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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer,� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer þ Accelerated Filer ¨  
Non-accelerated filer ¨ (Do not check if a smaller reporting company) Smaller reporting company ¨  

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

The number of shares outstanding of the issuer�s common stock is 108.0 million shares, net of treasury stock as of October 29, 2008.
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PART I �FINANCIAL INFORMATION

Item 1. � Financial Statements

LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions)
(unaudited)

September 30, December 31,
2008 2007

ASSETS
Current assets:
  Cash and cash equivalents $ 49.4 $ 56.4
  Short-term investments -- 109.9
  Accounts receivable, net of allowance for doubtful accounts of
    $164.4 and $92.5 at September 30, 2008 and December 31,
    2007, respectively 663.1 623.2
  Supplies inventories 87.4 80.4
  Prepaid expenses and other 62.1 67.6
  Deferred income taxes 22.9 --

   Total current assets 884.9 937.5

Property, plant and equipment, net 493.6 439.2
Goodwill, net 1,765.9 1,639.5
Intangible assets, net 1,330.1 613.4
Investments in joint venture partnerships 73.6 683.0
Other assets, net 72.7 55.6

Total assets $ 4,620.8 $ 4,368.2

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
  Accounts payable $ 154.1 $ 134.2
  Accrued expenses and other 281.5 239.6
  Deferred income taxes -- 4.6
  Short term borrowings and current portion of long-term debt 687.3 589.5

   Total current liabilities 1,122.9 967.9

Long-term debt, less current portion 1,039.6 1,077.5
Deferred income taxes and other tax liabilities 558.3 506.8
Other liabilities 99.1 90.7

   Total liabilities 2,819.9 2,642.9

Commitments and contingent liabilities -- --
Minority interest 140.8 --

Shareholders' equity:
  Common stock, 108.0 and 111.0 shares outstanding at
    September 30, 2008 and December 31, 2007, respectively 12.8 13.2
  Additional paid-in capital -- 245.5
  Retained earnings 2,481.9 2,243.7
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September 30, December 31,
  Less common stock held in treasury (929.8) (897.1)
  Accumulated other comprehensive earnings 95.2 120.0

   Total shareholders' equity 1,660.1 1,725.3

Total liabilities and shareholders' equity $ 4,620.8 $ 4,368.2

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in millions, except per share data)
(unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2008 2007 2008 2007

Net sales $ 1,135.1 $ 1,020.6 $ 3,386.1 $ 3,062.4
Cost of sales 673.5 598.5 1,962.2 1,776.6

Gross profit 461.6 422.1 1,423.9 1,285.8

Selling, general and
    administrative expenses 227.1 198.0 708.7 612.1
Amortization of intangibles and
    other assets 14.6 13.9 43.0 40.6
Restructuring and other
    special charges 17.7 31.3 33.7 38.3

Operating income 202.2 178.9 638.5 594.8

Other income (expenses):
    Interest expense (16.8) (12.6) (54.0) (37.8)
    Income from joint venture
        partnerships, net 3.7 20.9 11.7 56.6
    Investment income 1.0 0.5 2.1 3.3
    Other, net (0.2) (0.6) (1.5) (1.5)

Earnings before minority interest
    and income taxes 189.9 187.1 596.8 615.4
    Minority interest (3.0) -- (10.2) --

Earnings before income taxes 186.9 187.1 586.6 615.4

Provision for income taxes 75.0 75.9 240.2 253.0

Net earnings $ 111.9 $ 111.2 $ 346.4 $ 362.4

Basic earnings per
  common share $ 1.02 $ 0.95 $ 3.14 $ 3.07

Diluted earnings per
  common share $ 1.00 $ 0.92 $ 3.06 $ 2.95

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN
SHAREHOLDERS� EQUITY

(in millions)
(unaudited)

Common
Stock

Additional
Paid-in
Capital

Retained
Earnings

Treasury
Stock

Accumulated
Other

Comprehensive
Earnings

Total
Shareholders'

Equity

BALANCE AT DECEMBER 31,
2006 $ 14.4 $ 1,027.7 $ 1,767.9 $ (891.6 ) $ 58.7 $ 1,977.1
Comprehensive earnings:

Net earnings -- -- 362.4 -- -- 362.4
Other comprehensive earnings:

Foreign currency translation
            adjustments -- -- -- -- 101.0 101.0

Tax effect of other comprehensive
            earnings adjustments -- -- -- -- (39.7 ) (39.7 )

Comprehensive earnings 423.7
Issuance of common stock under
          employee stock plans 0.1 67.5 -- -- -- 67.6
Surrender of restricted stock awards -- -- -- (5.5 ) -- (5.5 )
Adoption of FIN 48 -- 0.5 (1.0 ) -- -- (0.5 )
Conversion of zero-coupon convertible
          debt -- 0.5 -- -- -- 0.5
Stock compensation -- 26.3 -- -- -- 26.3
Income tax benefit from stock
          options exercised -- 22.8 -- -- -- 22.8
Purchase of common stock (0.7 ) (520.1 ) -- -- -- (520.8 )

BALANCE AT SEPTEMBER
30, 2007 $ 13.8 $ 625.2 $ 2,129.3 $ (897.1 ) $ 120.0 $ 1,991.2

BALANCE AT DECEMBER 31,
2007 $ 13.2 $ 245.5 $ 2,243.7 $ (897.1 ) $ 120.0 $ 1,725.3
Comprehensive earnings:

Net earnings -- -- 346.4 -- -- 346.4
Other comprehensive earnings:

Foreign currency translation
            adjustments -- -- -- -- (46.6 ) (46.6 )

Interest rate swap adjustments -- -- -- -- 6.4 6.4
Tax effect of other comprehensive

            earnings adjustments -- -- -- -- 15.4 15.4

Comprehensive earnings 321.6
Issuance of common stock under
          employee stock plans 0.1 53.2 -- -- -- 53.3
Surrender of restricted stock awards
          and performance shares -- -- -- (32.7 ) -- (32.7 )
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Common
Stock

Additional
Paid-in
Capital

Retained
Earnings

Treasury
Stock

Accumulated
Other

Comprehensive
Earnings

Total
Shareholders'

Equity
Conversion of zero-coupon convertible
          debt -- 0.1 -- -- -- 0.1
Stock compensation -- 27.0 -- -- -- 27.0
Value of minority interest put -- (123.0 ) -- -- -- (123.0 )
Income tax benefit from stock
          options exercised -- 19.1 -- -- -- 19.1
Purchase of common stock (0.5 ) (221.9 ) (108.2 ) -- -- (330.6 )

BALANCE AT SEPTEMBER
30, 2008 $ 12.8 $ -- $ 2,481.9 $ (929.8 ) $ 95.2 $ 1,660.1

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

(unaudited)

Nine Months Ended
September 30,

2008 2007

CASH FLOWS FROM OPERATING ACTIVITIES:
Net earnings $ 346.4 $ 362.4
  Adjustments to reconcile net earnings to
   net cash provided by operating activities:
      Depreciation and amortization 133.5 120.2
      Stock compensation 27.0 26.3
      Loss on sale of assets 0.7 0.6
      Accreted interest on zero-coupon
        subordinated notes 8.5 8.3
      Cumulative earnings in excess of distribution
        from joint venture partnerships (0.9) (9.2)
      Deferred income taxes 28.6 17.3
      Minority interest 10.2 --
      Change in assets and liabilities (net of
        effects of acquisitions):
        Increase in accounts receivable (net) (0.1) (118.2)
        (Increase) decrease in inventories (4.8) 2.4
        Decrease (increase) in prepaid expenses and other 6.4 (18.7)
        Increase in accounts payable 10.6 24.8
        (Decrease) increase in accrued expenses and other (0.5) 53.1

  Net cash provided by operating activities 565.6 469.3

CASH FLOWS FROM INVESTING ACTIVITIES:
  Capital expenditures (120.4) (108.5)
  Proceeds from sale of assets 0.4 0.5
  Deferred payments on acquisitions (3.7) (1.2)
  Purchases of short-term investments (72.8) (931.4)
  Proceeds from sale of short-term investments 182.7 1,044.1
  Acquisition of licensing technology (0.8) (0.6)
  Acquisition of businesses, net of cash acquired (336.6) (144.7)

  Net cash used for investing activities (351.2) (141.8)

CASH FLOWS FROM FINANCING ACTIVITIES:
  Proceeds from revolving credit facilities 135.8 240.0
  Payments on revolving credit facilities (65.0) (140.0)
  Principal payments on term loan (18.7) --
  Increase (decrease) in bank overdraft 2.5 (33.7)
  Payments on long-term debt (0.1) --
  Minority interest distributions (10.9) --
  Excess tax benefits from stock based compensation 15.7 18.1
  Net proceeds from issuance of stock to employees 53.3 67.6
  Purchase of common stock (333.6) (518.7)
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Nine Months Ended
September 30,

  Net cash used for financing activities (221.0) (366.7)

  Effect of exchange rate changes on cash and cash equivalents (0.4) 0.2

  Net decrease in cash and cash equivalents (7.0) (39.0)
  Cash and cash equivalents at beginning of period 56.4 51.5

  Cash and cash equivalents at end of period $ 49.4 $ 12.5

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

1. BASIS OF FINANCIAL STATEMENT PRESENTATION

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

The Company has a cash management system under which a cash overdraft exists for uncleared checks in the Company�s primary disbursement
accounts. The cash amount in the accompanying financial statements represents book balances excluding the effect of the uncleared checks. As
of September 30, 2008 and December 31, 2007, $2.5 and $0.0, respectively, of uncleared checks is included in accounts payable.

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 period. Resulting translation adjustments are included in �Accumulated other comprehensive earnings�.

The accompanying condensed consolidated financial statements of the Company are unaudited. In the opinion of management, all adjustments
necessary for a fair statement of results of operations, cash flows and financial position have been made. Except as otherwise disclosed, all such
adjustments are of a normal recurring nature. Interim results are not necessarily indicative of results for a full year. The year-end condensed
consolidated balance sheet data was derived from audited financial statements but does not include all disclosures required by generally accepted
accounting principles.

The financial statements and notes are presented in accordance with the rules and regulations of the Securities and Exchange Commission and
do not contain certain information included in the Company�s 2007 annual report on Form 10-K. Therefore, the interim statements should be read
in conjunction with the consolidated financial statements and notes thereto contained in the Company�s annual report.

2. EARNINGS PER SHARE

Basic earnings per share is computed by dividing net earnings 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 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.
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The following represents a reconciliation of basic earnings per share to diluted earnings per share:

Three Months Ended September 30, Nine Months Ended September 30,

2008 2007 2008 2007

Income Shares

Per
Share

Amount Income Shares

Per
Share

Amount Income Shares

Per
Share

Amount Income Shares

Per
Share

Amount

Basic earnings per share:
    Net earnings $ 111.9 109.6 $ 1.02 $111.2 116.5 $ 0.95 $ 346.4 110.4 $ 3.14 $362.4 118.1 $ 3.07

    Dilutive effect of employee
      stock plans and awards -- 0.7 -- 2.0 -- 1.1 -- 2.1
    Effect of convertible debt,
      net of tax -- 1.7 -- 2.8 -- 1.7 -- 2.8

Diluted earnings per share:
    Net earnings including impact
      of dilutive adjustments $ 111.9 112.0 $ 1.00 $111.2 121.3 $ 0.92 $ 346.4 113.2 $ 3.06 $362.4 123.0 $ 2.95

7
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LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

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:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2008 2007 2008 2007

Stock options 3.0 1.4 2.2 1.1

3. RESTRUCTURING AND OTHER SPECIAL CHARGES

During the second and third quarters of 2008, the Company recorded charges primarily related to work force reductions and the closing of
redundant and underutilized facilities. For the third quarter of 2008, the Company recorded net restructuring charges of $12.2. Of this amount,
$12.2 related to severance and other employee costs in connection with the general work force reductions and $1.9 related to contractual
obligations associated with leased facilities and equipment. The Company also recorded a credit of $1.9, comprised of $1.2 of previously
recorded facility costs and $0.7 of employee severance benefits relating to changes in cost estimates accrued in prior periods.

For the second quarter of 2008, the Company recorded restructuring charges of $16.0 primarily related to the closing of redundant and
underutilized facilities. Of this amount, $6.5 related to severance and other employee costs for employees primarily in branch operations,
divisional billing and management functions, and $9.5 related to contractual obligations associated with leased facilities and equipment.

During the third quarter of 2008, the Company also recorded a special charge of $5.5 related to estimated uncollectible amounts primarily owed
by patients in the areas of the Gulf Coast severely impacted by hurricanes similar to losses incurred during the 2005 hurricane season.

During the second and third quarters of 2007, the Company recorded charges related to actions directed at reductions in work force and
redundant and underutilized facilities. For the third quarter of 2007, the Company recorded net restructuring charges of $31.3. Of this amount,
$18.0 related to employee severance benefits for employees primarily in management, administrative and support functions and $7.8 related to
contractual obligations and other costs associated with the closure of facilities. The charge also included approximately $6.5 of accounts
receivable balances remaining on a subsidiary�s billing system that was abandoned during the quarter. The Company also recorded a credit of
$1.0, comprised of $0.7 of previously recorded facility costs and $0.3 of employee severance benefits.

For the second quarter of 2007, the Company recorded restructuring charges of $7.0 primarily related to the closure of redundant facilities. Of
this amount, $2.4 related to employee severance benefits for employees primarily in technical, service and management functions, $3.7 related to
contractual obligations associated with the closure of facilities, and $0.9 related to settlement of a preacquisition employment liability.
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LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

4. RESTRUCTURING RESERVES

The following represents the Company�s restructuring activities for the period indicated:

Severance
and Other
Employee

Costs

Lease and
Other Facility

Costs Total

Balance as of December 31, 2007 $ 9.1 $ 18.5 $ 27.6
Net restructuring charges 18.0 10.2 28.2
Cash payments and other adjustments (11.9) (6.0) (17.9)

Balance as of September 30, 2008 $ 15.2 $ 22.7 $ 37.9

Current $ 21.2
Non-current 16.7

$ 37.9

5. BAD DEBT EXPENSE

During 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 co-payments, and recent
acquisitions on the collectibility of accounts receivable balances. During the third quarter of 2008, the Company has not experienced any further
deterioration in the collectibility of its patient receivable portfolio.

6. BUSINESS ACQUISITIONS

During the nine months ended September 30, 2008, the Company acquired various laboratories and related assets for approximately $195.7 in
cash (net of cash acquired). These acquisitions were made primarily to extend the Company�s geographic reach or acquire scientific
differentiation and esoteric testing capabilities.

Effective January 1, 2008 the Company acquired additional partnership units in its Ontario, Canada (�Ontario�) joint venture for approximately
$140.9 in cash (net of cash acquired), bringing the Company�s percentage interest owned up to 85.6%. Concurrent with this acquisition, the terms
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of the joint venture�s partnership agreement were amended. Based upon the amended terms of this agreement, the Company began including the
consolidated operating results, financial position and cash flows of the Ontario joint venture in the Company�s consolidated financial statements
on January 1, 2008. The amended joint venture�s partnership agreement also enables the holders of the minority interest to put the remaining
partnership units to the Company in defined future periods, at an initial amount equal to the consideration paid by the Company in 2008, and
subject to adjustment based on market value formulas contained in the agreement. The initial difference of $123.0 between the value of the put
and the underlying minority interest was recorded as additional minority interest liability and as a reduction to additional paid-in capital in the
condensed consolidated financial statements. The contractual value of the put, in excess of the current minority interest of $22.4, totals $118.4 at
September 30, 2008.

Net sales of the Ontario joint venture were $190.5 and $59.4 for the nine months and three months ended September 30, 2008, respectively.

9
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LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

7. GOODWILL AND INTANGIBLE ASSETS

The changes in the carrying amount of goodwill for the nine-month period ended September 30, 2008 and for the year ended December 31, 2007
are as follows:

September 30,
2008

December 31,
2007

Balance at beginning of period $ 1,639.5 $ 1,484.0
Goodwill acquired during the period 128.4 157.7
Adjustments to goodwill (2.0) (2.2)

Balance at end of period $ 1,765.9 $ 1,639.5

The components of identifiable intangible assets are as follows:

September 30, 2008 December 31, 2007

Gross
Carrying
Amount

Accumulated
Amortization

Gross
Carrying
Amount

Accumulated
Amortization

Customer lists $ 792.3 $ (283.5) $ 734.9 $ (253.0)
Patents, licenses
    and technology 94.8 (52.5) 94.0 (47.1)
Non-compete
    agreements 36.9 (27.5) 34.4 (25.9)
Trade name 115.3 (31.5) 102.1 (26.0)
Canadian licenses 685.8 -- -- --

$ 1,725.1 $ (395.0) $ 965.4 $ (352.0)

Amortization of intangible assets for the nine month and three month periods ended September 30, 2008 was $43.0 and $14.6, respectively, and
$40.6 and $13.9 for the nine month and three month periods ended September 30, 2007, respectively. Amortization expense for the net carrying
amount of intangible assets is estimated to be $14.6 for the remainder of fiscal 2008, $57.9 in fiscal 2009, $57.0 in fiscal 2010, $52.3 in fiscal
2011, $48.0 in fiscal 2012 and $414.5 thereafter.
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As of September 30, 2008, the Ontario operation has $685.8 of value assigned to the partnership�s indefinite lived Canadian licenses to conduct
diagnostic testing services in the province.

8. DEBT

Short-term borrowings and the current portion of long-term debt at September 30, 2008 and December 31, 2007 consisted of the following:

September 30,
2008

December 31,
2007

Zero-coupon convertible subordinated
     notes $ 572.7 $ 564.4
Term loan, current 43.8 25.0
Revolving credit facility 70.8 --
Current portion of long-term debt -- 0.1

Total short-term borrowings and
     current portion of long term debt $ 687.3 $ 589.5

10
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LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

Long-term debt at September 30, 2008 and December 31, 2007 consisted of the following:

September 30,
2008

December 31,
2007

Senior notes due 2013 $ 351.8 $ 352.2
Senior notes due 2015 250.0 250.0
Term loan, non-current 437.5 475.0
Other long-term debt 0.3 0.3

Total long-term debt $ 1,039.6 $ 1,077.5

Zero-coupon Subordinated Notes

On October 1, 2008, the Company announced that its zero-coupon subordinated Liquid Yield Option� Notes due 2021 (�LYONs�) and
Zero-Coupon Convertible Subordinated Notes due 2021 (�Zero-Coupon Notes�) are currently convertible. LYONs are convertible into Common
Stock of the Company at the conversion rate of 13.4108 per $1,000 principal amount at maturity of the LYONs, subject to the terms of the
LYONs and the Indenture, dated as of September 11, 2001 between LabCorp and The Bank of New York, as trustee (�Trustee�) and conversion
agent. The Zero-Coupon Notes are convertible into cash (for the accreted amount of the securities to be converted - $572.4 at September 30,
2008) and Common Stock of the Company, if any, (for any remaining amount greater than the accreted amount) subject to the terms of the
Zero-Coupon Notes and the Indenture, dated as of October 24, 2006 between the Company, the Trustee and the conversion agent.

In order to exercise the option to convert all or a portion of the LYONs or Zero-Coupon Notes, holders must validly surrender their LYONs or
Zero-Coupon Notes at any time during the calendar quarter through the close of business at 5:00 p.m., New York City time, on Wednesday,
December 31, 2008.

There were $0.4 aggregate principal amount of LYONs outstanding at September 30, 2008, which upon conversion the Company would be
required to settle in shares as described above. Should Zero-Coupon Notes be converted, the Company would be required to pay holders in cash
for the accreted principal amount of the securities to be converted, with the remaining amount, if any, to be satisfied with shares of Common
Stock. The shares required for settlement of the LYONs and the Zero-Coupon Notes are already included in the Company�s computation of fully
diluted earnings per share.

On September 12, 2008, the Company announced that for the period of September 12, 2008 to March 11, 2009, the LYONs will, subject to the
terms of the LYONs, accrue contingent cash interest at a rate of no less than 0.125% of the average market price of a LYON for the five trading
days ended September 9, 2008, in addition to the continued accrual of the original issue discount. Similarly, the Zero-Coupon Notes will also
accrue contingent cash interest over that period using the same calculation method as described for the LYONs. Contingent cash interest, which
the Company has determined to be approximately $1.23 per Note, will be payable to holders of the LYONs or Zero-Coupon Notes as of the
record date, which is February 24, 2009. The payment of contingent cash interest is expected to be made on March 11, 2009.
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Credit Facilities

The balances outstanding on the Company�s Term Loan Facility at September 30, 2008 and December 31, 2007 were $481.3 and $500.0,
respectively. The balances outstanding on the Company�s Revolving Facility at September 30, 2008 and December 31, 2007 were $70.8 and
$0.0, respectively. The Term Loan Facility and Revolving Facility bear interest at varying rates based upon LIBOR plus a percentage based on
the Company�s credit rating with Standard & Poor�s Ratings Services. The Term Loan Facility and Revolving Facility contain certain debt
covenants that require that the Company maintain certain financial ratios. The Company was in compliance with all covenants as of September
30, 2008.

On September 15, 2008, Lehman Brothers Holdings, Inc. (�Lehman�), whose subsidiaries have a $28.0 commitment in the Company�s Revolving
Facility, filed for bankruptcy. Accordingly, the Company does not expect Lehman will fulfill its pro rata share of any future borrowing requests
under the Revolving Facility. The Company is considering various options regarding this current limitation on the Revolving Facility.
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(dollars and shares in millions, except per share data)

On March 31, 2008, the Company entered into a three-year interest rate swap agreement to hedge variable interest rate risk on the Company�s
variable interest rate term loan. Under the swap the Company will, on a quarterly basis, pay a fixed rate of interest (2.92%) and receive 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 has been designated as a cash flow hedge. Accordingly, the Company recognizes the fair value of the swap in the
consolidated balance sheet and any changes in the fair value are recorded as adjustments to accumulated other comprehensive income, net of tax.
The fair value of the interest rate swap agreement is the estimated amount that the Company would pay or receive to terminate the swap
agreement at the reporting date. The fair value of the swap was an asset of $6.4 at September 30, 2008 and is included in other assets, net in the
consolidated balance sheet. The Company is exposed to credit-related losses in the event of nonperformance by the counterparty to the swap
agreement. Management does not expect the counterparty to fail to meet its obligation given the strong creditworthiness of the counterparty to
the agreement.

As of September 30, 2008, the interest rates on the Term Loan Facility and Revolving Facility were 3.67% and 4.15%, respectively.

9. 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 treasury shares are recorded
at aggregate cost. The Company is authorized to issue up to 30.0 shares of preferred stock, par value $0.10 per share. There were no preferred
shares outstanding as of September 30, 2008.

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

Issued
Held in

Treasury Outstanding

Common shares at December 31, 2007 132.7 (21.7) 111.0
Common stock issued under
    employee stock plans 2.0 -- 2.0
Surrender of restricted stock and
    performance share awards -- (0.4) (0.4)
Retirement of common stock (4.6) -- (4.6)

Common shares at September 30, 2008 130.1 (22.1) 108.0

Share Repurchase Program

During the nine months ended September 30, 2008, the Company purchased 4.6 shares of its common stock at a total cost of $330.6. As of
September 30, 2008, the Company had outstanding authorization from the Board of Directors to purchase approximately $95.2 of Company
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common stock.

10. INCOME TAXES

The Company adopted the provisions of Financial Standards Accounting Board Interpretation No. 48 Accounting for Uncertainty in Income
Taxes (�FIN 48�) an interpretation of FASB Statement No. 109 (�SFAS 109�) on January 1, 2007. As a result of the implementation of FIN 48, the
Company recognized approximately $0.5 as an increase to its reserve for uncertain tax positions and a reduction of the beginning shareholders�
equity.

At the adoption date of January 1, 2007, the Company had approximately $56.8 of total gross unrecognized income tax benefits, which included
interest and penalties of $7.5.

The gross reserves for uncertain tax positions were $61.6 and $55.7 at September 30, 2008 and December 31, 2007, respectively. It is anticipated
that the amount of the unrecognized 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.
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The Company recognizes interest and penalties related to uncertain tax positions in income tax expense. Accrued interest and penalties related to
uncertain tax positions totaled $13.6 and $10.8 as of September 30, 2008 and December 31, 2007, respectively.

As of September 30, 2008 and December 31, 2007, $59.1 and $52.5, respectively, is the approximate amount of unrecognized tax benefits that,
if recognized, would favorably affect the effective income tax rate in future periods.

The Company has substantially concluded all U.S. federal income tax matters for years through 2003. Substantially all material state and local,
and foreign income tax matters have been concluded through 2002 and 2001, respectively.

The Company�s 2006 U.S. federal income tax return is currently under examination by the Internal Revenue Service. In addition, the Company
has various state income tax examinations ongoing throughout the year.

11. NEW ACCOUNTING PRONOUNCEMENTS

In February 2007, the FASB issued SFAS No. 159 �The Fair Value Option for Financial Assets and Financial Liabilities � Including an
Amendment of FASB Statement No. 115.� (�SFAS 159�). SFAS 159 permits an entity to measure many financial instruments and certain other
items at fair value that are not currently required to be measured at fair value. The Company adopted this Statement as of January 1, 2008 and
has elected not to apply the fair value option to any of its financial instruments.

In December 2007, the FASB issued SFAS No. 160, �Noncontrolling Interests in Consolidated Financial Statements � an amendment of ARB No.
51.� SFAS No. 160 requires all entities to report noncontrolling (minority) interests in subsidiaries as equity in the consolidated financial
statements. This Statement is effective for the Company as of January 1, 2009. Earlier adoption is prohibited. The Company is currently
assessing the impact, if any, of SFAS 160 on its consolidated financial statements.

In December 2007, the FASB issued SFAS No. 141(R), a revised version of SFAS No. 141, �Business Combinations.� The revision is intended to
simplify existing guidance and converge rulemaking under U.S. generally accepted accounting principles (GAAP) with international accounting
rules. This statement applies prospectively to business combinations where the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after December 15, 2008. An entity may not apply it before that date. Beginning in 2009, the Company will
record acquisitions in accordance with SFAS 141(R).

In March 2008, the FASB issued SFAS No. 161, �Disclosures about Derivative Instruments and Hedging Activities-an amendment of FASB
Statement No. 133.� SFAS 161 requires additional disclosures about the objectives of using derivative instruments, the method by which the
derivative instruments and related hedged items are accounted for under FASB Statement No. 133 and its related interpretations, and the effect
of derivative instruments and related hedged items on financial position, financial performance, and cash flows. SFAS 161 also requires
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disclosure of the fair values of derivative instruments and their gains and losses in a tabular format. SFAS 161 is effective for fiscal years and
interim periods beginning after November 15, 2008. The Company is currently assessing the impact, if any, of SFAS 161 on its consolidated
financial statements.

In April 2008, the FASB issued FASB Staff Position No. FAS 142-3, �Determination of the Useful Life of Intangible Assets,� which amends the
factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized intangible
asset under FASB Statement No. 142, �Goodwill and Other Intangible Assets.� This pronouncement requires enhanced disclosures concerning a
company�s treatment of costs incurred to renew or extend the term of a recognized intangible asset. FSP 142-3 is effective for fiscal years
beginning after December 15, 2008. The Company is currently evaluating the impact the adoption of this statement could have on its
consolidated financial statements.
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In May 2008, the FASB issued SFAS 162, �The Hierarchy of Generally Accepted Accounting Principles.� SFAS 162 identifies the sources of
accounting principles and the framework for selecting the accounting principles to be used. Any effect of applying the provisions of this
statement will be reported as a change in accounting principle in accordance with SFAS No. 154, �Accounting Changes and Error Corrections.�
SFAS 162 is effective sixty days following the SEC�s approval of the Public Company Accounting Oversight Board amendments to AU Section
411, �The Meaning of Present Fairly in Conformity With Generally Accepted Accounting Principles.� The Company does not expect the adoption
of this statement to have a material effect on its consolidated financial statements.

In May 2008, the FASB issued Staff Position No. APB 14-1, �Accounting for Convertible Debt Instruments that May be Settled in Cash Upon
Conversion.� APB 14-1 requires that the liability and equity components of convertible debt instruments that may be settled in cash upon
conversion (including partial cash settlement) be separately accounted for in a manner that reflects an issuer�s nonconvertible debt borrowing
rate. The resulting debt discount is amortized over the period the convertible debt is expected to be outstanding as additional non-cash interest
expense. APB 14-1 is effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within
those fiscal years. Retrospective application to all periods presented is required except for instruments that were not outstanding during any of
the periods that will be presented in the annual financial statements for the period of adoption but were outstanding during an earlier period.
APB 14-1 impacts the Company�s zero-coupon subordinated notes, and will require that additional interest expense essentially equivalent to the
portion of issuance proceeds retroactively allocated to the instrument�s equity component be recognized over the period from the zero-coupon
subordinated notes� issuance in 2001 through September 2004 (the first date holders of these notes had the ability to put them back to the
Company). The Company has evaluated the impact of APB 14-1 and anticipates that its retrospective application will have no impact on results
of operations for periods following 2004, but will result in an increase in opening additional paid-in capital and a corresponding decrease in
opening retained earnings, net of deferred tax impacts, on post-2004 consolidated balance sheets.

In October 2008, the FASB issued FASB Staff Position No. FAS 157-3, �Determining the Fair Value of a Financial Asset When the Market for
That Asset Is Not Active� (�FSP 157-3�). FSP 157-3 clarified the application of SFAS No. 157 in an inactive market. It demonstrated how the fair
value of a financial asset is determined when the market for that financial asset is inactive. FSP 157-3 was effective upon issuance, including
prior periods for which financial statements had not been issued. The implementation of this standard did not have a material impact on our
consolidated financial position and results of operations.

12. COMMITMENTS AND CONTINGENCIES

The Company was an appellant in a patent case originally filed by Competitive Technologies, Inc. and Metabolite Laboratories, Inc. in the
United States District Court for the District of Colorado. After a jury trial, the district court entered judgment against the Company for patent
infringement, with total damages and attorney�s fees payable by the Company of approximately $7.8. The underlying judgment has been paid.
The Company vigorously contested the judgment and appealed the case ultimately to the United States Supreme Court. On June 22, 2006, the
Supreme Court dismissed the Company�s appeal and the case was remanded to the District Court for further proceedings including resolution of a
related declaratory judgment action initiated by the Company addressing the plaintiffs� claims for post trial damages. On August 15, 2008, the
District Court entered judgment in favor of the Company on all of the plaintiffs� remaining claims. The plaintiffs have filed a notice of appeal.
The Company does not expect the resolution of these issues to have a material adverse effect on its financial position, results of operations or
liquidity.
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The Company is also involved in various claims and legal actions arising in the ordinary course of business. 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.
As previously reported on May 22, 2006, the Company received a subpoena from the California Attorney General seeking documents related to
billing to the state's Medicaid program. During the third quarter of 2008, the Company received a request for additional information. The
Company continues to cooperate with the California Attorney General's Office in responding to the subpoena. In the opinion of management,
based upon the advice of counsel and consideration of all facts available at this time, the ultimate disposition of these matters is not expected to
have a material adverse effect on the financial position, results of operations or liquidity of the Company.

The Company is also named from time to time in suits brought under the qui tam provisions of the False Claims Act. These suits typically allege
that the Company has made false statements and/or certifications in connection with claims for payment from federal health care programs. They
may remain under seal (hence, unknown to the Company) for some time while the government decides whether to intervene on behalf of the qui
tam plaintiff. Such claims are an inevitable part of doing business in the health care field today and, in the opinion of management, based upon
the advice of counsel and consideration of all facts available at this time, the ultimate disposition of those qui tam matters presently known to the
Company is not expected to have a material adverse effect on the financial position, results of operations or liquidity of the Company.

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

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 September 30, 2008 and December 31, 2007, the Company had provided
letters of credit aggregating approximately $104.8, primarily in connection with certain insurance programs and as security for the Company�s
contingent obligation to reimburse up to $200.0 in transition costs under a customer contract. The Company�s availability under its Revolving
Facility is reduced by the amount of these letters of credit.

Effective January 1, 2007, the Company commenced its successful implementation of its ten-year agreement with United Healthcare Insurance
Company (�UnitedHealthcare�) and became its exclusive national laboratory provider. During the first three years of the ten-year agreement, the
Company has committed to reimburse UnitedHealthcare up to $200.0 for transition costs related to developing expanded networks in defined
markets. Since the inception of this agreement, approximately $69.3 of such transition payments were billed to the Company by
UnitedHealthcare and approximately $61.9 had been remitted by the Company. Based on the trend rates of the transition payment amounts billed
by UnitedHealthcare during the nine months of 2008 and for 2007, the Company believes that its total reimbursement commitment under this
agreement will be approximately $115.0. The Company is amortizing the total estimated transition costs over the life of the contract.
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As of September 30, 2008, the Company was a guarantor on approximately $6.4 of equipment leases. These leases were entered into by a joint
venture in which the Company owns a fifty percent interest and have a remaining term of approximately four years.
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13. PENSION AND POSTRETIREMENT PLANS

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

The Company has a second non-qualified defined benefit retirement plan (the �PEP�) that covers its senior management group that provides 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. This plan
is an unfunded plan.

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

Three Months Ended
September 30,

Nine Months Ended
September 30,

2008 2007 2008 2007

Service cost for benefits earned $ 4.9 $ 4.8 $ 15.1 $ 14.3
Interest cost on benefit obligation 4.3 4.0 12.9 12.0
Expected return on plan assets (5.5) (5.7) (16.6) (17.0)
Net amortization and deferral 0.7 0.4 2.1 1.6

Defined benefit plan costs $ 4.4 $ 3.5 $ 13.5 $ 10.9

For the nine months ended September 30, 2008 and 2007, the Company made no contributions to its defined benefit retirement plan. However,
based upon the underlying value of plan assets at September 30, 2008, the Company estimates that it will contribute approximately $22.0 to the
defined benefit retirement plan during 2009. The actual amount to be contributed will be determined, based upon the underlying value of plan
assets and the amount of the plan�s benefit obligation as of December 31, 2008.

Due to the stock market�s performance year-to-date in 2008, the fair value of assets in the defined benefit retirement plan decreased significantly
from January 1, 2008 to September 30, 2008. Unless the market makes a significant recovery in the fourth quarter of 2008, the Company expects
an increase in fiscal 2009 pension expense. The amount of this increase will depend on the fair value of assets measured on December 31, 2008
as well as the selection of key actuarial assumptions at fiscal year-end.
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The Company has assumed obligations under a subsidiary�s postretirement medical plan. Coverage under this plan is restricted to a limited
number of existing employees of the subsidiary. This plan is unfunded and the Company�s policy is to fund benefits as claims are incurred. The
effect on operations of the postretirement medical plan is shown in the following table:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2008 2007 2008 2007

Service cost for benefits earned $ 0.1 $ 0.1 $ 0.3 $ 0.4
Interest cost on benefit obligation 0.7 0.7 2.0 2.0
Net amortization and deferral (0.4) (0.5) (1.2) (1.5)

Postretirement benefit expense $ 0.4 $ 0.3 $ 1.1 $ 0.9
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14. SUPPLEMENTAL CASH FLOW INFORMATION

Nine Months Ended
September 30,

2008 2007

Supplemental schedule of cash flow information:
     Cash paid during period for:
       Interest $ 42.9 $ 27.2
       Income taxes, net of refunds 153.6 217.4
     Disclosure of non-cash financing and investing activities:
       Accrued repurchases of common stock $ (3.0) $ 2.1

15. FAIR VALUE MEASUREMENTS

In the first quarter of 2008, the Company adopted SFAS No. 157, �Fair Value Measurements� for financial assets and liabilities. This standard
defines fair value, provides guidance for measuring fair value and requires certain disclosures. This standard does not require any new fair value
measurements, but rather applies to all other accounting pronouncements that require or permit fair value measurements. This standard does not
apply measurements related to share-based payments, nor does it apply to measurements related to inventory.

SFAS No. 157 discusses valuation techniques, such as the market approach (comparable market prices), the income approach (present value of
future income or cash flow), and the cost approach (cost to replace the service capacity of an asset or replacement cost). The statement utilizes a
fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad levels. The following is a brief
description of those three levels:

1) Level 1: Observable inputs such as quoted prices (unadjusted) in active markets for identical assets or liabilities.
2) Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly. These include quoted

prices for similar assets or liabilities in active markets and quoted prices for similar assets or liabilities in markets that are not active.
3) Level 3: Unobservable inputs that reflect the reporting entity�s own assumptions.

The Company�s population of financial assets and liabilities subject to fair value measurements and the necessary disclosures are as follows (in
millions):

Fair Value Measurements at
September 30, 2008

Using Fair Value Hierarchy

Edgar Filing: LABORATORY CORP OF AMERICA HOLDINGS - Form 10-Q

33



Fair Value Measurements at
September 30, 2008

Using Fair Value Hierarchy
Fair Value

as of
September

30, 2008 Level 1 Level 2 Level 3

Minority interest put $ 140.8 $ -- $ 140.8 $ --

Derivatives       
    Embedded derivatives related
      to the zero-coupon
      subordinated notes $ -- $ -- $ -- $ --
    Interest rate swap 6.4 -- 6.4 --

      Total fair value of derivatives $ 6.4 $ -- $ 6.4 $ --

The minority interest put is valued at its contractually determined value. The fair values for the embedded derivatives and interest rate swap are
based on quoted market prices from various banks for similar instruments.
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS
(dollars and shares in millions, except per share data)

FORWARD-LOOKING STATEMENTS

The Company has made in this report, and from time to time may otherwise make in its public filings, press releases and discussions by
Company management, forward-looking statements concerning the Company�s operations, performance and financial condition, as well as its
strategic objectives. Some of these forward-looking statements can be identified by the use of forward-looking words such as �believes�, �expects�,
�may�, �will�, �should�, �seeks�, �approximately�, �intends�, �plans�, �estimates�, or �anticipates� or the negative of those words or other comparable 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 discussions with Company management, including:

1. changes in federal, state, local and third party payer regulations or policies (or in the interpretation of current regulations) affecting
governmental and third-party coverage or reimbursement for clinical laboratory testing;

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

3. loss or suspension of a license or imposition of a fine or penalties under, or future changes in, 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;

4. 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;

5. failure to comply with HIPAA, including the failure to meet new National Provider Identifier (�NPI�) requirements, which could result
in denial of claims and/or significant fines;

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

7. increased competition, including competition from companies that do not comply with existing laws or regulations or otherwise
disregard compliance standards in the industry;

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

9. changes in payer mix, including an increase in capitated managed-cost health care or the impact of a shift to consumer-driven health
plans;

10. failure to obtain and retain new customers and alliance partners, or a reduction in tests ordered or specimens submitted by existing
customers;
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11. 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 strategy or business models by managed care companies;

12. failure to effectively integrate and/or manage newly acquired businesses and the cost related to such integration;

13. adverse results in litigation matters;

14. inability to attract and retain experienced and qualified personnel;
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15. failure to maintain the Company�s days sales outstanding and/or bad debt expense levels;

16. decrease in the Company's credit ratings by Standard & Poor�s and/or Moody�s;

17. failure to develop or acquire licenses for new or improved technologies, or if customers use new technologies to perform their own
tests;

18. 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;

19. changes in government regulations or policies affecting the approval, availability of, and the selling and marketing of diagnostic tests;

20. inability to obtain and maintain adequate patent and other proprietary rights for protection of the Company�s products and services and
to successfully enforce the Company�s proprietary rights;

21. 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;

22. 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 and connectivity requirements;

23. failure of the Company�s financial information systems resulting in failure to meet required financial reporting deadlines;

24. 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;

25. business interruption or other impact on the business due to adverse weather (including hurricanes), fires and/or other natural disasters
and terrorism or other criminal acts;

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

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

During the first nine months of 2008, the Company continued to strengthen its financial performance through the implementation of the
Company�s strategic plan and the expansion of its national platform. This plan continues to provide growth opportunities for the Company by
building a leadership position in genomic and other advanced testing technologies primarily through internal development efforts, acquisitions
and technology licensing activities.

Effective January 1, 2007, the Company commenced its successful implementation of its ten-year agreement with United Healthcare Insurance
Company (�UnitedHealthcare�) and became its exclusive national laboratory provider. Over a period of several years, the Company will continue
to perform more of UnitedHealthcare�s testing. During the first three years of the ten-year agreement, the Company has committed to reimburse
UnitedHealthcare up to $200.0 for transition costs related to developing expanded networks in defined markets. Since the inception of this
agreement, approximately $69.3 of such transition payments were billed to the Company by UnitedHealthcare and approximately $61.9 had
been remitted by the Company. Based on the trend rates of the transition payment amounts billed by UnitedHealthcare during the nine months of
2008 and for 2007, the Company believes that its total reimbursement commitment under this agreement will be approximately $115.0. The
Company is amortizing the total estimated transition costs over the life of the contract.

Effective January 1, 2008 the Company acquired additional partnership units in its Ontario, Canada (�Ontario�) joint venture for approximately
$140.9 in cash (net of cash acquired), bringing the Company�s percentage interest owned up to 85.6%. Concurrent with this acquisition, the terms
of the joint venture�s partnership agreement were amended. Based upon the amended terms of this agreement, the Company began including the
consolidated operating results, financial position and cash flows of the Ontario joint venture in the Company�s consolidated financial statements
on January 1, 2008. The amended joint venture�s partnership agreement also enables the holders of the minority interest to put the remaining
partnership units to the Company in defined future periods, at an initial amount equal to the consideration paid by the Company in 2008, and
subject to adjustment based on market value formulas contained in the agreement. The initial difference of $123.0 between the value of the put
and the underlying minority interest was recorded as additional minority interest liability and as a reduction to additional paid-in capital in the
condensed consolidated financial statements. The contractual value of the put, in excess of the current minority interest of $22.4, totals $118.4 at
September 30, 2008.

RESULTS OF OPERATIONS (dollars in millions)

Effective January 1, 2008, the Company began consolidating the results of its Ontario joint venture (see note 6. �Business Acquisitions�). Certain
analysis of the Company�s operating results is provided below, excluding the impact of this consolidation, in order to facilitate comparison with
the prior period�s results.

Operating results for the three months ended September 30, 2008 were negatively impacted by severe weather as a result of Gulf Coast
hurricanes. While the Company�s more significant testing facilities were not damaged by these storms, a number of smaller facilities, including
patient service centers, were inoperable for a number of days. The Company made every effort to re-route specimens to other operating
facilities; however, specimen volume was negatively impacted due to patients� inability to visit doctors� offices � the source of the majority of
testing volume. Management estimates that revenue was negatively impacted by approximately $6.7, or 0.7% during the three months ended
September 30, 2008 due to severe weather.

Three months ended September 30, 2008 compared with three months ended September 30, 2007
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Net sales for the three months ended September 30, 2008 were $1,135.1, an increase of $114.5, or approximately 11.2%, from $1,020.6 for the
comparable 2007 period. The sales increase is primarily due to including $59.4 of revenue from the Ontario operation and increases, excluding
the Ontario operation, of 3.1% in accession volume and 2.3% in price.

Cost of sales, which includes primarily laboratory and distribution costs, was $673.5 for the three months ended September 30, 2008, compared
to $598.5 in the corresponding 2007 period, an increase of $75.0, or 12.5%. Excluding the Ontario operation, cost of sales as a percentage of net
sales was 59.9% for the three months ended September 30, 2008, and 58.6% in the corresponding 2007 period. The increase in cost of sales as a
percentage of net sales is primarily due to increases in the costs of materials, which is caused by shifts in the Company�s test mix, and increases
in labor, which is due to additions in front-line
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personnel. This increase was also accentuated by the loss of revenue as a result of the severe weather experienced during the quarter.

Selling, general and administrative expenses increased to $227.1 for the three months ended September 30, 2008 from $198.0 in the same period
in 2007. Excluding the Ontario operation, selling, general and administrative expenses as a percentage of net sales were 20.2% and 19.4% for
the three months ended September 30, 2008 and 2007, respectively. Bad debt expense increased to 5.3% of net sales as compared with 4.8% in
the comparable 2007 period due to the impact of the economy, higher patient deductibles and co-payments, and recent acquisitions on the
collectibility of accounts receivable balances.

Amortization of intangibles and other assets was $14.6 and $13.9 for the three months ended September 30, 2008 and 2007, respectively. The
increase in the amortization of intangibles reflects certain acquisitions closed during 2008 and 2007.

During the three months ended September 30, 2008, the Company recorded net restructuring charges of $12.2 primarily related to work force
reductions and the closing of redundant and underutilized facilities. The majority of these costs related to severance and other employee costs
and contractual obligations associated with leased facilities and equipment. Of this amount, $12.2 related to severance and other employee costs
in connection with the general work force reductions and $1.9 related to contractual obligations associated with leased facilities and equipment.
The Company also recorded a credit of $1.9, comprised of $1.2 of previously recorded facility costs and $0.7 of employee severance benefits.
These restructuring initiatives are expected to provide annualized cost savings of approximately $48.0.

During the three months ended September 30, 2008, the Company also recorded a special charge of $5.5 related to estimated uncollectible
amounts primarily owed by patients in the areas of the Gulf Coast severely impacted by hurricanes similar to losses incurred during the 2005
hurricane season.

During the three months ended September 30, 2007, the Company recorded net restructuring charges of $31.3 primarily related to actions
directed at reductions in work force and redundant and underutilized facilities. The majority of these costs related to employee severance and
contractual obligations associated with leased facilities and equipment. Of this amount, $18.0 related to employee severance benefits for
employees primarily in management, administrative and support functions and $7.8 related to contractual obligations and other costs associated
with the closure of facilities. The charge also included approximately $6.5 of accounts receivable balances remaining on a subsidiary�s billing
system that was abandoned during the quarter. The Company also recorded a credit of $1.0, comprised of $0.7 of previously recorded facility
costs and $0.3 of employee severance benefits.

Interest expense was $16.8 for the three months ended September 30, 2008, compared with $12.6 for the same period in 2007. The increase in
interest expense was primarily driven by borrowings under the five-year, $500.0 Term Loan Facility in October 2007.

Income from investments in joint venture partnerships was $3.7 for the three months ended September 30, 2008, compared with $20.9 for the
same period in 2007. This income represents the Company�s ownership share in joint venture partnerships. During 2007, a significant portion of
this income was derived from investments in Ontario and Alberta, Canada, and was earned in Canadian dollars. Effective January 1, 2008, the
income from the Ontario operation is included in the consolidated operating results of the Company, which is the primary reason for the lower
income from investments in joint venture partnerships in 2008.

The provision for income taxes as a percentage of earnings before taxes was 40.1% for the three months ended September 30, 2008, compared to
40.6% for the three months ended September 30, 2007. This decrease was primarily due to certain adjustments arising out of the finalization and
filing of the Company�s federal and state income tax returns for 2007.

Edgar Filing: LABORATORY CORP OF AMERICA HOLDINGS - Form 10-Q

41



Nine months ended September 30, 2008 compared with nine months ended September 30, 2007

Net sales for the nine months ended September 30, 2008 were $3,386.1, an increase of $323.7, or approximately 10.6%, from $3,062.4 for the
comparable 2007 period. The sales increase is primarily due to including $190.5 of revenue from the Ontario operation and increases, excluding
the Ontario operation, of 2.0% in accession volume and 2.3% in price.
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Cost of sales, which includes primarily laboratory and distribution costs, was $1,962.2 for the nine months ended September 30, 2008 compared
to $1,776.6 in the corresponding 2007 period, an increase of $185.6, or 10.4%. Excluding the Ontario operation, cost of sales as a percentage of
net sales was 58.6% for the nine months ended September 30, 2008 and 58.0% in the corresponding 2007 period. The increase in cost of sales as
a percentage of net sales is primarily due to increases in the costs of materials, which is caused by shifts in the Company�s test mix.

Selling, general and administrative expenses increased to $708.7 for the nine months ended September 30, 2008 from $612.1 in the same period
in 2007. Excluding the Ontario operation, selling, general and administrative expenses as a percentage of net sales were 21.2% and 20.0% for
the nine months ended September 30, 2008 and 2007, respectively. Bad debt expense increased to 6.4% of net sales as compared with 4.8% in
the comparable 2007 period due to an increase of $45.0 in the Company�s provision for doubtful accounts. The Company�s estimate of the
allowance for doubtful accounts was increased in the second quarter due to the impact of the economy, higher patient deductibles and
co-payments, and recent acquisitions on the collectibility of accounts receivable balances. Excluding this increase in the provision for doubtful
accounts and the Ontario operation, selling, general and administrative expenses as a percentage of sales were 19.8% and 20.0% for the nine
months ended September 30, 2008 and 2007, respectively.

Amortization of intangibles and other assets was $43.0 and $40.6 for the nine months ended September 30, 2008 and 2007, respectively. The
increase in the amortization of intangibles reflects certain acquisitions closed during 2008 and 2007.

During the second and third quarters of 2008, the Company recorded net restructuring charges of $28.2 primarily related to work force
reductions and the closing of redundant and underutilized facilities. The majority of these costs related to severance and other employee costs
and contractual obligations associated with leased facilities and equipment. Of this amount, $18.7 related to severance and other employee costs
in connection with the general work force reductions and $11.4 related to contractual obligations associated with leased facilities and equipment.
The Company also recorded a credit of $1.9, comprised of $1.2 of previously recorded facility costs and $0.7 of employee severance benefits.
These restructuring initiatives are expected to provide annualized cost savings of approximately $59.0.

During the third quarter of 2008, the Company also recorded a special charge of $5.5 related to estimated uncollectible amounts primarily owed
by patients in the areas of the Gulf Coast severely impacted by hurricanes similar to losses incurred during the 2005 hurricane season.

During the second and third quarters of 2007, the Company recorded net restructuring charges of $38.3 primarily related to actions directed at
reductions in work force and redundant and underutilized facilities. The majority of these costs related to employee severance and contractual
obligations associated with leased facilities and equipment. Of this amount, $20.4 related to employee severance benefits for employees
primarily in management, administrative and support functions, $11.5 related to contractual obligations and other costs associated with the
closure of facilities and $0.9 related to settlement of a preacquisition employment liability. The charge also included approximately $6.5 of
accounts receivable balances remaining on a subsidiary�s billing system that was abandoned during the quarter. The Company also recorded a
credit of $1.0, comprised of $0.7 of previously recorded facility costs and $0.3 of employee severance benefits.

Interest expense was $54.0 for the nine months ended September 30, 2008, compared with $37.8 for the same period in 2007. The increase in
interest expense was primarily driven by borrowings under the five-year, $500.0 Term Loan Facility in October 2007.

Income from investments in joint venture partnerships was $11.7 for the nine months ended September 30, 2008, compared with $56.6 for the
same period in 2007. This income represents the Company�s ownership share in joint venture partnerships. During 2007, a significant portion of
this income was derived from investments in Ontario and Alberta, Canada, and was earned in Canadian dollars. Effective January 1, 2008, the
income from the Ontario operation is included in the consolidated operating results of the Company, which is the primary reason for the lower
income from investments in joint venture partnerships in 2008.

Edgar Filing: LABORATORY CORP OF AMERICA HOLDINGS - Form 10-Q

43



The provision for income taxes as a percentage of earnings before taxes was 40.9% for the nine months ended September 30, 2008, compared to
41.1% for the nine months ended September 30, 2007.
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LIQUIDITY AND CAPITAL RESOURCES (dollars and shares in millions)

The Company�s operations provided $565.6 and $469.3 of cash, net of $29.9 and $23.3 in transition payments to UnitedHealthcare, for the nine
months ended September 30, 2008 and 2007, respectively. The increase in cash flows primarily resulted from improved cash collections and
lower payments for income taxes of $63.8 ($153.6 in 2008 as compared with $217.4 in 2007).

Capital expenditures were $120.4 and $108.5 for the nine months ended September 30, 2008 and 2007, respectively. The Company expects
capital expenditures of approximately $140.0 to $160.0 in 2008. 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.

On March 31, 2008, the Company entered into a three-year interest rate swap agreement to hedge variable interest rate risk on the Company�s
variable interest rate term loan. Under the swap the Company will, on a quarterly basis, pay a fixed rate of interest (2.92%) and receive 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 has been designated as a cash flow hedge. Accordingly, the Company recognizes the fair value of the swap in the
consolidated balance sheet and any changes in the fair value are recorded as adjustments to accumulated other comprehensive income, net of tax.
The fair value of the interest rate swap agreement is the estimated amount that the Company would pay or receive to terminate the swap
agreement at the reporting date. The fair value of the swap was an asset of $6.4 at September 30, 2008 and is included in other assets, net in the
consolidated balance sheet. The Company is exposed to credit-related losses in the event of nonperformance by the counterparty to the swap
agreement. Management does not expect the counterparty to fail to meet its obligation given the strong creditworthiness of the counterparty to
the agreement.

At September 30, 2008, the Company has provided letters of credit aggregating approximately $104.8, primarily in connection with certain
insurance programs and contractual guarantees on obligations under the Company�s contract with UnitedHealthcare. The UnitedHealthcare
contract requires that the Company provide a $50.0 letter of credit, as security for the Company�s contingent obligation to reimburse up to $200.0
in transition costs incurred during the first three years of the contract. Letters of credit provided by the Company are secured by the Company�s
senior credit facilities and are renewed annually, around mid-year.

During the nine months ended September 30, 2008, the Company repurchased $330.6 of stock representing 4.6 shares. As of September 30,
2008, the Company had outstanding authorization from the Board of Directors to purchase approximately $95.2 of Company common stock.

The Company had a $75.2 and $66.5 reserve for unrecognized tax benefits, including interest and penalties, at September 30, 2008 and
December 31, 2007, respectively. Substantially all of these tax reserves are classified in other long-term liabilities in the Company�s Condensed
Consolidated Balance Sheets at September 30, 2008 and December 31, 2007, respectively.

Due to the stock market�s performance year-to-date in 2008, the fair value of assets in the defined benefit retirement plan decreased significantly
from January 1, 2008 to September 30, 2008. Unless the market makes a significant recovery in the fourth quarter of 2008, the Company expects
an increase in fiscal 2009 pension expense. The amount of this increase will depend on the fair value of assets measured on December 31, 2008
as well as the selection of key actuarial assumptions at fiscal year-end. In addition, based upon the underlying value of plan assets at September
30, 2008, the Company estimates that it will contribute approximately $22.0 to the defined benefit retirement plan during 2009. The actual
amount to be contributed will be determined, based upon the underlying value of plan assets and the amount of the plan�s benefit obligation as of
December 31, 2008.

Edgar Filing: LABORATORY CORP OF AMERICA HOLDINGS - Form 10-Q

45



Based on current and projected levels of operations, coupled with availability under its senior credit facilities, 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.
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Zero-coupon Subordinated Notes

On October 1, 2008, the Company announced that its zero-coupon subordinated Liquid Yield Option� Notes due 2021 (�LYONs�) and
Zero-Coupon Convertible Subordinated Notes due 2021 (�Zero-Coupon Notes�) are currently convertible. LYONs are convertible into Common
Stock of the Company at the conversion rate of 13.4108 per $1,000 principal amount at maturity of the LYONs, subject to the terms of the
LYONs and the Indenture, dated as of September 11, 2001 between LabCorp and The Bank of New York, as trustee (�Trustee�) and conversion
agent. The Zero-Coupon Notes are convertible into cash (for the accreted amount of the securities to be converted - $572.4 at September 30,
2008) and Common Stock of the Company, if any, (for any remaining amount greater than the accreted amount) subject to the terms of the
Zero-Coupon Notes and the Indenture, dated as of October 24, 2006 between the Company, the Trustee and the conversion agent. The LYONs
and the Zero-Coupon Notes are convertible at any time during the calendar quarter through the close of business at 5:00 p.m., New York City
time, on Wednesday, December 31, 2008.

On September 12, 2008, the Company announced that for the period of September 12, 2008 to March 11, 2009, the LYONs will, subject to the
terms of the LYONs, accrue contingent cash interest at a rate of no less than 0.125% of the average market price of a LYON for the five trading
days ended September 9, 2008, in addition to the continued accrual of the original issue discount. Similarly, the Zero-Coupon Notes will also
accrue contingent cash interest over that period using the same calculation method as described for the LYONs. Contingent cash interest, which
the Company has determined to be approximately $1.23 per Note, will be payable to holders of the LYONs or Zero-Coupon Notes as of the
record date, which is February 24, 2009. The payment of contingent cash interest is expected to be made on March 11, 2009.

Minority Interest Put

Effective January 1, 2008 the Company acquired additional partnership units in its Ontario joint venture for approximately $140.9 in cash (net of
cash acquired), bringing the Company�s percentage interest owned up to 85.6%. Concurrent with this acquisition, the terms of the joint venture�s
partnership agreement were amended. Based upon the amended terms of this agreement, the Company began including the consolidated
operating results, financial position and cash flows of the Ontario joint venture in the Company�s consolidated financial statements on January 1,
2008. The amended joint venture�s partnership agreement also enables the holders of the minority interest to put the remaining partnership units
to the Company in defined future periods, at an initial amount equal to the consideration paid by the Company in 2008, and subject to adjustment
based on market value formulas contained in the agreement. The initial difference of $123.0 between the value of the put and the underlying
minority interest was recorded as additional minority interest liability and as a reduction to additional paid-in capital in the condensed
consolidated financial statements. The contractual value of the put, in excess of the current minority interest of $22.4, totals $118.4 at September
30, 2008.

ITEM 3. 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 controlled
program of risk management that includes from time to time, the use of derivative financial instruments such as interest rate swap agreements.
Although, 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 embedded derivative instruments
under SFAS No. 133 �Accounting for Derivative Instruments and Hedging Activities�:
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1) The Company will pay contingent cash interest on the zero-coupon subordinated notes after September 11, 2006, if the average market
price of the notes equals 120% or more of the sum of the issue price, accrued original issue discount and contingent additional principal, if
any, 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.
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ITEM 4. Controls and Procedures

As of the end of the period covered by the Form 10-Q, the Company carried out, under the supervision and with the participation of the
Company�s management, including the Company�s Chief Executive Officer and Chief Financial Officer, an evaluation of the effectiveness of the
design and operation of the Company�s disclosure controls and procedures. Based on the foregoing, the Company�s Chief Executive Officer and
Chief Financial Officer concluded that the Company�s disclosure controls and procedures were effective as of September 30, 2008.

There were no changes in the Company�s internal control over financial reporting that occurred during the quarter ended September 30, 2008 that
have materially affected, or are reasonably likely to materially affect, the Company�s internal control over financial reporting.
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LABORATORY CORPORATION OF AMERICA HOLDINGS AND SUBSIDIARIES

PART II - OTHER INFORMATION

Item 1. Legal Proceedings

See Note 12 to the Company�s Unaudited Condensed Consolidated Financial Statements for the three and nine months ended September 30,
2008, which is incorporated by reference.

Item 1A      Risk Factors

Information regarding risk factors appears in Part I-Item 1A of the Company�s Annual Report on Form 10-K for the year ended December 31,
2007.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds (Shares and dollars in millions, except per share data)

The following table sets forth information with respect to purchases of shares of the Company�s common stock made during the three months
ended September 30, 2008, by or on behalf of the Company:

Total Number
of Shares

Repurchased

Average Price
Paid Per

Share

Total Number
of Shares

Repurchased
as Part of
Publicly

Announced
Program

Maximum
Dollar Value
of Shares that
May Yet Be

Repurchased
Under the
Program

July 1 - July 31 0.8 $ 67.77 0.8 $ 307.9
August 1 - August 31 1.6 71.34 1.6 193.1
September 1 - September 30 1.3 74.05 1.3 95.2

3.7 $ 71.57 3.7

At January 1, 2007, the Company had authorization to repurchase up to $350.0 of shares of the Company�s common stock ($100.0 authorized on
April 21, 2005 and $250.0 authorized on October 20, 2006). On March 9, 2007, the Board of Directors authorized the purchase of $500.0 of
additional shares of the Company�s common stock. On November 2, 2007, the Board of Directors authorized the purchase of $500.0 of additional
shares of the Company�s common stock. As of September 30, 2008, the Company had outstanding authorization from the Board of Directors to
purchase approximately $95.2 of Company common stock. 

Edgar Filing: LABORATORY CORP OF AMERICA HOLDINGS - Form 10-Q

50



Item 6. Exhibits

(a) Exhibits
10.1* - Consulting Agreement between Bradford T. Smith and Laboratory Corporation of America Holdings dated October 15, 2008

(incorporated by reference to the Form 8-K filed by Laboratory Corporation of America Holdings on October 16, 2008 (SEC
File No. 001-11353)

12.1* - Ratio of earnings to fixed charges
31.1* - Certification by the Chief Executive Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a)
31.2* - Certification by the Chief Financial Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a)

32* - Written Statement of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002 (18 U.S.C. Section 1350)

* filed herewith
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SIGNATURES

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

LABORATORY CORPORATION OF AMERICA HOLDINGS
Registrant

By: /s/ DAVID P. KING
David P. King
President and
Chief Executive Officer

By: /s/ WILLIAM B. HAYES
William B. Hayes
Executive Vice President,
Chief Financial Officer and
Treasurer

November 3, 2008
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