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LabCorp delivered another strong performance in 2011

, made
possible by disciplined execution of our five-pillar strategy to
grow the business and increase shareholder value. These five
strategic pillars are:

» Deploy capital first to acquisitions that enhance our footprint
and test menu, then to repurchase shares,

e Enhance our IT capabilities to improve the physician and

patient experience,
« Continue to improve efficiency to remain the most efficient
and highest-value provider of laboratory services,

e Continue scientific innovation to offer new tests at reasonable
and appropriate pricing, and

e Participate in the development of alternative delivery models
10 improve patient outcomes and reduce the cost of care.

Despite a macroeconomic environment that remained challenging,
we achieved our operational and financial goals across a broad range
of measures. Each of our five pillars contributed to our success.

Results In A Nutshell

We generated solid increases in test volumes, revenues and
earnings in 2011, achieving growth both organically and through
strategic acquisitions. In 2011, LabCorp increased revenue

10.8 percent, to $5.5 billion, and Adjusted Earnings Per Share

onomic

Dave King
Chairman and Chief Executive Officer

Excluding Amortization by 6.5 percent, to $6.37. These results
are especially noteworthy in a market environment in which total
net U.&. jobs and managed care enrollment, two key metrics
for our industry, remained stagnant. QOur stock price reached
$100 per share before concerns about the U.S. deficit and the
European financial system dampened the market in the last five

months of the year.

We are proud of these accomplishments. This performance
extended a strong growth record that has been sustained
through several years of economic distress. In fact, for the
period 2001 through 2011, LabCorp’s compound annual
growth rates for Revenue, Adjusted Earnings Per Share
Excluding Amortization and Free Cash Flow Per Share are 9.7,
15.5 and 16.8 percent, respectively’.

We continue to fulfill our core mission — to offer the highest-

quality laboratory testing and most compelling value fo our
customers ~ through successful execution of this well defined,
five-pillar strategy. Let me review our 2011 progress on each

pillar of our strategy.

'Adjusted Earnings Per Share Excluding Amortization is calculated by excluding the
effects of the impact of restructuring and other special charges, loss on divestiture
of assets and amortization expense from GAAR diluted earnings per share. Free cash
flow represents cash flows from operations less capital expenditures. Free
Flow Per Share represents free cash flow divided by weighted average ditutec

g. For a reconciliation of non-GAAPR financlal measures, please 1

he Company’s 8K filed on February 10th, 2012




Cs inc fses LabCorp will be well posrttoned tO/prov de
the broadest raﬂge of sevices:

In oncokogy, LabCorp 8 broad ; oleoular onoolcg\/ test men

and specialized sales forca complcamem the strong pathology
expertise provided by Genzyme Genetles. In addition, LabCorp's
extensive test menu allowed us to internalize approximately
50 tests that Genzyme Genetics previously referred to other labs:

historically have been underrep
',e;tmtegtc model, we executed a humber Qf amdtier acqguisitions

z&abieac;q | ﬁcns Wesio iff Medical Labora‘(ones and DCL
Medical Laboratories. These transactions bolstered our
presence in Sc;uthem California and Indianapolis, vvhere we
ted. Further, in line with our

to enhance our test menu ::md our geographlo footprint.

In December of 2011, we closed our acquisition of Orchid Cellmark,
an international provider of DNA testing services primarily for
forensic and:-family relationship applications. This acquisition
strengthens LabCorp’s capabiliies in forensics and identity
testing and establishes our presence in the United Kingdom.

In 2011, we extended our record of deploying cash to return
value to shareholders through share repurchase. For the vear,
we acquired 7.4 million LabCorp shares for $644 million. This
brings our total repurchases since 2004 to more than $3.9 hillion,
at an average price of approximately $65.

We now provide reproductive genetic testing senvices under the name integrated Genetics,
and oncology genetic testing services under the name Integrated Oncology.
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For pcatfems LabCD o BQ&COH mak@s t ewer tc interact wsrh
m@dtcai ﬁrofess onals. In 2011, we comp leted devg meem of
the LabCorp Beacon patient portal - & secure and easy-to-use

onlirie solution that enables patients to receive and share lab results,

make appointments, pay bills, set up alerts and notifications,
and manage health information for the entire family.

Our automation initiatives, improver

supply chain operations have i

by 40 percent since 2007.

nents to our logistics network, and enh

creased our per-employee th

Oppratzons have creabod ourper- e»mptoyee thramghpu :
core laboratories by 40 percent sihoe 2007, We also upg ded
our call centgr, Dperailons, improving call response time whﬂ
reducing the number of facillties by approximately two-thirds.
Even as we achieve new efficiencies, LabCorp’'s service metrics;
customer satisfaction ratings, and turnaround times érg at
historically high levels.

The expansion of the Powell Genter for Esoteric Testing in
Burlington, North Carolina leverages LEAN principles to conduct
testing more efficiently and consolidate satellite locations.

LEAN strategies have also proven effective in creating process
improvements in our billing and collection operations. DSO at
year-end stood at 46 days, unchanged vear over year and
sequentially, while bad debt continued its downward trajectory
1o 4.6 percent, an improvement of 20 basis points over last year.

ts to our

roughput in our core laboratories



XALKORI tecelved
F Aapprovai for use in a subset of non-small cel lung cancer
/Batsents classified as ALK posmve LQ thrp’s clinically validated
crampamon diagnostic identifles these ALK po Sitive patients that
ahould benefit from XALKORL

n 1ay beﬁ@ﬁt from “U”‘xlb therapy Also in 20

We also launched a serles of hepatitis C (HOV) drug resistance
assays developed to suppoert the clinical evaluation of antl-viral
agents and-thelr effective uge in the management of HEV

infection. These tests add to-LabCorp’s industry=leading suite

of HCV diagnostics, all designed to-help physicians provide
optimal patient care:

In women’s health, we simplified specimen collection for physicians
by offering a single-swab device that tests for a variety of the
most common sexually transmitted disease organisms. Our
single-swab device provides the comprehensive actionable
information physicians need to deliver the best and most

appropriate care to their patients.

partnersh : haq dehvered high qua! ty aboratc;ry senvices to

hcaros customers whie icwermg therr a!@oratory spenr:%

sole namna {aboratory, dﬂd both Orgamzamns will Ci} ’tmue o
work m xmprove the management of taboramry networks and
services to deliver high-quality care at reasanat:/e cost.

Although Lcannot overemphasize the importancé of a sound
strategic foundation, a strategy is nothing unless it is:well-

executed. The credit for our successes, once again and still,
belongs to the 31,000 LabCorp employees who deliver the
highest-quality care to our patients and physicians 7 days a
week, 365 days a vear. | am deeply grateful to our talented
team, and we are all grateful to you for your continuing support.

Very truly yours,

e Sre,

Dave King
Chairman and Chief Executive Officer
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LABORATORY CORPORATION OF AMERICA

Selected Financial Data

The selected financial data presented below under the captions “Statement of Operations Data” and “Balance Sheet Data” as
of and for the five-year period ended December 31, 2011 are derived from consolidated financial statements of the Company,
which have been audited by an independent registered public accounting firm. This data should be read in conjunction with the
accompanying notes, the Company’s consolidated financial statements and the related notes thereto, and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” all included elsewhere herein.

Year Ended December 31,

(in millions, except per share amounts) 2011@® 2010©@ 200949 2008@ 2007®
Statement of Operations Data: )
Net sales $55423 $5003.9 $46947 $45052 $4,0682
Gross profit 2,274.7 2,097.8 1,970.9 1,873.8 1,691.2
Operating income 948.4 978.8 935.9 842.9 777.0
Net earnings attributable to Laboratory

Corporation of America Holdings 519.7 558.2 543.3 464.5 476.8
Basic earnings per common share $ 520 $ 542 $ 506 $ 4283 $ 408
Diluted earnings per common share $ 511 $ 529 $ 498 $ 416 $ 393

Basic weighted average common

shares outstanding 100.0 103.0 107.4 109.7 116.8
Diluted weighted average common
shares outstanding 101.8 105.4 109.1 111.8 121.3

Balance Sheet Data:
Cash and cash equivalents, and

short-term investments $ 1593 ¢ 2307 $ 1485 $ 2197 $§ 166.3
Goodwill and intangible assets, net 4,302.5 4,275.4 3,239.3 2,994.8 2,252.9
Total assets 6,171.0 6,187.8 4,837.8 4,669.5 4,368.2
Long-term obligations® 2,221.0 2,188.4 1,394.4 1,721.3 1,667.0
Total shareholders’ equity 2,503.5 2,466.3 2,106.1 1,688.3 1,725.3

(a) During 2011, the Company recorded net restructuring charges of $44.6. Of this amount, $27 .4 related to severance and other personnel costs,
and $22.0 primarily related to facility-related costs associated with the ongoing integration of certain acquisitions including Genzyme Genetics
and Westcliff Medical Laboratories, Inc. (“Westcliff”). These charges were offset by restructuring credits of $4.8 resulting from the reversal of
unused severance and facility closure liabilities. In addition, the Company recorded fixed assets impairment charges of $18.9 primarily related to
equipment, computer systems and leasehold improvements in closed facilities. The Company also recorded special charges of $14.8 related to
the write-off of certain assets and liabilities related to an investment made in prior years, along with a $2.6 write-off of an uncollectible receivable
from a past installment sale of one of the Company’s lab operations.

{b) Following the closing of its acquisition of Orchid Cellmark Inc. (“Orchid”) in mid-December 2011, the Company recorded a net $2.8 loss on its
divestiture of certain assets of Orchid’s U.S. government paternity business, under the terms of the agreement reached with the U.S. Federal
Trade Commission. This non-deductible loss on disposal was recorded in Other Income and Expense in the Company’s Consolidated Statements
of Operations and decreased net earnings for the twelve months ended December 31, 2011 by $2.8.
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Selected Financial Data (continued)
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During 2010, the Company recorded net restructuring charges of $5.8 primarily related to work force reductions and the closing of redundant
and underutilized facilities. In addition, the Company recorded a special charge of $6.2 related to the write-off of development costs incurred on
systems abandoned during the year.

The Company incurred approximately $25.7 in professional fees and expenses in connection with the acquisition of Genzyme Genetics and
other acquisition activity, including significant costs associated with the Federal Trade Commission’s review of the Company’s purchase of
specified net assets of Westcliff. These fees and expenses are included in selling, general and administrative expenses for the year ended
December 31, 2010.

The Company also incurred $7.0 of financing commitment fees (included in interest expense for the year ended December 31, 2010) in
connection with the acquisition of Genzyme Genetics.

During 2009, the Company recorded net restructuring charges of $13.5 primarily related to the closing of redundant and underutilized facilities.

in October 2009, the Company received approval from its Board of Directors to freeze any additional service-based credits for any years of
service after December 31, 2009 on the defined benefit retirement plan (the “Company Plan”) and the nonqualified supplemental retirement plan
(the “PEP"). As a result of the changes to the Company Plan and PEP which were adopted in the fourth quarter of 2009, the Company recognized
a net curtailment charge of $2.8 due to remeasurement of the PEP obligation at December 31, 2009 and the acceleration of unrecognized prior
service for that plan. In addition, the Company recorded favorable adjustments of $21.5 to its tax provision relating to the resolution of certain
state income tax issues under audit, as well as the realization of foreign tax credits.

In connection with the Monogram Biosciences, Inc. acquisition, the Company incurred $2.7 in transaction fees and expenses in the third
quarter of 2009.

During 2008, the Company recorded net restructuring charges of $32.4 primarily related to work force reductions and the closing of redundant

and underutilized facilities. During the third quarter of 2008, the Company alsc recorded a special charge of $5.5 related to estimated uncollect-

ible amounts primarily owed by patients in the areas of the Gulf Coast severely impacted by hurricanes simitar to losses incurred during the 2005

hurricane season.

In the fourth quarter of 2008, the Company recorded a $7.5 cumulative revenue adjustment refating to certain historic overpayments made
by Medicare for claims submitted by a subsidiary of the Company. In addition, the Company recorded a $7.1 favorable adjustment to its fourth
quarter tax provision relating to tax treaty changes adopted by the United States and Canada.

During the fourth quarter of 2008, the Company recorded charges of approximately $3.7, which related to the acceleration of the recognition of
stock compensation and certain defined benefit plan obligations due to the announced retirement of the Company’s Executive Vice President of
Corporate Affairs, effective December 31, 2008.

In the second quarter of 2008, the Company recorded a $45.0 increase in its provision for doubtful accounts. The Company’s estimate of the
allowance for doubtful accounts was increased due to the impact of the economy, higher patient deductibles and copayments, and recent
acquisitions on the collectibility of accounts receivable balances.

During 2007, the Company recorded net restructuring charges of $50.6 related to reductions in work force and consolidation of redundant and

underutilized facilities.

(g) Long-term obligations primarily include the Company’s zero-coupon convertible subordinated notes, 5%:% senior notes due 2013, 5%:% senior

notes due 2015, 3.125% senior notes due 2016, 4.625% senior notes due 2020, term loan, revolving credit facility and other long-term obligations.
The accreted balance of the zero-coupon convertible subordinated notes was $135.5, $286.7, $292.2, $573.5 and $564.4 at December 31, 2011,
2010, 2009, 2008 and 2007, respectively. The balance of the 5%% senior notes, including principal and unamortized portion of a deferred gainon
an interest rate swap agreement, was $350.0, $350.9, $351.3, $351.7 and $352.2 at December 31, 2011, 2010, 2009, 2008 and 2007, respectively.
The principal balance of the 5%% senior notes was $250.0 at December 31, 2011, 2010, 2009, 2008 and 2007. The principal balance of the
3.125% senior notes was $325.0 at December 31, 2011 and 2010, and $0 for all other years presented. The principal balance of the 4.625%
senior notes was $600.0 at December 31, 2011 and 2010 and $0 for all other years presented. The term loan was $0.0, $375.0, $425.0,
$475.0 and $500.0 at December 31, 2011, 2010, 2009, 2008 and 2007, respectively. The revolving credit facility was $560.0, $75.0, $70.8 at
December 31, 2011, 2009 and 2008, respectively, and $0 for all other years presented. The remainder of other long-term obligations consisted
primarily of mortgages payable with balances of $0.0, $0.8, $0.9, $0.3 and $0.4 at December 31, 2011, 2010, 2009, 2008 and 2007, respectively.
Long-term obligations exclude amounts due to affiliates.



LABORATORY CORPORATION OF AMERICA

Management’s Discussion and Analysis

of Financial Condition and Results of Operations (in millions)

General

During 2011, the Company continued to strengthen its financial
performance through pricing discipline, continued growth of
its esoteric testing, outcome improvement and companion
diagnostics offerings, and expense control.

The Company’s acquisition of Genzyme Genetics in
December 2010 has helped to expand the Company’s
capabilities in reproductive, genetic, hematology-oncology
and clinical trials central laboratory testing, enhance the
Company'’s esoteric testing capabilities and advance the
Company’s personalized medicine strategy. The Genzyme
Genetics acquisition contributed approximately 6.8% to the
Company’s 10.8% growth in net sales experienced in 2011.

In' July 2011, the Company reached a settlement in the
previously disclosed lawsuit, California ex rel. Hunter
Laboratories, LLC et al. v. Quest Diagnostics Incorporated,
et al. to avoid the uncertainty and costs associated with
prolonged litigation. Pursuant to the executed settlement
agreement, the Company paid $49.5 in the third quarter of
2011 to resolve all claims brought against the Company in the
lawsuit without any admission of liability. In connection with
the settlement, the Company recorded litigation settlement
expense of $34.5 ($49.5 settlement, net of previously recorded
reserves of $15.0) in the second quarter of 2011. This expense
was recorded in Selling, General and Administrative expense
in the Company’s Consolidated Statements of Operations.

In September 2011, the Company announced that it had
extended the term of its agreement with UnitedHealthcare
Insurance Company, an affiliate of UnitedHealth Group
Incorporated, for an additional two years. The agreement,
which was effective January 1, 2007, will now continue
through the end of 2018.

Following the closing of its acquisition of Orchid Cellmark
Inc. (“Orchid”) in mid-December, the Company recorded a
net $2.8 loss on its divestiture of certain assets of Orchid’s
U.S. government paternity business, under the terms of the
agreement reached with the U.S. Federal Trade Commission.
This non-deductible loss on disposal was recorded in Other
Income and Expense in the Company’s Consolidated
Statements of Operations.

In November 2011, the Company acquired an additional
12.6% ownership interest from the holders of the non-
controlling interest in the Ontario joint venture in accordance
with the terms of the joint venture’s partnership agreement,
bringing the Company’s ownership interest to 98.2%.

On December 21, 2011, the Company entered into a new
$1,000.0 revolving credit facility. As part of this new financing,
the Company repaid all of the outstanding balances of
$318.8 on its term loan and $235.0 on its previous revolving
credit facility. In conjunction with the repayment and cancellation
of its old credit agreement, the Company recorded approxi-
mately $1.0 of unamortized debt costs as interest expense
in the Company’s Consolidated Statements of Operations
during the fourth quarter of 2011.

Seasonality

The majority of the Company'’s testing volume is dependent
on patient visits to physician offices and other providers of
health care. Volume of testing generally declines during the
year-end holiday periods and other major holidays. In addition,
volume declines due to inclement weather may reduce net
revenues and cash flows. Therefore, comparison of the results
of successive quarters may not accurately reflect trends or
resufts for the full year.

Results of Operations
(amounts in millions except Revenue Per Requisition info)

Years Ended December 31, 2011, 2010, and 2009
Operating results for the year ended December 31, 2011 were
impacted by a challenging economic climate, offset by growth
resulting from the Company’s 2010 acquisitions of Genzyme
Genetics and Westcliff, along with organic growth within its
core operations. Inclement weather reduced volumes by an
estimated 0.1% and 0.3%, and revenue by an estimated
$26.0 and $23.0 during the years ended December 31 , 2011
and 2010, respectively.

Net Sales
Years Ended December 31, % Change
2011 2010 2009 2011 2010
Net sales
Routine Testing $3,143.9 $2,995.4 $2.8456 5.0% 5.3%
Genomic and
Esoteric Testing 2,089.0 11,7285 1,601.6 20.9% 7.9%
Ontario, Canada 309.4 280.0 2475 10.5% 13.1%
Total $5,542.3 $5,003.9 $4,694.7 10.8% 6.6%




LABORATORY CORPORATION OF AMERICA

Management’s Discussion and Analysis

of Financial Condition and Results of Operations (in millions)

Years Ended December 31, % Change
2011 2010 2009 2011 2010
Volume
Routine Testing 85.2 83.3 84.6 2.3% (1.6)%
Genomic and
Esoteric Testing 29.3 27.2 258 7.8% 57%
Ontario, Canada 9.3 91 9.1 1.8% 0.4%
Total 123.8 119.6 1195 3.5% 0.1%
Years Ended December 31, % Change
2011 2010 2009 2011 2010
Revenue Per Requisition
Routine Testing $36.91 $3596 $3362 2.6% 7.0%
Genomic and
Esoteric Testing $7119 $6348 $62.14 12.1% 2.2%
Ontario, Canada $3329 $3068 $27.24 8.5%  12.6%
Total $4476 $4182 $39.29 7.0% 6.4%

The increase in net sales for the three years ended
December 31, 2011 has been driven primarily by acquisitions
made in all years (most significantly in the second half of 2010),
along with growth in the Company’s managed care business,
increased revenue from third parties (Medicare and Medicaid),
the Company'’s continued shift in test mix to higher-priced
genomic and esoteric tests, and growth in revenue per requisi-
tion in the Company'’s routine testing. Managed care and third
party revenue as a percentage of net sales increased from 61.8%
in 2009 t0 62.8% in 2011. Genomic and esoteric testing volume
as a percentage of total volume increased from 21.6% in 2009 to
23.7% in 2011. The continuing impact of government contracts
terminated during 2009 reduced routine testing volume by 0.1%
and 1.8% for the years ended December 31, 2011 and 2010,
respectively. Revenue per requisition growth was impacted in
2010 by lost contracts and the recognition of deferred revenue
resulting from an amendment to a customer contract, which
together improved revenue per requisition by approximately 1.6%.
in 2011, the Company’s 2010 acquisition of Genzyme Genetics
contributed 6.8% to the overall 10.8% growth in revenue and
0.9% to the overall 3.5% growth in volume. Net sales of the
Ontario joint venture were $309.4, $280.0 and $247.5 for the
twelve months ended December 31, 2011, 2010 and 2008,
respectively, an increase of $29.4 or 10.5%, and $32.5 or
13.1% in 2011 and 2010, respectively. Net sales for the Ontario
joint venture were impacted by a weaker U.S. dollar in 2011 and
a stronger U.S. dollar in 2010 and 2009. In Canadian dollars,
net sales of the Ontario joint venture for the twelve months
ended December 31, 2011, 2010 and 2009 were CN$306.0,
CN$288.5 and CN$281.3, respectively.

Cost of Sales
Years Ended December 31, % Change
2011 2010 2009 2011 2010
Cost of sales $3,267.6 $2,906.1 $2,723.8 12.4% 6.7%
Cost of sales

as a % of sales 59.0% 58.1% 58.0%

Cost of sales (primarily laboratory and distribution costs)
has increased over the three year period ended December 31,
2011 primarily due to overall growth in the Company’s volume,
as well as increases in labor, the continued shift in test mix to
higher cost genomic and esoteric testing and the impact of
acquisitions. As a percentage of sales, cost of sales has
increased during the three year period ended December 31,
2011 from 58.0% in 2009 to 59.0% in 2011. Cost of sales as
a percentage of net sales was comparable for 2010 and 2009.
The increase in 2011 cost of sales as a percentage of net sales
is primarily attributable to recent acquisitions that have not been
fully integrated into the Company’s operating cost structure as
of December 31, 2011. Labor and testing supplies comprise
over 77% of the Company’s cost of sales.

Seliing, General and Administrative Expenses

Years Ended December 31, % Change
2011 2010 2009 2011 2010
Selling, general and
administrative expenses $1,159.6  $1,034.3 $958.9 12.1% 7.9%

SG&A as a % of sales 20.9% 20.7%  20.4%

Total selling, general and administrative expenses (“SG&A”")
as a percentage of sales over the three year period ended
December 31, 2011 have ranged from 20.4% to 20.9%.
Bad debt expense decreased to 4.6% of net sales in 2011
as compared with 4.8% and 5.3% in 2010 and 2009, respec-
tively. The lower bad debt expense as a percentage of net
sales in 2011 and 2010 is primarily due to improved collection
trends resulting from process improvement programs within
the Company'’s billing department and field operations.

The increase in SG&A as a percentage of net sales in
2011 as compared with 2010 is primarily due to net litigation
settlement expense of $34.5 recorded in 2011. The increase
in SG&A as a percentage of net sales in 2010 as compared
to 2009 is due to acquisition related costs of $25.7 in 2010,
along with expenses from recently acquired operations that
had not been fully integrated into the Company’s operating
cost structure.



LABORATORY CORPORATION OF AMERICA

Management’s Discussion and Analysis

of Financial Condition and Results of Operations (in millions)

Amortization of Intangibles and Other Assets

Years Ended December 31, % Change
2011 2010 2009 2011 2010
Amortization of intangibles
and other assets $85.8 $72.7 $62.6 18.0% 16.1%

The increase in amortization of intangibles and other assets
over the three year period ended December 31, 2011 primarily
reflects the impact of acquisitions closed during all three years.

Restructuring and Other Special Charges

Years Ended December 31,

2011 2010 2009

Restructuring and other special charges $80.9 $12.0 $135

During 2011, the Company recorded net restructuring
charges of $44.6. Of this amount, $27.4 related to severance
and other personnel costs, and $22.0 primarily related to
facility-related costs associated with the ongoing integration
of certain acquisitions including Genzyme Genetics and
Westcliff. These restructuring initiatives are expected to
provide annualized cost savings of approximately $99.7.
These charges were offset by restructuring credits of $4.8
resulting from the reversal of unused severance and facility
closure liabilities. In addition, the Company recorded fixed
assets impairment charges of $18.9 primarily related to
equipment, computer systems and leasehold improvements
in closed facilities. The Company also recorded special charges
of $14.8 related to the write-off of certain assets and liabilities
related to an investment made in prior years, along with a $2.6
write-off of an uncollectible receivable from a past installment
sale of one of the Company'’s lab operations.

During 2010, the Company recorded net restructuring
charges of $5.8 primarily related to work force reductions
and the closing of redundant and underutilized facilities. Of
this amount, $8.0 related to severance and other employee
costs in connection with certain work force reductions and
$3.1 related to contractual obligations associated with leased
facilities and other facility related costs. These restructuring
initiatives are expected to provide annualized cost savings of
approximately $34.7. The Company also reduced its prior
restructuring accruals by $5.3, comprised of $4.7 of previously
recorded facility costs and $0.6 of employee severance
benefits as a result of changes in cost estimates on the
restructuring initiatives. In addition, the Company recorded a

10

special charge of $6.2 related to the write-off of development
costs incurred on systems abandoned during the year.

During 2009, the Company recorded net restructuring
charges of $13.5 primarily related to the closing of redundant
and underutilized facilities. Of this amount, $10.5 related to
severance and other employee costs for employees primarily
in the affected facilities, and $12.5 related to contractual
obligations associated with leased facilities and other facility
related costs. The Company also reduced its prior restructur-
ing accruals by $9.5, comprised of $7.3 of previously recorded
facility costs and $2.2 of employee severance benefits as a
result of incurring less cost than planned on those restructur-
ing initiatives primarily resulting from favorable settlements on
lease buyouts and severance payments that were not required
to achieve the planned reduction in work force.

Interest Expense
Years Ended December 31, % Change
2011 2010 2009 2011 2010
interest expense $87.5 $70.0 $62.9 250%  11.3%

The increase in interest expense for 2011 as compared to
2010 is primarily due to interest incurred during 2011 in
connection with the senior notes offering of $925.0 in
November 2010, which was outstanding for all of 2011.
Certain interest related costs decreased due to lower average
borrowings outstanding during 2011 as compared with 2010
primarily due to principal payments on the prior Term Loan
Facility and the settlement of approximately $155.1 of the
zero-coupon subordinated notes during the year. In addition,
the effective interest rate on the Term Loan Facility was lower
in 2011 as compared with 2010 due to the expiration of the
interest rate swap on March 31, 2011. In conjunction with
the repayment and cancellation of its old credit agreement
in December 2011, the Company recorded approximately
$1.0 of unamortized debt costs as interest expense in the
Company’s Consolidated Statements of Operations. The
Company recorded $7.0 of bridge financing fees in the 2010
period related to the signing of the definitive agreement to
acquire Genzyme Genetics in September 2010.

Equity Method Income

Years Ended December 31, % Change
2011 2010 2009 2011 2010
Equity method income $9.5 $10.6 $13.8 (10.4)%  (23.2%



LABORATORY CORPORATION OF AMERICA

Management’s Discussion and Analysis

of Financial Condition and Results of Operations (in millions)

Equity method income represents the Company’s ownership
share in joint venture partnerships along with stock investments
in other companies in the clinical diagnostic industry. The
decrease in income since 2009 is primarily due to the Company’s
share of losses in the Cincinnati, Ohio joint venture and the
Canada, China and Western Europe equity method investment.

Income Tax Expense
Years Ended December 31,
2011 2010 2009
Income tax expense $333.0 $3440 $329.0
Income tax expense as a % of income before tax 38.4% 37.6% 37.2%

The effective tax rate for 2011 was negatively impacted by
non-deductible losses incurred in certain subsidiaries of the
Company. The effective tax rate for 2010 was favorably
impacted by a benefit relating to the net decrease in unrecog-
nized income tax benefits. The effective tax rate for 2009 was
favorably impacted by adjustments of $21.5 relating to the
resolution of certain state tax issues under audit, as well as
the realization of foreign tax credits.

Liquidity, Capital Resources and Financial Position
The Company’s strong cash-generating capability and
financial condition typically have provided ready access to
capital markets. The Company’s principal source of liquidity
is operating cash flow, supplemented by proceeds from debt
offerings. This cash-generating capability is one of the
Company’s fundamental strengths and provides substantial
financial flexibility in meeting operating, investing and financing
needs. The Company’s senior unsecured revolving credit
facility is further discussed in “Note 11 to Consolidated
Financial Statements.”

Operating Activities
In 2011, the Company’s operations provided $855.6 of cash,
reflecting the Company's solid business results. The decrease
in the Company’s cash flow from operations primarily resulted
from a litigation settlement of $49.5 which was paid in
September 2011. The Company continued to focus on efforts
to increase cash collections from all payers and to generate
on-going improvements to the claim submission processes.
The Company made contributions to the defined benefit
retirement plan (“Company Plan”) of $0.0, $0.0 and $54.8 in
2011, 2010 and 2009, respectively. In October 2009, the

Company received approval from its Board of Directors to
freeze any additional service-based credits for any years of
service after December 31, 2009 on the Company Plan and
the PEP. Both plans have been closed to new participants.
Employees participating in the Company Plan and the PEP
no longer earn service-based credits, but continue to earn
interest credits. In addition, effective January 1, 2010, all
employees eligible for the defined contribution retirement
plan (the “401K Plan”) receive a minimum 3% non-elective
contribution (“NEC”) concurrent with each payroll period.
The NEC replaces the Company match, which has been
discontinued. Employees are not required to make a
contribution to the 401K Plan to receive the NEC. The NEC
is non-forfeitable and vests immediately. The 401K Plan also
permits discretionary contributions by the Company of 1% to
3% of pay for eligible employees based on years of service.
Non-elective and discretionary contributions were comparable
in 2011, compared to 2010, but were approximately $25.4
higher in 2010 than the Company'’s contributions to its 401K
Plan in 2009.

Projected pension expense for the Company Plan and PEP
is expected to increase from $8.6 in 2011 to $12.2 in 2012.
The Company plans to make contributions of $14.6 to the
Company Plan during 2012. See “Note 16 to the Consolidated
Financial Statements” for a further discussion of the Company’s
pension and postretirement plans.

Investing Activities

Capital expenditures were $145.7, $126.1 and $114.7 for
2011, 2010 and 2009, respectively. The Company expects
capital expenditures of approximately $155.0 in 2012. The
Company will continue to make important investments in its
business, including information technology. Such expenditures
are expected to be funded by cash flow from operations, as
well as borrowings under the Company'’s revolving credit
facilities as needed.

The Company remains committed to growing its business
through strategic acquisitions and licensing agreements. The
Company has invested a total of $1,531.2 over the past three
years in strategic business acquisitions. These acquisitions
have helped strengthen the Company’s geographic presence
along with expanding capabilities in the specialty testing
operations. The Company believes the acquisition market
remains attractive with a number of opportunities to strengthen
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its scientific capabilities, grow esoteric testing capabilities and
increase presence in key geographic areas.

The Company has invested a total of $50.8 over the past
three years in licensing new testing technologies (including
approximately $49.4 estimated fair market value of technol-
ogy acquired in certain acquisitions in 2010 and 2009) and
had $66.2 net book value of capitalized patents, licenses
and technology as of December 31, 2011. While the
Company continues to believe its strategy of entering into
licensing and technology distribution agreements with the
developers of leading-edge technologies will provide future
growth in revenues, there are certain risks associated with
these investments. These risks include, but are not limited
to, the failure of the licensed technology to gain broad
acceptance in the marketplace and/or that insurance
companies, managed care organizations, or Medicare and
Medicaid will not approve reimbursement for these tests at
a level commensurate with the costs of running the tests.
Any or all of these circumstances could result in impairment
in the value of the related capitalized licensing costs.

Financing Activities
On December 21, 2011, the Company entered into a Credit
Agreement (the “Credit Agreement”) providing for a five-year
$1,000.0 senior unsecured revolving credit facility (the
“Revolving Credit Facility”) with Bank of America, N.A., acting
as Administrative Agent, Barclays Capital as Syndication
Agent, and a group of financial institutions as lending parties.
As part of the new Revolving Credit Facility, the Company
repaid all of the outstanding balances of $318.8 on its existing
term loan facility and $235.0 on its existing revolving credit
facility. In conjunction with the repayment and cancellation
of its old credit facility, the Company recorded approximately
$1.0 of remaining unamortized debt costs as interest expense
in the accompanying Consolidated Statements of Operations
for the year ended December 31, 2011. The balances out-
standing on the Company’s Revolving Credit Facility at
December 31, 2011 and December 31, 2010 were $560.0
and $0.0, respectively. The Revolving Credit Facility bears
interest at varying rates based upon a base rate or LIBOR plus
(in each case) a percentage based on the Company's debt
rating with Standard & Poor’s and Moody’s Ratings Services.
The Revolving Credit Facility is available for general
corporate purposes, including working capital, capital expen-
ditures, acquisitions, funding of share repurchases and other
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restricted payments permitted under the Credit Agreement.
The Credit Agreement also contains limitations on aggregate
subsidiary indebtedness and a debt covenant that requires
that the Company maintain on the last day of any period for
four consecutive fiscal quarters, in each case taken as one
accounting period, a ratio of total debt to consolidated
EBITDA (Earnings Before Interest, Taxes, Depreciation, and
Amortization) of not more than 3.0 to 1.0. The Company was
in compliance with all covenants in the Credit Agreement at
December 31, 2011.

As of December 31, 2011, the effective interest rate on the
Revolving Credit Facility was 1.26%.

The interest rate swap agreement to hedge variable interest
rate risk on the Company’s variable interest rate term loan
expired on March 31, 2011. On a quarterly basis under the
swap, the Company paid a fixed rate of interest (2.92%) and
received a variable rate of interest based on the three-month
LIBOR rate on an amortizing notional amount of indebtedness
equivalent to the term loan balance outstanding. The swap
was designated as a cash flow hedge. Accordingly, the
Company recognized the fair value of the swap in the
condensed consolidated balance sheets and any changes in
the fair value were recorded as adjustments to accumulated
other comprehensive income (loss), net of tax. The fair value
of the interest rate swap agreement was the estimated amount
that the Company would have paid or received to terminate
the swap agreement at the reporting date. The fair value of
the swap was a liability of $2.4 at December 31, 2010 and
was included in other liabilities in the respective condensed
consolidated balance sheet.

On October 28, 2010, in conjunction with the acquisition of
Genzyme Genetics, the Company entered into a $925.0 Bridge
Term Loan Credit Agreement, among the Company, the lenders
named therein and Citibank, N.A., as administrative agent (the
“Bridge Facility”). The Company replaced and terminated the
Bridge Facility in November 2010 by making an offering in the
debt capital markets. On November 19, 2010, the Company
sold $925.0 in debt securities, consisting of $325.0 aggregate
principal amount of 3.125% Senior Notes due May 15, 2016 and
$600.0 aggregate principal amount of 4.625% Senior Notes due
November 15, 2020. Beginning on May 15, 2011, interest on the
Senior Notes due 2016 and 2020 is payable semi-annually on
May 15 and November 15. On December 1, 2010, the acquisi-
tion of Genzyme Genetics was funded by the proceeds from the
issuance of these Notes ($915.4) and with cash on hand.
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During 2011, the Company repurchased $643.9 of stock
representing 7.4 shares. As of December 31, 2011, the
Company had outstanding authorization from the Board of
Directors to purchase $84.4 of Company common stock.
On February 10, 2012, the Company announced the Board
of Directors authorized the purchase of $500.0 of additional
shares of the Company’s common stock.

During 2011, the Company settled notices to convert
$190.6 aggregate principal amount at maturity of its zero-

coupon subordinated notes with a conversion value of $248.9.

The total cash used for these settlements was $155.1 and
the Company also issued 1.0 additional shares of common
stock. As a result of these conversions, the Company also
reversed approximately $36.2 of deferred tax liability to reflect
the tax benefit realized upon issuance of the shares.

On August 11, 2011, the Company notified holders of
the zero-coupon subordinated notes that pursuant to the
indenture for the notes they have the right to require the
Company to purchase in cash all or a portion of their zero-
coupon subordinated notes on September 12, 2011 at
$819.54 per note, plus any accrued contingent additional
principal and any accrued contingent interest thereon. On
September 12, 2011, the Company announced that none
of the zero-coupon subordinated notes were tendered by
holders for purchase by the Company.

On September 13, 2011, the Company announced that
for the period of September 12, 2011 to March 11, 2012, the

Contractual Cash Qbligations

zero-coupon subordinated notes will accrue contingent cash
interest at a rate of no less than 0.125% of the average market
price of a zero-coupon subordinated note for the five trading
days ended September 7, 2011, in addition to the continued
accrual of the original issue discount.

On January 3, 2012, the Company announced that its
zero-coupon subordinated notes may be converted into cash
and common stock at the conversion rate of 13.4108 per
$1,000 principal amount at maturity of the notes, subject to
the terms of the zero-coupon subordinated notes and the
indenture, dated as of October 24, 2006 between the Company
and The Bank of New York Mellon, as trustee and conversion
agent. In order to exercise the option to convert all or a portion
of the zero-coupon subordinated notes, holders are required
to validly surrender their zero-coupon subordinated notes at
any time during the calendar quarter beginning January 1,
2012, through the close of business on the last business day
of the calendar quarter, which is 5:00 p.m., New York City
time, on Friday, March 30, 2012. If notices of conversion are
received, the Company plans to settle the cash portion of the
conversion obligation with cash on hand and/or borrowings
under the revolving credit facility.

Credit Ratings

The Company’s debt ratings of Baa2 from Moody’s and BBB+
from Standard & Poor’s contribute to its ability to access
capital markets.

Payments Due by Period

2013- 2015- 2017 and

Total 2012 2014 2016 thereafter

Operating lease obligations $ 6027 $161.4 $237.2 $ 106.2 $ 979
Contingent future licensing payments® 43.7 938 189 129 2.1
Minimum royalty payments 16.5 1.9 45 5.1 5.0
Zero-coupon subordinated notes™ 1355 1355 - - -
Scheduled interest payments on Senior Notes 3806 7.2 113.6 84.8 111.0
Revolving credit facility 560.0 - - 560.0 -
Long-term debt, other than revolving credit facility 1,5255 - 350.5 575.0 600.0
Total contractual cash obligations©@® $3,264.5 $379.8 $724.7 $1,344.0 $816.0

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

(b) As announced by the Company on January 3, 2012, holders of the zero-coupon subordinated notes may choose to convert their notes during the first quarter of 2012 subject to terms as defined in the
note agreement. See “Note 11 to Consolidated Financial Statements” and “Credit Ratings” above for further information regarding the Company's zero-coupon subordinated notes.

(c) The table does not include obligations under the Company's pension and postretirement benefit plans, which are included in “Note 16 to Consolidated Financial Statements.” Benefits under the Company’s
postretirement medical plan are made when claims are submitted for payment, the timing of which is not practicable to estimate.

(d) The table does not include the Company's reserves for unrecognized tax benefits. The Company had a $63.5 and $65.8 reserve for unrecognized tax benefits, including interest and penalties, at December 31,
2011 and 2010, respectively, which is inciuded in “Note 13 to Consolidated Financial Statements.” Substantially all of these tax reserves are classified in other long-term liabilities in the Company’s

Consolidated Balance Sheets at December 31,2011 and 2010.

(e) The table does not include interest on the Company’s Revolving Credit Facility’s outstanding balance of $560.0 at December 31, 2011, which bears interest at 1.26%.
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Off-Balance Sheet Arrangements

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

Other Commercial Commitments

As of December 31, 2011, the Company provided letters of
credit aggregating approximately $37.4, primarily in connec-
tion with certain insurance programs. Letters of credit provided
by the Company are secured by the Company’s Revolving
Credit Facility and are renewed annually, around mid-year.

The partnership units of the holders of the noncontroliing
interest in the Ontario, Canada (“Ontario”) joint venture were
acquired by the Company on February 8, 2010 for $137.5.
On February 17, 2010, the Company completed a transaction
to sell the units acquired from the previous noncontrolling
interest holder to a new Canadian partner for the same price.
As a result of this transaction, the Company recorded a
component of noncontrolling interest in other liabilities and
a component in mezzanine equity. Upon the compiletion of
these two transactions, the Company’s financial ownership
percentage in the joint venture partnership remained
unchanged at 85.6%. Concurrent with the sale to the new
partner, the partnership agreement for the Ontario joint venture
was amended and restated with substantially the same terms
as the previous agreement.

On October 14, 2011, the Company issued notice to a
noncontrolling interest holder in the Ontario joint venture of its
intent to purchase the holder’s partnership units in accordance
with the terms of the joint venture's partnership agreement. On
November 28, 2011, this purchase was completed for a total
purchase price of CN$151.7 as outlined in the partnership
agreement (CN$147.8 plus certain adjustments relating to
cash distribution hold backs made to finance recent business
acquisitions and capital expenditures). The purchase of these
additional partnership units brings the Company’s percentage
interest owned to 98.2%.

The contractual value of the remaining noncontrolling
interest put, in excess of the current noncontrolling interest of
$3.6, totals $16.6 at December 31, 2011. At December 31,
2011 and 2010, $20.2 and $20.6, respectively, have been
classified as mezzanine equity in the Company’s condensed
consolidated balance sheet.
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At December 31, 2011, the Company was a guarantor on
approximately $0.9 of equipment leases. These leases were
entered into by a joint venture in which the Company owns a 50%
interest and have a remaining term of approximately two years.

Based on current and projected levels of operations,
coupled with availability under its Revolving Credit Facility,
the Company believes it has sufficient liquidity to meet both
its anticipated short-term and long-term cash needs; however,
the Company continually reassesses its liquidity position in
light of market conditions and other relevant factors.

New Accounting Pronouncements

In September 2011, the FASB issued authoritative guidance
to amend and simplify the rules related to testing goodwill for
impairment. The revised guidance allows an entity to make an
initial qualitative evaluation, based on the entity’s events and
circumstances, to determine whether it is more likely than not
that the fair value of a reporting unit is less than its carrying
amount. The results of this qualitative assessment determine
whether it is necessary to perform the currently required
two-step impairment test. The new guidance is effective for
annual and interim goodwill impairment tests performed for
fiscal years beginning after December 15, 2011, with early
adoption permitted. Adoption of this guidance is not expected
to have a material impact on the Company’s consolidated
financial statements.

In July 2011, the FASB issued authoritative guidance on the
presentation and disclosure of patient service revenue, provision
for bad debts, and the allowance for doubtful accounts for
certain health care entities. This literature was issued to
provide greater transparency about a health care entity’s net
patient service revenue and the related allowance for doubtful
accounts. Specifically, this literature requires the provision for
bad debts associated with patient service revenue to be sepa-
rately displayed on the face of the statement of operations as a
component of net revenue for health care entities that provide
services regardless of a patient’s ability to pay. The guidance
also requires enhanced disclosures of significant changes in
estimates in the provision for bad debts relating to patient
services when an entity recognizes revenue regardless of a
patient’s ability to pay. This guidance is effective for fiscal years
and interim periods beginning after December 15, 2011, with
early adoption permitted. The Company does not believe the
adoption of the authoritative guidance in the first quarter of 2012
will have an impact on its consolidated financial statements.
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In June 2011, the FASB issued authoritative guidance
on the presentation of comprehensive income. Specifically,
this literature allows an entity to present components of net
earnings and other comprehensive income in one continuous
statement, referred to as the statement of comprehensive
income, or in two separate, but consecutive statements. The
authoritative guidance eliminates the current option to report
other comprehensive income and its components in the state-
ment of changes in shareholders’ equity. While the authoritative
guidance changes the presentation of comprehensive income,
there are no changes to the components that are recognized
in net earnings or other comprehensive income under current
accounting guidance. The guidance is effective for fiscal years
and interim periods beginning after December 15, 2011. The
Company does not believe the adoption of the authoritative
guidance in the first quarter of fiscal 2012 will have an impact
on its consolidated financial position, results of operations or
cash flows.

In May 2011, the FASB issued authoritative guidance to
achieve common fair value measurement and disclosure
requirements between U.S. generally accepted accounting
principles and International Financial Reporting Standards.
This new literature amends current fair value measurement
and disclosure guidance to include increased transparency
around valuation inputs and investment categorization. The
guidance is effective for fiscal years and interim periods
beginning after December 15, 2011. The Company does not
believe the adoption of the authoritative guidance in the first
quarter of fiscal 2012 will have an impact on its consolidated
financial statements.

Critical Accounting Policies

The preparation of financial statements in conformity with
generally accepted accounting principles requires manage-
ment to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and
expenses during the reported periods. While the Company
believes these estimates are reasonable and consistent, they
are by their very nature, estimates of amounts that will depend
on future events. Accordingly, actual results could differ from
these estimates. The Company's Audit Committee periodically
reviews the Company'’s significant accounting policies. The

Company’s critical accounting policies arise in conjunction
with the following:

e Revenue recognition and allowances for
doubtful accounts;

e Pension expense;

e Accruals for self insurance reserves; and

¢ |ncome taxes

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

The Company has a formal process to estimate and review
the collectibility of its receivables based on the period of time
they have been outstanding. Bad debt expense is recorded
within selling, general and administrative expenses as a
percentage of sales considered necessary to maintain the
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allowance for doubtful accounts at an appropriate level. The
Company’s process for determining the appropriate level of
the allowance for doubtful accounts involves judgment, and
considers such factors as the age of the underlying receivables,
historical and projected collection experience, and other external
factors that could affect the collectibility of its receivables.
Accounts are written off against the allowance for doubtful
accounts based on the Company'’s write-off policy (e.g.,
when they are deemed to be uncollectible). In the determina-
tion of the appropriate level of the allowance, accounts are
progressively reserved based on the historical timing of cash
collections relative to their respective aging categories within
the Company’s receivables. These collection and reserve
processes, along with the close monitoring of the billing
process, help reduce the risks of material revisions to reserve
estimates resulting from adverse changes in collection or
reimbursement experience. The following table presents the
percentage of the Company's net accounts receivable out-
standing by aging category at December 31, 2011 and 2010:

Days Qutstanding 2011 2010
0 - 30 512%  511%
31 - 60 17.2% 17.5%
61 — 90 10.2% 9.7%
91 -120 77% 7.2%

121 —150 4.2% 4.0%

151 —180 31% 3.7%

181 =270 5.3% 5.8%

271 - 360 0.8% 0.9%
Over 360 0.2% 0.1%

The above table excludes the percentage of net accounts
receivable outstanding by aging category for the Ontario,
Canada joint venture, Clearstone and Orchid. The Company
believes that including the agings for these foreign operations
would not be representative of the majority of the accounts
receivable by aging category for the Company.

Pension Expense

In October 2009, the Company received approval from its
Board of Directors to freeze any additional service-based
credits for any years of service after December 31, 2009 on
the Company Plan and the PEP. Both plans have been closed
to new participants. Employees participating in the Company
Plan and the PEP no longer earn service-based credits, but
continue to earn interest credits. In addition, effective January 1,
2010, all employees eligible for the defined contribution
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retirement plan (the “401K Plan”) receive a minimum 3%
non-elective contribution (“NEC") concurrent with each
payroll period. The 401K Plan also permits discretionary
contributions by the Company of 1% to 3% of pay for eligible
employees based on service.

The Company Plan covers substantially all employees hired
prior to December 31, 2009. The benefits to be paid under the
Company Plan are based on years of credited service through
December 31, 2009, interest credits and average compensa-
tion. The Company also has the PEP which covers its senior
management group. Prior to 2010, the PEP provided for the
payment of the difference, if any, between the amount of any
maximum limitation on annual benefit payments under the
Employee Retirement Income Security Act of 1974 and the
annual benefit that would be payable under the Company Plan
but for such limitation.

The Company’s net pension cost is developed from actuarial
valuations. Inherent in these valuations are key assumptions,
including discount rates and expected return on plan assets,
which are updated on an annual basis at the beginning of each
year. The Company is required to consider current market
conditions, including changes in interest rates, in making these
assumptions. Changes in pension costs may occur in the
future due to changes in these assumptions. The key assump-
tions used in accounting for the defined benefit retirement
plans were a 4.0% discount rate and a 7.25% expected long-
term rate of return on plan assets as of December 31, 2011.

Discount Rate

The Company evaluates several approaches toward setting
the discount rate assumption that is used to value the benefit
obligations of its retirement plans. At year-end, priority was
given to use of the Citigroup Pension Discount Curve and
anticipated cash outflows of each retirement plan were
discounted with the spot yields from the Citigroup Pension
Discount Curve. A single-effective discount rate assumption
was then determined for each retirement plan based on this
analysis. A one percentage point decrease or increase in the
discount rate would have resulted in a respective increase or
decrease in 2011 retirement plan expense of $1.8.

Return on Plan Assets

In establishing its expected return on plan assets assumption,
the Company reviews its asset allocation and develops return
assumptions based on different asset classes adjusting for plan
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operating expenses. Actual asset over/under performance
compared to expected returns will respectively decrease/
increase unrecognized loss. The change in the unrecognized
loss will change amortization cost in upcoming periods. A one
percentage point increase or decrease in the expected return
on plan assets would have resulted in a corresponding
change in 2011 pension expense of $2.5.

Net pension cost for 2011 was $8.6 as compared with
$9.6 in 2010 and $36.6 in 2009 (including the impact of the
$2.8 non-recurring net curtailment charge). The decrease in
pension expense in 2011 and 2010 was due to the changes
to the Company Plan and PEP. Projected pension expense
for the Company Plan and the PEP is expected to increase
from $8.6 in 2011 to $12.2in 2012.

Further information on the Company’s defined benefit
retirement plan is provided in Note 16 to the consolidated
financial statements.

Accruals for Self-Insurance Reserves

Accruals for self-insurance reserves (including workers’
compensation, auto and employee medical) are determined
based on a number of assumptions and factors, including
historical payment trends and claims history, actuarial assump-
tions and current and estimated future economic conditions.
These estimated liabilities are not discounted.

The Company is self-insured (up to certain limits) for
professional liability claims arising in the normal course of
business, generally related to the testing and reporting of
laboratory test results. The Company maintains excess
insurance which limits the Company’s maximum exposure
on individual claims. The Company estimates a liability that
represents the ultimate exposure for aggregate losses below
those limits. The liability is discounted and is based on a
number of assumptions and factors for known and incurred
but not reported claims based on an actuarial assessment of
the accrual driven by frequency and amount of claims.

If actual trends differ from these estimates, the financial
results could be impacted. Historical trends have not differed
materially from these estimates.

Income Taxes

The Company accounts for income taxes utilizing the asset
and liability method. Under this method deferred tax assets
and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement

carrying amounts of existing assets and liabilities and their
respective tax bases and for tax loss carryforwards. Deferred
tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that
includes the enactment date. The Company does not recog-
nize a tax benefit, unless the Company concludes that it is
more likely than not that the benefit will be sustained on audit
by the taxing authority based solely on the technical merits
of the associated tax position. If the recognition threshold is
met, the Company recognizes a tax benefit measured at the
largest amount of the tax benefit that the Company believes
is greater than 50% likely to be realized. The Company
records interest and penalties in income tax expense.

Forward-Looking Statements

The Company has made in this report, and from time to time
may otherwise make in its public filings, press releases and
discussions by Company management, forward-looking
statements concerning the Company’s operations, perfor-
mance and financial condition, as well as its strategic
objectives. Some of these forward-looking statements can
be identified by the use of forward-looking words such as
“believes”, “expects”, “may”, “will”, “should”, “seeks”,
“approximately”, “intends”, “plans”, “estimates”, or “antici-
pates” or the negative of those words or other comparable
terminology. Such forward-looking statements are subject to
various risks and uncertainties and the Company claims the
protection afforded by the safe harbor for forward-looking
statements contained in the Private Securities Litigation
Reform Act of 1995. Actual results could differ materially
from those currently anticipated due to a number of factors
in addition to those discussed elsewhere herein and in the
Company’s other public filings, press releases and discus-
sions with Company management, including:

1. changes in federal, state, local and third party payer
regulations or policies or other future reforms in the
health care system (or in the interpretation of current
regulations), new insurance or payment systems, includ-
ing state or regional insurance cooperatives, new public
insurance programs or a single-payer system, affecting
governmental and third-party coverage or reimburse-
ment for clinical laboratory testing;
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10.

. adverse results from investigations or audits of clinical

laboratories by the government, which may include
significant monetary damages, refunds and/or exclu-
sion from the Medicare and Medicaid programs;

. loss or suspension of a license or imposition of a fine or

penalties under, or future changes in, or interpretations
of, the law or regulations of the Clinical Laboratory
Improvement Act of 1967, and the Clinical Laboratory
Improvement Amendments of 1988, or those of
Medicare, Medicaid, the False Claims Act or other
federal, state or local agencies;

. failure to comply with the Federal Occupational Safety

and Health Administration requirements and the
Needlestick Safety and Prevention Act, which may
result in penalties and loss of licensure;

. failure to comply with HIPAA, including changes to

federal and state privacy and security obligations and
changes to HIPAA, including those changes included
within HITECH and any subsequent amendments,
which could result in increased costs, denial of claims
and/or significant penalties;

. failure to maintain the security of business information

or systems could damage the Company’s reputation,
cause it to incur substantial additional costs and to
become subject to litigation;

. failure of the Company, third party payers or physicians

to comply with Version 5010 Transactions by the CMS
delayed enforcement date of March 31, 2012 or to
comply with the ICD-10-CM Code Set by the compli-
ance date to be determined by the Department of
Health and Human Services which will be sometime
after October 1, 2013, could negatively impact the
Company'’s reimbursement and profitability;

. increased competition, including competition from

companies that do not comply with existing laws

or regulations or otherwise disregard compliance
standards in the industry;

increased price competition, competitive bidding for
laboratory tests and/or changes or reductions to fee
schedules;

changes in payer mix, including an increase in
capitated reimbursement mechanisms or the impact
of a shift to consumer-driven health plans;

11,

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24,

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

failure to retain or attract managed care business as a
result of changes in business models, including new risk
based or network approaches, or other changes in strat-
egy or business models by managed care companies;
failure to effectively integrate and/or manage newly
acquired businesses, including Genzyme Genetics,
and the cost related to such integrations;

adverse results in litigation matters;

inability to attract and retain experienced and qualified
personnel;

failure to maintain the Company’s days sales outstand-
ing and/or bad debt expense levels;

decrease in the Company’s credit ratings by Standard
& Poor’s and/or Moody’s;

discontinuation or recalls of existing testing products;
failure to develop or acquire licenses for new or
improved technologies, or if customers use new
technologies to perform their own tests;

inability to commercialize newly licensed tests or
technologies or to obtain appropriate coverage or
reimbursement for such tests, which could result

in impairment in the value of certain capitalized
licensing costs;

changes in government regulations or policies, includ-
ing regulations and policies of the Food and Drug
Administration, affecting the approval, availability of,
and the selling and marketing of diagnostic tests;
inability to obtain and maintain adequate patent and
other proprietary rights for protection of the Company’s
products and services and successfully enforce the
Company'’s proprietary rights;

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

failure in the Company’s information technology systems
resulting in an increase in testing turnaround time or
billing processes or the failure to meet future regulatory
or customer information technology, data security and
connectivity requirements;
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25. failure of the Company'’s financial information systems
resulting in failure to meet required financial reporting
deadiines;

26. failure of the Company’s disaster recovery plans to
provide adequate protection against the interruption
of business and/or to permit the recovery of business
operations;

27. business interruption or other impact on the business
due to adverse weather (including hurricanes), fires
and/or other natural disasters, labor unrest, terrorism
or other criminal acts, and/or widespread outbreak of
influenza or other pandemic iliness;

28. liabilities that result from the inability to comply with
corporate governance requirements;

29. significant deterioration in the economy or financial
markets which could negatively impact the Company’s
testing volumes, cash collections and the availability
of credit for general liquidity or other financing needs;

30. changes in reimbursement by foreign governments
and foreign currency fluctuations; and

31. expenses and risks associated with international
operations, including compliance with laws and
regulations that differ from the United States, and
economic, political, legal and other operational risks
associated with foreign markets.

Quantitative and Qualitative Disclosure

About Market Risk

The Company addresses its exposure to market risks, principally
the market risk associated with changes in interest rates, through
a controlied program of risk management that includes, from
time to time, the use of derivative financial instruments such as
interest rate swap agreements. Aithough, as set forth below,
the Company’s zero-coupon subordinated notes contain
features that are considered to be embedded derivative
instruments, the Company does not hold or issue derivative
financial instruments for trading purposes. The Company
does not believe that its exposure to market risk is material
to the Company'’s financial position or results of operations.

The Company'’s zero-coupon subordinated notes contain
the following two features that are considered to be embed-
ded derivative instruments under authoritative guidance in
connection with accounting for derivative instruments and
hedging activities:

1. The Company will pay contingent cash interest on the
zero-coupon subordinated notes after September 11,
2008, if the average market price of the notes equals
120% or more of the sum of the issue price, accrued
original issue discount and contingent additional
principal, if any, for a specified measurement period.

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

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

The Company'’s Ontario, Canada consolidated joint venture
operates in Canada and, accordingly, the earnings and cash
flows generated from the Ontario operations are subject to
foreign currency exchange risk.

The Company’s wholly-owned subsidiary, Orchid, has
operations in the United Kingdom and, accordingly the
earnings and cash flows generated from Orchid’s United
Kingdom operation are subject to foreign currency risk.

The Alberta, Canada joint venture partnership operates
in Canada and remits the Company'’s share of partnership
income in Canadian dollars. Accordingly, the cash flow
received from this affiliate is subject to foreign currency
exchange risk.
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Report of Management on Internal Control

Over Financial Reporting

The Company’s management is responsible for establishing
and maintaining adequate internal control over financial
reporting (as defined in Rules 13a-15(f) and 15d-15(f) under
the Securities Exchange Act of 1934).

The internal control over financial reporting at the Company
was designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with account-
ing principles generally accepted in the United States of
America. Internal control over financial reporting includes those
policies and procedures that:

¢ pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Company;

¢ provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial
statements in accordance with accounting principles
generally accepted in the United States of America;

® provide reasonable assurance that receipts and expendi-
tures of the Company are being made only in accordance
with authorization of management and directors of the
Company; and

* provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use or
disposition of assets that could have a material effect
on the consolidated financial statements.
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Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstatements.

The Company’s management assessed the effectiveness
of the Company’s internal control over financial reporting as
of December 31, 2011. Management based this assessment
on criteria for effective internal control over financial reporting
described in “Internal Control - Integrated Framework”
issued by the Committee of Sponsoring Organizations of the
Treadway Commission (“COSQO"). Based on this assessment, the
Company’s management determined that, as of December 31,
2011, the Company maintained effective internal control over
financial reporting. Management reviewed the results of its
assessment with the Audit Committee of the Company’s
Board of Directors.

PricewaterhouseCoopers LLP, an independent registered
public accounting firm, who audited and reported on the
consolidated financial statements of the Company included
in this annual report, also audited the effectiveness of the
Company’s internal control over financial reporting as of
December 31, 2011 as stated in its report, which is included
herein immediately preceding the Company’s audited
financial statements.
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Report of Independent Registered
Public Accounting Firm

To the Board of Directors and Shareholders of
Laboratory Corporation of America Holdings:

in our opinion, the consolidated balance sheets and related
consolidated statements of operations, changes in shareholders’
equity, and cash flows present fairly, in all material respects,
the financial position of Laboratory Corporation of America
Holdings and its subsidiaries at December 31, 2011 and 2010,
and the results of their operations and their cash flows for each
of the three years in the period ended December 31, 2011 in
conformity with accounting principles generally accepted in
the United States of America. Also in our opinion, the Company
maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2011, based on
criteria established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). The Company’s management
is responsible for these financial statements, for maintaining
effective internal control over financial reporting and for its
assessment of the effectiveness of internal controt over
financial reporting, included in the Report of Management
on Internal Control Over Financial Reporting appearing under
Item 9A. Our responsibility is to express opinions on these
financial statements and on the Company’s internal control
over financial reporting based on our integrated 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 audits
to obtain reasonable assurance about whether the financial
statements are free of material misstatement and whether
effective internal control over financial reporting was maintained
in all material respects. Our audits of the financial statements
included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates
made by management, and evaluating the overall financial
statement presentation. Our audit of internal control over
financial reporting inctuded obtaining an understanding of
internal control over financial reporting, assessing the risk that
a material weakness exists, and testing and evaluating the

design and operating effectiveness of internal control based
on the assessed risk. Our audits also included performing
such other procedures as we considered necessary in

the circumstances. We believe that our audits provide a
reasonable basis for our opinions.

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 (i) pertain to the maintenance of records
that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company;
(i) 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 (iii) 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.

PricewaterhouseCoopers LLP
Greensboro, North Carolina
February 23, 2012
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LABORATORY CORPORATION OF AMERICA

Notes to Consolidated Financial Statements

(Dollars and shares in millions, except per share data)

1.Summary of Significant Accounting Policies

Basis of Financial Statement Presentation

Laboratory Corporation of America Holdings with its subsidiaries
(the “Company”) is the second largest independent clinical
laboratory company in the United States based on 2011 net
revenues. Through a national network of laboratories, the
Company offers a broad range of testing services used by the
medical profession in routine testing, patient diagnosis, and

in the monitoring and treatment of disease. In addition, the
Company has developed specialty and niche operations based
on certain types of specialized testing capabilities and client
requirements, such as oncology testing, HIV genotyping and
phenotyping, diagnostic genetics and clinical research trials.

Since its founding in 1971, the Company has grown into
a network of 54 primary laboratories and over 1,700 patient
service centers along with a network of branches and STAT
laboratories. With over 31,000 employees, the Company
processes tests on more than 450,000 patient specimens
daily and provides clinical laboratory testing services in all
50 states, the District of Columbia, Puerto Rico, Belgium,
Japan, the United Kingdom, China, Singapore and three
provinces in Canada. The Company operates within one
reportable segment based on the way the Company manages
its business.

The consolidated financial statements include the accounts
of the Company and its majority-owned subsidiaries for which it
exercises control. Long-term investments in affiliated companies
in which the Company exercises significant influence, but which
it does not control, are accounted for using the equity method.
Investments in which the Company does not exercise significant
influence (generally, when the Company has an investment of
less than 20% and no representation on the investee’s board
of directors) are accounted for using the cost method. All
significant inter-company transactions and accounts have been
eliminated. The Company does not have any variable interest
entities or special purpose entities whose financial results are
not included in the consolidated financial statements.

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

Sales are recognized on the accrual basis at the time test
results are reported, which approximates when services are
provided. Services are provided to certain patients covered by
various third-party payer programs including various managed
care organizations, as well as the Medicare and Medicaid
programs. Billings for services under third-party payer
programs are included in sales net of allowances for contrac-
tual discounts and allowances for differences between the
amounts billed and estimated program payment amounts.
Adjustments to the estimated payment amounts based on
final settlement with the programs are recorded upon
settlement as an adjustment to revenue. In 2011, 2010 and
2009, approximately 19.0%, 19.4% and 19.1%, respectively,
of the Company’s revenues were derived directly from the
Medicare and Medicaid programs. The Company has capi-
tated agreements with certain managed care customers and
recognizes related revenue based on a predetermined monthly
contractual rate for each member of the managed care plan
regardless of the number or cost of services provided by the
Company. In 2011, 2010 and 2009, approximately 2.9%,
3.1% and 3.6%, respectively, of the Company’s revenues
were derived from such capitated agreements.

In connection with revenue arrangements with multiple
deliverables, revenue is deferred until the Company can
reasonably estimate when the performance obligation ceases
or becomes inconsequential.

Use of Estimates

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

Concentration of Credit Risk

Financial instruments that potentially subject the Company to
concentrations of credit risk consist primarily of cash and cash
equivalents and accounts receivable.

The Company maintains cash and cash equivalents with
various major financial institutions. The total cash balances on
deposit that exceeded the balances insured by the F.D.I.C.,
were approximately $63.1 at December 31, 2011. Cash
equivalents at December 31, 2011, totaled $48.5, which
includes amounts invested in money market funds, time
deposits, municipal, treasury and government funds.

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

Accounts receivable balances (gross) from Medicare and
Medicaid were $138.3 and $125.0 at December 31, 2011 and
2010, respectively.

Earnings per Share

Basic earnings per share is computed by dividing net earnings,
less preferred stock dividends and accretion, by the weighted
average number of common shares outstanding. Diluted
earnings per share is computed by dividing net earnings
including the impact of dilutive adjustments by the weighted
average number of common shares outstanding plus
potentially dilutive shares, as if they had been issued at the
earlier of the date of issuance or the beginning of the period
presented. Potentially dilutive common shares result primarily
from the Company’s outstanding stock options, restricted
stock awards, performance share awards, and shares issuable
upon conversion of zero-coupon subordinated notes.

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

2011 2010 2009
Per Share Per Share Per Share
income Shares Amount Income Shares Amount Income Shares Amount
Basic earnings per share $519.7 100.0 $5.20 $558.2 103.0 $5.42 $543.3 107.4 $5.06
Stock options - 09 — 0.6 — 05
Restricted stock awards and other - 0.3 — 0.3 — 0.2
Effect of convertible debt, net of tax - 0.6 — 15 — 1.0
Diluted earnings per share $519.7 101.8 $5.11 $558.2 105.4 $5.29 $543.3 109.1 $4.98

The following table summarizes the potential common shares
not included in the computation of diluted earnings per share
because their impact would have been antidilutive:

Years Ended December 31,

2011 2010 2009
Stock options 1.3 27 46

Stock Compensation Plans

The Company measures stock compensation cost for all
equity awards at fair value on the date of grant and recognizes
compensation expense over the service period for awards
expected to vest. The fair value of restricted stock awards and
performance shares is determined based on the number of
shares granted and the quoted price of the Company’s
common stock on grant date. Such value is recognized as
expense over the service period, net of estimated forfeitures.
The estimation of equity awards that will ultimately vest requires
judgment and the Company considers many factors when

estimating expected forfeitures, including types of awards,
employee class, and historical experience. The cumulative
effect on current and prior periods of a change in the estimated
forfeiture rate is recognized as compensation cost in earnings
in the period of the revision. Actual results and future estimates
may differ substantially from the Company’s current estimates.
See note 14 for assumptions used in calculating compen-

sation expense for the Company’s stock compensation plans.

Cash Equivalents

Cash equivalents (primarily investments in money market funds,
time deposits, municipal, treasury and government funds which
have original maturities of three months or less at the date of
purchase) are carried at cost which approximates market.

Inventories

Inventories, consisting primarily of purchased laboratory
and client supplies, are stated at the lower of cost (first-in,
first-out) or market.
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LABORATORY CORPORATION OF AMERICA

Notes to Consolidated Financial Statements

Property, Plant and Equipment

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

Years

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

Leasehold improvements and assets held under capital
leases are amortized over the shorter of their estimated useful
lives or the term of the related leases. Expenditures for

repairs and maintenance are charged to operations as incurred.

Retirements, sales and other disposals of assets are recorded
by removing the cost and accumulated depreciation from the
related accounts with any resulting gain or loss reflected in the
consolidated statements of operations.

Capitalized Software Costs

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

Long-Lived Assets

Goodwill is evaluated for impairment by applying a fair vaiue

based test on an annual basis and more frequently if events
_or changes in circumstances indicate that the asset might

be impaired.

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

The Company completed an annual impairment analysis
of its indefinite lived assets, including goodwill, and has found
no instances of impairment as of December 31, 2011.

Intangible Assets

Intangible assets (patents and technology, customer relationships
and non-compete agreements), are amortized on a straight-
line basis over the expected periods to be benefited, such as
legal life for patents and technology, 10 to 25 years for cus-
tomer lists and contractual lives for non-compete agreements.

Debt Issuance Costs

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

Professional Liability

The Company is self-insured (up to certain limits) for professional
liability claims arising in the normal course of business, generally
related to the testing and reporting of laboratory test results.
The Company estimates a liability that represents the ultimate
exposure for aggregate losses below those fimits. The liability
is discounted and is based on a number of assumptions and
factors for known and incurred but not reported claims based
on actuarial assessment of the accrual driven by frequency and
amount of claims.

Income Taxes

The Company accounts for income taxes utilizing the asset
and liability method. Under this method deferred tax assets
and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their
respective tax bases and for tax loss carryforwards. Deferred
tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or
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settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that
includes the enactment date. The Company does not recognize
a tax benefit, unless the Company concludes that it is more
likely than not that the benefit will be sustained on audit by the
taxing authority based solely on the technical merits of the
associated tax position. If the recognition threshold is met, the
Company recognizes a tax benefit measured at the largest
amount of the tax benefit that the Company believes is greater
than 50% likely to be realized. The Company records interest
and penalties in income tax expense.

Derivative Financial Instruments

Interest rate swap agreements, which have been used by the
Company from time to time in the management of interest
rate exposure, are accounted for at fair value. The Company’s
zero-coupon subordinated notes contain two features that
are considered to be embedded derivative instruments under
authoritative guidance in connection with accounting for
derivative instruments and hedging activities. The Company
believes these embedded derivatives had no fair value at
December 31, 2011 and 2010.

See note 18 for the Company’s objectives in using derivative
instruments and the effect of derivative instruments and
related hedged items on the Company’s financial position,
financial performance and cash flows.

Fair Value of Financial Instruments

Fair value measurements for financial assets and liabilities are
determined based on the assumptions that a market participant
would use in pricing an asset or liability. A three-tiered fair
value hierarchy draws distinctions between market participant
assumptions based on (i) observable inputs such as quoted
prices in active markets (Level 1), (i) inputs other than quoted
prices in active markets that are observable either directly or
indirectly (Level 2) and (iii) unobservable inputs that require the
Company to use present value and other valuation techniques
in the determination of fair value (Level 3).

Research and Development
The Company expenses research and development costs
as incurred.

New Accounting Pronouncements
In September 2011, the FASB issued authoritative guidance
to amend and simplify the rules related to testing goodwill for

impairment. The revised guidance allows an entity to make an
initial qualitative evaluation, based on the entity’s events and
circumstances, to determine whether it is more likely than not
that the fair value of a reporting unit is less than its carrying
amount. The results of this qualitative assessment determine
whether it is necessary to perform the currently required two-
step impairment test. The new guidance is effective for annual
and interim goodwill impairment tests performed for fiscal
years beginning after December 15, 2011, with early adoption
permitted. Adoption of this guidance is not expected to have
a material impact on the Company’s consolidated financial
statements.

In July 2011, the FASB issued authoritative guidance on
the presentation and disclosure of patient service revenue,
provision for bad debts, and the allowance for doubtful accounts
for certain health care entities. This literature was issued to
provide greater transparency about a health care entity’s net
patient service revenue and the related allowance for doubtful
accounts. Specifically, this literature requires the provision for
bad debts associated with patient service revenue to be
separately displayed on the face of the statement of operations
as a component of net revenue for health care entities that
provide services regardless of a patient’s ability to pay. The
guidance also requires enhanced disclosures of significant
changes in estimates in the provision for bad debts relating
to patient services when an entity recognizes revenue regard-
less of a patient’s ability to pay. This guidance is effective for
fiscal years and interim periods beginning after December 15,
2011, with early adoption permitted. The Company does not
believe the adoption of the authoritative guidance in the first
quarter of 2012 will have an impact on its consolidated
financial statements.

In June 2011, the FASB issued authoritative guidance on
the presentation of comprehensive income. Specifically, this lit-
erature allows an entity to present components of net earnings
and other comprehensive income in one continuous state-
ment, referred to as the statement of comprehensive income,
or in two separate, but consecutive statements. The authorita-
tive guidance eliminates the current option to report other
comprehensive income and its components in the statement
of changes in shareholders’ equity. While the authoritative
guidance changes the presentation of comprehensive income,
there are no changes to the components that are recognized
in net earnings or other comprehensive income under current
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accounting guidance. The guidance is effective for fiscal years
and interim periods beginning after December 15, 2011. The
Company does not believe the adoption of the authoritative
guidance in the first quarter of fiscal 2012 will have an impact
on its consolidated financial position, results of operations or
cash flows.

In May 2011, the FASB issued authoritative guidance to
achieve common fair value measurement and disclosure
requirements between U.S. generally accepted accounting
principles and International Financial Reporting Standards.
This new literature amends current fair value measurement
and disclosure guidance to include increased transparency
around valuation inputs and investment categorization. The
guidance is effective for fiscal years and interim periods
beginning after December 15, 2011. The Company does not
believe the adoption of the authoritative guidance in the first
quarter of fiscal 2012 will have an impact on its consolidated
financial statements.

2.Business Acquisitions

During the twelve months ended December 31, 2011, the
Company acquired various laboratories and related assets
for approximately $137.3 in cash (net of cash acquired).
These acquisitions were made primarily to extend the
Company’s geographic reach in important market areas
and/or enhance the Company’s scientific differentiation and
esoteric testing capabilities.

In April 2011, the Company and Orchid Cellmark Inc.
(“Orchid”) announced that they had entered into a definitive
agreement and plan of merger under which the Company
would acquire all of the outstanding shares of Orchid in a cash
tender offer for $2.80 per share for a total purchase price to
stockholders and optionholders of approximately $85.4. The
tender offer and the merger were subject to customary closing
conditions set forth in the agreement and plan of merger,
including the acquisition in the tender offer of a majority of
Orchid’s fully diluted shares and the expiration or early
termination of the waiting period under the Hart-Scott-Rodino
Antitrust Improvements Act of 1976, as amended (“HSR Act”).
The Company received lawsuits filed by putative classes of
shareholders of Orchid in New Jersey and Delaware state
courts and federal court in New Jersey alleging breaches of
fiduciary duty and/or other violations of state law arising out
of the proposed acquisition of Orchid. Both Orchid and the
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Company are named in the lawsuits. The federal court lawsuit
was subsequently dismissed and the New Jersey state court
actions have been stayed. The remaining Delaware lawsuits
have been consolidated and will be vigorously defended.

On December 8, 2011, the Company announced that it
had reached an agreement with the U.S. Federal Trade
Commission allowing the Company to complete its acquisition
of Orchid. Under the terms of the proposed consent decree
that was accepted by the FTC for public comment, the
Company is required to divest certain assets of Orchid’s U.S.
government paternity business following closing of the
acquisition. On December 16, 2011, the Company sold those
assets to DNA Diagnostics Center, a privately held provider of
DNA paternity testing. The Company completed its acquisition
of Orchid on December 15, 2011. It has recorded a $2.8 non-
deductible loss on the divestiture of Orchid’s U.S. government
paternity business in Other Income and Expense in the
accompanying Consolidated Statements of Operations.

The Orchid purchase consideration has been allocated to
the estimated fair market value of the net assets acquired,
including approximately $28.8 in identifiable intangible assets
(primarily non-tax deductible customer relationships, trade
names and trademarks) with weighted-average useful lives of
approximately 12 years; $9.1 in deferred tax liabilities (relating
to identifiable intangible assets); net operating loss tax assets
of approximately $20.2, which are expected to be realized
over a period of 20 years; and a residual amount of non-tax
deductible goodwill of approximately $27.2. The purchase
price allocation for this acquisition is preliminary and subject
to adjustment based on changes in the fair value of working
capital and other assets and liabilities on the effective
acquisition date and final valuation of intangible assets.

The partnership units of the holders of the noncontrolling
interest in the Ontario, Canada (“Ontario”) joint venture were
acquired by the Company on February 8, 2010 for $137.5. On
February 17, 2010, the Company completed a transaction to
sell the units acquired from the previous noncontrolling interest
holder to a new Canadian partner for the same price. As a
result of this transaction, the Company recorded a component
of noncontrolling interest in other liabilities and a component in
mezzanine equity as the joint venture’s partnership agreement
enabled one of the holders of the noncontrolling interest to put
its remaining partnership units to the Company in defined
future periods, at an initial amount equal to the consideration
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paid by that holder in 2010, and subject to adjustment based
on market value formulas contained in the agreement. Upon
the completion of these two transactions, the Company’s
financial ownership percentage in the joint venture partnership
remained unchanged at 85.6%. Concurrent with the sale to
the new partner, the partnership agreement for the Ontario
joint venture was amended and restated with substantially
the same terms as the previous agreement.

On October 14, 2011, the Company issued notice to a
noncontrolling interest holder in the Ontario joint venture of its
intent to purchase the holder’s partnership units in accordance
with the terms of the joint venture’s partnership agreement.
On November 28, 2011, this purchase was completed for a
total purchase price of $147.9 (CN$151.7) as outlined in the
partnership agreement (CN$147.8 plus certain adjustments
relating to cash distribution hold backs made to finance recent
business acquisitions and capital expenditures). The purchase
of these additional partnership units brings the Company’s
percentage interest owned to 98.2%.

Net sales of the Ontario joint venture were $309.4
(CN$306.0), $280.0 (CN$288.5) and $247.5 (CN$281.3) for
the twelve months ended December 31, 2011, 2010 and
20089, respectively.

On December 1, 2010, the Company acquired Genzyme
Genetics, a business unit of Genzyme Corporation, for
approximately $925.2 in cash (net of cash acquired). The
Genzyme Genetics acquisition was made to expand the
Company’s capabilities in reproductive, genetic, hematology-
oncology and clinical trials central laboratory testing, enhance
the Company’s esoteric testing capabilities and advance the
Company’s personalized medicine strategy.

The Genzyme Genetics purchase consideration has been
allocated to the estimated fair market value of the net assets
acquired, including approximately $279.6 in identifiable
intangible assets (primarily customer relationships and trade
name) with weighted-average useful lives of approximately
23 years; and residual amount of goodwill of approximately
$537.8. Approximately $810.5 of the total intangible value will
be amortizable for tax purposes over 15 years.

On October 28, 2010, in conjunction with the acquisition
of Genzyme Genetics, the Company entered into a $925.0
bridge term loan credit agreement. The Company replaced
and terminated the bridge term loan credit agreement in
November 2010 by making an offering in the debt capital

markets. On November 19, 2010, the Company sold $925.0
in debt securities, consisting of $325.0 aggregate principal
amount of 3.125% Senior Notes due May 15, 2016 and $600.0
aggregate principal amount of 4.625% Senior Notes due
November 15, 2020. As of December 31, 2010 the Company
incurred $7.0 of financing commitment fees, which was included
in interest expense for the year ended December 31, 2010.

The Company incurred approximately $25.7 in professional
fees and expenses in connection with the acquisition of
Genzyme Genetics and other acquisition activity, including
significant costs associated with the Federal Trade Commis-
sion’s review of the Company’s purchase of specified net
assets of Westcliff Medical Laboratories, Inc. These fees and
expenses are included in selling, generat and administrative
expenses for the year ended December 31, 2010.

During the year ended December 31, 2010, the
Company also acquired various laboratories and related
assets for approximately $256.1 in cash (net of cash
acquired). These acquisitions were made primarily to extend
the Company’s geographic reach in important market areas
and/or enhance the Company’s scientific differentiation and
esoteric testing capabilities.

During the year ended December 31, 2009, the Company
acquired various laboratories and related assets for approxi-
mately $212.6 in cash (net of cash acquired). The acquisition
activity primarily included the acquisition of Monogram
Biosciences, Inc. (“Monogram”) effective August 3, 2009 for
approximately $160.0 in cash {net of cash acquired). The
Monogram acquisition was made to enhance the Company’s
scientific differentiation and esoteric testing capabilities and
advance the Company'’s personalized medicine strategy.

The Monogram purchase consideration has been allocated
to the estimated fair market value of the net assets acquired,
including approximately $63.5 in identifiable intangible assets
(primarily non-tax deductible customer relationships, patents
and technology, and trade name) with weighted-average
useful lives of approximately 15 years; net operating loss tax
assets of approximately $44.8, which are expected to be
realized over a period of 18 years; and residual amount of
non-tax deductible goodwill of approximately $83.6.

Monogram has an active research and development
department, which is primarily focused on the development of
oncology and infectious disease technology. As a result of this
acquisition, the Company incurred approximately $8.5, $12.1
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and $5.2 of research and development expenses (included in
selling, general and administrative expenses) for the years
ended December 31, 2011, 2010 and 2009, respectively.

In connection with the Monogram acquisition, the Company
incurred approximately $2.7 in transaction fees and expenses
(included in selling, general and administrative expenses) for
the year ended December 31, 2009.

3. Restructuring and Other Special Charges

During 2011, the Company recorded net restructuring charges
of $44.6. Of this amount, $27 .4 related to severance and other
personnel costs, and $22.0 primarily related to facility-related
costs associated with the ongoing integration of certain
acquisitions including Genzyme Genetics and Westcliff. These
charges were offset by restructuring credits of $4.8 resulting
from the reversal of unused severance and facility closure
liabilities. In addition, the Company recorded fixed assets
impairment charges of $18.9 primarily related to equipment,
computer systems and leasehold improvements in closed
facilities. The Company also recorded special charges of $14.8
related to the write-off of certain assets and liabilities related to
an investment made in prior years, along with a $2.6 write-off
of an uncollectible receivable from a past installment sale of
one of the Company’s lab operations.

During 2010, the Company recorded net restructuring
charges of $5.8 primarily related to the closing of redundant
and underutilized facilities. Of this amount, $8.0 related to
severance and other employee costs for employees primarily in
the affected facilities, and $3.1 related to contractual obligations
associated with leased facilities and other facility related costs.
The Company also reduced its prior restructuring accruals by
$5.3, comprised of $4.7 of previously recorded facility costs
and $0.6 of employee severance benefits as a result of changes
in cost estimates on the restructuring initiatives. In addition,
the Company recorded a special charge of $6.2 related to
the write-off of development costs incurred on systems
abandoned during the year.

During 2009, the Company recorded net restructuring
charges of $13.5 primarily related to work force reductions
and the closing of redundant and underutilized facilities. Of
this amount, $10.5 related to severance and other employee
costs for employees primarily in the affected facilities, and
$12.5 related to contractual obligations associated with leased
facilities and other facility related costs. The Company also
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reduced its prior restructuring accruals by $9.5, comprised of
$7.3 of previously recorded facility costs and $2.2 of employee
severance benefits as a result of incurring less cost than
planned on those restructuring initiatives primarily resutting
from favorable settlements on lease buy-outs and severance
payments that were not required to achieve the planned
reduction in work force.

4. Restructuring Reserves

The following represents the Company’s restructuring activities
for the period indicated:
Severance  Lease

and Other and Other
Employee  Facility

Costs Costs Total
Balance as of December 31, 2010 $49 $129 $ 1738
Restructuring charges 274 22.0 49.4
Reduction of prior restructuring accruals (2.3) (2.5) 4.8)
Cash payments and other adjustments (21.6) (9.8) (31.4)
Balance as of December 31, 2011 $84 $226 $31.0
Current $ 16.0
Non-current 15.0
$ 310

5. Joint Venture Partnerships and Equity
Method Investments

At December 31, 2011 the Company had investments in the

following unconsolidated joint venture partnerships and equity

method investments:

Net Percentage
Locations Investment Interest Owned
Joint Venture Partnerships:
Milwaukee, Wisconsin $145 50.00%
Alberta, Canada 60.3 43.37%
Equity Method Investments:
Charlotte, North Carolina 2.0 50.00%

The joint venture agreements that govern the conduct of
business of these partnerships mandates unanimous agreement
between partners on all major business decisions as well as
providing other participating rights to each partner. The equity
method investments represent the Company’s purchase of shares
in clinical diagnostic companies. The investments are accounted
for under the equity method of accounting as the Company
does not have control of these investments. The Company
has no material obligations or guarantees to, or in support of,
these unconsolidated investments and their operations.
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Condensed unconsolidated financial information for joint
venture partnerships and equity method investments is shown
in the following table.

As of December 31: 2011 2010

Current assets $395 $619
Other assets 39.1 484

Total assets $ 786  $110.3
Current liabilities $ 196 $55.6
Other liabilities 1.8 179
Total liabilities 21.4 735
Partners’ equity 57.2 36.8
Total liabilities and partners’ equity $ 786  $110.3
For the period January 1 — December 31: 2011 2010 2009
Net sales $2474 $2555 $212.4
Gross profit 731 73.9 69.6
Net earnings 28.0 20.0 333

The Company’s recorded investment in the Alberta joint
venture partnership at December 31, 2011 includes $47.6
of value assigned to the partnership’s Canadian licenses (with
an indefinite life and deductible for tax) to conduct diagnostic
testing services in the province.

6. Accounts Receivable, Net

December 31, December 31,
2011 2010
Gross accounts receivable $ 897.4 $ 804.8
Less allowance for doubtful accounts (197.6) (149.2)
$ 699.8 $ 655.6

The provision for doubtful accounts was $255.1, $241.5
and $248.9in 2011, 2010 and 2009, respectively.

7. Property, Plant and Equipment, Net

December 31, December 31,
2011 2010

Land $ 248 $ 258
Buildings and building improvements 121.8 125.4
Machinery and equipment 616.9 615.7
Software 3271 299.2
Leasehold improvements 182.5 1716
Furniture and fixtures 53.5 51.2
Construction in progress 115.5 95.6
Equipment under capital leases 1.5 35
1,443.6 1,388.0

Less accumulated depreciation and
amortization of capital lease assets (865.3) (801.1)
$ 5783 $ 586.9

Depreciation expense and amortization of capital lease
assets was $141.5, $129.1 and $130.7 for 2011, 2010 and
2009, respectively, including software depreciation of $34.0,
$32.0, and $34.8 for 2011, 2010 and 2009, respectively.

8. Goodwill and Intangible Assets

The changes in the carrying amount of goodwill (net of
accumulated amortization) for the years ended December 31,
2011 and 2010 are as follows:

2011 2010
Balance as of January 1 $2,601.3 $1,897.1
Goodwill acquired during the year 86.2 704.4
Adjustments to goodwill (5.7) 0.2)
Gooawill, net $2,681.8 $2,601.3

The components of identifiable intangible assets are as follows:

December 31, 2011 December 31, 2010

Gross Gross

Carrying  Accumulated Carrying  Accumulated

Amount  Amortization  Amount  Amortization
Customer relationships $1,187.5 $(426.8) $1,1460 $ (370.0)
Patents, licenses and technology 144.9 (88.3) 144.7 (75.7)
Non-compete agreements 28.1 (14.8) 26.6 9.4
Trade names 129.2 61.3) 123.3 (50.3)
Canadian licenses 7222 - 738.9 -
$2,211.9 $(591.2) $21795 $ (505.4)

A summary of amortizable intangible assets acquired during
2011, and their respective weighted average amortization periods
are as follows:

Weighted-Average

Amount Amortization Period
Customer relationships $ 416 139
Patents, licenses and technology - -
Non-compete agreements 1.7 5.0
Trade names 6.0 9.8

$ 493 134

Amortization of intangible assets was $85.8, $72.7 and $62.6
in 2011, 2010 and 2009, respectively. Amortization expense of
intangible assets is estimated to be $83.9 in fiscal 2012, $78.3
in fiscal 2013, $75.5 in fiscal 2014, $72.0 in fiscal 2015, $66.8
in fiscal 2016, and $478.2 thereafter.

The Company paid $0.0, $0.4 and $0.0 in 2011, 2010 and
2009 for certain exclusive and non-exclusive licensing rights
to diagnostic testing technology. These amounts are being
amortized over the life of the licensing agreements.
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As of December 31, 2011, the Ontario operation has $722.2
of value assigned to the partnership’s indefinite lived Canadian
licenses to conduct diagnostic testing services in the province.

9. Accrued Expenses and Other

December 31, December 31,
2011 2010

Employee compensation and benefits $2075 $188.0
Self-insurance reserves 729 70.8
Accrued taxes payable 35.8 13.8
Royalty and license fees payable 14.3 12.6
Restructuring reserves 16.0 14
Acquisition related reserves 3.3 184
Interest payable 133 13.0
Other 41.0 249

$404.1 $352.9
10. Other Liabilities

December 31, December 31,
2011 2010

Post-retirement benefit obligation $ 527 $ 420
Defined benefit plan obligation 102.7 52.8
Restructuring reserves 15.0 6.4
Self-insurance reserves 121 121
Interest rate swap liability - 2.4
Acquisition related reserves 0.6 0.6
Deferred revenue 59 7.2
Other 38.3 27.9

$227.3 $1514

11. Debt

Short-term borrowings and current portion of long-term debt
at December 31, 2011 and 2010 consisted of the following:

December 31, December 31,
2011 2010
Zero-coupon convertible subordinated notes $135.5 $286.7

Term loan, current - 75.0

Total short-term borrowings and
current portion of long-term debt $135.5 $361.7

Long-term debt at December 31, 2011 and 2010 consisted
of the following:

December 31, December 31,
2011 2010
Revolving credit facility $ 560.0 $ -
Senior notes due 2013 350.5 350.9
Senior notes due 2015 250.0 250.0
Senior notes due 2016 325.0 325.0
Senior notes due 2020 600.0 600.0
Term loan, non-current - 300.0

Other long-term debt - 0.8

Total long-term debt $2,085.5 $1,826.7
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Credit Facilities

On December 21, 2011, the Company entered into a Credit
Agreement (the “Credit Agreement”) providing for a five-year
$1,000.0 senior unsecured revolving credit facility (the “Revolving
Credit Facility”) with Bank of America, N.A., acting as Adminis-
trative Agent, Barclays Capital as Syndication Agent, and a
group of financial institutions as lending parties. As part of the
new revolving credit facility, the Company repaid all of the
outstanding principal balances of $318.8 on its existing term
joan facility and $235.0 on its existing revolving credit facility.

in conjunction with the repayment and cancellation of its old
credit facility, the Company recorded approximately $1.0 of
remaining unamortized debt costs as interest expense in the
accompanying Consolidated Statements of Operations for the
year ended December 31, 2011. The balances outstanding
on the Company’s Revolving Credit Facility at December 31,
2011 and December 31, 2010 were $560.0 and $0.0,
respectively. The Revolving Credit Facility bears interest at
varying rates based upon a base rate or LIBOR plus (in each
case) a percentage based on the Company’s debt rating with
Standard & Poor’s and Moody’s Rating Services.

The Revolving Credit Facility is available for general corporate
purposes, including working capital, capital expenditures,
acquisitions, funding of share repurchases and other restricted
payments permitted under the Credit Agreement. The Credit
Agreement also contains limitations on aggregate subsidiary
indebtedness and a debt covenant that requires that the Com-
pany maintain on the last day of any period of four consecutive
fiscal quarters, in each case taken as one accounting period,
a ratio of total debt to consolidated EBITDA (Earnings Before
Interest, Taxes, Depreciation, and Amortization) of not more
than 3.0 to 1.0. The Company was in compliance with all
covenants in the Credit Agreement at December 31, 2011.

As of December 31, 2011, the effective interest rate on the
Revolving Credit Facility was 1.26%.

The interest rate swap agreement to hedge variable interest
rate risk on the Company’s variable interest rate term loan
expired on March 31, 2011. On a quarterly basis under the
swap, the Company paid a fixed rate of interest (2.92%) and
received a variable rate of interest based on the three-month
LIBOR rate on an amortizing notional amount of indebtedness
equivalent to the term loan balance outstanding. The swap was
designated as a cash flow hedge. Accordingly, the Company
recognized the fair value of the swap in the condensed consoli-
dated balance sheets and any changes in the fair value were
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Jrecorded as adjustments to accumulated other comprehensive
income (loss), net of tax. The fair value of the interest rate swap
agreement was the estimated amount that the Company
would have paid or received to terminate the swap agreement
at the reporting date. The fair value of the swap was a liability
of $2.4 at December 31, 2010 and was included in other
liabilities in the Company’s Consolidated Balance Sheets.

Zero-Coupon Convertible Subordinated Notes

The Company had $164.1 and $354.6 aggregate principal
amount at maturity of zero-coupon convertible subordinated
notes (the “notes”) due 2021 outstanding at December 31,
2011 and 2010, respectively. The notes, which are subordinate
to the Company’s bank debt, were sold at an issue price of
$671.65 per $1,000 principal amount at maturity (representing
a yield to maturity of 2.0% per year). Each one thousand dollar
principal amount at maturity of the notes is convertible into
13.4108 shares of the Company’s common stock, subject to
adjustment in certain circumstances, if one of the following
conditions occurs:

1) If the sales price of the Company’s common stock for at
least 20 trading days in a period of 30 consecutive trading
days ending on the last trading day of the preceding quarter
reaches specified thresholds (beginning at 120% and
declining 0.1282% per quarter until it reaches approximately
110% for the quarter beginning July 1, 2021 of the accreted
conversion price per share of common stock on the last day
of the preceding quarter). The accreted conversion price per
share will equal the issue price of a note plus the accrued
original issue discount and any accrued contingent additional
principal, divided by the number of shares of common stock
issuable upon conversion of a note on that day. The conver-
sion trigger price for the fourth quarter of 2011 was $70.35.

2) If the credit rating assigned to the notes by Standard &
Poor’s Ratings Services is at or below BB-.

3) If the notes are called for redemption.

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

The Company may redeem for cash all or a portion of the
notes at any time on or after September 11, 2006 at specified
redemption prices per one thousand dollar principal amount at
maturity of the notes.

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

During 2011, the Company settled notices to convert $190.6
aggregate principal amount at maturity of its zero-coupon
subordinated notes with a conversion value of $248.9. The
total cash used for these settlements was $155.1 and the
Company also issued 1.0 additional shares of common stock.
As a result of these conversions, the Company also reversed
approximately $36.2 of deferred tax liability to reflect the tax
benefit realized upon issuance of the shares.

August 11, 2011, the Company notified holders of the
zero-coupon subordinated notes that pursuant to the
Indenture for the notes they have the right to require the
Company to purchase in cash all or a portion of their zero-
coupon subordinated notes on September 12, 2011 at
$819.54 per note, plus any accrued contingent additional
principal and any accrued contingent interest thereon. On
September 12, 2011, the Company announced that none
of the zero-coupon subordinated notes were tendered by
holders for purchase by the Company.

On September 13, 2011, the Company announced that
for the period of September 12, 2011 to March 11, 2012, the
zero-coupon subordinated notes will accrue contingent cash
interest at a rate of no less than 0.125% of the average market
price of a zero-coupon subordinated note for the five trading
days ended September 7, 2011, in addition to the continued
accrual of the original issue discount.

On January 3, 2012, the Company announced that its zero-
coupon subordinated notes may be converted into cash and
common stock at the conversion rate of 13.4108 per $1,000
principal amount at maturity of the notes, subject to the terms
of the zero-coupon subordinated notes and the Indenture, dated
as of October 24, 2006 between the Company and The Bank
of New York Mellon, as trustee and conversion agent. In order
to exercise the option to convert all or a portion of the zero-
coupon subordinated notes, holders are required to validly
surrender their zero-coupon subordinated notes at any time
during the calendar quarter beginning January 1, 2012, through
the close of business on the last business day of the calendar
quarter, which is 5:00 p.m., New York City time, on Friday,
March 30, 2012. If notices of conversion are received, the
Company plans to settle the cash portion of the conversion
obligation with cash on hand and/or borrowings under the
revolving credit facility.
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Senior Notes

On October 28, 2010, in conjunction with the acquisition of
Genzyme Genetics, the Company entered into a $925.0 Bridge
Term Loan Credit Agreement, among the Company, the lenders
named therein and Citibank, N.A., as administrative agent (the
“Bridge Facility”). The Company replaced and terminated the
Bridge Facility in November 2010 by making an offering in the
debt capital markets. On November 19, 2010, the Company
sold $925.0 in debt securities, consisting of $325.0 aggregate
principal amount of 3.125% Senior Notes due May 15, 2016 and
$600.0 aggregate principal amount of 4.625% Senior Notes due
November 15, 2020. Beginning on May 15, 2011, interest on
the Senior Notes due 2016 and 2020 is payable semi-annually
on May 15, and November 15. On December 1, 2010, the
acquisition of Genzyme Genetics was funded by the net
proceeds from the issuance of these Notes ($915.4) and with
cash on hand.

The Senior Notes due January 31, 2013 bear interest at the
rate of 5.5% per annum from February 1, 2003, payable semi-
annually on February 1 and August 1. The Senior Notes due
2015 bear interest at the rate of 5.625% per annum from
December 14, 2005, payable semi-annually on June 15 and
December 15.

12. Preferred Stock and Common
Shareholders’ Equity

The Company is authorized to issue up to 265.0 shares of
common stock, par value $0.10 per share. The Company’s

The changes in common shares issued and held in treasury
are summarized below:

Common shares issued

2011 2010 2009
Common stock issued at January 1 124.5 127.4 130.3
Common stock issued under employee stock plans 1.9 1.6 0.6
Common stock issued upon conversion of zero-coupon
subordinated notes 1.0 - 0.4
Retirement of common stock (7.4) 4.9) (3.9
Common stock issued at December 31 120.0 124.5 127.4
Common shares held in treasury
2011 2010 2009

Common shares held in treasury at January 1 221 221 221
Surrender of restricted stock and performance

share awards 0.1 - -
Common shares held in treasury at December 31 222 221 221

Share Repurchase Program

During fiscal 2011, the Company purchased 7.4 shares of its
common stock at a total cost of $643.9. As of December 31,
2011, the Company had outstanding authorization from the
Board of Directors to purchase $84.4 of Company common
stock. On February 10, 2012, the Company announced the
Board of Directors authorized the purchase of $500.0 of
additional shares of the Company’s common stock.

Accumulated Other Comprehensive Earnings
The components of accumulated other comprehensive earnings
are as follows:

treasury shares are recorded at aggregate cost. Common Foreign Net Interest  Accumulated
h \ d and tandi ized in th Currency Benefit Rate Other
shares issued and outstanding are summarized in the Translation Plan Swap  Comprehensive
following table: Adjustments  Adjustments  Adjustments  Earnings
Balance at
2011 2010 December 31, 2008 $ 686 $77.) %82 $ (167)
Issued 120.0 1245 Current year adjustments 933 315 29 127.7
In treasury (22.2) (22.1) Tax effect of adjustments (36.1) (12.2) 1.2 49.5)
Outstanding 97.8 1024 Balance at
December 31, 2009 1258 (67.8) ©.5) 61.5
. . . Current year adjustments 413 8.3 8.2 41.2
The Company is authorized to issue up to 30.0 shares of Tax effect of adjustments  (14.3) 39 31) (149)
preferred stock, par value $0.10 per share. There were no pre-  goanowr
ferred shares outstanding as of December 31, 2011 and 2010. December 31, 2010 152.8 62.9) (1.4 88.5
Current year adjustments (13.2) (67.9) 24 (68.3)
Tax effect of adjustments 3.9 224 (1.0) 253
Balance at
December 31, 2011 $143.5 $(98.0) $ - $ 455
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13.Income Taxes

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

Pre-tax income

2011 2010 2009
Domestic $8340 $876.1 $848.0
Foreign 321 395 36.6
Total pre-tax income $866.1 $9156 $884.6

The provisions for income taxes in the accompanying
consolidated statements of operations consist of the following:

Years Ended December 31,

2011 2010 2009
Current:

Federal $269.7 $2699 $266.2
State 54.3 50.4 41.0
Foreign 6.8 10.8 12.2
$330.8 $331.1 $3194

Deferred:
Federal $ 50 $ 122 $ 253
State 4.4) 0.5) (15.5)
Foreign 1.6 1.2 0.2)
2.2 129 9.6
$333.0 $3440 $329.0

provision relating to the resolution of certain state tax issues
under audit, as well as the realization of foreign tax credits.

The tax effects of temporary differences that give rise to
significant portions of the deferred tax assets and deferred
tax liabilities are as follows:

December 31, December 31,
2011 2010
Deferred tax assets:

Accounts receivable $ 271 $ 26
Employee compensation and benefits 123.9 96.3
Self insurance reserves 20.7 271
Postretirement benefit obligation 20.5 16.3
Acquisition and restructuring reserves 18.8 10.2
Tax loss carryforwards 68.5 50.1
279.5 202.6
Less: valuation allowance (14.4) (11.4)
Net deferred tax assets $ 265.1 $ 191.2

Deferred tax liabilities:
Deferred earnings $ (25.3) $ (18.0)
Intangible assets (373.7) (343.8)
Property, plant and equipment (71.5) 63.3)
Zero-coupon subordinated notes (105.5) (145.2)
Currency transiation adjustment (90.1) 94.3)
Other (3.6) (6.1)
Total gross deferred tax liabilities $(669.7) $ (669.7)
Net deferred tax liabilities $(404.6) $ (478.5)

A portion of the tax benefit associated with option exercises
from stock plans reducing taxes currently payable are recorded
through additional paid-in capital. The benefits recorded through
additional paid-in capital are approximately $11.0, $7.8 and
$1.1in 2011, 2010 and 2009, respectively.

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

Years Ended December 31,

2011 2010 2009
Statutory federal rate 35.0% 35.0% 35.0%
State and local income taxes,
net of federal income tax effect 3.7 35 1.9
Other (0.3) 0.9) 0.3
Effective rate 38.4% 37.6% 37.2%

The effective tax rate for 2011 was negatively impacted by
a decrease in unrecognized income tax benefits compared to
2010, the divestiture of certain Orchid paternity contracts,
and foreign losses not tax effected. The effective tax rate for
2010 was favorably impacted by a benefit relating to the net
decrease in unrecognized income tax benefits. In 2009, the
Company recorded favorable adjustments of $21.5 to its tax

The Company has state tax loss carryovers of approximately
$0.3, which expire in 2011 through 2024. The state tax loss
carryovers have a full valuation allowance. The Company has
foreign tax loss carryovers of $10.8 with a full valuation allow-
ance. Most of the foreign losses have an indefinite carryover.

In addition, the Company has federal tax loss carryovers of
approximately $57.4 expiring periodically through 2030. The
utilization of the tax loss carryovers is limited due to change of
ownership rules. However, at this time the Company expects
to fully utilize substantially all federal tax loss carryovers.

The gross unrecognized income tax benefits were $52.7
and $53.6 at December 31, 2011 and 2010, respectively. It is
anticipated that the amount of the unrecognized income tax
benefits will change within the next twelve months; however,
these changes are not expected to have a significant impact
on the results of operations, cash flows or the financial position
of the Company.

The Company recognizes interest and penalties related to
unrecognized income tax benefits in income tax expense.
Accrued interest and penalties related to uncertain tax positions
totaled $10.8 and $12.2 as of December 31, 2011 and 2010,

37



LABORATORY CORPORATION OF AMERICA

Notes to Consolidated Financial Statements

respectively. During the years ended December 31, 2011,
2010 and 2009, the Company recognized $3.5, $4.5 and
$5.4, respectively, in interest and penalties expense, which
was offset by a benefit of $4.9, $5.4 and $4.9, respectively.

The following table shows a reconciliation of the unrecog-
nized income tax benefits from uncertain tax positions for the
years ended December 31, 2011, 2010 and 2009:

2011 2010 2009

Balance as of January 1 $536 $590 $725
Increase in reserve for tax positions

taken in the current year 8.6 9.1 10.9
Increase (decrease) in reserve for

tax positions taken in a prior period - (0.6) 4.2)
Decrease in reserve as a result of

settlements reached with tax authorities 0.2) (1.3) (15.7)
Decrease in reserve as a result of lapses

in the statute of limitations 9.3 (12.6) 4.5)
Balance as of December 31 $527 $536 $59.0

As of December 31, 2011 and 2010, $53.3 and $54.6,
respectively, is the approximate amount of unrecognized
income tax benefits that, if recognized, would favorably affect
the effective income tax rate in any future periods.

The Company has substantially concluded all U.S. federal
income tax matters for years through 2007. Substantially all
material state and local, and foreign income tax matters have
been conciuded through 2006 and 2001, respectively.

The Company has various state income tax examinations
ongoing throughout the year. Canada Revenue Agency is
conducting an audit of the 2009 and 2010 Canadian income
tax return. The Company believes adequate provisions have
been recorded related to all open tax years.

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

14. Stock Compensation Plans

Stock Incentive Plans

There are currently 23.8 shares authorized for issuance under
the 2008 Stock Incentive Plan and the 2000 Stock incentive
Plan. Each of these plans was approved by sharehoiders. At
December 31, 2011, there were 1.7 additional shares available
for grant under the Company’s stock option plans.
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Stock Options

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

Weighted-  Weighted-
Average  Average
Exercise  Remaining Aggregate
Number of Price Contractual  Intrinsic
Options  per Option Term Value
Outstanding at December 31,2010 6.6 $67.84
Granted 15 90.86
Exercised (1.6) 65.67
Cancelled 0.2) 77.06
Outstanding at December 31,2011 6.3 $73.66 72 $ 849
Vested and expected to vest
at December 31, 2011 6.2 $73.52 72 $ 845
Exercisable at December 31, 2011 3.2 $69.44 6.0 $ 53.1

The aggregate intrinsic value in the table above represents
the total pre-tax intrinsic value (the difference between the
Company’s closing stock price on the last trading day of 2011
and the exercise price, multiplied by the number of in-the-
money options) that would have been received by the option
holders had all option holders exercised their options on
December 31, 2011. The amount of intrinsic value will change
based on the fair market value of the Company’s stock.

Cash received by the Company from option exercises, the
actual tax benefit realized for the tax deductions and the aggre-
gate intrinsic value of options exercised from option exercises
under all share-based payment arrangements during the years
ended December 31, 2011, 2010, and 2009 were as follows:

2011 2010 2009
Cash received by the Company $106.1  $737  $143
Tax benefits realized $ 178 $132 § 27
Aggregate intrinsic value $ 455 $33.4 $ 70
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The following table summarizes information concerning currently outstanding and exercisable options.

Options Qutstanding Options Exercisable
Weighted-Average Weighted-
Remaining Average Average
Range of Number Contractual Exercise Number Exercise
Exercise Prices Qutstanding Life Price Exercisable Price
$ 6.80 - 59.37 05 33 $50.89 05 $50.89
$59.38 — 67.60 1.2 71 $60.24 0.6 $60.17
$67.61 - 75.63 24 7.4 $72.44 1.4 $74.10
$75.64 - 98.49 22 78 $87.17 0.7 $80.29
6.3 7.2 $73.66 32 $69.44

The following table shows the weighted average grant-date
fair values of options and the weighted average assumptions
that the Company used to develop the fair value estimates:

2011 2010 2009
Fair value per option $17.06 $1412  $10.85
Valuation assumptions
Weighted average expected life (in years) 34 3.1 3.0
Risk free interest rate 1.0% 1.5% 1.1%
Expected volatility 0.2 03 0.2

Expected dividend yield - _ _

The Black Scholes model incorporates assumptions to value
stock-based awards. The risk-free interest rate for periods
within the contractual life of the option is based on a zero-
coupon U.S. government instrument over the contractual term
of the equity instrument. Expected volatility of the Company’s
stock is based on historical volatility of the Company’s stock.
The Company uses historical data to calculate the expected
life of the option. Groups of employees and non-employee
directors that have similar exercise behavior with regard to
option exercise timing and forfeiture rates are considered
separately for valuation purposes. For 2011, 2010 and 2009,
expense related to the Company’s stock option plan totaled
$24.9, $20.7 and $18.7, respectively.

Restricted Stock and Performance Shares

The Company grants restricted stock and performance shares
(“nonvested shares”) to officers, key employees, and non-
employee directors under all plans. Restricted stock becomes
vested annually in equal one third increments beginning on the
first anniversary of the grant. A performance share grant in
2009 represents a three year award opportunity for the period
2009-2011 and becomes vested in the first quarter of 2012. A
performance share grant in 2010 represents a three year award
opportunity for the period of 2010-2012 and becomes vested
in the first quarter of 2013. A performance share grant in 2011
represents a three year award opportunity for the period of
2011-2013 and becomes vested in the first quarter of 2014.
Performance share awards are subject to certain earnings per
share and revenue targets, the achievement of which may
increase or decrease the number of shares which the grantee
receives upon vesting. The unearned restricted stock and
performance share compensation is being amortized to expense
over the applicable vesting periods. For 2011, 2010 and 2009,
total restricted stock and performance share compensation
expense was $21.3, $16.1 and $13.8, respectively.
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The following table shows a summary of nonvested shares
for the year ended December 31, 2011:

Weighted-
Average

Number of Grant Date

Shares Fair Value
Nonvested at January 1, 2011 0.6 $68.26
Granted 0.2 90.84
Vested 0.2 73.02
Nonvested at December 31, 2011 0.6 74.39

As of December 31, 2011, there was $19.6 of total unrecog-
nized compensation cost related to nonvested restricted stock
and performance share-based compensation arrangements
granted under the stock incentive plans. That cost is expected
to be recognized over a weighted average period of 1.6 years.

Employee Stock Purchase Plan

The Company has an employee stock purchase plan, begun in
1997 and amended in 1999, 2004 and 2008, with 4.5 shares
of common stock authorized for issuance. The plan permits
substantially all employees to purchase a limited number
of shares of Company stock at 85% of market value. The
Company issues shares to participating employees semi-
annually in January and July of each year. Approximately
0.2 shares were purchased by eligible employees in 2011,
2010 and 2009, respectively. For 2011, 2010 and 2009,
expense related to the Company’s employee stock purchase
plan was $2.7, $2.0 and $3.2, respectively.

The Company uses the Black-Scholes model to calculate
the fair value of the employee’s purchase right. The fair value
of the employee’s purchase right and the assumptions used
in its calculation are as follows:

2011 2010 2009
Fair value of the employee’s purchase right $1558 $1539 $14.28
Valuation assumptions
Risk free interest rate 0.1% 0.2% 0.2%
Expected volatility 0.2 02 0.2

Expected dividend yield - _ _

40

15. Commitments and Contingent Liabilities

The Company is involved in a number of judicial, regulatory,
and arbitration proceedings (including those described below)
concerning matters arising in connection with the conduct of
the Company’s business activities. Many of these proceedings
are at preliminary stages, and many of these cases seek an
indeterminate amount of damages.

The Company records an aggregate legal reserve, which is
determined using actuarial calculations around historical loss
rates and assessment of trends experienced in settlements and
defense costs. In accordance with ASC 450 “Contingencies”,
the Company establishes reserves for judicial, regulatory, and
arbitration matters outside the aggregate legal reserve if and
when those matters present loss contingencies that are both
probable and estimable and would exceed the aggregate legal
reserve. When loss contingencies are not both probable and
estimable, the Company does not establish separate reserves.

The Company is unable to estimate a range of reasonably
possible loss for cases described below in which damages
either have not been specified or, in the Company’s judgment,
are unsupported and/or exaggerated and (i) the proceedings
are in early stages; (i) there is uncertainty as to the outcome
of pending appeals or motions; (i) there are significant factual
issues to be resolved; and/or (iv) there are novel legal issues
to be presented. For these cases, however, the Company
does not believe, based on currently available information,
that the outcomes of these proceedings will have a material
adverse effect on the Company’s financial condition, though
the outcomes could be material to the Company’s operating
results for any particular period, depending, in part, upon the
operating results for such period.

A subsidiary of the Company, DIANON Systems, Inc.
(“DIANON?), is the appellant in a wrongful termination lawsuit
originally filed by G. Berry Schumann in Superior Court in the
State of Connecticut. After a jury trial, the state court entered
judgment against DIANON, with total damages, attorney’s
fees, and pre-judgment interest payable by DIANON, of
approximately $10.0, plus post-judgment interest that continues
to accrue since the entry of judgment. DIANON has disputed
liability and has contested the case vigorously on appeal.
DIANON filed a notice of appeal in December 2009, and the
case was transferred to the Connecticut Supreme Court. The
Court heard oral argument on May 18, 2011 and the parties
await the Court’s decision on DIANON'’s appeal.
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As previously reported, the Company reached a settlement
in the previously disclosed lawsuit, California ex rel. Hunter
Laboratories, LLC et al. v. Quest Diagnostics Incorporated,
et al., to avoid the uncertainty and costs associated with
prolonged litigation. The original lawsuit was brought against
the Company and several other major laboratories operating in
California and alleged that the defendants improperly billed the
state Medicaid program and, therefore, violated the California
False Claims Act. The complaint against the Company sought
a refund of alleged overpayments made to the Company from
November 7, 1995 through November 2008, plus simple
interest of 7% per year, calculated as of the filing date to total
$97.5. In addition, the suit sought continuing damages past
November 2009, plus treble damages, civil penaities of $0.01
per each alleged false claim, recovery of costs, attorney’s fees,
and legal expenses, and pre- and post-judgment interest.
Pursuant to the executed settlement agreement, the Company
recorded a litigation settlement expense of $34.5 (net of a
previously recorded reserve of $15.0) in the second quarter
of 2011. The Company also agreed to certain reporting
obligations regarding its pricing for a limited time period and, at
the option of the Company in lieu of such reporting obligations,
to provide Medi-Cal with a discount from November 1, 2011
through October 31, 2012. The Medi-Cal discount is not
expected to have a material impact on the Company’s
consolidated revenues or results of operations.

As previously reported, the Company responded to an
October 2007 subpoena from the United States Office
Department of Health & Human Services of Inspector General’s
regional office in New York. On August 17, 2011, the Southern
District of New York unsealed a False Claims Act lawsuit,
United States of America ex rel. NPT Associates v. Laboratory
Corporation of America Holdings, which alleges that the
Company offered UnitedHealthcare kickbacks in the form of
discounts in return for Medicare business. The lawsuit seeks
actual and treble damages and civil penalties for each alleged
false claim, as well as recovery of costs, attorney’s fees, and legal
expenses. The United States government has not intervened in
the lawsuit. The Company will vigorously defend the lawsuit.

in addition, the Company has received three other
subpoenas since 2007 related to Medicaid billing. In June
2010, the Company received a subpoena from the State of
Florida Office of the Attorney General requesting documents
related to its billing to Florida Medicaid. In February 2009, the

Company received a subpoena from the Commonwealth of
Virginia Office of the Attorney General seeking documents
related to the Company’s billing for state Medicaid. In October
2009, the Company received a subpoena from the State of
Michigan Department of Attorney General seeking documents
related to its billing to Michigan Medicaid. The Company also
responded to a September 2009 subpoena from the United
States Department of Health & Human Services Office of
Inspector General’s regional office in Massachusetts regarding
certain of its billing practices. The Company is cooperating
with these requests.

In April 2011, the Company and Orchid Cellmark Inc.
("Orchid”) announced that they had entered into a definitive
agreement and plan of merger under which the Company
would acquire all of the outstanding shares of Orchid in a cash
tender offer. The Company received a request for additional
information (commonly referred to as a “Second Request”)
under the Hart-Scott-Rodino Antitrust Improvements Act of
1976, as amended (“HSR Act”) from the Federal Trade
Commission (“FTC”) in connection with the proposed merger
with Orchid. On December 8, 2011, the Company announced
that it had reached an agreement with the FTC that allowed
the Company to complete its acquisition of Orchid which closed
on December 15, 2011. Under the terms of the proposed
consent decree that was accepted by the FTC for public
comment, the Company is required to divest certain assets
of Orchid’s U.S. government paternity business. On
December 16, 2011, the Company sold those assets to
DNA Diagnostics Center (DDC), a privately held provider of
DNA paternity testing. Subsequent to the closing of the
Orchid transaction, the Company has received three notices of
demand for appraisal rights for shares.

On April 11, 2011, a putative class action lawsuit, Ballard v.
Orchid Cellmark, Inc., et al., was filed in the Superior Court of
New Jersey Chancery Division, Mercer County against Orchid,
individual members of Orchid’s Board of Directors, the Company,
and one of the Company’s wholly-owned subsidiaries. This
action challenged the Orchid acquisition on grounds of alleged
breaches of fiduciary duty and/or other violations of state law.
Two similar putative class action lawsuits, Kletze!l v. Orchid
Cellmark, Inc., et al. and Greenberg v. Orchid Cellmark Inc., et al.,
were subsequently filed in the same court. On August 15, 2011,
all three actions were voluntarily dismissed.
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On May 2, 2011, a putative class action lawsuit, Tsatsis v.
Orchid Cellmark, Inc., et al. was filed in the United States
District Court for the District of New Jersey against Orchid,
individual members of Orchid’s Board of Directors, the
Company, and a subsidiary of the Company. This federal
court action challenged the Orchid acquisition on grounds of
alleged breaches of fiduciary duty and violations of the federal
securities laws. On May 12, 2011, the plaintiff filed a motion
for preliminary injunction seeking to enjoin the transaction.
On May 13, 2011, the Court denied the plaintiff's request
for an expedited hearing. On June 27, 2011, the action was
voluntarily dismissed.

Three similar shareholder class actions, Silverberg v. Bologna,
et al., Nannetti v. Bologna, and Locke v. Orchid Cellmark, Inc.,
et al., were filed in the Court of Chancery of the State of
Delaware and subsequently consolidated into one action,

In re Orchid Cellmark Shareholder Litig. On May 4, 2011, the
plaintiffs in the consolidated action filed a motion for preliminary
injunction seeking to enjoin the transaction. On May 12, 2011,
the Court of Chancery denied the motion for preliminary
injunction, and plaintiffs’ motion for an expedited appeal was
subsequently denied on May 16, 2011. Since that time, there
has been no substantive activity in the Delaware litigation.

In October 2011, a putative stockholder of the Company
made a letter demand through his counsel for inspection of
documents related to policies and procedures concerning the
Company'’s Board of Directors’ oversight and monitoring of the
Company’s billing and claim submission process. The letter
also seeks documents prepared for or by the Board regarding
allegations from the California ex rel. Hunter Laboratories,
LLC et al. v. Quest Diagnostics Incorporated, et al., lawsuit
and documents reviewed and relied upon by the Board in
connection with the settlement of that lawsuit. The Company
is responding to the request pursuant to Delaware law.

On November 18, 2011, the Company received a letter
from United States Senators Baucus and Grassley requesting
information regarding the Company’s relationships with its
largest managed care customers. The letter requests
information about the Company'’s contracts and financial
data regarding its managed care customers. The Company
is cooperating with the request.
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The Company is a defendant in two putative class actions
related to overtime pay. In September 2011, a putative class
action, Peggy Bryant v. Laboratory Corporation of America
Holdings, was filed against the Company in the United States
District Court for the Southern District of West Virginia, alleging
on behalf of employees similarly situated that the Company
violated the Federal Fair Labor Standards Act and applicable
state wage laws by failing to pay overtime. The complaint seeks
monetary damages, liquidated damages equal to the alleged
amount owed, costs, injunctive relief, and attorney’s fees. In
December 2011, a putative class action, Debra Rivera v.
Laboratory Corporation of America Holdings, was filed
against the Company in the United States District Court for
the Middle District of Florida alleging on behalf of employees
similarly situated that the Company violated the Federal Fair
Labor Standards Act by failing to pay overtime. The complaint
seeks monetary damages, liquidated damages equal to the
alleged amount owed, costs, and attorney's fees. The Company
intends to vigorously contest both cases.

The Company is involved from time to time in various claims
and legal actions, including arbitrations, class actions, and other
litigation, arising in the ordinary course of business. Some of
these actions involve claims that are substantial in amount. These
matters include, but are not limited to, intellectual property
disputes, professional liability, employee related matters, and
inquiries, including subpoenas and other civil investigative
demands, from governmental agencies and Medicare or
Medicaid payers and managed care payers reviewing billing
practices or requesting comment on allegations of billing
irregularities that are brought to their attention through billing
audits or third parties. The Company receives civil investigative
demands or other inquiries from various governmental bodies
in the ordinary course of its business. Such inquiries can
relate to the Company or other healthcare providers. The
Company works cooperatively to respond to appropriate
requests for information.

The Company is also named from time to time in suits
brought under the gui tam provisions of the False Claims Act
and comparable state laws. These suits typically allege that
the Company has made false statements and/or certifications
in connection with claims for payment from federal or state
health care programs. They may remain under seal (hence,
unknown to the Company) for some time while the government
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decides whether to intervene on behalf of the qui tam plaintiff.
Such claims are an inevitable part of doing business in the
health care field today.

The Company believes that it is in compliance in all material
respects with all statutes, regulations and other requirements
applicable to its clinical laboratory operations. The clinical
laboratory testing industry is, however, subject to extensive
regulation, and the courts have not interpreted many of
these statutes and regulations. There can be no assurance
therefore that those applicable statutes and regulations will
not be interpreted or applied by a prosecutorial, regulatory or
judicial authority in a manner that would adversely affect the
Company. Potential sanctions for violation of these statutes
and regulations include significant fines and the loss of various
licenses, certificates and authorizations.

Under the Company’s present insurance programs,
coverage is obtained for catastrophic exposure as well as
those risks required to be insured by law or contract. The
Company is responsible for the uninsured portion of losses
related primarily to general, professional and vehicle liability,
certain medical costs and workers’ compensation. The
self-insured retentions are on a per occurrence basis without
any aggregate annual limit. Provisions for losses expected
under these programs are recorded based upon the
Company's estimates of the aggregated liability of claims
incurred. At December 31, 2011, the Company had provided
letters of credit aggregating approximately $37.4, primarily in
connection with certain insurance programs. The Company’s
availability under its Revolving Credit Facility is reduced by the
amount of these letters of credit.

The Company leases various facilities and equipment under
non-cancelable lease arrangements. Future minimum rental
commitments for leases with non-cancelable terms of one
year or more at December 31, 2011 are as follows:

Operating
2012 $161.4
2013 134.5
2014 1027
2015 63.3
2016 429
Thereafter 97.9
Total minimum lease payments 602.7
Less:
Amounts included in restructuring and acquisition related accruals (12.7)
Non-cancelable sub-lease income -
Total minimum operating lease payments $590.0

Rental expense, which includes rent for real estate, equipment
and automobiles under operating leases, amounted to $220.2,
$202.1 and $182.9 for the years ended December 31, 2011,
2010 and 2009, respectively.

At December 31, 2011, the Company was a guarantor on
approximately $0.9 of equipment leases. These leases were
entered into by a joint venture in which the Company owns
a 50% interest and have a remaining term of approximately
two years.

16. Pension and Postretirement Plans

Pension Plans

In October 2009, the Company received approval from its
Board of Directors to freeze any additional service-based
credits for any years of service after December 31, 2009 on
the defined benefit retirement plan (the “Company Plan”) and
the nonqualified supplemental retirement plan (the “PEP”).
Both plans have been closed to new participants. Employees
participating in the Company Plan and the PEP no longer earn
service-based credits, but continue to earn interest credits.
In addition, effective January 1, 2010, all employees eligible
for the defined contribution retirement plan (the “401K Plan”)
receive a minimum 3% non-elective contribution (“NEC”)
concurrent with each payroll period. The NEC replaces the
Company match, which has been discontinued. Employees
are not required to make a contribution to the 401K Plan to
receive the NEC. The NEC is non-forfeitable and vests
immediately. The 401K Plan also permits discretionary
contributions by the Company of 1% to 3% of pay for eligible
employees based on service.

The Company believes these changes to the Company
Plan, the PEP and its 401K Plan align the Company’s retirement
plan strategy with prevailing industry practices and reduce the
impact of market volatility on the Company Plan.

The Company’s 401K Plan covers substantially all
employees. Prior to 2010, Company contributions to the
plan were based on a percentage of employee contributions.
In 2011 and 2010, the Company made non-elective and
discretionary contributions to the plan. The cost of this plan
was $44.3, $40.6 and $15.2 in 2011, 2010 and 2009,
respectively. The increase in 401K costs and contributions
was due to the non-elective and discretionary contributions
made by the Company in 2011 and 2010.
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In addition, the Company Plan covers substantially all
employees hired prior to December 31, 2009. The benefits
to be paid under the Company Plan are based on years of
credited service through December 31, 2009, interest credits
and average compensation. The Company'’s policy is to fund
the Company Plan with at least the minimum amount required
by applicable regulations. The Company made contributions
to the Company Plan of $0.0, $0.0 and $54.8 in 2011, 2010
and 2009, respectively.

The PEP covers the Company’s senior management
group. Prior to 2010, the PEP provided for the payment of
the difference, if any, between the amount of any maximum
limitation on annual benefit payments under the Employee
Retirement Income Security Act of 1974 and the annual
benefit that would be payable under the Company Plan but
for such limitation. Effective January 1, 2010, employees
participating in the PEP no longer earn service-based credits.
The PEP is an unfunded plan.

As a result of the changes to the Company Plan and
PEP which were adopted in the fourth quarter of 2009, the
Company recognized a net curtailment charge of $2.8 due to
remeasurement of the PEP obligation at December 31, 2009
and the acceleration of unrecognized prior service for that plan.

Projected pension expense for the Company Plan and the
PEP is expected to increase from $8.6 in 2011 to $12.21in
2012. The Company plans to make contributions of $14.6 to
the Company Plan during 2012.

The effect on operations for both the Company Plan and
the PEP are summarized as follows:

Year ended December 31,

2011 2010 2009

Service cost for benefits earned $26 $ 26 $ 208
Interest cost on benefit obligation 171 18.1 18.3
Expected return on plan assets (18.9) (18.5) (17.3)
Net amortization and deferral 7.8 7.4 12.0
Curtailment cost - - 2.8
Defined benefit plan costs $ 86 $ 96 $ 366

Amounts included in accumulated other comprehensive
earnings consist of unamortized net loss of $156.9. The
accumulated other comprehensive earnings that are expected
to be recognized as components of the defined benefit plan
costs during 2012 are $12.3 related to amortization of net loss.
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A summary of the changes in the projected benefit obligations
of the Company Plan and the PEP are summarized as follows:

2011 2010

Balance at January 1 $348.2  $328.0
Service cost 2.6 26
Interest cost 171 18.1
Actuarial loss 39.8 24.8

Benefits and administrative expenses paid (24.5) (25.3)
Balance at December 31 $383.2 $348.2

The Accumulated Benefit Obligation was $383.2 and
$348.2 at December 31, 2011 and 2010, respectively.

A summary of the changes in the fair value of plan
assets follows:

2011 2010
Fair value of plan assets at beginning of year $264.4  $259.3
Actual return on plan assets 35 29.3
Employer contributions 1.1 1.1
Benefits and administrative expenses paid (24.5) (25.3)
Fair value of plan assets at end of year $2445 $264.4

Weighted average assumptions used in the accounting for
the Company Plan and the PEP are summarized as follows:

2011 2010 2009
Discount rate 4.0% 51% 5.8%
Compensation increases - - —%
Expected long term rate of return 7.3% 7.5% 7.5%

The Company maintains an investment policy for the
management of the Company Plan’s assets. The objective of
this policy is to build a portfolio designed to achieve a balance
between investment return and asset protection by investing
in equities of high quality companies and in high quality fixed
income securities which are broadly balanced and represent
all market sectors. The target allocations for plan assets are
50% equity securities, 45% fixed income securities and 5% in
other assets. Equity securities primarily include investments in
large-cap, mid-cap and small-cap companies located in the
United States and to a lesser extent international equities in
developed and emerging countries. Fixed income securities
primarily include U.S. Treasury securities, mortgage-backed
bonds and corporate bonds of companies from diversified
industries. Other assets include investments in commodities.
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The weighted average expected long-term rate of return for
the Company Plan’s assets is as follows:

Weighted-

Average

Expected

Target Long-Term Rate

Allocation of Return
Equity securities 50.0% 4.5%
Fixed income securities 45.0% 2.3%
Other assets 5.0% 0.5%

The fair values of the Company Plan’s assets at December 31,
2011 and 2010, by asset category are as follows:

Fair Value Fair Value Measurements as of
as of December 31, 2011
December 31, Using Fair Value Hierarchy

Asset Category 2011 Level 1 Level 2 Level 3
Cash $ 37 $3.7 $ - $-
Equity securities:

U.S. large cap — blend® 58.6 - 58.6 -

U.S. mid cap — blend® 219 - 219 -

U.S. small cap — blend® 7.2 - 72 -

International — developed 26.9 - 26.9 -

International — emerging 6.1 - 6.1 -
Commodities index® 10.2 - 10.2 -
Fixed income securities:

U.S. fixed income® 109.9 - 109.9 -

Total fair value of the

Company Plan’s assets $244.5 $37 $240.8 $-
Fair Value Fair Value Measurements as of
as of December 31, 2010
December 31, Using Fair Value Hierarchy

Asset Category 2010 Level 1 Level 2 Level 3
Cash $ 23 $23 $ - $-
Equity securities:

U.S. large cap — blend® 62.7 - 62.7 -

U.S. mid cap - blend® 26.7 - 26.7 -

U.S. small cap — blend® 9.8 - 9.8 -

International — developed 375 - 375 -

International — emerging 8.2 - 8.2 -
Commodities index® 15.0 - 15.0 -
Fixed income securities:

U.S. fixed income® 102.2 - 102.2 -

Total fair value of the

Company Plan’s assets $264.4 $23 $262.1 $-

(a) This category represents an equity index fund not actively managed that tracks the S&P 500.
(b) This category represents an equity index fund not actively managed that tracks the S&P mid-cap 400.
() This category represents an equity index fund not actively managed that tracks the Russell 2000.

(d) This category represents a commodities index fund not actively managed that tracks the
Dow Jones — UBS Commodity Index.

(e) This category primarily represents a bond index fund not actively managed that tracks the
Barclays Capital U.S. Aggregate Index.

The following assumed benefit payments under the Company
Plan and PEP, which were used in the calculation of projected
benefit obligations, are expected to be paid as follows:

2012 $ 238
2013 23.2
2014 229
2015 23.2
2016 23.6
Years 2017-2021 119.3

Post-retirement Medical Plan

The Company assumed obligations under a subsidiary’s post-
retirement medical plan. Coverage under this plan is restricted
to a limited number of existing employees of the subsidiary.
This plan is unfunded and the Company’s policy is to fund
benefits as claims are incurred. The effect on operations of the
post-retirement medical plan is shown in the following table:

Year ended December 31,
2011 2010 2009
Service cost for benefits earned $03 $03 $03

Interest cost on benefit obligation 22 23 2.3
Net amortization and deferral 0.2) 0.9) 1.7

Post-retirement medical plan costs $23 $17 $09

Amounts included in accumulated other comprehensive
earnings consist of unamortized net gain of $5.6. The accumu-
lated other comprehensive earnings that are expected to be
recognized as components of the post-retirement medical plan
costs during 2012 are $0.0 related to amortization of net gain.

A summary of the changes in the accumulated post-retirement
benefit obligation follows:

2011 2010

Balance at January 1 $42.0 $39.6
Service cost for benefits earned 03 03
interest cost on benefit obligation 22 23
Participants contributions 0.4 04
Actuarial loss 9.8 08
Benefits paid (2.0) (1.4)
Balance at December 31 $52.7 $42.0

The weighted-average discount rates used in the calculation
of the accumulated post-retirement benefit obligation were 4.3%
and 5.4% as of December 31, 2011 and 2010, respectively.
The health care cost trend rate was assumed to be 7.0%
and 7.5% as of December 31, 2011 and 2010, respectively,
declining gradually to 5.0% in the year 2017. The health care
cost trend rate has a significant effect on the amounts reported.
The impact of a percentage point change each year in the

45



LABORATORY CORPORATION OF AMERICA

Notes to Consolidated Financial Statements

assumed health care cost trend rates would change the
accumulated post-retirement benefit obligation as of Decem-
ber 31, 2011 by an increase of $9.4 or a decrease of $7.7.
The impact of a percentage point change on the aggregate
of the service cost and interest cost components of the 2011
post-retirement benefit costs results in an increase of $0.4 or
decrease of $0.3.

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

2012 $19
2013 1.9
2014 2.0
2015 2.2
2016 2.3
Years 2017-2021 13.4

17.Fair Value Measurements

The Company’s population of financial assets and liabilities
subject to fair value measurements as of December 31, 2011
and 2010 are as follows:

Fair Value Fair Value Measurements as of
as of December 31, 2011
December 31, Using Fair Value Hierarchy
2011 Level 1 Level 2 Level 3
Noncontrolling interest puts $20.2 $ - $ 20.2 $ -
Derivatives
Embedded derivatives
related to the zero-coupon
subordinated notes $ - $ - $ - $ -
Total fair value of derivatives $ - $ - $ - $ -

Fair Value Fair Value Measurements as of
as of December 31, 2010
December 31, Using Fair Value Hierarchy
2010 Level 1 Level 2 Level 3
Noncontrolling interest put $168.7 $ - $168.7 $-
Derivatives
Embedded derivatives
related to the zero-coupon
subordinated notes $ - $ - $ - $ -
Interest rate swap liability 2.4 - 24 -
Total fair value of derivatives $ 2.4 $ - $ 24 $ -
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The noncontrolling interest puts are valued at their contractually
determined values, which approximate fair values. The fair
values for the embedded derivatives and interest rate swap
are based on observable inputs or quoted market prices
from various banks for similar instruments.

The carrying amounts of cash and cash equivalents, accounts
receivable, income taxes receivable, and accounts payable are
considered to be representative of their respective fair values
due to their short-term nature. The fair market value of the
zero-coupon subordinated notes, based on market pricing,
was approximately $190.2 and $419.5 as of December 31, 2011
and 2010, respectively. The fair market value of the senior notes,
based on market pricing, was approximately $1,624.4 and
$1,549.8 as of December 31, 2011 and 2010, respectively.
As of December 31, 2011 and 2010, the estimated fair market
value of the Company'’s variable rate debt of $0.0 and $370.1,
respectively, was estimated by calculating the net present
value of related cash flows, discounted at current market rates.

18. Derivative Instruments and

Hedging Activities
The Company addresses its exposure to market risks, principally
the market risk associated with changes in interest rates,
through a controlled program of risk management that includes,
from time to time, the use of derivative financial instruments
such as interest rate swap agreements (see Interest Rate
Swap section below). Although the Company’s zero-coupon
subordinated notes contain features that are considered to be
embedded derivative instruments (see Embedded Derivative
section below), the Company does not hold or issue derivative
financial instruments for trading purposes. The Company does
not believe that its exposure to market risk is material to the
Company’s financial position or results of operations.
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Interest Rate Swap

The interest rate swap agreement to hedge variable interest
rate risk on the Company’s variable interest rate term loan
expired on March 31, 2011. On a quarterly basis under the
swap, the Company paid a fixed rate of interest 2.92% and
received a variable rate of interest based on the three-month
LIBOR rate on an amortizing notional amount of indebtedness
equivalent to the term loan balance outstanding. The swap
was designated as a cash flow hedge. Accordingly, the
Company recognized the fair value of the swap in the
condensed consolidated balance sheets and any changes in
the fair value were recorded as adjustments to accumulated
other comprehensive income (loss), net of tax. The fair value of
the interest rate swap agreement was the estimated amount
that the Company would have paid or received to terminate
the swap agreement at the reporting date. The fair value of
the swap was a liability of $2.4 at December 31, 2010 and
was included in other liabilities in the Company’s Consolidated
Balance Sheets.

Embedded Derivatives Related to the Zero-Coupon
Subordinated Notes

The Company's zero-coupon subordinated notes contain the
following two features that are considered to be embedded
derivative instruments under authoritative guidance in
connection with accounting for derivative instruments and
hedging activities:

1) The Company will pay contingent cash interest on the
zero-coupon subordinated notes after September 11,
20086, if the average market price of the notes equals
120% or more of the sum of the issue price, accrued
original issue discount and contingent additional principal,
if any, for a specified measurement period.

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

The Company believes these embedded derivatives had no
fair value at December 31, 2011 and 2010. These embedded

derivatives also had no impact on the consolidated statements

of operations for the years ended December 31, 2011, 2010
and 2009.

The following table summarizes the fair value and
presentation in the consolidated balance sheets for derivatives
designated as hedging instruments (interest rate swap liability
derivative) as of December 31, 2011 and 2010, respectively:

Fair Value as of

December 31,
Balance Sheet Location 2011 2010
Other liabilities $ - $ 24

The following table summarizes the effect of the interest
rate swap on other comprehensive income for the years
ended December 31, 2011 and 2010:

2011 2010
Effective portion of derivative gain $24 $8.2
19. Supplemental Cash Flow Information
Years Ended December 31,
2011 2010 2009
Supplemental schedule of cash flow information:
Cash paid during period for:
Interest $ 996 $ 555 $ 507
Income taxes, net of refunds 309.4 355.0 3041
Disclosure of non-cash financing and
investing activities:
Surrender of restricted stock awards and
performance shares 6.0 2.4 2.7
Converison of zero-coupon convertible debt 36.2 1.1 1.4
Accrued repurchases of common stock - 0.9) 05
Purchase of equipment in accrued expenses - - 28
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20. Quarterly Data (Unaudited)

The following is a summary of unaudited quarterly data:

Year Ended December 31, 2011

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter Full Year
Net sales $1,368.4 $1,403.3 $1,404.5 $1,366.1 $5,542.3
Gross profit 568.4 588.2 568.5 549.6 2,2747
Net earnings attributable to Laboratory Corporation of America Holdings 1271 122.9 134.3 1354 519.7
Basic earnings per common share 1.27 1.22 1.34 1.36 5.20
Diluted earnings per common share 1.23 1.20 1.31 1.34 511

Year Ended December 31, 2010

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter Full Year
Net sales $1,1936 $1,238.4 $1,276.5 $1,295.4 $5,003.9
Gross profit 506.9 533.6 527.7 529.6 2,097.8
Net earnings attributable to Laboratory Corporation of America Holdings 132.7 153.7 140.0 131.8 558.2
Basic earnings per common share 1.27 1.48 1.37 1.29 5.42
Diluted earnings per common share 1.25 1.46 1.34 1.26 5.29
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Shareholder and Company Information

Headguarters
358 South Main Street
Burlington, NG 27215
336-584-5171

ation
Information about LabCorp is available from
the following Company sources:

Infors

Investor Relations Contact
Stephen Anderson
Vice President, Investor Relations
336-436-5274

Center for Molecular Biology and Pathology
800-633-0567

Center for Occupational Testing
800-833-3984

Center for Esoteric Testing
800-334-5161

Paternity/Identity
800-742-3944

LabCorp Drug Development Laboratory
Services
888-244-4102

Web Site
www. labcorp.com

Corporate G ance, Code of Business Donduct and

Transfer Agent

American Stock Transfer & Trust Company
Shareholder Services

6201 Fifteenth Avenue

Brooklyn, NY 11218

800-937-5449

www.amstock.com

Public Accounting Firm
PricewaterhouseCoopers LLP
800 Green Valley Road, Suite 500
Greensboro, NC 27408

Annual Meeting

The annual meeting of shareholders will be
held at 9.00 a.m. EDT on May 1,2012 at

The Paramount Theater, 128 East Front Street,
Burlington, NC 27215,

Eorm 10-K
Copies of Form 10-K as filed with the Securities
and Exchange Commission are available
without cost fo shareholders by writing to:
Laboratory Corporation of America Holdings
Investor Relations Department
358 South Main Street
Burlington, NC 27215

Forward-looking statements in this annual report
are subject to change based on various important
factors, including without limitation, competitive
actions in the marketplace and adverse actions
of governmental and other third-party payers.
Actual results could differ materially from those
suggested by these forward-looking statements.
Further information on potential factors which
could affect the Company’s financial results is
included in the Company's Form 10-K for the year
ended Decermber 31, 2011 and subsequent flings.

Commaon Stock

The Common Stock trades on the New York
Stock Exchange ("NYSE”) under the symbol
“LH". The following table sets forth for the
calendar periods indicated the high and low
sales prices for the Common Stock reporied
on the NYSE Composite Tape.

2010
High Low
1Q 77.09  69.49
2Q 83.00 7312
3Q 78.94 71.58
4Q 89.48 7575

s - The Company’s Corporate Governance Guidelines, the Charters of its Audit Committee,

Compensation Committee, Quality and Compliance Committee, and Nominating and Corporate Governance Committee as well as the Company’s Code
of Business Conduct and Ethics are available on the Company's Web Site at www.labcorp.com. You can also obtain a hard copy of these documents,
without charge, upon written request to Stephen Anderson, Laboratory Corporation of America Holdings, 358 South Main Street, Burlington, NC 27215,
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