions where the statute
of limitations had lapsed, offset by the accrual of additional reserves in 2007, primarily relating to transfer
pricing and research and development credit utilization.

Following is a reconciliation of the beginning and ending amount of unrecognized tax benefits,
excluding accrued interest of $1.3 million: '

(dollars in millions)

Unrecognized tax benefits as of January 1, 2007, at date of adoption ......................... $7.8
Additions related to tax positions in the prioryear . ... .. ... . . . e 1.1
Additions related to tax positions in the current year ......... ... .. ... ... e 1.3
Reductions due to settlements and payments. . ... .. ... L e (0.8)
Reductions due to statute expiration . . ... ... ... ..ttt i n ettt ettt (1.8)
Unrecognized tax benefits as of December 31, 2007 .. ... ... . . . . i, $ 76

Any future changes in the $8.9 million liability for unrecognized tax benefits, resulting from the
recognition of tax benefits, would impact the effective tax rate of Covance. Over the next twelve months, it is
reasonably possible that the uncertainty surrounding a portion of the reserve for unrecognized tax benefits,
related to certain income taxes, dividend income, transfer pricing and state tax issues, will be resolved as a result

“of the expiration of the statute of limitations or the conclusion of various federal, state and foreign tax audits.
As a result, Covance would reduce the carrying value of its reserve for these items by up to $1.9 million
including interest of $0.5 million.




The following tax years remain open to investigation as of December 31, 2007, for the Company’s
major jurisdictions: '

Tax J ur.isdictinn Years
US Federal and State . ... ... ... 2002-2007
United Kingdom . .. ... .. e 2005-2007
SWItZerland . ... e e e 2003-2007
GeTmMaANY . .. e 2007

The Company also maintains a tax reserve related to exposures for non-income tax matters including
value-added tax and state sales and use and other taxes, which are accounted for in accordance with Statement
of Financial Accounting Standards No. 5, Accounting for Contingencies. The balance of this reserve at
December 31, 2007 is $0.8 million and is recorded as a current liability in accrued expenses and other current
liabilities on the Consolidated Balance Sheet. This reserve was reduced by $0.3 million from the January 1, 2007
balance of $1.1 million, primarily from the settlement of state and foreign audits, partially offset by the accrual
of interest on outstanding reserves in 2007.

While Covance believes it has identified all reasonably identifiable exposures and the reserve it has
established for identifiable exposures is appropriate under the circumstances, it is possible that additional
exposures exist and that exposures will be settled at amounts different than the amounts reserved. It is also
possible that changes in facts and circumstances could cause Covance to either materially increase or reduce the
carrying amount of its tax reserves.

Covance’s policy is to provide income taxes on earnings of foreign subsidiaries only to the extent those
earnings are taxable or are expected to be remitted. Covance’s historical policy has been to leave its unremitted
foreign earnings invested indefinitely outside the United States. Except for the amounts repatriated in the
fourth quarter of 2005 under the American Jobs Creation Act of 2004 (the “Act”), Covance intends to continue
to leave its unremitted foreign earnings invested indefinitely outside the United States. As a result, taxes have
not been provided on any of the remaining accumulated foreign unremitted earnings totaling approximately
$267 million at December 31, 2007.

Stock-Based Compensation. The Company sponsors several stock-based cbmpensation plans pursuant
to which non-qualified stock options and restricted stock awards are granted to eligible employees.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of Statement of
Financial Accounting Standards No. 123R, Share-Based Payments, (“SFAS 123R”) using the modified
prospective transition method. SFAS 123R revised SFAS 123, superseded APB 25 and amended Statement of
Financial Accounting Standards No. 95, Statement of Cash Flows. Under that transition method, compensation
expense is now recognized in the financial statements on a go forward basis for (a) all share-based payments
granted prior to, but not vested as of January 1, 2006, based upon the grant-date fair value estimated in
accordance with the original provisions of SFAS 123, and (b) share-based payments granted on or subsequent to
January 1, 2006, based upon the grant-date fair value estimated in accordance with the provisions of
SEAS 123R. The grant-date fair value of awards expected to vest is expensed on a straight-line basis over the
vesting period of the related awards. Under the modified prospective transition method, results for prior
periods have not been restated. '

Through the year ended December 31, 2005, the Company followed the disclosure-only provisions of
Statement of Financial Accounting Standards- No. 123, Accounting for Stock-Based Compensation,
(“SFAS 123”), and, accordingly, accounted for awards under these plans pursuant to the recognition and
measurement principles of Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to
Employees, (“APB 257) and related Interpretations, as permitted by SFAS 123. Under APB 25, compensation
expense was recognized in the financial statements relating to awards of stock. However, no compensation
expense was recorded in the financial statements for stock option grants, as all options had been granted with
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an exercise price equal to the market value of the underlying common stock on the date of grant. Additionally,
no compensation expense was recorded in the financial statements for shares purchased by employees under
the Company’s Employee Stock Purchase Plan (pursuant to which employees are able to purchase shares of the
Company’s common stock at a price equal to 85% of the lower of the market value on the first or last day of
each calendar quarter) as that plan was considered to be non-compensatory under APB 25.

Prior to the adoption of SFAS 123R, the Company-used stock options as the vehicle through which
stock-based compensation awards were granted to eligible employees, other than executive officers who
historically were granted a combination of performance-based share-awards and stock options. As-a result of
the adoption of SFAS 123R, the Company is now using a mix of restricted share awards and stock options as the
vehicles through which stock-based compensation awards are granted to eligible employees, other than
executive officers who continue to recetve a combination of performance-based share awards and stock options.

The grant-date fair value of stock awards is based upon the underlying price of the stock on the date
of grant. The grant-date fair value of stock option awards must be determined using an option pricing model.
Option pricing models require the use of estimates and assumptions as to (a) the expected term of the option,
(b) the expected volatility of the price of the underlying stock, (c) the risk-free interest rate for the expected
term of the option and (d) pre-vesting forfeiture rates. For stock options granted prior to January 1, 2006, the
Company used the Black-Scholes-Merton option pricing formula for determining the grant-date fair value of
such awards. For stock options granted on or subsequent to January 1, 2006, the Company is using the Lattice-
Binomial option pricing formula for determining the grant-date fair value of stock option awards. The
Company changed to the Lattice-Binomial option pricing formula as it believes such formula may result in a
better estimate of fair value than the Black-Scholes-Merton formula.

The expected term of the option is based upon the contractual term and expected employee exercise
and expected post-vesting employment termination behavior. The expected volatility of the price of the
underlying stock is based upon the historical volatility of the Company’s stock computed over a period of time
equal to the expected term of the option. The risk free interest rate is based upon the implied yields currently
available from the U.S. Treasury zero-coupon yield curve for issues with a remaining duration equal to the
expected term of the option. Pre-vesting forfeiture rates are estimated based upon past voluntary termination
behavior and past option forfeitures.

The following table sets forth the weighted-average assumptions used to calculate the fair value of
options granted for the years ended December 31, 2007, 2006 and 2005:

2007 2006 2005

Expected stock price volatility . . ................ : 42% 449, 44%
Risk free interest rate(s) . .. ................... 4.7% - 5.1% 39% - 4.5% 3.7%
Expected life of options (years) ................ 43 4.3 5.0 -

Changes in any of these assumptions could impact, potentially materially, the amount of expense
recorded in future periods related to stock-based awards.

As of December 31, 2007, the total unrecognized compensation cost related to non-vested stock
options granted was $5.7 million and is expected to be recognized over a weighted average period of 1.4 years.
As of December 31, 2007, the total unrecognized compensation cost related to non-vested performance-based
shares and restricted stock awards was $19.9 million and is expected to be recognized over a weighted average
period of 1.8 years.
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Impairment of Assets. Covance reviews its long-lived assets other than goodwill and other indefinite
lived intangible assets for impairment, when events or changes in circumstances occur that indicate the carryin
value of the asset may not be recoverable. The assessment of possible impairment is based upon Covance’s
judgment of its ability to recover the asset from the expected future undiscounted cash flows of the related
operations. Actual future cash flows may be greater or less than estimated.

Covance performs an annual test for impairment of goodwill and other indefinite lived intangible
assets during the fourth quarter. This test is performed by comparing, at the reporting unit level, the carrying
value of the reporting unit to its fair value. Covance assesses fair value based upon its estimate of the present
value of the future cash flows that it expects to be generated by the reporting unit. The test performed for 2007
did not identify any instances of impairment. However, changes in expectations as-to the present value of a
reporting unit’s future cash flows might impact subsequent years’ assessments of impairment.

Defined Benefit Pension Plans. Covance sponsors defined benefit pension plans for the benefit of its
employees at three foreign subsidiaries as well as a non-qualified supplemental executive retirement plan and a
post-employment retiree health and welfare plan for the benefit of eligible employees at certain U.S.
subsidiaries. The measurement of the related benefit obligation and net periodic benefit cost recorded each
year is based upon actuarial computations which require the use of judgment as to certain assumptions. The
more significant of these assumptions are: (a) the appropriate discount rate to use in computing the present
value of the benefit obligation; (b) the expected return on plan assets (for funded plans); and (c) the expected
future rate of salary increases (for pay-related plans). Actual results (such as the return on plan assets, future
rate of salary increases and plan participation rates) will likely differ from the assumptions used. Those
differences, along with changes that may be made in the assumptions used from period to period, will impact
the amounts reported in the financial statements and footnote disclosures.

Set forth below is a discussion of the impact that (a) differences between assumed results and actual
results and (b) assumption changes have had on our results of operations for the years ended December 31,
2007, 2006 and 2005 and on the financtal position of the plans as of December 31, 2007 and 2006 for our United
Kingdom defined benefit pension plans (the largest of our defined benefit-type pension plans).

United Kingdom Plans

(dollars in millions) 2007 2006 E(E _2_0_(&
Net periodic pension Cost . .........oiuiiirniinenn. .. $4.0 $4.6 $4.1 $4.3
Weighted average assumptions used to determine net periodic
pension cost:
Discount rate. .. ... ..ot i 5.25% 5.00% 5.75% 6.009
Expected rate of returnon assets .................... 6.75% 6.75% 6.75% 6.009
Salary inCreases . ... .. ...ttt e 4.00% 4.00% 4.00% 3.509

The increase (decrease) in the net periodic benefit cost from period to period is attributable to the
following:

United Kingdom Plans
2006 to 2007 2005 to 2006 2004 to 2005

(dollars in millions)

Change in discount rate .. ..............ovirnrennnnn. $(1.3) $24 $04
Change in expected rate of return on assets . ............. — — (0.6)
Change in rate of salary increases . . .................... — — 0.4
Other, including differences between actual experience and

assumptions used . .. ... .. e 0.3 (1.9) (0.4)
Foreign currency exchange rate changes . ................ 04 — o
Net change in periodic benefit cost . .. .................. $(0.6) $05 . $0.2)
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United Kingdom Plans

2007 2006 2005
Weighted average assumptions used to determine benefit |
obligation:
Discount rate . ... ... ...t 5.50% 5.25% 5.00%
Salary increases . . . ... .. e 4.25% 4.00% 4.00%

The change in the projected benefit obligation from period to period is attributable to the following:

United Kingdom Plans
2006 to 2007 2005 to 2006

(dollars in millions)

Projected benefit obligation, beginningof year. . ....................... $141.3 $119.8
Service/interest cost components of net periodic benefit cost in year ... ... .. 13.5 12.2
Benefits paid . ... ... .. e (2.1) (1.3)
Increase indiscountrate ........... ... .. .. ... . .. i, (8.5) (8.6)
Other, including differences between actual experience and assumptions used . 6.3 39
Foreign currency exchange rate changes.............. R 1.6 15.3
Projected benefit obligation, end of year .......... ... ... .. .. ... .. ... $152.1 $141.3

Foreign Currency Risks

Since Covance operates on a global basis, it is exposed to various foreign currency risks. Two specific
risks arise from the nature of certain contracts. The first risk can occur when Covance executes contracts with
its customers where the contracts are denominated in a currency different than the local currencies of the
Covance subsidiaries performing work under the contracts. As a result, revenue recognized for services
rendered may be denominated in a currency different from the currencies in which the subsidiaries’ expenses
are incurred. Fluctuations in exchange rates {(from those in effect at the time the contract is executed and
pricing is established to the time services are rendered and revenue is recognized) can affect the subsidiary’s net
revenues and resultant earnings. This risk is generally applicable only to a portion of the contracts executed by
Covance’s subsidiaries providing clinical services. Historically, fluctuations in exchange rates from those in
effect at the time contracts were executed have not had a material effect upon Covance’s consolidated financial
results. See “Risk Factors”.

We also have other cross-currency contracts executed by other Covance subsidiaries where the foreign
currency amounts billed are determined by converting local currency revenue amounts to the contract billing
currency using the exchange rates in effect at the time services are rendered. These contracts do not give rise to
foreign currency denominated revenue and local currency denominated expenses, but they do give rise to a
second type of risk. This second type of risk results from the passage of time between the invoicing of customers
under both of these types of contracts and the ultimate collection of customer payments against such invoices.
Because such invoices are denominated in a currency other than the subsidiary’s local currency, Covance
recognizes a receivable at the time of invoicing for the local currency equivalent of the foreign currency invoice
amount as of the invoice date. Subsequent changes in exchange rates from the time the invoice is prepared to
the time payment from the customer is received will result in Covance receiving either more or less in local
currency than the local currency equivalent of the invoice amount at the time the invoice was prepared and the
receivable was recorded. This difference is recognized by Covance as a foreign currency transaction gain or loss,
as applicable, in the Consolidated Statements of Income.

Finally, Covance’s consolidated financial statements are denominated in U.S. dollars. Accordingly,
changes in exchange rates between the applicable foreign currency and the U.S. dollar will affect the translation
of each foreign subsidiary’s financial results into U.S. dollars for purposes of reporting Covance’s consolidated
financial results. The process by which each foreign subsidiary’s financial results are translated into U.S. dollars
is as follows: income statement accounts are translated at average exchange rates for the period; balance sheet
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asset and liability accounts are translated at end of period exchange rates; and equity accounts are translated at
historical exchange rates. Translation of the balance sheet in this manner affects the stockholders’ equity
account, referred to as the cumulative translation adjustment account. This account exists only in the foreign
subsidiary’s U.S. dollar balance sheet and is necessary to keep the foreign balance sheet stated in U.S. dollars in
balance. At December 31, 2007, accumulated other comprehensive income on the consolidated balance sheet
includes the cumulative translation account balance of $45.3 million.

Operating Expenses and Reimbursable Out-of-Pockets

Covance segregates its recurring operating expenses among four categories: cost of revenue;
reimbursed out-of-pocket expenses; selling, general and administrative expenses; and depreciation and
amortization. Cost of revenue includes direct labor and related benefits, other direct costs, shipping and
handling fees, and an allocation of facility charges and information technology costs, and excludes depreciation
and amortization. Cost of revenue, as a percentage of net revenues, tends and is expected to fluctuate from one
period to another, as a result of changes in labor utilization and the mix of service offerings involving hundreds
of studies conducted during any period of time. Selling, general and administrative expenses consist primarily of
administrative payroll and related benefit charges, advertising and promotional expenses, administrative travel
and an allocation of facility charges and information technology costs, and excludes depreciation and
amortization.

In connection with the management of multi-site clinical trials, Covance pays on behalf of its
customers fees to investigators, volunteers and other out-of-pocket costs (such as for travel, printing, meetings,
couriers, etc.}, for which it is reimbursed at cost, without mark-up or profit. Investigator fees are not reflected in
total revenues or expenses where Covance acts in the capacity of an agent on behalf of the pharmaceutical
company sponsor, passing through these costs without risk or reward to Covance. All other out-of-pocket costs
are included in total revenues and expenses.

Results of Operations

Year Ended December 31, 2007 Compared with Year Ended December 31, 2006. Net revenues increased
15.4%, or 12.8% excluding the impact of foreign exchange rate variances between both periods, to $1.55 billion
for 2007 from $1.34 billion for 2006. Net revenues from Covance’s early development segment grew 22.9%, or
20.0% excluding the impact of foreign exchange rate variances between both periods, on strong broad-based
performance across the segment’s service offerings. Net revenues from Covance’s late-stage development
segment grew 8.7%, or 6.3% excluding the impact of foreign exchange rate variances between both periods.
Strength in clinical development more than offset softness in (1) central laboratory services during the first half
of 2007, caused by delays in enrollment, longer trial durations and a shift in the geographic and therapeutic mix
of studies; (2) cardiac safety services, due to low orders; and (3) commercialization services, due primarily to
fewer new biological service launches.

Cost of revenue increased 15.4% to $1.02 billion or 65.8% of net revenues for the year ended
December 31, 2007 as compared to $882.2 million or 65.8% of net revenues for the corresponding 2006 period.

Overall, selling, general and administrative expenses increased 12.8% to $233.9 million for 2007 from
$207.4 million for 2006. As a percentage of net revenues, selling, general and administrative expenses decreased
40 basis points to 15.1% in 2007 from 15.5% in 2006.

Depreciation and amortization increased 15.3% to $66.2 million or 4.3% of net revenues for 2007
from $57.4 million or 4.3% of net revenues for 2006 primarily as a result of higher levels of capital spending
during 2007.

Income from operations increased 18.3% to $228.6 million or 14.8% of net revenues for 2007 from
$193.2 million or 14.4% of net revenues for the corresponding 2006 period. Income from operations from
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Covance’s early development segment increased $42.3 million or 27.6% to $195.9 million or 25.2% of net
revenues for the year ended December 31, 2007 from $153.6 million or 24.3% of net revenues for the
corresponding 2006 period. The $42.3 million increase over the prior year was driven primarily by strength in
our global toxicology, chemistry and clinical pharmacology services. Income from operations from Covance’s
late-stage development segment increased $4.5 million or 3.6% to $128.1 million or 16.7% of net revenues for
2007 from $123.7 million or 17.5% of net revenues for the corresponding 2006 period. While clinical
development services operating margin expanded over the prior year, revenue softness in central laboratory in
the first half of 2007, cardiac safety and commercialization services, resulted in a decline in Late-Stage
Development operating margin as a percentage of revenue as compared to the prior year. Corporate expense
increased $11.4 million to $95.4 million or 6.2% of net revenues for 2007 from $84.0 million or 6.3% of net
revenues for 2006. Included in Corporate expense is stock-based compensation expense of $21.9 million or
1.4% of net revenues for 2007, as compared to $21.5 million or 1.6% of net revenues for the corresponding
2006 period. The increase in Corporate expenses also reflects an increase in compensation-related expenses and
investments in infrastructure to support higher levels of current and expected future growth.

Other income, net increased $10.4 million to $17.8 million for 2007 from $7.4 million for 2006
primarily as a result of the $6.6 million gain on sale of Covance’s cardiac safety service offering and a
$2.5 million increase in interest income resulting from higher invested cash balances and higher average interest
rates earned on those balances in 2007.

Covance’s effective tax rate for the year ended December 31, 2007 was 29.6% compared to 28.5% for
the corresponding 2006 period. The effective tax rate for 2006 included the impact of a $2.5 million reduction in
income tax reserves resulting from favorable income tax developments arising in the third quarter, which
reduced the effective tax rate in 2006 by 120 basis points.

Covance has a minority equity position (approximately 20% at December 31, 2007) in Bio-Imaging
Technologies, Inc. (“BITI”). BITI uses proprietary medical imaging technologies to process and analyze
medical images, and also provides other services, including the data-basing and regulatory submission of
medical images, quantitative data and text. During the years ended December 31, 2007 and 2006, Covance
recognized income of $0.4 million and $0.02 million, respectively, representing its share of BITI’s results.

Covance has a 47% minority equity position in Noveprim Limited, a supplier of research products.
During the years ended December 31, 2007 and 2006, Covance recognized $2.0 million and $1.6 million,
respectively, representing its share of Noveprim’s earnings, less an elimination of profit on inventory purchased
from Noveprim Limited and still on hand at Covance at December 31, 2007 and 2006.

Net income of $175.9 million for the year ended December 31, 2007 increased $30.9 million or 21.3%
as compared to $145.0 million for the corresponding 2006 period, and includes the $4.1 million after tax gain on
the sale of Covance’s cardiac safety service offering.

Items Affecting Comparability Between 2006 and 2005

Prior to 2006, the Company followed the disclosure-only provisions of SFAS 123, and, accordingly,
accounted for awards under its stock-based compensation plans pursuant to the recognition and measurement
principles of APB 25 and related Interpretations, as permitted by SFAS 123. Under APB 25, compensation
expense was recognized in the financial statements relating to awards of stock. However, no compensation
expense was recorded in the financial statements for stock option grants, as all options have been granted with
an exercise price equal to the market value of the underlying common stock on the date of grant. Additionally,
no compensation expense was recorded in the financial statements for shares purchased by employees under
the Company’s Employee Stock Purchase Plan (pursuant to which employees are able to purchase shares of the
Company’s common stock at a price equal to 85% of the lower of the market value on the first or last day of
each calendar quarter) as that plan was considered to be non-compensatory under APB 25. Covance reflected
 the expense associated with the fair value of stock-based awards in its required pro forma footnote disclosure
under SFAS 123 in its SEC filings.
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Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS 123R
using the modified prospective transition method. SFAS 123R revises SFAS 123, supersedes APB 25 and
amends Statement of Financial Accounting Standards No. 95, Statement of Cash Flows. Under that transition;
method, compensation expense is now recognized in the financial statements on a prospective basis for (a) all
share-based payments granted prior to, but not vested as of January 1, 2006, based upon the grant-date fair|
value estimated in accordance with the original provisions of SFAS 123, and (b) share-based payments granted
on or subsequent to January 1, 2006, based upon the grant-date fair value estimated in accordance with the
provisions of SFAS 123R. The grant-date fair value of awards expected to vest is expensed on a straight-line
basis over the vesting period of the related awards. Under the modified prospective transition method, results
for prior periods have not been restated.

Management believes that it may be useful for investors, in evaluating 2006 financial performance, to
compare to 2005 results that include stock-based compensation computed in accordance with SFAS 123.
Management does not assert that such pro forma numbers are superior to the 2005 “as reported” results;
however, the pro forma numbers may help investors compare results including stock option expense across both
periods.

Although the Company is now using the Lattice-Binomial option pricing formula for valuing stock
options granted beginning in 2006 (whereas previously the Company had used the Black-Scholes-Merton option
pricing formula), management believes that the Lattice-Binomial and the Black-Scholes-Merton option pricing
formulas, with the assumptions used by the Company, result in fair values which are substantially similar in all
material respects. As a result, the Company believes that the 2006 “as reported” amounts under SFAS 123R are
comparable to the 2005 “pro forma” amounts as previously disclosed under SFAS 123.

Year Ended December 31, 2006 Compared with Year Ended December 31, 2005. Net revenues increased
12.3% to $1.34 billion for 2006 from $1.19 billion for 2005. Net revenues from Covance’s early development
segment grew 12.6% on strong performance in our global toxicology, chemistry and clinical pharmacology
services. Net revenues from Covance’s late-stage development segment grew 12.2%, driven by strong
performance in our central laboratory setrvices.

Cost of revenue increased 11.4% to $882.2 million or 65.8% of net revenues for the year ended
December 31, 2006 as compared to $791.7 million or 66.4% of net revenues for the corresponding 2005 period.
Comparisons to the prior year are impacted by the inclusion of $7.0 million in stock-based compensation in cost
of revenue in the 2006 period pursuant to SFAS 123R. These expenses reduced 2006 gross margins by
approximately 50 basis points to 34.2% of net revenues. Had stock-based compensation been included in cost of
revenue for the year ended December 31, 2005 under SFAS 123, cost of revenue would have been $7.8 million
higher and gross margins (excluding depreciation and amortization) would have been approximately 60 basis
points lower or 33.0% of net revenue on a pro forma basis.-

Overall, selling, general and administrative expenses increased 16.3% to $207.4 million for 2006 from
$178.4 million for 2005. As a percentage of net revenues, selling, general and administrative expenses increased
50 basis points to 15.5% for 2006 from 15.0% for 2005. Comparisons to the prior year are impacted by the
inclusion of $8.5 million in stock-based compensation in selling, general and administrative expenses in the 2006
period pursuant to SFAS 123R. These expenses increased selling, general and administrative expenses as a
percentage of revenue by approximately 70 basis points. Had incremental stock-based compensation been
included in selling, general and administrative expenses for the year ended December 31, 2005 under SFAS 123,
selling, general and administrative expenses would have been $9.6 million higher and selling, general and
administrative expenses as a percentage of revenue would have been approximately 80 basis points higher or
15.8% of net revenue on-a pro forma basis.

Depreciation and amortization increased 20.0% to $57.4 million or 4.3% of net revenues for 2006
from $47.8 million or 4.0% of net revenues for 2005 primarily as a result of higher levels of capital spendmg|
over the last fifteen months.
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Income from operations increased 10.4% to $193.2 million or 14.4% of net revenues for 2006 from
$175.1 million or 14.7% of net revenues for the corresponding 2005 period. Comparisons to the prior year are
impacted by the inclusion of $15.5 million in stock-based compensation in operating expenses in the 2006
period pursuant to SFAS 123R. These expenses reduced operating margin by approximately 120 basis points.
Had incremental stock-based compensation been included in operating expenses for the year ended
December 31, 2005 under SFAS 123, operating expenses would have been $17.4 million higher and operating
margins would have been approximately 150 basis points lower or 13.2% of net revenue on a pro forma basis.

Income from operations from Covance’s early development segment increased $13.5 million or 9.6%
to $153.6 million or 24.3% of net revenues for the year ended December 31, 2006 from $140.1 million or 24.9%
of net revenues for the corresponding 2005 period. The $13.5 million increase over the prior year was driven
primarily by strength in our global toxicology and chemistry services, partially offset by softness in our research
products and dilution resulting from the 2006 acquisition of Radiant Research Inc. (“Radiant”). The dilutive
impact on 2006 operating margins from Radiant was 100 basis points. Income from operations from Covance’s
late-stage development segment increased $19.0 million or 18.1% to $123.7 million for the year ended
December 31, 2006 from $104.7 million for the corresponding 2005 period. Income from operations as a
percentage of net revenues increased to 17.5% for the year ended December 31, 2006 from 16.6% for the
corresponding 2005 period, driven by strength in our central laboratory services. Corporate expense increased
$14.3 million to $84.0 million or 6.3% of net revenues for 2006 from $69.7 million or 5.8% of net revenues for
2005. Comparisons to the prior year are impacted by the inclusion of $15.5 million or 1.2% of net revenues in
stock-based compensation in corporate expenses in the 2006 period pursuant to SFAS 123R. Had incremental
stock-based compensation been included in corporate expenses for the year ended December 31, 2005 under
SFAS 123, corporate expenses would have been $17.4 million higher, totaling $87.1 million or 7.3% of net
revenue on a pro forma basis. The reduction from $87.1 million in 2005 to $84.0 million in 2006 is primarily due
to lower stock-based and incentive compensation and professional fees in the year ended December 31, 2006.

Other income, net increased $4.8 million to $7.4 million for 2006 from $2.6 million for 2005 primarily
as a result of a $3.9 million increase in net interest income resulting from higher invested cash balances and
higher average interest rates earned on those balances in 2006.

Covance’s effective tax rate for the year ended December 31, 2006 was 28.5% compared to 33.1% for
the corresponding 2005 period. The effective tax rate for 2006 includes the impact of a $2.5 million reduction in
income tax reserves resulting from favorable income tax developments arising in the third quarter. The 2006
effective rate also reflects increases to the tax reserves recorded during the fourth quarter of 2006 for new
exposures which arose and interest on matters still outstanding totaling $2.2 million, which was offset by a
reduction in income taxes payable recorded during the fourth quarter of 2006 resulting from tax return to
financial statement accrual adjustments made to reflect actual amounts due upon the filing of tax returns in
2006. The effective tax rate for 2005 includes the impact of a $4.4 million income tax charge associated with the
repatriation of $103 million of accumulated foreign earnings during the fourth quarter under the American
Jobs Creation Act. The impact of the 2006 tax gain and 2005 tax charge on Covance’s effective tax rate was a
120 basis point reduction in 2006 and a 250 basis point increase in 2005. Other factors impacting the effective
tax rate from 2005 to 2006 include a shift in the mix of our pre-tax earnings across various tax jurisdictions,
increased research and development tax credits in the United Kingdom and other initiatives.

Covance has a minority equity position (approximately 21% at December 31, 2006) in Bio-Imaging
Technologies, Inc. (“BITI”). BITI uses proprietary medical imaging technologies to process and analyze
medical images, and also provides other services, including the data-basing and regulatory submission of
medical images, quantitative data and text. During the years ended December 31, 2006 and 2005, Covance
recognized income of $0.02 million and a loss of $0.5 million, respectively, representing its share of BITI's
results.

Covance has a 47% minority equity position in Noveprim Limited, a supplier of research products.
During the years ended December 31, 2006 and 2005, Covance recognized $1.6 million and $1.3 million,
respectively, representing its share of Noveprim’s earnings, less an elimination of profit on inventory purchased
from Noveprim Limited and still on hand at Covance at December 31, 2006 and 2005.
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Net income of $145.0 million for the year ended December 31, 2006 increased $25.4 million or 21.2%
as compared to $119.6 million for the corresponding 2005 period. Comparisons to the prior year are impacted
by the inclusion of $10.6 million, net of tax, in stock-based compensation in the 2006 period pursuant to
SFAS 123R, the tax gain of $2.5 million in 2006 and the tax charge of $4.4 million in 2005. Had incremental
stock-based compensation been included in net income for the year ended December 31, 2005 under SFAS 123,
and had net income in both periods excluded the tax gain/(charge), on a proforma basis, net income for the year
ended December 31, 2006 would have increased $30.4 million, or 27.1%, as compared to net income for the
year ended December 31, 2005.

Quarterly Results

Covance’s quarterly operating results are subject to variation, and are expected to continue to be
subject to variation, as a result of factors such as (1} delays in initiating or completing significant drug
development trials, (2) termination or reduction in size of drug development trials, (3) acquisitions and
divestitures, (4) changes in the mix of our services, and (5) exchange rate fluctuations. Delays and terminations
of trials are often the result of actions taken by Covance’s customers or regulatory authorities and are not
typically controllable by Covance. Since a large amount of Covance’s operating costs are relatively fixed while
revenue is subject to fluctuation, moderate variations in the commencement, progress or completion of drug
development trials may cause significant variations in quarterly results.

The following table presents unaudited quarterly operating results of Covance for each of the eight
most recent fiscal quarters during the period ended December 31, 2007. In the opinion of Covance, the
information in the table below has been prepared on the same basis as the audited consolidated financial
statements included elsewhere in this Annual Report and reflects all adjustments (consisting only of normal
recurring adjustments) necessary for a fair presentation of results of operations for those periods. This
quarterly financial data should be read in conjunction with the audited consolidated financial statements
included elsewhere in this Annual Report. Operating results for any quarter are not necessarily indicative of the
results that may be reported in any future period.

Quarter Ended
Dec. 31, Sept. 30, June 30, Mar. 31, Dec. 31, Sept. 30, June 30, Mar. 31,

2007 2007 2007 2007 2006 2006 2006 2006
{Dollars in thousands, except per share data})

NEetTeVENUES . ..o v vve v v v e vn s $410,966 $395,989 $381,145 §358,319 $342,976 $341478 §335240 $320,509
Reimbursable out-of-pockets . . ... ... 24,736 18,712 23,029 18,620 16,111 14,681 21,934 13,129
Total revenues . .. ............. 435,702 414701 404,174 376,939 359,087 356,159 357,174 333,638

Costs and expenses: .
Costofrevenue . . ............. 273,874 258355 251,078 234,379 222,145 223,662 222,723 213,660
Reimbursed out-of-pocket expenses . 24,736 18,712 23,029 18,620 16,111 14,681 21,934 13,129
Selling, general and administrative . . 58,918 61,089 58,092 55,791 53,594 54,196 51,312 48,286
Depreciation and amortization . . . . . 17,182 16,447 16,457 16,111 15,920 14,584 14,165 12,719
Total . .. .00 374,710 354,603 348,656 324901 307,770 307,23 310,134 287,794
Income from operations .~ ... ...... ‘ 60,992 60,098 55,518 52,038 51,317 49,036 47,040 45,844
Other income, net . . .. ........... (10,757)®  (2,382) (2,096) (2,331) (2,136) {(1,788) (1,877) (1,551)
Income before taxes . ............ 71,749 62,680 57,614 54,369 53,453 50,824 48,917 47,395
Taxesonincome . ............... 21,608@ 18,469 16,816 16,041 15,790 12,726® 14,407 14,256
Equity investee earnings . . . ... ..... 768 403 714 566 650 178 510 250
Netincome ................... $ 50,909 § 44614 § 41512 $ 38,894 $ 38313 § 38276™ § 35020 §$ 33,389
Basic earnings per share . . ... ... ... $ 08 $ 070 $ 065 § 061 $ 060 $ 060 $ 055 § 0353
Diluted earnings per share . ........ $ 078®3% 069 $ 064 $ 060 $ 059 $ 059®§ 054 § 052

(a) Amounts include a $6,590 gain ($4,152 or $0.06/diluted share, net of tax totaling $2,438) from the sale of Covance’s cardiac safety service
offering.
{b) Amounts include a reduction in income tax reserves resulting from favorable income tax developments totaling $2,467 (or 30.04/diluted share).
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Liquidity and Capital Resources

Covance has a centralized cash management function. In the United States, cash received from
operations is swept daily to a centrally managed concentration account, while cash disbursements for operations
are funded as needed from the concentration account. Outside of the United States, cash balances are generally
pooled by currency in order to facilitate cash management and improve investment returns. As in the United
States, cash balances are generally maintained in the functional currency of the operating unit.

Cash and cash equivalents at December 31, 2007 and 2006 were $319.5 million and $219.8 million,
respectively. Amounts are principally invested in short-term money market funds. Covance’s expected primary
cash needs on both a short and long-term basis are for capital expenditures, expansion of services, possible
future acquisitions, geographic expansion, working capital and other general corporate purposes, including
possible share repurchases. Covance’s $75.0 million revolving credit facility (the “Credit Facility”) expires in
June 2009 and may be expanded to $125.0 million at Covance’s election. Covance believes that cash on hand
plus cash from operations will provide sufficient liquidity for the foreseeable future. At December 31, 2007,
there were no outstanding borrowings and $1.1 million of outstanding letters of credit under the Credit Facility.
Interest on all outstanding borrowings under the Credit Facility is based upon the London Interbank Offered
Rate (“LIBOR”) plus a 75 basis point margin. Costs associated with the Credit Facility consisted primarily of
bank fees totaling $0.4 million which are being amortized over the five year facility term. The Credit Facility
contains various financial and other covenants. At December 31, 2007, Covance was in compliance with the
terms of the Credit Facility. The Credit Facility is collateralized by guarantees of certain of Covance’s domestic
subsidiaries and a pledge of 65 percent of the capital stock of certain of Covance’s foreign subsidiaries. A
commitment fee of 15 basis points on the undrawn balance of the Credit Facility is payable in arrears on the
first day of each July, October, January and April, and totaled approximately $0.1 million during each of the
years ended December 31, 2007 and 2006.

During the year ended December 31, 2007, Covance’s operations provided net cash of $293.5 million,
an increase of $39.4 million from the corresponding 2006 period. The change in net operating assets provided
$40.2 million in cash during 2007, primarily due to an-increase in accrued liabilities and unearned revenue,
partially offset by an increase in accounts receivable, inventory and prepaids and other current assets, and a
decrease in accounts payable, while this net change provided $22.4 million in cash in 2006, primarily due to an
increase in accrued liabilities, unearned revenue and accounts payable, partially offset by an increase in
prepaids and other current assets. Covance’s ratio of current asséts to current liabilities was 2.15 at
December 31, 2007 and 2.21 at December 31, 2006.

Investing activities for the year ended December 31, 2007 used $165.5 million versus $211.7 million for
the corresponding 2006 period. Capital spending for 2007 totaled $201.0 million, and was primarily for the
expansion of our preclinical facilities in North America and Europe, outfitting of new facilities, upgrade of
existing equipment, purchase of new equipment, hardware and software. Capital spending for the
corresponding 2006 period totaled $136.8 million, and was primarily for the expansion of our preclinical
facilities in North America and Europe, outfitting of new facilities, upgrade of existing equipment, purchase of
new cquipment, hardware and software for newly hired employees.

Investing activities for 2007 included the initial proceeds from the sale of Covance’s cardiac safety
service offering totaling $35.2 million. On November 28, 2007, Covance sold its centralized ECG business
(“Cardiac Safety Services”), part of Covance’s Late Stage Development segment, to eResearchTechnology Inc.
(“eRT”). Covance recognized a pre-tax gain of $6.6 million ($4.1 million after tax) from this transaction.
Covance and eRT also entered into a ten year marketing agreement under which Covance will continue to offer
its clients cardiac safety services. Covance may receive up to an additional $14 million in future contingent
consideration relating to transferred backlog and revenues generated by eRT from new contracts secured under
the first three years of the marketing agreement. In addition, Covance expects to receive referral fees during
the term of the long-term marketing agreement.
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Investing activities for 2006 included cash payments totaling $75.7 million for the acquisitions of
Radiant and Signet. In 2006, Covance acquired the stock of Radiant in a merger transaction for cash payments
aggregating approximately $66.6 million (including direct acquisition costs of $0.5 million). Radiant’s early
development clinical sites perform Phase 1/I1a clinical trial services. Results of operations for Radiant, which
are now part of Covance’s Early Development segment, and the fair value of Radiant’s assets and liabilities
acquired, are included in Covance’s consolidated financial statements beginning June 1, 2006. The fair value of
Radiant’s net assets was $9.2 million. Intangible assets acquired were valued at $6.8 million. The remaining
purchase price of $50.6 million represents goodwill.

In 2006, Covance also acquired certain assets and liabilities of Signet for cash payments totaling
$9.1 million (including direct acquisition costs of $0.2 million). Signet specializes in the development of
monoclonal antibodies and diagnostic assays for cancer, infectious diseases and neurodegenerative diseases.
Results of operations for Signet, which are now part of Covance’s Early Development segment, and the fair
value of Signet’s assets and liabilities acquired, are included in Covance’s consolidated financial statements
beginning June 1, 2006. The fair value of Signet’s net assets was $0.4 million. Intangible assets acquired were
valued at $0.9 million. The remaining purchase price of $7.9 million represents goodwill.

Financing activities for the year ended December 31, 2007 used $32.9 million and were comprised of
the purchase into treasury of 977,000 shares of common stock in connection with a 3.0 million share buyback
program authorized by Covance’s Board of Directors in February 2007, and the purchase into treasury of 85,699
shares in connection with employee benefit plans, for an aggregate cost of $66.4 million, partially offset by the
proceeds from the exercise of stock options of $22.2 million, excess tax benefits realized on the exercise of stock
options of $6.0 million and employee contributions to Covance’s employee stock purchase plan of $5.2 million.
Financing activities for the year ended December 31, 2006 provided $11.9 million and were primarily comprised
of proceeds from the exercise of stock options of $28.4 million, excess tax benefits realized on the exercise of
stock options of $7.3 million and employee contributions to Covance’s employee stock purchase plan of
$4.2 million, partially offset by the purchase into treasury of 414,100 shares of common stock in connection with
a 3.0 million share buyback program authorized by Covance’s Board of Directors in June 2004, and the
purchase into treasury of 68,829 shares in connection with employee benefit plans, for an aggregate cost of
$28.0 million. At December 31, 2007, there are approximately 2.3 million shares remaining for repurchase
under the Board authorized buyback program.

The effect of exchange rate changes on cash for the year ended December 31, 2007 was an increase of
$4.6 million versus an increase of $4.7 million for the prior year. Covance’s cash balances increased by
$99.7 million during 2007.

As discussed in Note 11 to the audited consolidated financial statements included elsewhere in this
Annual Report, and as set forth in the table below, Covance is obligated under non-cancelable operating leases,
primarily for its offices and laboratory facilities. Covance is also obligated under outsourcing agreements
related to certain aspects of its information technology and human resources support functions and purchase
commitments related to the completion of ongoing facility expansions, both of which are reflected under the
caption purchase obligations in the table below. Actual amounts paid under these outsourcing agreements
could be higher or lower than the amounts shown below as a result of changes in volume and other variables. In
addition, early termination of these outsourcing agreements by Covance could result in the payment of
termination fees which are not reflected in the table below.

Payments due by period

Contractual Obligations™ Total <1 Year 1-3 Years  3-5 Years > 5 Years
(Dollars in thousands)

Operating Leases .. .........iiiuiinneiinaneann- $145536 § 24,520 $39,561 526,685 $54,770
Purchase Obligations . .. ... ... ... . . i 131,505 80,476 39,991 8,114 2,924
Total . .. . e e e e e e e $277,041 $104,996 $79,552 $34,799 $57,694

{a) Excludes $8.9 million, including $1.3 million in interest, related to accruals under FIN 48, of which $2.6 million may become due in less than
one year, and the remainder of which, the period of cash settlement cannot be reasonably estimated.

30




Off-Balance Sheet Arrangements

At December 31, 2007 and 2006, Covance was not a party to any off-balance sheet arrangements as
defined by Regulation S-K Item 303(a)(4)(i), promulgated under the Exchange Act.

Inflation

While most of Covance’s net revenues are earned under contracts, the long-term contracts (those in
excess of one year) generally include an inflation or cost of living adjustment for the portion of the services to
be performed beyond one year from the contract date. As a result, Covance believes that the effects of inflation
generally do not have a material effect on its operations or financial condition.

Recently Issued Accounting Standards

In September 2006, the Financial Accounting Standards Board (the “FASB”) issued Statement of
Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R), (“SFAS 158”). As of
December 31, 2006, Covance has.adopted the recognition and disclosure provisions of SFAS 158, which require
an employer to recognize the over funded or under funded status of its defined benefit postretirement plans—
measured as the difference between the fair value of plan assets and the projected benefit obligation—as an
asset or liability, respectively, in its balance sheet and to recognize changes in the funded status of the plan in
the year in which such changes occur through other comprehensive income. The adoption of SFAS 158 did not
have an impact on our consolidated results of operations. SFAS 158 also requires, effective for fiscal years
ending after December 15, 2008, that the measurement of the over funded or under funded status of a plan be
made as of the employer’s fiscal year end and not as of an earlier measurement date. Covance will be required
to conform the measurement dates of its plans to December 31¢ for its fiscal year ending December 31, 2008.
Covance does not expect this change in measurement dates to have a material impact on its consolidated results
of operations or financial position.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, (“SFAS 1577).
SFAS 157, which applies whenever other standards require (or permit) fair value measurement, defines fair
value and provides guidance for using fair value to measure assets and liabilitics. SFAS 157 also requires
expanded disclosures about the extent to which companies measure assets and liabilities at fair value, the
information used in those measurements and the effect of fair value measurements on earnings. Covance will
be required to adopt SFAS 157, which is effective for fiscal years beginning after November 15, 2007, no later
than the quarter beginning January 1, 2008. Covance does not expect the adoption of SFAS 157 to have a
material impact on its consolidated results of operations or financial position.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations
(“SFAS 141R”) which replaces SFAS No. 141, Business Combinations. The scope of SFAS 141R is broader than
that of SFAS No. 141, which applied only to business combinations in which control was obtained by
transferring consideration. SFAS 141R revises accounting and reporting standards for business combinations
and applies to all transactions or other events in which an entity obtains control of one or more businesses by
transferring consideration as well as combinations achieved without the transfer of consideration. By applying
the same method of accounting—the acquisition method—to all transactions and other events in which one
entity obtains control over one or more other businesses, this statement is intended to improve the
comparability of the information about business combinations provided in financial reports. SFAS 141R applies
prospectively to business combinations with an acquisition date on or after the beginning of the first annual
reporting period beginning on or after December 15, 2008. Covance is currently in the process of evaluating
SFAS 141R, and has not yet determined the impact, if any, that accounting for future business combinations
under SFAS 141R, effective January 1, 2009, will have on its consolidated results of operations or financial
position.
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In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements—an amendment of ARB No. 51 (“SFAS 160”). SFAS 160 amends ARB No. 51 to establish
accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation
of a subsidiary. Covance will be required to adopt SFAS 160, which is effective for fiscal years, and interim
periods within those fiscal years, beginning on or after December 15, 2008, in the quarter beginning January 1,
2009. Covance is currently in the process of evaluating SFAS 160, and has not yet determined the impact, if any,
SFAS 160 will have on its consolidated results of operations or financial position.

Forward Looking Statements. Statements in this Management’s Discussion and Analysis of Financial Condition and
Results of Operations, as well as in certain other parts of this Annual Report on Form 10-K that look forward in time,
are forward looking statements made pursuant to the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995. Forward looking statements include statements concemning plans, objectives, goals, strategies,
future events or performance, expectations, predictions, and assumptions and other statements which are other than
statements of historical facts. All such forward looking statements are based on the current expectations of
management and are subject to, and are qualified by, risks and uncertainties that could cause actual results to differ
materially from those expressed or implied by those statements. These risks and uncertainties include, without
limitation, competitive factors, outsourcing trends in the pharmaceutical industry, levels of industry research and
development spending, the Company’s ability to continue to attract and retain qualified personnel, the fixed price
nature of contracts or the loss of large contracts, risks associated with acquisitions and investments, the Conmpany's
ability to increase order volume, the pace of translation of orders into revenue in late-stage development services, and
other factors described in Covance’s filings with the Securities ana’ Exchange Commission, including, without
limitation, this Annual Report on Form 10-K. :

+

Item 7a. Quantitative and Qualitative Disclosures About Market Risk

For the year ended December 31, 2007, approximately 38% of our net revenues were derived from our
operations outside the United States. We do not engage in derivative or hedging activities related to our
potential foreign exchange exposures. See “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Foreign Currency” for a more detailed discussion of our foreign currency risks and
exposures.
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Item 8. Financial Statements and Supplementary Data
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Management’s Report on Consolidated Financial Statements and Internal Control

The management of Covance Inc. (“Covance”) has prepared, and is responsible for, Covance’s
consolidated financial statements and related footnotes. These consolidated financial statements have been
prepared in conformity with U.S. generally accepted accounting principles.

Covance’s management is responsible for establishing and maintaining effective internal control over
financial reporting and for assessing the effectiveness of internal control over financial reporting. The purpose
of this system of internal accounting controls over financial reporting is to provide reasonable assurance that
assets are safeguarded, that transactions are executed in accordance with management’s authorization and are
properly recorded, and that accounting records may be relied upon for the preparation of accurate and
complete consolidated financial statements. The design, monitoring and revision of internal accounting control
systems involve, among other things, management’s judgment with respect to the relative cost and expected
benefits of specific control measures. Covance also maintains an internal audit function that evaluates and
reports on the adequacy and effectiveness of internal controls, policies and procedures.

Covance’s management concluded that its internal control over financial reporting as of December 31,
2007 was effective and adequate to accomplish the objectives described above. Management’s assessment was
based upon the criteria in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Covance’s consolidated financial statements and the effectiveness
of control over financial reporting have been audited by an independent registered public accounting firm,
Ernst & Young LLP, as stated in their reports which are included elsewhere herein.

/s{ Joseph L. Herring /s/ William E. Klitgaard

Joseph L. Herring William E. Klitgaard

Chairman of the Board and Corporate Senior Vice President and
Chief Executive Officer Chief Financial Officer

(Principa! Executive Officer) (Principal Financial Officer)
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Covance Inc.

We have audited Covance Inc.’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (the COSO criteria). Covance Inc.’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 included in the accompanying report on consolidated
financial statements and internal control. Our responsibility is'to express an opinion on the company’s internal
control over financial reporting based on our audit.

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

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

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

In our opinion, Covance Inc. maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of Covance Inc. and subsidiaries as of December 31,

2007 and 2006, and the related consolidated statements of income, sharcholders’ equity, and cash flows for each
of the three years in the period ended December 31, 2007 and our report dated February 21, 2008 expressed an

unqualified opinion thereon.
é/wd ¥ MLL?

MetroPark, New Jersey
February 21, 2008
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
" Covance Inc.

We have audited the accompanying consolidated balance sheets of Covance Inc. and subsidiaries as of
December 31, 2007 and 2006, and the related consolidated statements of income, shareholders’ equity, and cash
flows for each of the three years in the period ended December 31, 2007. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Covance Inc. and subsidiaries at December 31, 2007 and 2006, and the
consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 2 to the consolidated financial statements, in 2006 the Company adopted SFAS
No. 123(R), “Share-Based Payments” applying the modified prospective method at the beginning of fiscal year
2006. Also, as discussed in Note 2 to the consolidated financial statements, the Company adopted SFAS
No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment
of FASB Statements No. 87, 88, 106 and 132(R)” at the end of fiscal year 2006, and FIN 48, “Accounting for
Uncertainty in Income Taxes—an Interpretation of FASB Statement No. 1097, as of January 1, 2007.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of Covance Inc.’s internal control over financial reporting as of

December 31, 2007, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission, and our report dated February 21, 2008

expressed an unqualified opinion thereon.
érvmﬂt ¥ LLP

MetroPark, New Jersey
February 21, 2008
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COVANCE INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
.DECEMBER 31, 2007 AND 2006

{Dollars in thousands) 2007 2006
Assets
Current Assets:
Cash and cash equivalents . ........ ..., $ 319,485 $ 219,810
Accounts receivable . . .. 217,657 205,473
Unbilled Services . ..o oo it e e e e e 88,835 89,139
L) 1140 ) 54,788 49,628
Deferred INCome 1aKes . .« oo it it it e e st et e ettt e e 7,825 4,320
Prepaid expenses and other current assets . ............ ... .., 81,467 71,196
Total Current ASSelS . . .o o e e 770,057 639,566
Property and equipment, net . ... ... . i e 646,040 500,057
Goodwill, ML, . . o o e 105,486 119,725
Other aS8eLS . ..o e e e 38,602 38,330
Total ASSELS . . o vttt e e $1,560,185 $1,297,678
Liabilities and Stockholders’ Equity
Current Liabilities: :
ACCOUNES Payable . . ..ottt e e e $ 32252 § 35479
Accrued payroll and benefits . ...... ... ... .. o i 95,313 76,657
Accrued expenses and other current liabilities . .. ..... ... .. ... ... .. .. ... 66,838 50,855
Unearned revene . ... ... .. i e e e e 144,870 109,559
Income taxes payable . . ... ... ... 18,887 17,154
Total Current Liabilities ... ...... ... ... . i, 358,160 289,704
Deferred income taxes. . ............... e 32,562 31,052
Other Habilities . ...t e e e e e e e e 59,275 53,627
Total Liabilities. . . ... e e 449 997 374,383
Commitments and Contingencies
Stockholders’ Equity:
Preferred stock—Par value $1.00 per share; 10,000,000 shares authorized; no
shares issued and outstanding at December 31, 2007 and 2006...........,. — -
Common stock—Par value $0.01 per share; 140,000,000 shares authorized;
74,590,229 and 73,427,001 shares issued and outstanding, including those held
in treasury, at December 31, 2007 and 2006, respectively .. ............... 746 734
Paid-in capital .. ... .. e 492 373 426,806
Retained earnings . ......... . ittt e 933,106 757,809
Accumulated other comprehensive income. ... ... .. oL, 24,154 11,781
Treasury stock at cost (10,548,248 and 9,485,549 shares at December 31, 2007
and 2006, respectively) . . ... ... L (340,191)  (273,335)
Total Stockholders” Equity ... ... .. .o e 1,110,188 023,295
Total Liabilities and Stockholders’ Equity . . ........... ... ... .. ........ $1,560,185 $1,297,678

The accompanying notes are an integral part of these consolidated financial statements.
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COVANCE INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006 AND 2005

(Dollars in thousands, except per share data) 2007 2006 2005
NEL TEVEIUES .« - v v e v e et et ettt ettt e e ey $ 1,546,419 § 1,340,203 §$ 1,192,950
Reimbursable out-of-pockets ... ... ... . i 85,097 65,855 57,504
TOtAl TEVEIMUEGS « « « v v v vt e et e ien et it e 1,631,516 1,406,058 1,250,454
Costs and expenses:
Cost of revenue (excluding depreciation and amortization) . . . . . 1,017,686 882,190 791,654
Reimbursed out-of-pocket expenses . ........ ... 85,097 65,855 57,504
Selling, general and administrative (excluding depreciation and '
AMOTHZATIONY . . o« it eie i e e 233,890 207,388 178,368
Depreciation and amortization ............ ... .. ... 66,197 57,388 47,821
Total costs and EXPENSES . .. ...uivervrer e 1,402,870 1,212,821 1,075,347
Income from operations . . ...... ... 228.646 193,237 175,107
Other (income) expense, net:
INEETESt INCOMIE . . o v vt ot e et e e e ens (10,269) (7,809) (3,969
INEETESt EXPENSE . . oottt e 468 245 332
Foreign exchange transaction (gain) loss, net . .............. (1,375) 212 1,073
Gain on sale of business . . ......... ... i (6,590) — —
Otherincome, net . . ... ... it (17,766) (7,352) (2,564
Income before taxes and equity investee earnings. . ............ 246,412 200,589 177,671
TAXES O IMCOIMIE « + v o v e e e v aa s e o ean e e anaa e neennn 72,934 57,179 58,786
Equity investee earnings . . . ........ vt 2,451 1,588 734
NEL INCOME . + o e v e e e e e e et e e e et ettt e $ 175929 § 144998 $§ 119,619
Basic earnings per share . .. ... ..o oviii i $ 276 % 228 % 1.91
Weighted average shares outstanding—basic. . ................ 63,747,732 63,585,722 62,602,454
Diluted earnings pershare . ... ... i $ 271 % 224 % 1.88
Weighted average shares outstanding—diluted .. .............. 64,820,406 64,782,212 63,773,188

)

The accompanying notes are an integral part of these consolidated financial statements.
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COVANCE INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006 AND 2005

(Dollars in thousands) 2007 2006 2005
Cash flows from operating activities:
NELINCOME . ..ottt ettt et $ 175,929 § 144998 § 119,619
Adjustments to reconcile net income to net cash provided by operating

activities:

Depreciation and amortization . . ... ... ... . ... . . 66,197 57,388 47821

Non-cash compensation expense associated with employee benefit and

stock compensation plans .. ....... ... . i e e 26,508 30,397 16,595

Deferred income tax (benefit) provision. ....................... (4,903) 561 5,421

Gainonsale of business .......... ... ... .. . . i, (6,590) — —_

(Gain) loss on sale of property and equipment .................. (1,346) 11 654

Equity investee earnings. ... ...... oot (2,451) (1,588) (734)
Changes in operating assets and liabilities, net of businesses acquired

and sold:

Accountsreceivable . ...... ... L L L i (16,847) 6,332 (24,569)

Unbilled services .. ...ttt 304 (842)  (25,077)

Inventory . ... ... ... ... L e (5,336) (8,921) 763

Accounts payable . ... ... . e (2,836) 8,380 2,114

Accrued liabilities. . . .. ... e e 37,153 12,547 9,082

Unearned Tevenue . ... .o ittt e e e et e 35,392 10,544 9,662

Income taxes payable . .. ... ... . . e 9,310 6,754 23,384

Other assets and liabilities, net. ... ........ ... ... ... ... ...... (16,954)  (12,392) (2,686)
Net cash provided by operating activities . . .. ......... ... ... ...... 293,530 254,169 182,049
Cash flows from investing activities:

Capital expenditures. ... ... ... ... . ... . ... . (201,037)  (136,800) (153,138)

Proceeds from sale of business . .. . ... ... ... . .. . .. 35,200 — —

Acquisition of businesses ... .......... ... i e —_ (75,668) (7,110)

Other, net . ... .. e e 322 806 158
Net cash used in investing activities . ... ....... ... ... .. coina... (165,515 (211,662) (160,090)
Cash flows from financing activities:

Stock issued under employee stock purchase and option plans. ... ... 33,423 39,905 32417

Purchase of treasury stock .. ... .. ... .. ... ... . . ... (66,356)  (28,032)  (58,194)
Net cash (used in) provided by financing activities . ................ (32,933) 11,873 (25,777)
Effect of exchange rate changesoncash . ...... ... ... ... ......... 4,593 4,713 (13,177)
Net change in cash and cash equivalents ... ...................... 99,675 59,093 (16,995)
Cash and cash equivalents, beginning of year ..................... 219,810 160,717 177,712
Cash and cash equivalents, end of year .......................... $ 319,485 §$ 219810 $ 160,717

The accompanying notes are an integral part of these consolidated financial statements.
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{Dollars in thousands)

Balance, December 31, 2004 ... ...

Comprehensive income:
Netincome.................

Currency translation adjustment . . . .

Total comprehensive income . . .

Shares issued under various employee

benefit and stock compensation plans .

Stock option exercises . .. ........
Tax benefit from stock issued. .. ...
Treasury stock, at cost . .. ... .....

Balance, December 31, 2005 . ... ..

Comprehensive income:

Netincome..................
Currency translation adjustment . . . .

Total comprehensive income . . . .

Adjustment from initially applying

SFAS 158, netoftax ...........

Shares issued under various employee

benefit and stock compensation plans .
Stock option exercises . . ..........
Tax benefit from stock issued. . ... ..
Treasury stock, at cost . . ... .......

Balance, December 31, 2006 .. ... ..
Adjustment from adoption of FIN 48 . .

Comprehensive income:

Netincome..................
Currency translation adjustment . . . .

Defined benefit pension plans, net:

Actuarial gain . ........... ..
Prior setvice credit . . .........

Total comprehensive income . . . .

Shares issued under various employee

benefit and stock compensation plans .
Stock option exercises . ... ... ... ..
Tax benefit from stock issued. ... ...
Treasury stock, atcost. ...........

Balance, December 31, 2007 . ... ...

COVANCE INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006 AND 2005

Accumulated

Other Total
Common  Paid-in Retained Comprehensive Comprehensive Treasury Stockholders’
Stock Capital Earnings Income {Loss) Income Stock Equity
.. $700 $289,952 $493,192 § 41,451 $(187,609) $ 637,686
.. — — 119,619 — $119,619 —_ 119,619
— — —  (28,084) . (28,084) —  (28,084)
. — — — — $ 91,535 — —
4 20,179 — — — 20,183
.. 14 28,815 — — — 28,829
. — 11,732 —_ — — 11,732
R — — — — (58,194)  (58,194)
.. 718 350,678 612811 13,367 (245,803) 731,771
. — — 144,998 — $144,998 — 144,998
—_ —_ — 21,803 21,803 — 21,803
. — — — — $166,801 — —
— — —  (23,389) —  (23,389)
6 34,594 — — — 34,600
. 10 28,347 — — — 28,357
. — 13,187 — — — 13,187
R — — — .(28,032)  (28,032)
. 734 426,806 757,809 11,781 (273,835) 923,295
— — (632) — — (632)
. — — 175,929 — $175,929 — 175,929
— — — 10,158 10,158 — 10,158
. 1,119 1,119 1,119
. — — — 1,096 1,096 — 1,096
. — — — — $188,302 — —
5 31,909 — — — 31,914
. 7 22,239 — — — 22,246
. — 11,419 — — — 11,419
R — — — (66,356)  (66,356)
. $746 $492373 $933,106 § 24,154 $(340,191) $1,110,188

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

40




COVANCE INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2007, 2006 AND 2005
{Dollars in thousands, unless otherwise indicated)

1. Organization

Covance Inc. and its subsidiaries (“Covance” or the “Company”) is a leading drug development
services company providing a wide range of early-stage and late-stage product development services on a
worldwide basis primarily to the pharmaceutical, biotechnology and medical device industries. Covance also
provides services such as laboratory testing to the chemical, agrochemical and food industries. Covance’s
operations constitute two segments for financial reporting purposes. The first segment, early development
services, includes preclinical and clinical pharmacology service offerings. The second segment, late-stage
development services, includes central laboratory, clinical development, periapproval and market access
services. Operations are principally focused in the United States and Europe.

2. Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include the accounts of all entities controlled by Covance. All
significant intercompany accounts and transactions are eliminated. The equity method of accounting is used for
investments in affiliates in which Covance owns between 20 and 50 percent and does not have the ability to
exercise control. See Note 5. -

Use of Estimates

These consolidated financial statements have been prepared in conformity with U.S. generally
accepted accounting principles (“GAAP”), which requires management to make estimates and assumptions
about future events that affect the amounts reported in the financial statements and the accompanying notes.
Actual results could differ from these estimates.

Foreign Currencies

For subsidiaries outside of the United States that operate in a local currency environment, income and
expense items are translated to United States dollars at the monthly average rates of exchange prevailing during
the year, assets and liabilities are translated at year-end exchange rates and equity accounts are translated at
historical exchange rates. Translation adjustments are accumulated in a separate component of stockholders’
equity in the Consolidated Balance Sheets and are included in the determination of comprehensive income in
the Consolidated Statements of Stockholders’ Equity. Transaction gains and losses are included in the
determination of net income in the Consolidated Statements of Income.

Cash and Cash Equivalents

Cash and cash equivalents include all highly liquid investments with an original maturity of three
months or less at date of purchase and consist principally of amounts invested in money market funds.

Financial Instruments

The fair value of cash and cash equivalents, accounts receivable, accounts payable and accrued
expenses approximate their carrying amounts as reported at December 31, 2007 and 2006.
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COVANCE INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2007, 2006 AND 2005
(Dollars in thousands, unless otherwise indicated)

2. Summary of Significant Accounting Policies (Continued)

Accounts receivable and unbilled services represent amounts due from Covance customers who are
concentrated primarily in the pharmaceutical and biotechnology industries. Covance endeavors to monitor the
creditworthiness of its customers to which it grants credit terms in the ordinary course of business. Although
Covance customers are concentrated primarily within these two industries, management considers the
likelihood of material credit risk as remote: In addition, in some cases Covance requires advance payment for a
portion of the contract price from its customers upon the signing of a contract for services. These amounts are
deferred and recognized as revenue as services are performed. Historically, bad debts have been immaterial.

Inventory

Inventories, which consist principally of finished goods and supplies, are valued at the lower of cost
(first-in, first-out method) or market.

Prepaid Expenses and Other Current Assets

In connection with the management of multi-site clinical trials, Covance pays on behalf of its
customers fees to investigators, volunteers and other out-of-pocket costs (such as travel, printing, meetings,
couriers, etc.), for which we are reimbursed at cost, without mark-up or profit. Amounts receivable from
customers in connection with billed and unbilled investigator fees, volunteer payments and other out-of-pocket
pass-through costs are included in prepaid expenses and other current assets in the accompanying Consolidated
Balance Sheets and totaled $47.4 million and $37.7 million at December 31, 2007 and 2006, respectively. See
Note 2 “Reimbursable Out-of-Pocket Expenses”.

Property and Equipment

Property and equipment are recorded at cost. Depreciation and amortization are provided on the
straight-line method at rates adequate to allocate the cost of the applicable assets over their estimated useful
lives, which generally range from ten to forty years for buildings and improvements, three to ten years for
equipment, furniture and fixtures and three to five years for computer hardware and software, except for
certain large enterprise-wide software applications which are depreciated over ecight years. Leasehold
improvements are capitalized and amortized on a straight-line basis over the shorter of the estimated useful life
of the improvement or the associated remaining lease term. The cost of computer software developed or
obtained for internal use is accounted for in accordance with the Accounting Standards Executive Committee’s
Statement of Position 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal
Use. Repairs and maintenance are expensed as incurred.

Goodwill and Other Intangible Assets and Impairment

Goodwill represents costs in excess of the fair value of net tangible and identifiable net intangible
assets acquired in business combinations. In accordance with Statement of Financial Accounting Standards
(“SFAS”) No. 142, Goodwill and Other Intangible Assets, Covance performs an annual test for impairment of
goodwill and other indefinite lived. intangible assets during the fourth quarter. This test is performed by
comparing, at the reporting unit level, the carrying value of the reporting unit to its fair value. Covance assesses
fair value based upon its estimate of the present value of the future cash flows that it expects to be generated by
the reporting unit. The annual test for impairment performed for 2007, 2006 and 2005 did not identify any
instances of impairment.
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COVANCE INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2007, 2006 AND 2005
(Dollars in thousands, unless otherwise indicated)

2, Summary of Significant Accounting Policies (Continued)

Intangible assets with finite lives are amortized on a straight-line basis over their estimated useful
lives, which range in term from one to ten years. The Company periodically evaluates the reasonableness of the
estimated useful lives of these intangible assets. See Note 4.

Impairment of Long-Lived Assets

Covance assesses impairment of long-lived assets in accordance with SFAS No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets. Assessments of the recoverability of long-lived assets are
conducted when events or changes in circumstances occur that indicate the carrying value of the asset may not
be recoverable. The assessment of possible impairment is based upon the ability to recover the asset from the
expected future undiscounted cash flows of related operations. No events have been identified that caused an
evaluation of the recoverability of the long-lived assets for the years ended December 31, 2007, 2006 and 2005.

Revenue Recognition

Covance recognizes revenue cither as services are performed or products are delivered, depending
upon the nature of the work contracted. Historically, a majority of Covance’s net revenues have been earned
under contracts which range in duration from a few months to two years, but can extend in duration up to five
years or longer. Service contracts generally take the form of fee-for-service or fixed-price arrangements. In the
case of fee-for-service contracts, revenue is recognized as services are performed, based upon, for example,
hours worked or samples tested. For long-term fixed-price service contracts, revenue is recognized as services
are performed, with performance generally assessed using output measures, such as units-of-work performed to
date as compared to the total units-of-work contracted. Changes in the scope of work generally result in a
renegotiation of contract pricing terms. Renegotiated amounts are not included in net revenues until earned
and realization is assured. Estimates of costs to complete are made to provide, where appropriate, for losses
expected on contracts. Costs are not deferred in anticipation of contracts being awarded, but instead are
expensed as incurred. In some cases, a portion of the contract fee is paid at the time the trial is initiated. These
advances are deferred and recognized as revenue as services are performed or products are delivered, as
discussed above. Additional payments may be made based upon the achievement of performance-based
milestones over the contract duration. Most contracts are terminable by the client either immediately or upon
notice. These contracts typically require payment to Covance of expenses to wind down the study, fees earned
to date and, in some cases, a termination fee or a payment to Covance of some portion of the fees or profits
that could have been earned by Covance under the contract if it had not been terminated early. Termination
fees are included in net revenues when realization is assured. In connection with the management of multi-site
clinical trials, Covance pays on behalf of its customers fees to investigators, volunteers and other out-of-pocket
costs (such as for travel, printing, meetings, couriers, etc.), for which it is reimbursed at cost, without mark-up
or profit. Investigator fees are not reflected in total revenues or expenses where Covance acts in the capacity of
an agent on behalf of the pharmaceutical company sponsor, passing through these costs without risk or reward
to Covance. All other out-of-pocket costs are included in total revenues and expenses.

Unbilled services are recorded for revenue recognized to date and relate to amounts that are currently
unbillable to the customer pursuant to contractual terms. In general, amounts become billable upon the
achievement of milestones or in accordance with predetermined payment schedules. Unbilled services are
billable to customers within one year from the respective balance sheet date. Unearned revenue is recorded for
cash received from customers for which revenue has not been recognized at the balance sheet date.
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COVANCE INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2007, 2006 AND 2005
{(Dollars in thousands, unless otherwise indicated)

2. Summary of Significant Accounting Policies (Continued)
Costs and Expenses

Cost of revenue includes direct labor and related benefit charges, other direct costs, shipping and
handling fees, and an allocation of facility charges and information technology costs and excludes depreciation
and amortization. Selling, general and administrative expenses consist primarily of administrative payroll and
related benefit charges, advertising and promotional expenses, administrative travel and an allocation of facility
charges and information technology costs and excludes depreciation and amortization. Cost of advertising is
expensed as incurred.

Taxes

Covance uses the asset and liability method of accounting for income taxes. Under this method,
deferred tax assets and liabilities are recognized for the expected future tax consequences of differences
between the carrying amounts of assets and liabilities and their respective tax bases using enacted tax rates in
effect for the year in which the temporary differences are expected to reverse. The effect on deferred taxes of a
change in enacted tax rates is recognized in income in the period when the change is effective. See Note 7.

Effective January 1, 2007, the Company adopted the provisions of Financial Accounting Standards
Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an Interpretation of FASB Statement
No. 109 (“FIN 48”). This authoritative interpretation expanded upon and standardized the manner by which
companies are required to account for unrecognized tax benefits. Under the guidance of FIN 48, the Company
may recognize the tax benefit from an uncertain tax position only if it is more likely than not to be sustained
upon examination based on the technical merits of the position. The amount of the accrual for which an
exposure exists is measured as the largest amount of benefit determined on a cumulative probability basis that
the Company believes 1s more likely than not to be realized upon ultimate settlement of the position.
Components of the reserve are classified as either a current or long-term liability in the Consolidated Balance
Sheet, based on when the Company expects each of the items to be settled. Consistent with historical practice,
Covance records interest and penalties accrued in relation to unrecognized tax benefits as a component of
income tax expense.

The Company also maintains a tax reserve related to exposures for non-income tax matters including
value added tax and state sales and use and other taxes, which are accounted for in accordance with Statement
of Financial Accounting Standards No. 5, Accounting for Contingencies. The balance of this reserve at
December 31, 2007 is $0.8 million and is recorded as a current liability in accrued expenses and other current
liabilities on the Consolidated Balance Sheet. This reserve was reduced by $0.3 million from the January 1, 2007
balance of $1.1 million, primarily from the settlement of state and foreign audits, partially offset by the accrual
of interest on outstanding reserves in 2007.

While Covance believes it has identified all reasonably identifiable exposures and the reserve it has
established for identifiable exposures is appropriate under the circumstances, it is possible that additional
exposures exist and that exposures may be settled at amounts different than the amounts reserved. It is also
possible that changes in facts and circumstances could cause Covance to either materially increase or reduce the
carrying amount of its tax reserves.
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2, Summary of Significant Accounting Policies (Continued)

Covance’s historical policy has been to leave its unremitted foreign earnings invested indefinitely
outside the United States. Except for the one-time opportunity provided under the American Jobs Creation
Act, pursuant to which Covance repatriated $103 million in accumulated foreign earnings in the fourth quarter
of 2005, Covance intends to continue to leave its unremitted foreign ecarnings invested indefinitely outside the
United States. As a result, taxes have not been provided on any of the remaining accumulated foreign
unremitted earnings as of December 31, 2007. See Note 7.

Comprehensive Income

Covance’s total comprehensive income represents net income plus the change in the cumulative
translation adjustment. equity account for the periods presented. For the year ended December 31, 2007,
comprehensive income also includes adjustments net of tax, for the current year actuarial gains and prior
service credits in accordance with SFAS 158. For the year ended December 31, 2006, accumulated other
comprehensive income also includes the adjustment resulting from the adoption of Statement of Financial
Accounting Standards No. 158, Employers Accounting for Defined Benefit Pension and Other Fostretirement Plans,
an amendment of FASB Statements No. 87, 88, 106 and 132(R), (“SFAS 158”) to record the under funded status
of the Company’s defined benefit postretirement plans on its balance sheet at December 31, 2006, net of tax.

Stock-Based Compensation

The Company sponsors several stock-based compensation plans pursuant to which fmn-qualified stock
options and restricted stock awards are granted to eligible employees. These plans are described more. fully in
Note 10.

Through the year ended December 31, 2005, the Company followed the disclosure-only provisions of
Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation,
(“SFAS 123”), and, accordingly, accounted for awards under these plans pursuant to the recognition and
measurement principles of Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to
Employees, (“APB 25”) and related Interpretations, as permitted by SFAS 123. Under APB 25,
compensationexpense was recognized in the financial statements relating to awards of stock. However, no
compensation expense was recorded in the financial statements for stock option grants, as all options had been
granted with an exercise price equal to the market value of the underlying common stock on the date of graat.
Additionally, no compensation expense was recorded in the financial statements for shares purchased by
employees under the Company’s Employee Stock Purchase Plan as that plan was considered to be
non-compensatory under APB 25.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of Statement of
Financial Accounting Standards No. 123R, Share-Based Fayments, (“SFAS 123R”) using the modified
prospective transition method. SFAS 123R revised SFAS 123, superseded APB 25 and amended Statement of
Financial Accounting Standards No. 95, Statement of Cash Flows. Under the modified prospective transition
method, compensation expense is recognized in the financial statements on a prospective basis for (a) all share-
based payments granted prior to, but not vested as of January 1, 2006, based upon the grant-date fair value
estimated in accordance with the original provisions of SFAS 123, and (b) share-based payments granted on or
subsequent to January 1, 2006, based upon the grant-date fair value estimated in accordance with the provisions
of SFAS 123R. The grant-date fair value of awards expected to vest is expensed on a straight-line basis over the
vesting period of the related awards. Under the modified prospective transition method, results for prior
periods are not restated.
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2. Summary of Significant Accounting Policies (Continued)
Earnings Per Share (“EPS”)

Basic EPS is computed by dividing net income available to common stockholders by the weighted
average number of shares outstanding during the period. The computation of diluted EPS is similar to the
computation of basic EPS, except that the denominator is increased to include the number of additional
common shares that would have been outstanding if the dilutive potential common shares had been issued;
computed under the treasury stock method in accordance with the requirements of SFAS No. 128, Earnings Per
Share.

In computing diluted EPS for the years ended December 31, 2007, 2006 and 2005, the denominator
was increased by 1,072,674 shares, 1,196,490 shares and 1,170,734 shares, respectively, representing the dilutive
effect of stock options outstanding at December 31, 2007, 2006 and 2005, with exercise prices less than the
average market price of Covance’s common stock during each respective period. Excluded from the
computation of diluted EPS for the year ended December 31, 2007 were options to purchase 4,805 shares of
common stock at prices ranging from $70.57 to $87.33 per share because the exercise prices of such options
were greater than the average market price of Covance’s common stock during 2007. Excluded from the
computation of diluted EPS for the year ended December 31, 2006 were options to purchase 12,263 shares of
common stock at prices ranging from $61.26 to $66.86 per share because the exercise prices of such options
were greater than the average market price of Covance’s common stock during 2006. Excluded from the
computation of diluted EPS for the year ended December 31, 2005 were options to purchase 54,617 shares of
common stock at prices ranging from $47.27 to $52.71 per share because the exercise prices of such options
were greater than the average market price of Covance’s common stock during 2005,

Reimbursable Out-of-Pocket Expenses

As discussed in Note 2 “Prepaid Expenses and Other Current Assets”, Covance pays on behalf of its
customers fees to investigators, volunteers and other out-of-pocket costs for which we are reimbursed at cost,
without mark-up or profit. In connection with the requirements of Financial Accounting Standards Board
Emerging Issues Task Force Rule No. 01-14 (“EITF 01-14"), Income Statement Characterization of
Reimbursements Received for "Out-of-Pocket” Expenses Incurred, amounts paid to volunteers and other
out-of-pocket costs are reflected in operating expenses, while the reimbursements received are reflected in
revenues in the Consolidated Statements of Income. Covance will continue to exclude from revenue and
expense in the Consolidated Statements of Income fees paid to investigators and the associated reimbursement
since Covance acts as an agent on behalf of the pharmaceutical company sponsors with regard to investigator
payments.
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2. Summary of Significant Accounting Policies (Continued)
Supplemental Cash Flow Information

Cash paid for interest for the years ended December 31, 2007, 2006 and 2005 totaled $0.3 million,
$0.2 million and $0.2 million, respectively. Cash paid for income taxes for the years ended December 31, 2007,
2006 and 2005 totaled $63.2 million, $47.8 million and $25.2 million, respectively. The change in income taxes
payable in the consolidated statement of cash flows for the years ended December 31, 2007 and 2006 includes as
an operating cash outflow the excess tax benefit received from the exercise of non-qualified stock options as
measured under SFAS 123R of $6.0 million and $7.4 million, respectively (a corresponding cash inflow of
$6.0 million and $7.4 million, respectively, has been inctuded in financing cash flows). The change in income taxes
payable in the Consolidated Statement of Cash flows for the year ended December 31, 2005 reflects the full tax
benefit received from the exercise of non-qualified stock options of $11.7 million as measured and accounted for
under SFAS 123 and APB 25. Pursuant to those standards, both the reduction in income taxes payable and the
increase in equity resulting from the full tax benefit received are reflected in operating cash flows.

Recently Issued Accounting Standards

In September 2006, the Financial Accounting Standards Board (the “FASB”) issued Statement of
Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R)}, (“SFAS 158”). As of
December 31, 2006, Covance adopted the recognition and disclosure provisions of SFAS 158, which require an
employer to recognize the over funded or under funded status of its defined benefit postretirement plans—
measured as the difference between the fair value of plan assets and the projected benefit obligation—as an
asset or liability, respectively, in its balance sheet and to recognize changes in the funded status of the plan in
the year in which such changes occur through other comprehensive income. SFAS 158 also requires, effective
for fiscal years ending after December 15, 2008, that the measurement of the over funded or under funded
status of a plan be made as of the employer’s fiscal year end and not as of an earlier measurement date.
Covance will be required to conform the measurement dates of its plans to December 31 for its fiscal year
ending December 31, 2008. Covance does not expect this change in measurement dates to have a material
impact on its consolidated results of operations or financial position.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, (“SFAS 1577).
SFAS 157, which applies whenever other standards require (or permit) fair value measurement, defines fair
value and provides guidance for using fair value to measure assets and liabilities. SFAS 157 also requires
expanded disclosures about the extent to which companies measure assets and liabilities at fair value, the
information used in those measurements and the effect of fair value measurements on earnings. Covance will
be required to adopt SFAS 157, which is effective for fiscal years beginning after November 15, 2007, no later
than the quarter beginning January 1, 2008. Covance does not expect the adoption of SFAS 157 to have a
material impact on its consolidated results of operations or financial position.
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2. Summary of Significant Accounting Policies (Continued)

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations
(“SFAS 141R”) which replaces SFAS No. 141, Business Combinations. The scaope of SFAS 141R is broader than
that of SFAS No. 141, which applied only to business combinations in which control was obtained by
transferring consideration. SFAS 141R revises accounting and reporting standards for business combinations
and applies to all transactions or other events in which an entity obtains control of one or more businesses by
transferring consideration as well as combinations achieved without the transfer of consideration. By applying
the same method of accounting—the acquisition method—to all transactions and other events in which one
entity obtains control over one or more other businesses, this statement is intended to improve the
comparability of the information about business combinations provided in financial reports. SFAS 141R applies
prospectively to business combinations with an acquisition date on or after the beginning of the first annual
reporting period beginning on or after December 15, 2008. Covance is currently in the process of evaluating
SFAS 141R, and has not yet determined the impact, if any, that accounting for future business combinations
under SFAS 141R, effective January 1, 2009, will have on its consolidated results of operations or financial
position.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements—an amendment of ARB No. 51 (“SFAS 160”). SFAS 160 amends ARB No. 51 to establish
accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation
of a subsidiary. Covance will be required to adopt SFAS 160, which is effective for fiscal years, and interim
periods within those fiscal years, beginning on or after December 15, 2008, in the quarter beginning January 1,
2009. Covance is currently in the process of evaluating SFAS 160, and has not yet determined the impact, if any,
SFAS 160 will have on its consolidated results of operations or financial position.

3. Property and Equipment

Property and equipment at December 31, 2007 and 2006 consist of the following:

2007 2006

Property and equipment at cost:
Land . . e e e $ 83106 $ 51,658
Buildings and improvements . ... ... .. . L e e 430,142 369,935
Equipment .. ... e e e e 248,289 227,004
Computer hardware and software . .......... ... ... ... ... i, 201,661 187,566
Furniture, fixtures & leasehold improvements . ............ ... ... ... .. ... 75,025 72,574
Construction-iN-Progress . . ..ottt ittt it e 104,442 43,947
1,142,665 052,684
Less: Accumulated depreciation and amortization ....................c..... (496,625) (452,627)
Property and equipment, net . ....... ... .. .. e e $ 646,040 $ 500,057

Depreciation and amortization expense aggregated $65.0 million, $56.6 million and $47.8 million for
the years ended December 31, 2007, 2006 and 2005, respectively.
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4. Goodwill and Amortizable Intangible Assets

The following table sets forth changes in the carrying amount of goodwill by operating segment, net of
accumulated amortization of $17.7 million, for the years ended December 31, 2007 and 2006, respectively:

Early Late-Stage
Development Development Total
Balance, December 31,2005 ............... ... ... ... ... ... $11,107 $ 50,155 $ 61,262
Goodwill from acquisition of businesses . . ..................... 58,463 — 58,463
Balance, December 31,2006 ....................... e 69,570 50,155 119,725
Goodwill removed due to divestiture of business . .. ............. — (14,239) (14,239)
Balance, December 31, 2007 .. ..., .. . $69,570 $ 35916 $105,486

The following table summarizes the Company’s acciuired amortizable intangible assets (sele Note 6),
which are reflected in Other Assets on the Consolidated Balance Sheet, as of December 31, 2007 and 2006:

2007 2006
Intangible assets at cost:

Customer Lists (10 year weighted average useful life) ..................... $ 4510 $ 4,510
Technology (5 year weighted average useful life) ...................... ... - 2,340 2,340

Other—Patient List, Backlog and Non-Compete Agreements (weighted
average useful lives ranging from 1todyears) . .......... ... ... ... ..... 820 820
7,670 7,670
Less: Accumulated amortization ........... ... .. ... .. i (1,968) (792)
Net carrying value ... ..ottt i e et e e $ 5702 § 6,878

Amortization expense for the years ended December 31, 2007 and 2006 was $1.2 million and
$0.8 million, respectively. Amortization expense expected to be recorded for each of the next five years is as
follows:

Year Ending December 31,

2008 L e e e e e $1,047
2000 . e e e e $1,010
2000 . e $ 937
0 e e $ 649
20 e $ 466
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5. Equity Method Investees

Covance has a 47% minority equity position in Noveprim Limited, a supplier of research products,
which was acquired in March 2004 at a total cost of $20.7 million. The excess of the purchase price over the
underlying equity in Noveprim’s net assets at the date of acquisition of $13.8 million represents goodwill and is
included in the carrying value of Covance’s investment. This investment is reflected in Other Assets on the
Consolidated Balance Sheet. During the years ended December 31, 2007, 2006 and 2005, Covance recognized
income of $2.0 million, $1.6 million and $1.3 million, respectively, representing its share of Noveprim’s
earnings, less the elimination of profit on inventory purchased from Noveprim Limited and still on hand at
Covance at December 31, 2007, 2006 and 2005. The carrying value of Covance’s investment in Noveprim as of
December 31, 2007 and 2006 was $23.2 million and $23.0 million, respectively.

Covance has a minority equity position (approximately 20% at December 31, 2007) in Bio-Imaging
Technologies, Inc. (“BITI”). BITI uses proprietary medical imaging technologies to process and analyze
medical images, and also provides other services, including the data-basing and regulatory submission of
medical images, quantitative data and text. During the years ended December 31, 2007, 2006 and 2005,
Covance recognized income of $0.4 million, income of $0.02 million and a loss of $0.5 million, respectively,
representing its pro rata share of BITI’s earnings. The carrying value of Covance’s investment in BITI at
December 31, 2007 and 2006 was $0.9 million and $0.5 million, respectively, while the fair market value was
$19.0 million at the end of each year. ’

6. Acquisitions and Divestitures

On November 28, 2007, Covance sold its centralized ECG business (“Cardiac Safety Services”), part
of Covance’s Late Stage Development segment, to eResearchTechnology Inc. (“eRT”) for an initial payment of
$35.2 million. Covance recognized a pre-tax gain of $6.6 million ($4.1 million after tax) from this transaction.
Covance and eRT also entered into a ten year marketing agreement under which Covance will continue to offer
its clients cardiac safety services. Covance may receive up to an additional $14 million in future contingent
consideration relating to transferred backlog and revenues generated by eRT from new contracts secured under
the first three years of the marketing agreement. In addition, Covance expects to receive referral fees during
the term of the long-term marketing agreement.

In May 2006, Covance acquired the stock of Radiant Research Inc. (“Radiant”) in a ‘merger
transaction for cash payments aggregating $66.6 million (including direct acquisition costs of $0.5 miilion). The
Radiant acquisition included eight early development clinical sites performing Phase I/I1a clinical trial services.
Results of operations for Radiant, which are now part of Covance’s Early Development segment service
offering, and the fair value of Radiant’s assets and liabilities acquired, are included in Covance’s consolidated
financial statements beginning in June 2006.

In May 2006, Covance also acquired certain assets and liabilities of Signet Laboratories, Inc.
(“Signet”) for cash payments totaling $9.1 million (including direct acquisition costs of $0.2 million). Signet
specializes in the development of monoclonal antibodies and diagnostic assays for cancer, infectious diseases
and neurodegenerative diseases. Results of operations for Signet, which are now part of Covance’s Early
Development segment service offering, and the fair value of Signet’s assets and liabilities acquired, are included
in Covance’s consolidated financial statements beginning in June 2006.
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6. Acquisitions and Divestitures (Continued)

. The table below summarizes the purchase price allocations for the Radiant and Signet acquisitions:

Radiant Signet

Estimated fair value of net tangible assets acquired . ............ ... .. ... ..... $ 9183 § 352

Fair value of intangible assets acquired (8 year weighted average useful life) ........ 6,820 850

Goodwill . . ..o 50,567 7,896 i
Net @ssets aCqUITE . . . .. ... oottt ettt e $66,570  $9,098 '

The goodwill resulting from the Signet acquisition is deductible for tax purposes, while the goodwill
resulting from the merger with Radiant is not deductible for tax purposes.

7. Taxes on Income

The components of income before taxes and the related provis}on (benefit) for taxes on income for
2007, 2006 and 2005 are as follows:

2007 2006 2005
Income before taxes and equity investee earnings:
DOMIES I .\ttt e e e e e e $161,451 $123,896 $109,189
International ... ... ... ... ... 84,961 76,693 68,482
Total . .. $246,412  $200,589 $177,671
Federal income taxes: .
CUITEnt ProOVISION . . . ..ot e e ettt et e e e $ 53,457 § 41,503 §$ 44,431
Deferred provision (benefit). ... ... ... .. i 2,099 243 (3,077)
International income taxes:
Current provision (benefit). .. ... ... ... ... ... i o 17,022 12,958 (879)
Deferred (benefit) provision. ... ....... ... ... .. ... R (6,600)  (3,992) 11,843
State and other income taxes: .
CUurrent ProVISION . . . ...ttt e e e e 6,945 5,872 6,908
Deferred provision (benefit). . .. ... ... .. 11 595 (440)
Income tax provision . ............cciiiiiiiiiiin... e $ 72,934 § 57,179 § 58,786

The differences between the provision for income taxes and income taxes computed using the Federal
statutory income tax rate for 2007, 2006 and 2005 are as follows:

2007 2006 2005
Taxes at Statulory TAt€ . . . . oottt et e 35.0% 35.0% 35.0%
State and local taxes, net of Federal benefit ........................ 1.8 2.1 2.4
Impact of international operations . . .. ........... ... (7.8) (8.9) (7.3)
Federal tax on repatriated earnings . ........... ... i, — — 24
L 71 1= S 112 0.6 03 0.6
Total ... . L. e e e e e e e 29.6% 28.5% 33.1%
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7. Taxes on Income (Continued)

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets
and liabilities at December 31, 2007 and 2006 are as follows:

2007 2006
Current deferred tax assets: :
Liabilities/fexpenses not currently deductible . . .. ...... ... .. ... .. .. .. ... $ 6707 $ 3,668
Net operating losses . . . ... . e e 1,118 652
Total current deferred tax aSSEtS . ... v v vttt it e $ 7,825 § 4,320
Non-current deferred taxes:
Deferred tax assets:
Net operating loSses . . . oottt ittt i i e e e $ 11,237 $ 14,197
Liabilittes/expenses not currently deductible . .. .. ... ... ... . Lo L. 12,710 15,688
Total non-current deferred tax assels . ... ..ottt ittt ittt e 23,947 29,885
Deferred tax liabilities:
Property and equipment . . . ... ... . e (53,106) (57,798)
Earnings not currently taxable . ...... ... ... . ... . ... . . (3,403)  (3,139)
Total non-current deferred tax liabilities. . . ......... ... .. ... . ... . ... ... (56,509) (60,937)
Net non-current deferred tax liabilities . .......... ... ... ... ... ... ... .. .... $(32,562) $(31,052)

During the year ended December 31, 2007, the United Kingdom and Germany enacted reductions to
their corporate income tax rates which resulted in a revaluation of the deferred tax liabilities and assets
attributable to these jurisdictions. The United Kingdom corporate income tax rate was reduced by 200 basis
points and as a result, Covance recorded income tax benefits totaling $2.0 million. The German corporate tax
rate was reduced by approximately 1,000 basis points and as a result, Covance recorded income tax benefits
totaling $1.2 million. These income tax benefits are reflected as a reduction to international income tax expense
for the year ended December 31, 2007 which was primarily offset by a shift in the mix of our pre-tax earnings to
tax jurisdictions with higher income tax rates.

As of December 31, 2007, Covance has United States net operating loss carryforwards of $13.9 million
relating to the acquisition of Radiant, and $24.3 million of United Kingdom net operating loss carryforwards
arising from research and development expenditures and accelerated depreciation. The United States net
operating loss carryforwards are subject to limitation under Internal Revenue Code §382 and will expire at
various dates through 2026. The United Kingdom net operating loss carryforwards do not expire. It is expected
that the entire United States and United Kingdom loss carryforwards will be realized, and accordingly, no
valuation allowance has been provided.

On October 22, 2004, the American Jobs Creation Act of 2004 (the “Act”) was signed into law. Among
other things, the Act provided a temporary incentive for multi-national companies to repatriate previously
unremitted foreign earnings by allowing companies a special one-time tax deduction equal to 85% of qualified
foreign earnings that were repatriated. During the fourth quarter of 2005, Covance repatriated $103 million in
foreign earnings under the Act, which resulted in the recording of an income tax charge of $4.4 million (or
$0.07/diluted share).
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7. Taxes on Income (Continued)

Covance currently provides income taxes on the earnings of foreign subsidiaries to the extent those
earnings are taxable or are expected to be remitted. Covance’s historical policy has been to leave its unremitted
foreign earnings invested indefinitely outside the United States. Except for the amounts repatriated in the
fourth quarter of 2005 under the Act, Covance intends to continue to leave its unremitted foreign earnings
invested indefinitely outside the United States. It is not practical to estimate the amount of additional tax that
might be payable if such accumulated earnings were remitted. Additionally, if such accumulated earnings were
remitted, certain countries impose withholding taxes that, subject to certain limitations, are available for use as
a tax credit against any Federal income tax liability arising from such remittance, As a result, taxes have not
been provided on the remaining accumulated foreign unremitted earnings totaling approximately $267 million
at December 31, 2007.

Effective January 1, 2007, the Company adopted the provisions of Financial Accounting Standards
Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an Interpretation of FASB Statement
No. 109 (“FIN 487). This authoritative interpretation expanded upon and standardized the manner by which
companies are required to account for unrecognized tax benefits. Under the guidance of FIN 48, the Company
may recognize the tax benefit from an uncertain tax position only if it is more likely than not to be sustained
upon examination based on the technical merits of the position. The amount of the accrual for which an
exposure exists is measured as the largest amount of benefit determined on a cumulative probability basts that
the Company believes is more likely than not to be realized upon ultimate settlement of the position. On
January 1, 2007, the Company recognized a $0.6 million increase to its liability for unrecognized tax benefits,
which was accounted for as a reduction to retained earnings, for the cumulative effect change of adopting
FIN 48. The reserve for unrecognized tax benefits at January 1, 2007, as calculated under the measurement
provisions of FIN 48, was $9.1 million. Components of the reserve are classified as either a current or long-term
liability in the Consolidated Balance Sheet, based on when the Company expects each of the items to be settled.
Accordingly, the Company recorded a current liability of $3.5 million in accrued expenses and other current
liabilities and a long-term liability of $5.6 million in other liabilities on its Consolidated Balance Sheet at
January 1, 2007, including accrued interest of $1.3 million. Consistent with historical practice, Covance records
interest and penalties accrued in relation to unrecognized tax benefits as a component of income tax expense.

As of December 31, 2007, the balance of the reserve for unrecognized tax benefits was $8.9 million, of
which $2.6 million is recorded as a current liability in accrued expenses and other current liabilities, and
$6.3 million is recorded as a long-term liability in other liabilities on the Consolidated Balance Sheet, including
accrued interest of $1.3 million. This reserve relates to exposures for income tax matters such as transfer
pricing, nexus, deemed dividends and research and development credits. The net reduction in the reserve for
unrecognized tax benefits from January 1 to December 31, 2007 resulted from the settlement of various state
and foreign audits and the recognition of previously unrecognized tax benefits in jurisdictions where the statute
of limitations had lapsed, offset by the accrual of additional reserves in 2007, primarily relating to transfer
pricing and research and development credit utilization. Following is a reconciliation of the beginning and
ending amount of unrecognized tax benefits, excluding accrued interest of $1.3 million:

(dollars in millions)

Unrecognized tax benefits as of January 1, 2007, at date of adoption ........... ... ... ... . ... $78
Additions related to tax positions in the prioryear . ... ... .. . . i i e e 1.1
Additions related to tax positions in the current year . ... ... ... . L i i e 13
Reductions due to settlements and payments. . .. ....... . ..ttt e e e (0.8)
Reductions due to statute exXpiration . .. ... ... ...ttt e e (1.8)
Unrecognized tax benefits as of December 31, 2007 .. ... ... . .. i i i $7.6
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7. Taxes on Income (Continued)

Any future changes in the $8.9 million liability for unrecognized tax benefits, resulting from the
recognition of tax benefits, would impact the effective tax rate of Covance. Over the next twelve months, it is
reasonably possible that the uncertainty surrounding a portion of the reserve for unrecognized tax benefits,
related to certain income taxes, dividend income, transfer pricing and state tax issues, will be resolved as a result
of the expiration of the statute of limitations or the conclusion of various federal, state and foreign tax audits.
As a result, Covance would reduce the carrying value of its reserve for these items by up to $1.9 million
including interest of $0.5 million.

The following tax years remain open to investigation as of December 31, 2007, for the Company’s
major jurisdictions:

Tax Jurisdiction Years
US Federal and State . ..........c.cc . e e e 2002-2007
United Kingdom . .. ... e e e e e e 2005-2007
SWIEZErland . .. L e e e e e e e e e 2003-2007
GETIMANY . . . oottt et e e 2007

8. Credit Facility

Covance has a $75.0 million revolving credit facility (the “Credit Facility”), which expires in June 2009.
At both December 31, 2007 and 2006, there were no outstanding borrowings under the Credit Facility. At
December 31, 2007 and 2006, there were $1.1 million and $0.8 million, respectively, of outstanding letters of
credit under the Credit Facility.

At December 31, 2007, Covance was in compliance with the terms of the Credit Facility, including all
financial covenants. Commitment fees paid during 2007, 2006 and 2005, which under the Credit Facility are 15
basis points on the undrawn balance, approximated $0.1 million in each year. The Credit Facility is
collateralized by guarantees of certain of Covance’s domestic subsidiaries and a pledge of 65 percent of the
capital stock of certain of Covance’s foreign subsidiaries.
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9. Employee Benefit Plans
Covance sponsors various pension and other post-retirement benefit plans.
Defined Benefit Pension Plans

Covance sponsors two defined benefit pension plans for the benefit of its employees at two United
Kingdom subsidiaries and one defined benefit pension plan for the benefit of its employees at a German
subsidiary, all of which are legacy plans of previously acquired companies. Benefit amounts for all three plans
are based upon years of service and compensation. The German plan is unfunded and has a measurement date
of September 30, while the United Kingdom pension plans are funded and have a measurement date of
December 31. Covance’s funding policy has been to contribute annually a fixed percentage of the eligible
employee’s salary at least equal to the local statutory funding requirements. The components of net periodic
pension cost for these plans for 2007, 2006 and 2005 are as follows:

United Kingdom Plans German Plan
2007 2006 2005 2007 2006 2005

Components of Net Periodic Pension Cost:

SEIVICE COSL .o v vi ettt it $5957 $5878 $4908 $512 $416 $346
Interest Cost . ... i vt in it e 7,506 6,284 5,595 394 310 272
Expected returnon plan assets. .. .............. (8,620) (7,144) (5,694) — — —
Amortization of net actuarial loss. . ............. 1,424 1,862 1,525 60 53 17
Expected participant contributions .. ............ (2,247) (2,265) (2,224) — — —
Net periodic pension cost. . .. ........oouvu.n.. $4020 $4615 $4110 $966 $779  $635

Weighted Average Assumptions Used to Determine
Net Periodic Pension Cost:

Discountrate . ............... i 525% 5.00% 5.75% 4.90% 4.65% 5.10%
Expected rate of returnon assets .. ............. 6.75% 6.75% 6.75% nfa n/a n/a
Salary increases . ...............iiiniinan.a. 4.00% 4.00% 4.00% 2.65% 2.50% 2.50%

The weighted average expected long term rate of return on the assets of the United Kingdom pension
plans is based on the target asset allocation and the average rate of growth expected for the asset classes
invested. The weighted average rate of expected growth is derived from a combination of historic returns,
current market indicators, the expected risk premium for each asset class over the risk-free rate and the opinion
of professional advisors.
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9. Employee Benefit Plans (Continued)

The change in the projected benefit obligation and plan assets, the funded status of the plan and a
reconciliation of such funded status to the amounts reported in the consolidated balance sheets as of

December 31, 2007 and 2006 is as follows:

Change in Projected Benefit Obligation:
Benefit obligation, beginning of year . .............
SEervice Cost .. ... i
Interestcost. . .......... ... ... il
Actuarial (gain) loss. ........... ... ... ... ...,
Benefitspaid .......... ... .. ... . L.
Foreign currency exchange rate changes ...........

Benefit obligation, end of year.......... ... ... ...

Change in Fair Value of Assets:
Fair value of plan assets, beginning of year .........
Covance contributions .. ........ ... .. ... .......
Employee contributions . . . ........ ... .. ...
Actual return on plan assets ....................
Benefitspaid .................. ... ... ... ...
Foreign currency exchange rate changes

Fair value of plan assets, end of year..............

Funded status at end of year—under funded .. ... ...

Amounts recognized in the consolidated balance sheets:
Current liabilities . .. . ......... ... .. . ... .. ...

United Kingdom Plans

German Plan

2007 2006 2007 2006
$141,343 $119,789 $ 7,349 $ 5,735
5,957 5,878 512 416
1,506 6,284 394 310
(2,123) (4,674) (265) 308
(2,107) (1,259) (112) (88)
1,568 15,325 636 668
$152,144 $141,343 $ 8,514 $ 7,349
$123,736 $ 98,344 $ - $ —
4,358 3,243 — —
2,189 2,087 — —
7,190 8,266 — —
(2,107) (1,259) — —
1,343 13,055 — —
$136,709 $123,736 $ — $ —
$(15,435) $(17,607) $(8,514) $(7,349)
United Kingdom Plans German Plan
2007 2006 2007 2006
$ — $  —  $ (1300 $ (114)
(15,435) (17,607) (8,384) (7,235)
$(15,435)  $(17,607) $(8,514) $(7,349)

The amounts recognized in accumulated other comprehensive income as of December 31, 2007 and

2006 are as follows:

Net actuarial loss
Less: Tax benefit (deferred tax asset)

Accumulated other comprehensive income impact

United Kingdom Plans

German Plan

2007 2006 2007 2006
$27372  $29,769 $1,097 $1,688

(7,964) (8,930) (386) (726)
$19,408  $20,839 $ 711 $ 962

The estimated net actuarial loss for the United Kingdom and German pension plans that will be
amortized from accumulated other comprehensive income into net periodic pension cost in 2008 is $1,293 and

$37, respectively.
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9. Employee Benefit Plans (Continued)

United Kingdom Plans German Plan
2007 2006 2007 2006
Weighted Average Assumptions Used to Determine
Benefit Obligations:
Discount rate . .. ......coitiiiae... 5.50% 5.25% 5.60% 4.65%
Salaryincreases ............. i, 4.25% 4.00% 3.00% 2.50%

The accumulated benefit obligation for the United Kingdom pension plans was $126,396 and $116,236
at December 31, 2007 and 2006, respectively. The accumulated benefit obligation for the German plan was
$6,464 and $5,725 at December 31, 2007 and 2006, respectively.

The investment policies for the United Kingdom pension plans are set by the plan trustees, based
upon the guidance of professional advisors and after consultation with the Company, taking into consideration
the plans’ liabilities and future funding levels. The trustees have set the long-term investment policy largely.in
accordance with the asset allocation of a broadly diversified investment portfolio. Assets are invested within the
target ranges as follows:

Equity SECUTItIES . . . ..o vt e e e PP 51%-61%
et SECUTIHIES & o o v vt et et e et et e e et e e e e e e e e e e 31%—44%
Real B8IaLE . . . o it e e e e e e e e 0%-9%
L1011 7= (R 0%-5%

The weighted average asset allocation of the United Kingdom pension plans as of December 31, 2007
and 2006 by asset category is as follows:

2007 2006
Equity SECUTItIES . .. ... e e e 56% 56%
DeEbt SECULITIES .« o o v ot e e e e et e e e e e e e e e 2% 37%
Real estate .. ottt e e e e e e e e 7% 3%
8 113 V) S 5% 4%

Total .. e e 100% 100%

Investments are made in pooled investment funds. Pooled investment fund managers are regulated by
the Financial Services Authority in the United Kingdom and operate under terms which contain restrictions on
the way in which the portfolios are managed and require the managers to ensure that suitable internal
operating procedures are in place. The trustees have set performance objectives for each fund manager and
routinely monitor and assess the managers’ performance against such objectives.

Covance expects to contribute $6,212 to its United Kingdom plans in 2008. No contributions are
expected to be made to the German plan, since that plan is unfunded.
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9. Employee Benefit Plans (Continued)

Expected future benefit payments are as follows:

United Kingdom German

Year Ending December 31, Plans Plan
2008 . e e e $ 2,774 $ 130
2000 L e $ 3,623 $ 141
2000 L e e $ 3,490 $ 164
2 e e $ 3,258 $ 182
7 $ 4,101 $ 188
2003-2007 . e e e e $28,153 $1,126

Supplemental Executive Retirement Plan

In addition to these foreign defined benefit pension plans, Covance also has a non-qualified
Supplemental Executive Retirement Plan (“SERP”). The SERP, which is not funded, is intended to provide
retirement benefits for certain executive officers of Covance. Benefit amounts are based upon years of service
and compensation of the participating employees. The measurement date for the SERP is November 30. The
components of net periodic pension cost for the years ended December 31, 2007, 2006 and 2005 are as follows:

2007 2006 2005

Components of Net Periodic Pension Cost:

S ETVICE COSt v o vt ot e e e et e e e e e e $ 1,08 $ 926 $ 1,108

InECrESt COSt . . o vt e e 773 655 586

Amortization of prior Service COst . ... ...ttt 76 76 76

Amortization of net actuarial loss ... ... ... ... . oL, 41 33 —

Net periodic Pension COSt. . . ...t v ittt e $ 1975 § 1,690 $§ 1,770
Weighted Average Assumptions Used to Determine Net Periodic Pension

Cost:

DISCOUNE TALE . . . ot ittt et e e e et e 5.50% 5.50% 6.00%

SaAlary INCIEASES . . o v ittt et ettt e e e 4.00% 4.00% 4.00%

The change in the projected benefit obligation, the funded status of the plan and a reconciliation of
such funded status to the amounts reported in the consolidated balance sheets as of December 31, 2007 and
2006 is as follows:

2007 2006
Change in Projected Benefit Obligation:
Benefit obligation, beginning of year . ... ... ... .. e $ 12,954 $ 10,988
RT3 4 o o 11 1,085 926
INLereSt COSt . . ot e 773 655
Actuarial (gain) l0SS . . .. ... L e e (943) 385
Benefit obligation, end of year . . .. ... ... . s $ 13,869 $ 12,954
Funded status at end of year—under funded .. ............................. $(13,869) $(12,954)
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9. Employee Benefit Plans (Continued)

2007 2006
Amounts recognized in the consolidated balance sheets:
Current Habilities . . . ... oo i e $ (2,359) $ (1,623)
Non-current liabilities ... ........ . . .. i e e (11,510)  (11,331)
Total . e $(13,869) $(12,954)

The amounts recognized in accumulated other comprehensive income and not yet recognized as a
component of net periodic pension cost as of December 31, 2007 and 2006 are as follows:

2007 2006
Net actuarial JoSS . . . ..ot e e $ 2549 $ 1,783
Prior service (credit) cost. . .. ... ... e (1,292) 534
Less: Tax benefit (deferred tax asset). ... ... ... ..ot (503) (927)
Accumulated other comprehensive income impact. ......... ... ..., $ 754 % 1390

The estimated net actuarial loss and prior service credit that will be amortized from accumulated
other comprehensive income into net periodic pension cost in 2008 are $107 and $(119), respectively.

2007 2006
Weighted Average Assumptions Used to Determine Benefit Obligation:
DISCOUNE TALE . . . . oo e 5.75% 5.50%
Salary INCTEASES . . . . vttt ittt e e e 4.00% 4.00%

The accumulated benefit obligation as of December 31, 2007 and 2006 is $12,797 and $11,419,
respectively.

Expected future benefit payments are as follows:

Year Ending December 31,

L $ 2,359
2000 L e e e $ 584
2000 . e $ —
O $ —
200 e e $ 98

20032007 e e $11,164

Post-Employment Retiree Health and Welfare Plan

Covance also sponsors a post-employment retiree health and welfare plan for the benefit of eligible
employees at certain U.S. subsidiaries who retire after satisfying service and age requirements. This plan is
funded on a pay-as-you-go basis and the cost of providing these benefits is shared with the retirees. The
measurement date for this plan is November 30. The components of net periodic post-retirement benefit cost
for 2007, 2006 and 2005 are as follows:
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9. Employee Benefit Plans (Continued)

2007 2006 2005

Components of Net Periodic Post-retirement Benefit Cost:

T [ I o1 1 AR $§ 148 § 155 $ 164
0L o oL <) A 304 - 293 366
Amortization of net actuarial oss . . .. ... . ... e 20 4 175
Net periodic post-retirement benefit cost . ........................... $ 472 § 452 § 705

Weighted Average Assumptions Used to Determine Net Periodic
Post-retirement Benefit Cost:
Weighted average discount rate ........ ... ... .ottt 550% 5.50%  6.00%
Health care cost trend rate . . . .. ... vuutneee et iiie e, 9.00%® 9.00%® 9.00%

(a) decreasing to ultimate trend of 5.00% in 2011

The change in the projected post-retirement benefit obligation, the funded status of the plan and the
reconciliation of such funded status to the amounts reported in the consolidated balance sheets as of
December 31, 2007 and 2006 is as follows:

2007 2006
Change in Projected Benefit Obligation:
Benefit obligation, beginning of year . .. ...... ... .. .. . i $5,305 $ 5,814
SEIVICE COSE . . oottt i i i e e e 148 155
InteTest COSt. L ot e e 304 293
Participant contributions .. .. ... .. ... i e 372 341
Actuarial 10ss (ZaIN) . . ... e 194 (606)
Benefits paid . . ... . ... (819) (781)
Federal subsidy on benefits paid . ......... .. .. ... . . i 15 89
Benefit obligation, end of year . ........... ... $ 5519 § 5,305
Funded status at end of year—under funded . .. ........ .. .. ... .. .. .. .. .. ... $(5,519) $(5,305)
2007 2006
Amounts recognized in the consolidated balance sheets:
Current Habilities. . . ... ... e $ (584) $ (882)
Non-current liabilities . ....... ... i (4,935) (4,423)
BOtal e $(5,519) $(5,305)
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9. Employee Benefit Plans (Continued)

The amounts recognized in accumulated other comprehensive income as of December 31, 2007 and
2006 are as follows:

. 2007 2006
Net actuarial loss . . ... ot e e $ 503 $ 330
Less: Tax benefit (deferred tax asset) . ........ ... iinn.. (201) (132)
Accumulated other comprehensive income impact ............ ... ... sean $ 302 § 198

We do not anticipate any of the net actuarial loss related to the retiree health and welfare plan to be
amortized from accumulated other comprehensive income into net periodic pension cost in 2008.

2007 2006
Assumptions Used to Determine Benefit Obligation:
Weighted average discount rate. .. ..., ..o i 5.75% 5.50%
Health care cost trend Tate . .. ... ..ottt i 850%™  9.00%®

(a) decreasing to ultimate trend of 5.00% in 2614

A one-percentage-point increase or decrease in the assumed health care cost trend rate would not
impact the net service and interest cost components of the net periodic post-retirement benefit cost or the
post-retirement benefit obligation since future increases in plan costs are paid by -participant contributions.
Covance expects to contribute $584 to the post-employment retiree health, and welfare plan in 2008.

Expected future gross benefit payments, Federal subsidies and net benefit payments are as follows:

Gross Benefit  Federal  Net Benefit

Year Ending December 31, Payments Subsidies = Payments
2008 L e e e e e e e $1,011 $(114) $ 897
2000 .« .t $1,050 $(124)  $ 926
2000 . e e e e e e $1,097 $(131) $ 966
200 e e e $1,110 $(139) § M
2002 e e e e $1,122 $(152) $ 970
20132017 © o oot e e e $6,272 $(311)  $5,961

Defined Contribution Plans

U.S. employees are eligible to participate in Covance’s 401(k) plan, while employees in international
locations are eligible to participate in either defined benefit or defined contribution plans, depending on the
plan offered at their location. Aggregate Covance contributions to its various defined contribution plans totaled
$20.9 million, $17.1 million and $14.6 million for 2007, 2006 and 2005, respectively.
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10. Stockholders’ Equity
Preferred Stock

Covance is authorized to issue up to 10.0 million shares of Series Preferred Stock, par value $1.00 per
share (the “Covance Series Preferred Stock™). The Covance Board of Directors has the authority to issue such
shares from time to time, without stockholder approval, and to determine the designations, preferences, rights,
including voting rights, and restrictions of such shares, subject to the Delaware General Corporate Laws.
Pursuant to this authority, the Covance Board of Directors has designated 1.0 million shares of the Covance
Series Preferred Stock as Covance Series A Preferred Stock. No other class of Covance Series Preferred Stock
has been designated by the Board. As of December 31, 2007, no Covance Series Preferred Stock has been
issued or is outstanding,

Dividends—Common Stock

Covance’s Board of Directors may declare dividends on the shares of Covance common stock out of
legally available funds (subject to any preferential rights of any outstanding Covance Series Preferred Stock).
However, Covance has no present intention to declare dividends, but instead intends to retain earnings to
provide funds for the operation and expansion of its business.

Treasury Stock

In February 2007, the Covance Board of Directors authorized the repurchase of an additional
3.0 million shares under Covance’s stock repurchase program. For the years ended December 31, 2007, 2006,
and 2005, Covance repurchased 1.0 million shares, 0.4 million shares, and 1.2 million shares, respectively, under
Covance’s stock repurchase program. At December 31, 2007 there were 2.3 million shares remaining for
purchase under the 2007 authorization. Covance also reacquires shares of its common stock in connection with
certain employee benefit plans primarily when employees tender shares to satisfy income tax withholdings
associated with the vesting of stock awards. The following table sets forth the treasury stock activity during
2007, 2006 and 2005:

2007 2006 2005
(amounts in thousands) $ # shares $ # shares $ # shares
Shares repurchased in connection with:
Board approved buyback programs ....... $59,628 977.0 $23975 4141  $53,210 11,1955
Employee benefitplans .. .............. 6,728 85.7 4,057 68.8 4,984 106.5
Total. ... ... .. $66,356  1,062.7 $28,032 4829  $58,194 1,302.0
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10. Stockholders’ Equity (Continued)
Stock-Based Compensation Plans

In May 2007, Covance’s shareholders approved the 2007 Employee Equity Participation Plan (the
“2007 EEPP”) in replacement of the 2002 Employee Equity Participation Plan (the “2002 EEPP”). Effective’
upon approval of the 2007 EEPP, no further grants or awards were permitted under the 2002 EEPP. Shares
remaining for grant under the 2002 EEPP will be available for grant under the 2007 EEPP. In addition, the
Covance Board of Directors directed that, effective May 3, 2007, no further grants would be permitted under
the 2002 Employee Stock Option Plan (the “2002 ESOP”) and, unlike the 2002 EEPP, shares remaining for
grant under the 2002 ESOP would not be available for grant under the 2007 EEPP. The 2007 EEPP became
effective on May 3, 2007 and will expire on May 2, 2017. The 2007 EEPP authorizes the Compensation and
Organization Committee of the Board of Directors (the “Compensation Committee”), or such committee as is
appointed by the Covance Board of Directors, to administer the 2007 EEPP, to grant awards to employees and
consultants of Covance or entities in which Covance has a controlling or significant equity interest. The
2007 EEPP authorizes the Compensation Committee to grant the following awards to eligible employees:
options to purchase common stock; stock appreciation rights; and other stock awards either singly or in
combination. The exercise period for stock options granted under the 2007 EEPP is determined by the
Compensation Committee at the time of grant, and is generally ten years from the date of grant. The vesting
period for stock options and stock awards granted under the 2007 EEPP is determined by the Compensation
Committee at the time of grant. Generally, options vest over a three year period for senior executives and over
a two year period for all other optionees. Stock awards generally vest over a three year period for all employees.
The number of shares of Covance common stock initially available for grant under the 2007 EEPP totaled
approximately 1.6 million plus approximately 3.3 million shares remaining available under the 2002 EEPP at the
time the 2007 EEPP was approved. All stock option grants under the 2002 EEPP remaining outstanding are
now administered in accordance with the provisions of the 2002 EEPP out of shares issuable under the 2007
EEPP. The Company issues authorized but previously unissued shares when options are exercised or for stock
awards. At December 31, 2007 there were approximately 4.9 million shares remaining available for option
grants or awards under the 2007 EEPP, up to 1.8 million of which are available for issuance as stock awards.
There have been no grants of stock appreciation rights or grants to consultants of Covance or entities in which
Covance has a controlling or significant equity interest under the 2002 ESOP, the 2002 EEPP or the 2007 EEPP.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS 123R
using the modified prospective transition method. SFAS 123R revised SFAS 123, superseded APB 25 and
amended Statement of Financial Accounting Standards No. 95, Statement of Cash Flows. Under the modified
prospective transition method, compensation expense is recognized in the financial statements on a prospective
basis for (a) all share-based payments granted prior to, but not vested as of January 1, 2006, based upon the
grant-date fair value estimated in accordance with the original provisions of SFAS 123, and (b) share-based
payments granted on or subsequent to January 1, 2006, based upon the grant-date fair value estimated in
accordance with the provisions of SFAS 123R. The grant-date fair value of awards expected to vest is expensed
on a straight-line basis over the vesting period of the related awards. Under the modified prospective transition
method, results for prior periods are not restated.
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10. Stockholders’ Equity (Continued)

Results of operations for the year ended December 31, 2007 include $21.9 million ($14.7 million net of
tax benefit of $7.2 million) of total stock-based compensation expense, $7.5 million of which has been included
in cost of revenue and $14.4 million of which has been included in selling, general and administrative expenses.
Results of operations for the year ended December 31, 2006 include $21.5 million ($14.5 million net of tax
benefit of $7.0 million) of total stock-based compensation expense, $7.0 million of which has been included in
cost of revenue and $14.5 million of which has been included in selling, general and administrative expenses.

Prior to January 1, 2006, Covance followed the disclosure-only provisions of SFAS 123 and,
accordingly, accounted for awards under its share based compensation plans pursuant to the recognition and
measurement principles of APB 25 and related Interpretations, as permitted by SFAS 123. Under APB 25,
compensation expense was recognized in the financial statements for the fair value of stock awards. However,
no compensation expense was recorded in the financial statements for stock option grants, as all options have
been granted with an exercise price equal to the market value of the underlying common stock on the date of
grant. Additionally, no compensation expense was recorded in the financial statements for shares purchased by
employees under the Company’s Employee Stock Purchase Program as that plan was considered to be
non-compensatory under APB 25. The following table illustrates the effect on net income and earnings per
share for the year ended December 31, 2005 had Covance applied the fair value recognition provisions of
SFAS 123 to all of its stock-based employee compensation plans.

Net income for the year ended December 31, 2005, asreported . ........ .. ... ... ... ... $119,619
Add: Stock award-based employee compensation included in reported net income, net of related
LN = 1= o 43 A AU 5,219
Deduct: Total stock-based employee compensation expense determined under fair value based
method for all awards, net of related tax effects. ... ... ... ... .. i (17,096)
Pro forma net income for the year ended December 31,2005 . ......... ... ... .. .. .. L. $107,742
Earnings per share for the year ended December 31, 2005:
Basic—as FePOrted . . . .. ottt § 19
Basic—pro forma . .. ... ... e $ 172
Diluted—as TEPOTTE . . .. v vttt e et e $ 1.88
Diluted—pro forma . ... ... e $ 1.69
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10. Stockholders’ Equity (Continued)

Options—The grant-date fair value of stock option awards is estimated using an option pricing model.
For stock options granted prior to January 1, 2006, the Company used the Black-Scholes-Merton option pricing
formula to estimate the grant-date fair value of such awards. For stock options granted on or subsequent to
January 1, 2006, the Company is using the Lattice-Binomial option pricing formula to estimate the grant-date
fair value of stock option awards. The Company changed to the Lattice-Binomial option pricing formula as it
believes such formula may result in a better estimate of fair value than the Black-Scholes-Merton formula. In
order to estimate the grant-date fair value, option pricing models require the use of estimates and assumptions
as to (a) the expected term of the option, (b) the expected volatility of the price of the underlying stock, (c) the
risk-free interest rate for the expected term of the option and (d) pre-vesting forfeiture rates. The expected
term of the option is based upon the contractual terni, taking into account expected employee exercise and
expected post-vesting employment termination behavior. The expected volatility of the price of the underlying
stock is based upon the historical volatility of the Company’s stock computed over a period of time equal to the
expected term of the option. The risk free interest rate is based upon the implied yields currently available from
the U.S. Treasury zero-coupon yield curve for issues with a remaining duration equal to the expected term of
the option. Pre-vesting forfeiture rates are estimated based upon past voluntary termination behavior and past
option forfeitures.

The following table sets forth the weighted-average assumptions used to calculate the fair value of
options granted for the years ended December 31, 2007, 2006 and 2005:

2007 2006 2005
Expected stock price volatility . . ......... ... ... ...... 2% 44% 44%
Risk free interest rate(s) .. ........ .o, 4.7% - 51%  3.9% - 4.5% 3.7%
Expected life of options (years). ..................... 4.3 43 5.0

The following table sets forth Covance’s stock option activity as of and for the year ended
December 31, 2007:

Weighted
Number of Weighted Average Aggregate
Shares Average - Remaining Intrinsic Value
(in thousands} Price Contractual Life (in millions)
Options outstanding, December 31,2006 ... ........... 2,961.6  $32.46
Granted ............ ... ... ...... e 292.1 $63.22
Exercised .......... ... .. . .. (728.0)  $30.56
Forfeited . ... ... .. .. .. . . (35.1)  $50.27 j
Options outstanding, December 31,2007 . ............. 2,490.6 $36.37 6.2 years $125.1
Vested & unvested expected to vest, December 31, 2007 . . 2,435.3 $35.97 6.1 years $123.3
Exercisable at December 31,2007 ................... 1,976.6 $30.41 5.5 years $1111

The weighted-average grant-date fair value per share of options granted during 2007, 2006 and 2005
were $24.40, $22.00 and $18.14, respectively. As of December 31, 2007, the total unrecognized -compensation
cost related to non-vested stock options granted was $5.7 million and is expected to be recogmzed over a
weighted average period of 1.4 years.
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10. Stockholders’ Equity (Continued)

The following table sets forth the aggregate intrinsic value of options exercised and the aggregate
grant-date fair value of shares which vested during 2007, 2006 and 2005:

2007 2006 2005
{in millions)
Aggregate intrinsic value of options exercised . .......... $ 286 $ 327 $ 339
Aggregate grant-date fair value of shares vested ......... $ 103 $ 137 $§ 193

Cash proceeds from stock options exercised during the years ended December 31, 2007, 2006 and
2005 totaled $22.2 million, $28.4 million and $28.8 million, respectively. Prior to the adoption of SFAS 123R,
the Company presented the tax benefit of deductions resulting from the exercise of stock options as an
operating cash flow in the Statements of Cash Flows in accordance with SFAS 123 and APB 25. For the year
ended December 31, 2005, the tax benefit realized and included in operating cash flows totaled $11.7 million.
SFAS 123R requires that the cash flows resulting from tax benefits realized on tax deductions “in excess of” the
compensation expense recognized (either in the financial statements or the pro forma footnote disclosures) for
stock options exercised in the period be classified as a financing cash flow. The “excess tax benefit” classified as
a financing cash inflow during the years ended December 31, 2007 and 2006 were $6.0 million and $7.4 million,
respectively, and would have been classified as an operating cash inflow under SFAS 123. The actual tax benefit
realized on stock options exercised during the years ended December 31, 2007 and 2006 were $9.2 million and
$12.8 million, respectively. The difference between the actual tax benefit received and the “excess tax benefit”
computed in accordance with SFAS 123R for the years ended December 31, 2007 and 2006, of $3.2 million and
$5.4 million, respectively, continues to be classified as an operating cash inflow.

Restricted Stock Awards—Restricted stock awards are granted subject to certain restrictions, including
in some cases service conditions (restricted stock) and in other cases service and performance conditions
(performance-based shares). The grant-date fair value of restricted stock and performance-based share awards,
which has been determined based upon the market value of Covance’s shares on the grant date, is expensed
over the vesting period.

The following table sets forth Covance’s performance-based shares and restricted stock activity as of
and for the year ended December 31, 2007:

Performance-based Shares Restricted Stock

Number of Weighted Number of Weighted

Shares Average Grant Shares Average Grant

(in thousands) Date Fair Value (in thousands) Date Fair Value
Nonvested at December 31,2006 ................ 187.1 $48.61 209.2 $55.61
Granted . .. ..o et e 194.9 $58.60 155.0 $64.37
VESEEd - o o v et e e (141.0) $43.91 60.0 $57.17
Forfeited . .......... ... 0o, — — 343 $59.24
Nonvested at December 31,2007 ................ 241.0 $59.43 269.9 $59.84

The blended weighted average grant-date fair value of performance-based shares and restricted stock
awards granted during the year ended December 31, 2007, 2006 and 2005 was $61.16, $53.65 and $36.39,
respectively. As of December 31, 2007, the total unrecognized compensation cost related to non-vested !
performance-based shares and restricted stock awards was $19.9 million. This cost is expected to be recognized !
over a weighted average period of 1.8 years. The total fair value of performance-based shares which vested '
during 2007, 2006 and 2005 was $6.2 million, $7.3 million and $6.8 million, respectively. The total fair value of |

|
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10. Stockholders’ Equity (Continued)

restricted stock awards which vested during 2007, 2006 and 2005 was $3.4 million, $0.1 million and $1.3 million,
respectively.

Employee Stock Purchase Plan—Covance also has an employee stock purchase plan (the “ESPP”)
pursuant to which Covance may make available for sale to employees shares of its common stock at a price
equal to 85% of the lower of the market value on the first or last day of each calendar quarter. The ESPP,
administered by the Compensation Committee, is intended to give Covance employees the opportunity to
purchase shares of Covance common stock through payroll deductions. A maximum of 3.0 million shares may
be purchased by Covance employees under the ESPP. During 2007, 2006 and 2005, a total of 99,441 shares,
92,927 shares and 102,501 shares of common stock, respectively, were issued under the ESPP. At December 31,
2007, there were approximately 0.8 million shares remaining for purchase under the ESPP.

11. Commitments and Contingencies

Minimum annual rental commitments under non-cancelable operating leases, primarily for its offices
and laboratory facilities, in effect at December 31, 2007 are as follows:

Year Ending December 31,

2008 .. e e e e e e et $24,520
2000 L e e e e e e $21,832
2000 e e e $17,729
2000 L e $13,779
0 $12,906
2013 and beyond . ... .. e e e e e $54,770

Operating lease rental expense aggregated $28.4 million, $27.0 million and $24.8 million for 2007,
2006 and 2005, respectively.

12. Segment Information

Covance has two reportable segments: early development and late-stage development. Early
development services, which includes Covance’s preclinical and clinical pharmacology service capabilities,
involve evaluating a new compound for safety and early effectiveness as well as evaluating the absorption,
distribution, metabolism and excretion of the compound in the human body. It is at this stage that a
pharmaceutical company, based on available data, will generally decide whether to continue further
development of a drug. Late-stage development services, which include Covance’s central laboratory, clinical
development, periapproval and market access services, are geared toward demonstrating the clinical
effectiveness of a compound in treating certain diseases or conditions, obtaining regulatory approval and
maximizing the drug’s commercial potential. The accounting policies of the reportable segments are the same
as those described in Note 2.
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12. Segment Information (Continued)

Other

Early Late-Stage Reconciling
Development Development Items Total
Total revenues from external customers:
2007 . $777,665 $768,754 $ 85,097  $1,631,516
2006 ... $632,786 $707,417 $ 65,855®  $1,406,058
2005 .. e $562,167 $630,783 $ 57,504  $1,250,454
Depreciation and amortization:
2007 .. e $ 41,342 $ 21,098 $ 3,757™ $§ 66,197
2006 ... s $ 32,085 $ 21,089 $ 4214 § 57,388
2005 ... $ 26,165 $ 17988 .S 3,668% § 47821
Operating income:
2007 .. $195,902 $128,105 $(95,361)@ § 228,646
2006 .+ e $153,551  $123,652  $(83,966)° § 193,237
2005 $140,087 $104,667  $(69,647)@ § 175,107
Segment assets: : . .
2007 . $933,746 $461,788 $164,651@  $1,560,185
2000 ... $742,374 $416,792 $138,512@  $1,297,678
2005 ... e $550,516 $354,124 $151,963  $1,056,603
Investment in equity method investees:
2007 . $ 23,2440 § — $ 9119 § 24,155
2006 ... $ 22,997  § — $ 4720 § 23,469
2005 . e $ 21,745¢) § — $ 4550 § 22200
Capital expenditures:
2007 © ot $163,810  $ 17,314  §$ 19,913® § 201,037
2006 . - e e e $111,551 $ 16956 $ 8293® § 136,800
2005 . o $114,624 $33,141 $ 5373® § 153,138
(a) Represents revenues associated with reimbursable out-of-pocket expenses.
(b) Represents depreciation and amortization on corporate fixed assets.
{c) Represents corporate expenses (primarily information technology, marketing, communications, human resources, finance and legal). 2007 and
2006 include incremental stock-based compensation expense under SFAS 123R,
(d} Represents corporate assets.
(e} Represents equity investment in Noveprim Limited.
(N Represents equity investment in Bio-Imaging Technologies, Inc.
(g) Represents corporate capital expenditures,
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12. Segment Information (Continued)

Enterprise-Wide Disclosures

Net revenues from external customers for each significant service area for the years ended

December 31, 2007, 2006 and 2005 are as follows:

Central
Preclinical (Clinical) Clinical
Laboratory  Laboratory  Development All Other
Services Services Services Services Total
2007 . . e e e $601,413 $376,090 $255,345 $313,571 $1,546,419
2006, ... e $496,575 $358,351 $197,533 $287,744 $1,340,203
L L. $445502  $305,065  $177,862  $264,521  $1,192,950

Net revenues from external customers and long-lived assets for each significant geographic location
for the years ended December 31, 2007, 2006 and 2005 are as follows:

United

United

States Kingdom Switzerland Other Total

Net revenues from external customerst!

2007 . $958,706 $224,236 $161,754 $201,723 $1,546,419

2006 ......... [ P $850,554 $180,236 $147,321 $162,092 $1,340,203

2005 ... $758,220 $166,062 $132,964 $135,704 $1,192,950
Long-lived assets®

2007 e $454,648 $119,634 §$ 28,646 § 43,112 $ 646,040

2000 ... $323,672 $119,782 $ 28,659 § 27,944 $ 500,057

2005 ... . $265,944 $102,262 $ 27,509 § 14950 $ 410,665

(1) Net revenues are attributable to geographic locations based on the physical location where the services are performed.

(2) Long-lived assets represents the net book value of property and equipment.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None
Item 9A. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedures. The Company’s Principal Executive Officer
and Principal Financial Officer have reviewed and evaluated the effectiveness of the Company’s disclosure
controls and procedures as of the end of the period covered in this report. Based on that evaluation, the
Principal Executive Officer and the Principal Financial Officer have concluded that the Company’s current
disclosure controls and procedures are effective.

(b) Management’s Report on Internal Control over Financial Reporting. OQur management is
responsible for establishing and maintaining adequate internal control over financial reporting. Under the
supervision and with the participation of our management, including our Principal Executive Officer and
Principal Financial Officer, we conducted an evaluation of the effectiveness of our internal control over
financial reporting based on the framework in Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission. Based on this evaluation, our management
concluded that our internal control over financial reporting was effective as of December 31, 2007. See
Management’s Report on Consolidated Financial Statements and Internal Control, which is included herein.

For additional information, please see “Management’s Report on Consolidated Financial Statements
and Internal Control” included in this Annual Report.

(c) Attestation Report of Independent Registered Public Accounting Firm. The attestation report of
the Company’s independent registered public accounting firm regarding internal control over financial
reporting is included in Item 8 of this Annual Report under the caption “Report of Independent Registered
Accounting Firm” which is included herein.

(d) Changes in Internal Control over Financial Reporting. There were no changes in the Company’s
internal control over financial reporting during the fourth quarter of 2007 that have materially affected, or are
reasonably likely to materially affect, the Company’s internal control over financial reporting.

Item 9B. Other Information

None
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this item for executive officers is set forth under the heading “Executive
Officers” in Part I, Item 1 of this report.

Directors

Kathleen G. Bang, 58, was the President and Chief Executive Officer of Northwestern Memorial
Foundation, a not-for-profit affiliate of Northwestern Memorial HealthCare (“Northwestern™), an academic
medical center, from February 2002 until her retirement in 2004. Prior to February 2002, Ms. Bang was the
Executive Vice President and Chief Operating Officer of Northwestern. Ms. Bang joined Northwestern in 1986
and was Executive Vice President and Chief Operating Officer since 1988. Ms. Bang also was Chair of the
Governing Council for Metropolitan Hospitals of the American Hospital Association from January 1996 to
December 1998, and Board member of the Illinois Hospital Association from 1995 through 2003 and served as
Chair in 2002. Ms. Bang has been a member of the Covance Board since 1998.

Robert Barchi, M.D>., Ph.D., 61, has been President of Thomas Jefferson University since September
2004. Prior to that, Dr. Barchi was Provost of the University of Pennsylvania since 1999. Previously, he served as
Chair of the University’s Department of Neurology and as founding Chair of the University’s Department of
Neuroscience. Dr. Barchi was also Director of the Mahoney Institute of Neurological Sciences for more than
12 years and was the Director of the Dana Fellowship Program in Neuroscience and Director of the Clinical
Neuroscience Track. He was the founder and President of Penn Neurocare, a regional specialty network.
Dr. Barchi has been a member of the Covance Board since October 2003,

Gary E. Costley, Ph.D., 64, is a co-founder and managing director of C&G Capital and
Management, LLC, which provides capital and management to health, medical and nutritional products and
services companies. He was Chairman and Chief Executive Officer of International Multifoods Corporation, a
manufacturer and marketer of branded consumer food and food service products from 2001 until 2004, and
Chairman, President and Chief Executive Officer from 1997 through 2001. He is also a member of the Board of
Directors of The Principal Financial Group, Tiffany & Co., and Prestige Brand Holdings, Inc. Dr, Costley has
been a member of the Covance Board since September 2007,

Sandra L. Helton, 58, was Executive Vice President and Chief Financial Officer of Telephone & Data
Systems, Inc., a telecommunications service company, (“TDS”) from October 2000 through December 2006.
She joined TDS as Executive Vice President—Finance and Chief Financial Officer in August 1998. Prior to
joining TDS, Ms. Helton was the Vice President and Corporate Controller of Compaq Computer Corporation
between 1997 and 1998. Prior to that time, Ms. Helton was employed by Corning Incorporated (“Corning”). At
Corning, Ms. Helton was Senior Vice President and Treasurer between 1994 and 1997 and was Vice President
and Treasurer between 1991 and 1994. Ms. Helton is also the Director of The Principal Financial Group, a
global financial institution. Ms. Helton has been a member of the Covance Board since September 2003,

Joseph L. Herring, 52, has been Covance’s Chairman since January 1, 2006 and Chief Executive
Officer since January 1, 2005. Mr. Herring was President and Chief Operating Officer from 2001 to December
2004 and was Covance’s Corporate Senior Vice President and President—Early Development Services from
1999 to 2001. From 1996 to 1999, Mr. Herring was Corporate Vice President and General Manager of Covance
Laboratories North America. Prior to joining Covance, Mr. Herring was Vice President of Caremark
International, a provider of home care and physician practice management services, and he also served as a
Vice President of Baxter International where he was employed for 14 years. Mr. Herring has been a member of
the Covance Board since 2004.
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Irwin Lerner, 77, was the Chairman of the Board of Directors and Executive Committee of
Hoffmann-La Roche Inc. (“Roche”) (a pharmaceutical company) from January to September 1993 and was the
President and Chief Executive Officer of Roche from 1980 to 1993. From November 2006 to May 2007,
Mr. Lerner was Interim President and Chief Executive Officer of Medarex, Inc., a biotechnology company
Mr. Lerner was the Chief Executive Officer of Reliant Pharmaceuticals, LLC (a private pharmaceutical
company) from July to December 2001. He also is Chairman and a Director of Medarex, Inc. and a Director of
Panacos Pharmaceuticals Inc. (anti-infectives) and Nektar Therapeutics (drug delivery technology). Mr. Lerner
has been a member of the Covance Board since 1996.

J. Randall MacDonald, 59, has been Senior Vice President-Human Resources for International
Business Machines Corporation, an information technology company, since 2000. From June 1997 to June 2000,
Mr. MacDonald was the Executive Vice President—Human Resources and Administration for the GTE
Corporation (“GTE”), a telecommunications company. Prior to June 1997, Mr. MacDonald held various senior
positions with GTE including Senior Vice President—Human Resources and Administration (from 1995), Vice
President—Employee Relations and Organizational Development (from 1988) and Vice President of
Organizational Development (from 1986). Mr. MacDonald has been a member of the Covance Board since
1996.

William C. Ughetta, 75, is an attorney and former Senior Vice President and General Counsel of
Corning. Mr. Ughetta joined Corning in 1968 as Assistant Secretary and Assistant Counsel. He was elected
Secretary of Corning in 1971, and a Senior Vice President in 1983. He is also a Director of Global Lift
Technologies Inc. (a former manufacturer of wire rope) and The Lake Placid Institute. Mr. Ughetta has been a
member of the Covance Board since 1996.

Information under the headings “Proposal 1—Election of Directors”, “The Board of Directors and its
Committees”, “Committees of the Board”, “Board Nomination Process” and “Section 16(a) Beneficial
Ownership Reporting Compliance” in the Company’s definitive Proxy Statement in connection with the 2008
Annual Meeting of Shareholders to be held May 8, 2008, which Proxy Statement is intended to be filed not later
than 120 days after December 31, 2007, pursuant to Regulation 14A under the Securities Exchange Act of 1934,
as amended, is incorporated herein by reference.

The Company has adopted a Code of Ethics for Finance Professionals in compliance with applicable
rules of the Securities and Exchange Commission (“SEC”)} that applies to its principal executive officer, its
principal financial officer, and its principal accounting officer or controller, or persons performing similar
functions. A copy of the Code of Ethics for Finance Professionals is available on the Company’s web site at
www.covance.com, free of charge, under the caption, “Investor Relations—Corporate Governance.” The
Company intends to satisfy any disclosure requirement under Item 5.05 of Form 8-K regarding an amendment
to, or waiver from, a provision of this Code of Ethics for Finance Professionals by posting such information on
the Company’s web site at the address and location specified above.

Item 11, Executive Compensation

Information on Director and executive compensation is incorporated by reference to the headings
“Directors’ Compensation” and “Executive Compensation” in the Company’s definitive Proxy Statement in
connection with its 2008 Annual Meeting of Shareholders to be held on May 8, 2008, which Proxy Statement is
intended to be filed not later than 120 days after December 31, 2007, pursuant to Regulation 14A under the
Securities Exchange Act of 1934, as amended.
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Item 12, Security Ownership by Certain Beneficial Owners and Management of Covance

Information on security ownership by certain beneficial owners and management of Covance is
incorporated by reference to the headings “Stock Ownership of Directors, Executive Officers and Certain
Shareholders” in the Company’s definitive Proxy Statement in connection with its 2008 Annual Meeting of
Shareholders to be held on May 8, 2008, which Proxy Statement is intended to be filed not later than 120 days
after December 31, 2007 pursuant to Regulation 14A under the Securities Exchange Act of 1934, as amended.

Covance maintains the Covance Inc. 2007 Employee Equity Participation Plan, the Covance Inc. 2002
Employee Stock Option Plan, the Employee Stock Purchase Plan, the Stock Option Plan for Non-Employee
Directors, the Deferred Stock Unit Plan for Non-Employee Directors and the Restricted Unit Plan for
Non-Employee Members of the Board of Directors, pursuant to which it may grant equity awards to eligible
persons.

The following table gives information about equity awards under Covance’s above mentioned plans.
The only plans mentioned above which have not received shareholder approval are the Covance Inc. 2002
Employee Stock Option Plan and the Employee Stock Purchase Plan. For a description of the material features
of these plans, please see Note 10 to the audited consolidated financial statements included elsewhere in this
Annual Report. ‘

Equity Compensation Plan Information

Number of securities remaining

Number of securities to be issued Weighted-average exercise available for future issuvance under
upon exercise of outstanding price of outstanding options, equity compensation plans
Plan Category options, warrants and rights warrants and rights (excluding securities reflected
(a) ()] in column (a)}

Equity compensation
plans approved by
security holders 1,135,809 $ 31.65 4,957,107

Equity compensation
plans not approved
by security holders 1,354,760 $ 4033 771,883

TOTAL 2,490,569 $ 3637 5,728,990("

W Consists of securities available for issuance under Covance’s Employee Stock Purchase Plan pursuant to which Covance makes available for
sale to its employees shares of Common Stock at a price equal to 85% of the lower of fair market value on the first or last day of each calendar
quarter.

Item 13. Certain Relationships and Related Transactions

Incorporated by reference to the heading “The Board of Directors and its Committees” in the
Company’s definitive Proxy Statement in connection with its 2008 Annual Meeting of Shareholders to be held
on May 8, 2008, which Proxy Statement is intended to be filed not later than 120 days after December 31, 2007,
pursuant to Regulation 14A under the Securities Exchange Act of 1934, as amended.

Item 14. Principal Accountant Fees and Services
Incorporated by reference to the heading “Principal Accountant Fees and Services” in the Company’s
definitive Proxy Statement in connection with its 2008 Annual Meeting of Shareholders to be held on May 8§,

2008, which Proxy Statement is intended to be filed not later than 120 days after December 31, 2007, pursuant
to Regulation 14A under the Securities Exchange Act of 1934, as amended.
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Item 15.

PART 1V

Exhibits and Financial Statement Schedules

(a) Documents filed as part of this report.

1. Financial Statements. The financial statements filed as part of this report are listed on the Index
to Consolidated Financial Statements on page 33.
2. Financial Statement Schedules. Schedules are omitted because they are not applicable or the

required information is shown in the consolidated financial statements or notes thereto.

3. Exhibits. The exhibits required by Item 601 of Regulation S-K filed as part of, or incorporated

by reference in, this report are listed in (b) below and in the accompanying Exhibit Index.

(b) Item 601 Exhibits.

Exhibit
Number Description
3.1  Certificate of Incorporation. Incorporated by reference to Covance’s filing on Amendment No. 2 on
Form 10, filed with the SEC on November 19, 1996.
3.2 By-Laws. Incorporated by reference to Covance’s filing on Amendment No. 2 on Form 10, filed with
the SEC on November 19, 1996,
41  Form of Common Stock Certificate. Incorporated by reference to Covance’s filing on Amendment
No. 3 on Form 10, filed with the SEC on November 25, 1996.
10.1  Employee Stock Ownership Plan. Incorporated by reference to Covance’s Annual Report on
Form 10-K for the fiscal year ended December 31, 1996.
10.2  Stock Purchase Savings Plan, as amended. Incorporated by reference to Covance’s Registration
Statement on Form §-8 filed with the SEC on March 5, 2002.
10.3  Restricted Share Plan. Incorporated by reference to Covance’s Annual Report on Form 10-K for the
fiscal year ended December 31, 1996.
104  Non-Employee Directors’ Amended and Restated Restricted Stock Plan. Incatpomted by reference
to Covance’s Annual Report on Form 10-K for the fiscal year ended December 31, 1998.
10.5  Directors’ Deferred Compensation Plan, as amended. Incorporated by reference to Covance’s
Annual Report on Form 10-K for the fiscal year ended December 31, 1997,
10.6  Conversion Equity Plan. Incorporated by reference to Covance’s filing on a Registration Statement on
Form S§-8, Registration No. 333-29467, filed with the SEC on June 18, 1997.
10.7  Non-Employee Directors’ Stock Option Plan. Incorporated by reference to Covance’s Annual Report
on Form 10-K for the fiscal year ended December 31, 1998.
10.8  Deferred Stock Unit Plan for Non-Employee Members of the Board of Directors. Incorporated by
reference to Covance'’s Annual Report on Form 10-K for the fiscal year ended December 31, 1998.
10.9  Letter Agreement between Covance Inc. and Joseph Herring dated November 7, 2001.
Incorporated by reference to Covance's Annual Report on Form I 0-K for the fiscal year ended
December 31, 2001.
10.10 2002 Employee Equity Participation Plan. Incorporated by reference to Covance’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2001.
10.11 2002 Employee Stock Option Plan. Incorporated by reference to Covance’s Registration Statement
on Form §-8 filed with the SEC on July 31, 2002.
10.12  Letter Agreement between Covance Inc. and Donald Kraft dated June 25, 2002. Incorporated by
reference to Covance’s Annual Report on Form 10-K for the fiscal year ended December 31, 2002.
10.13  Employee Stock Purchase Plan, as amended. Incorporated by reference to Covance’'s Annual Report

74

on Form 10-K for the fiscal year ended December 31, 2002.




Exhibit

Number Description

10.14  Restricted Unit Plan for Non-Employee Members of the Board of Directors. Incorporated by
reference to Covance'’s Quarterly Report on Form 10-Q for the period ended June 30, 2003.

10.15 Letter Agreement between Covance Inc. and James Lovett dated March 3, 2003. Incorporated by
reference to Covance’s Annual Report on Form 10-K for the fiscal year ended December 31, 2003

10.16 Covance Inc. Variable Compensation Plan effective January 1, 2004. Incorporated by reference to
Covance’s Annual Report on Form 10-K for the fiscal year ended December 31, 2003.

10.17 Letter Agreement between Covance Inc. and Wendel Barr dated as of February 25, 2004.
Incorporated by reference to Covance’s Quarterly Report on Form 10-Q for the period ended June 30,
2004.

10.18 Letter Agreement between Covance Laboratories Limited and Anthony Cork dated as of
February 25, 2004. Incorporated by reference to Covance’s Quarterly Report on Form 10-Q for the
period ended June 30, 2004.

10.19  Credit Agreement among Covance Inc., PNC Bank, National Association, as agent, and the banks
named therein dated as of June 30, 2004. Incorporated by reference to Covance’s Quarterly Report
on Form 10-Q for the period ended June 30, 2004.

10.200 Form of Executive Officer Stock Option Agreement. Incorporated by reference to Covance’s
Quarterly Report on Form 10-Q for the period ended September 30, 2004.

10.21 Form of Executive Officer Restricted Stock Agreement. Incorporated by reference to Covance’s
Quarterly Report on Form 10-Q for the period ended September 30, 2004.

10.22 Form of Non-Employee Director Stock Option Agreement. Incorporated by reference to Covance’s
Quarterly Report on Form 10-Q for the period ended September 30, 2004.

10.23 Agreement between Covance Inc. and Richard Cimino dated December 17, 2004. Incorporated by
reference to Covance’s Form 8-K dated December 17, 2004.

10.24 Restricted Share Agreement between Covance Inc. and Richard Cimino dated as of
December 17, 2004. Incorporated by reference to Covance’s Form 8-K dated December 17, 2004.

10.25 Restricted Share Agreement between Covance Inc. and Christopher A. Kuebler, dated as of
December 31, 2004. Incorporated by reference to Covance’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2004.

10.26 Trust Deed Governing the Covance Laboratories Pension Scheme. Incorporated by reference to
Covance’s Annual Report on Form 10-K for the fiscal year ended December 31, 2004.

10.27 Agreement between Covance Inc. and Deborah Tanner dated February 23, 2006. Incorporated by
reference to Covance's Form 8-K dated February 23, 2006.

10.28 Form of Restricted Share Agreement between Covance Inc. and each of Wendel Barr and
Richard F. Cimino dated February 23, 2006. Incorporated by reference to Covance’s Form 8-K dated
February 28, 2006.

10.29 Agreement and Plan of Merger dated April 20, 2006 between Covance Clinical Research
Unit Inc., TYD Inc., Radiant Research Inc., and James Stevenson and Christopher Grant, Jr.
Incorporated by reference to Covance’s Form 8-K dated April 26, 2006.

10.30 Amendment No.1 to the Restricted Unit Plan for Non-Employee Members of the Board of
Directors of Covance Inc. Incorporated by reference to Covance’s Form 8-K dated May 16, 2006.

10.31 Amendment No.1 to the 1998 Non-Employee Director Stock Option Plan. Incorporated by
reference to Covance’s Form 8-K dated December 12, 2006.

10.32 Restricted Share Agreement between Covance Inc. and Joseph Herring dated February 22, 2007.
Incorporated by reference to Covance’s Form 8-K dated February 28, 2007

10.33  Covance Inc. 2007 Employee Equity Participation Plan. Incorporated by reference to Covance’s

Form 10-Q dated May 8, 2007.
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Exhibit
Number Description

10.34 Covance Inc. Management Deferral Plan. Incorporated by reference to Covance’s Form 8-K dated
October 1, 2007.
10.35 Amended and Restated Supplemental Executive Retirement Plan. Filed herewith.
21 Subsidiaries. Filed herewith.
23.1 Consent of Ernst & Young LLP. Filed herewith.
31.1 Certification of Chief Executive Officer pursuant to SEC Rule 13(a)-14(a). Filed herewith.
31.2 Certification of Chief Financial Officer pursuant to SEC Rule 13(a)-14(a). Filed herewith.
32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350. Filed herewith.
322 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350. Filed herewith.

(c) Financial Statement Schedules.

None
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Covance has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: February 29, 2008

COVANCE INC.

By: /s/ Joseph L. Herring

Joseph L. Herring

Chairman of the Board and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been sigried
below by the following persons on behalf of Covance and in the capacities and on the dates indicated.

Signature

/s/ Joseph L. Herring

Joseph L. Herring

/s/ William E. Klitgaard

William E. Klitgaard

/s/ Michele A. Kennedy

Michele A. Kennedy

/s/ Kathleen G. Bang

Kathleen G. Bang

/s/ Robert Barchi

Robert Barchi

/s/ Gary E. Costley

Gary E. Costley

/s/ Sandra L. Helton

Sandra L. Helton

/s/ Irwin Lerner

Irwin Lerner

/s/ J. Randall MacDonald

J. Randall MacDonald

/s/ William C. Ughetta

William C. Ughetta

Title

Chairman of the Board, Chief Executive
Officer and Director
(Principal Executive Officer)

Corporate Senior Vice President and Chief
Financial Officer
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Director
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COVANCE-CARE PARTNERSHIP [N RWANDA

In celebration of Covance’s tenth anniversary,
Covance partnered with CARE, a leading global humani-
tarian organization, to support the Covance-CARE Early
Childhood Development Initiative for Orphans and Vulner-
able Children in Rwanda. Covance’s contributions helped
transform three existing buildings into community day care

centers for children aged
two 1o four and renovate
two existing nursery schools
in the Kamonyi district of
eastern Rwanda. Covance
is also supporting the
operation of the centers and
schools to provide a safe
and secure environment

for pre-school children

and assist in their physical,
emotional, and cognitive
development.

Up to 16 percent of all
orphans in Africa are under
five years of age. An esti-
mated 70.8 million children
in this age group are living in
conditions of extreme pov-
erty and disadvantage. The
sheer scale and complexity
of the problems of AIDS,
cenflict, natural disasters,
diseases, and poverty are
eroding traditional support

' networks and leaving these young children without the care
that is critical to their growth and development,
CARE International deveioped the 5x5 Early Childhooed
~ Development (ECD) Model, which is being implemented
in Kenya, Uganda, Zambia, and Rwanda. The aim of the
program is to promote the well-being of vulnerable children

below school age and address the significant gap in program-
ming for pre-schocl orphans and vulnerable children in Africa.
The model also builds on CARE's strengths in fostering
community economic development, child health, nutrition,
and education, as well as the rights of these orphans and
vulnerable children. CARE International is piloting the ECD
project in the district of Kamonyi, which will assist communi-
ties to set up and run three ECD centers for children aged
two to four in Musambira, Karama, and Nyarubaka sectors.
The organization will also
support two nursery schools
for children aged four to six in
Gacurabwenge and
Karama sectors.

Covance and its employees
are proud to be giving back
to the gtobal community.
Together with CARE, Covance
will help develop sustainable
learning environments that
will help empower and shape
these children, who serve as
the future of Rwanda.




NYSE RINGING OF THE
CLOSING BELLM
Covance commemorated its

tenth anniversary as a
publicly traded company by
ringing The Closing Bell at
the NYSE in January 2007,

CLINICAL DEVELOPMENT
GLOBAL REACH
Clinical Development Services
has an extensive global reach

in more than 45 countries
across multiple therapeutic
specialties, at nearly 25,000
active study sites.

VACCINE DEVELOPMENT
A new vaccine-testing

facility opened to capitalize
on vaccine research, one of
the most active areas of new
product development for the
biopharmaceutical industry.

CENTRAL LABORATORY
SHANGHAI, CHINA

A new central laboratory
facility opened in Zhangjiang
Hi-Technology Park in
Pudong, Shanghai, enhanc-
ing our global network of
clinical trial services.




NUTRITIONAL CHEMISTRY
LABORATORY
SINGAPORE

A new facility opened to
meet rising demand for inter-
nationally recognized safety
testing of food and product
samples from Asian com-
panies seeking 10 export to

MUNSTER, GERMANY
LABORATORY

Covance completed the
expansion of our toxicology
center of excellence for highty
specialized safety studies.

GLOBAL RIGHLIGHTS FROM 2001

HARROGATE, UK
LABORATORY

Covance commenced the
third largest toxicology
expansion in our UK facility,
which is expected to come
online in 2009.

IT INFRASTRUCTURE
INVESTMENTS

Covance continues to invest
in building a scalable and
automated IT infrastructure
to more efficiently capture,
store, and deliver exponen-
tially more data.




COVANCE

THE DEVELOPMENT SERVICES COMPANY

Covance, with headquarters in Princeton, New
Jersey, is one of the world’s largest and most
comprehensive drug development services
companies, with annual revenues greater than $1.5
billion, global operations in more than 20 countries,
and more than 8,700 employees worldwide.
Information on Covance’s products and services,
recent press releases, and SEC filings can be

obtained through its web site at www.covance.com.

FORM 10-K, SEC CERTIFICATION, AND NYSE CERTIFICATION

A copy of the Form 10-K
filed by the Company with
the Securities and Exchange
Commission {SEC) for 2007,
which includes as exhibits
the Chief Executive Officer
and Chief Financial Officer
certifications required to be
filed with the SEC pursuant
to Section 302 of the
Sarbanes-Oxley Act, may

Nerth America
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Boiss, ID
Chantilly, VA
Cumberand, VA

Emeryvila, CA
Evansville, iIN
Gaithersburg, MD

Madison, Wi
Montréal, Canada
Nashwille, TN
Portiand, OR
Princeton, NJ
San Diego, CA
Spring Mil, PA
Vienna, VA

South America
Buenos Aires, Argentina

be obtained by shareholders
without charge upon written
request to Covance Inc.,
210 Carnegie Center,
Princeton, New Jersey
08540-6233. The Company
has filed with the New York
Stock Exchange (NYSE)

the certification of its Chief
Executive Officer confirming
that the Company has

comphed with the NYSE
corporate governance
listing standards. Copies
of the Company'’s Annual
Report on Form 10-K,
Quarterly Reports on Form
10-Q, and other investor
materials are all available
on our web site
[www.covance.com).

CORPORATE OFFICE

Covance Inc.

210 Carnegie Center
Princeton, NJ 08540-6233
Telephone: 609/452-4440
Facsimile; 608/452-9375
WWW.CovVance.com

STOCK LISTING

New York Stock
Exchange (NYSE)
Symbol: CVD

INVESTOR RELATIONS

Covance Inc.

Attn: Investor Relations
210 Carnegie Center
Princeton, NJ 08540-6233
Telephone: 609/452-444Q
Facsimile: 609/951-0856
E-mail; info@covance.com

TRANSFER AGENT AND REGISTRAR

Computershare Investor
Services, L1L.C

2 North LaSalle Street

Chicago, IL 60602

Telephone: 312/360-5270

www.computershare.cormn

INDEPENDENT AUDITORS
Ernst & Young LLP
MetroPark, NJ
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