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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE THREE MONTHS ENDED MARCH 31, 2013 AND 2012
(unaudited)

(in thousands, except per share data)

Net revenues

Operating costs and expenses:

Cost of services

Selling, general and administrative
Amortization of intangible assets
Other operating expense (income), net
Total operating costs and expenses

Operating income

Other income (expense):

Interest expense, net

Equity earnings in unconsolidated joint ventures
Other income, net

Total non-operating expenses, net

Income from continuing operations before taxes
Income tax expense

Income from continuing operations

Income from discontinued operations, net of taxes
Net income

Less: Net income attributable to noncontrolling interests
Net income attributable to Quest Diagnostics

Amounts attributable to Quest Diagnostics’ stockholders:
Income from continuing operations

Income from discontinued operations, net of taxes

Net income

Earnings per share attributable to Quest Diagnostics’ common stockholders - basic:
Income from continuing operations

Income from discontinued operations

Net income

Earnings per share attributable to Quest Diagnostics’ common stockholders - diluted:

Income from continuing operations
Income from discontinued operations

Three Months Ended
March 31,
2013 2012

$1,786,647 $1,908,697

1,091,834
447,869
19,284
666
1,559,653

226,994

(39,865
6,146
3,391
(30,328

196,666
73,337
123,329
20,288
143,617

7,838
$135,779

$115,491
20,288
$135,779

$0.73
0.13
$0.86

$0.72
0.13

1,109,164
483,252
18,825

(363 )
1,610,878

297,819

42,102 )
7,609
4,756
(29,737 )

268,082
102,562
165,520
2,995

168,515

9,397
$159,118

$156,123
2,995
$159,118

$0.98
0.02
$1.00

$0.97
0.02
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Net income

Weighted average common shares outstanding:
Basic
Diluted

Dividends per common share
The accompanying notes are an integral part of these statements.

2

$0.85

158,098
159,406

$0.30

$0.99

158,293
159,706

$0.17
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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE THREE MONTHS ENDED MARCH 31, 2013 AND 2012
(unaudited)

(in thousands)

Net income

Other comprehensive income (loss):

Currency translation

Market valuation, net of tax

Net deferred loss on cash flow hedges, net of tax
Other

Other comprehensive income (loss)

Comprehensive income

Less: Comprehensive income attributable to noncontrolling interests
Comprehensive income attributable to Quest Diagnostics

The accompanying notes are an integral part of these statements.

Three Months Ended
March 31,
2013 2012

$143,617 $168,515

(4,387 ) 18,216

(58 ) 201
210 210
10 —

(4,225 ) 18,627

139,392 187,142
7,838 9,397
$131,554  $177,745
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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

MARCH 31, 2013 AND DECEMBER 31, 2012

(in thousands, except per share data)

Assets

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowance for doubtful accounts of $238,574 and
$235,747 at March 31, 2013 and December 31, 2012, respectively
Inventories

Deferred income taxes

Prepaid expenses and other current assets

Current assets held for sale

Total current assets

Property, plant and equipment, net

Goodwill

Intangible assets, net

Other assets

Non-current assets held for sale

Total assets

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payable and accrued expenses
Short-term borrowings and current portion of long-term debt
Current liabilities held for sale

Total current liabilities

Long-term debt

Other liabilities

Non-current liabilities held for sale
Stockholders’ equity:

Quest Diagnostics stockholders’ equity:

Common stock, par value $0.01 per share; 600,000 shares authorized at both March
31, 2013 and December 31, 2012; 215,321 shares and 215,075 shares issued at

March 31, 2013 and December 31, 2012, respectively
Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

Treasury stock, at cost; 57,411 shares and 56,744 shares at March 31, 2013 and

December 31, 2012, respectively

Total Quest Diagnostics stockholders’ equity

Noncontrolling interests

Total stockholders’ equity

Total liabilities and stockholders’ equity

The accompanying notes are an integral part of these statements.

March 31,
2013
(unaudited)

$133,603
929,966

89,817
158,676
97,810
47,294
1,457,166
753,936
5,630,102
899,423
212,722
352,815
$9,306,164

$935,018
254,420
18,778
1,208,216
3,146,783
663,449
60,363

2,153

2,364,695
4,778,602
10,095

(2,955,596

4,199,949
27,404
4,227,353
$9,3006,164

December 31,

2012

$295,586
867,010

93,050
174,209
90,950
40,192
1,560,997
755,831
5,535,848
872,172
204,631
354,384
$9,283,863

$1,016,191
9,404
22,008
1,047,603
3,354,173
635,558
60,800

2,151

2,370,677
4,690,378
14,320

(2,914,479

4,163,047
22,682
4,185,729
$9,283,863

)
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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE THREE MONTHS ENDED MARCH 31, 2013 AND 2012
(unaudited)

(in thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Provision for doubtful accounts

Deferred income tax benefit

Stock-based compensation expense
Excess tax benefits from stock-based compensation arrangements
Other, net

Changes in operating assets and liabilities:
Accounts receivable

Accounts payable and accrued expenses
Income taxes payable

Other assets and liabilities, net

Net cash provided by operating activities

Cash flows from investing activities:
Business acquisitions, net of cash acquired
Capital expenditures

Increase in investments and other assets
Net cash used in investing activities

Cash flows from financing activities:

Proceeds from borrowings

Repayments of debt

Purchases of treasury stock

Exercise of stock options

Excess tax benefits from stock-based compensation arrangements
Dividends paid

Distributions to noncontrolling interests

Other financing activities, net

Net cash used in financing activities

Net change in cash and cash equivalents

Less: Increase in cash and cash equivalents included in assets held for sale
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

The accompanying notes are an integral part of these statements.

5

Three Months Ended
March 31,

2013 2012
$143,617 $168,515
70,218 72,174
71,923 80,718
(169 ) (15,437
5,019 20,068
(861 ) (3,298
(631 ) (197
(131,723 ) (147,174
(77,145 ) (116,209
(28,512 ) 112,039
(4,493 ) (9,932
47,243 161,267
(90,393 ) (50,556
(49,097 ) (29,998
(638 ) (2,689
(140,128 ) (83,243
176,541 365,000
(132,394 ) (467,312
(61,630 ) (50,000
14,171 64,399
861 3,298
(47,695 ) (26,900
(3,366 ) (5,884
(6,188 ) 19,928
(59,700 ) (97,471
(152,585 ) (19,447
(9,398 ) —
295,586 164,886
$133,603 $145,439

R N S
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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
FOR THE THREE MONTHS ENDED MARCH 31, 2013 AND 2012
(unaudited)
(in thousands)

Quest Diagnostics Stockholders’ Equity

Accumulated
Shares of Additional . Other Treasury Non- Total Stock-
Common Common_, . Retained Compre- . \
Paid-In . : Stock, at controllingholders
Stock Stock Capital Earnings hensive Cost Interests  Equit
Outstanding P Income quty
(Loss)
Balance,
December 31, 158,331  $2,151 $2,370,677 $4,690,378 $14,320 $(2,914,479) $22,682 $4,185,729
2012
Net income 135,779 7,838 143,617
Other
comprehensive 4,225 ) (4,225 )
loss, net of tax
Dividends declared 47,555 ) 47,555 )
Distributions to
noncontrolling (3,366 ) (3,366 )
interests
Issuance of
common stock 497 4 579 4,137 4,720
under benefit plans
Stock-based
compensation 4,186 833 5,019
expense
Exercise of stock 5, 1372 ) 15,543 14,171
options
Shares to cover
employee payroll
tax withholdings (154 ) 2 ) (8,820 ) (8,822 )
on stock issued
under benefit plans
Tax benefits
associated with
stock-based (555 ) (555 )
compensation
plans
Purchases of
treasury stock (1,066 ) (61,630 ) (61,630 )
Other 250 250
Balance, March 55 610 §2153 $2.364.695 $4,778.602 $10,095 $(2,955,596) $27,404 $4.227353

31,2013

Quest Diagnostics Stockholders’ Equity

10
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Shares of
Common Comm
Stock Stock
Outstanding

Additional

Mpaid-In
Capital

Balance,

December 31, 157,420 $2,146 $2,347,518

2011

Net income

Other
comprehensive
income, net of tax
Dividends declared
Distributions to
noncontrolling
interests

Issuance of
common stock 851 8 659
under benefit plans

Stock-based

compensation 19,258
expense

Exercise of stock
options

Shares to cover
employee payroll
tax withholdings (307 ) (3 ) (17,730
on stock issued

under benefit plans

Tax benefits

associated with

stock-based 4,425
compensation
plans
Purchases of
treasury stock
Other

Balance, March
31,2012

1,401 (6,978

(847 )

The accompanying notes are an integral part of these statements.

6

$4,263,599

Accumulated
Other Treasury Non- Total Stock-
Compre- . \

: Stock, at controlling holders
hensive .

Cost Interests Equity

Income
(Loss)

$(8,067 ) $(2,912,324) $22,127 $3,714,999
9,397 168,515
18,627 18,627
(27,070 )

(5,884 ) (5,884 )

3,920 4,587
810 20,068
71,377 64,399
17,733 )
4,425
(50,000 ) (50,000 )
1,124 1,124

158,518  $2,151 $2,347,152 $4,395,647 $10,560 $(2,886,217) $26,764 $3,896,057

11



Edgar Filing: QUEST DIAGNOSTICS INC - Form 10-Q

Table of Contents

QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands unless otherwise indicated)

1. DESCRIPTION OF BUSINESS
Background

Quest Diagnostics Incorporated and its subsidiaries ("Quest Diagnostics" or the "Company") is the world's leading
provider of diagnostic information services ("DIS") providing insights that empower and enable patients, physicians,
hospitals, integrated delivery networks, health plans, employers and others to make better healthcare decisions. The
Company offers the broadest access in the United States to DIS through our nationwide network of laboratories and
Company-owned patient service centers and the Company is the leading provider of DIS, including routine testing,
esoteric or gene-based testing and anatomic pathology testing. The Company provides interpretive consultation
through the largest medical and scientific staff in the industry, with hundreds of M.D.s and Ph.D.s, primarily located
in the United States, many of whom are recognized leaders in their fields. The Company's Diagnostic Solutions
("DS") businesses offers a variety of solutions for life insurers and healthcare providers. The Company is the leading
provider of risk assessment services for the life insurance industry. In addition, the Company is a leading provider of
testing for clinical trials. The Company's diagnostics products business manufactures and markets diagnostic products.
In addition, the Company offers healthcare organizations and clinicians robust information technology solutions.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The interim consolidated financial statements reflect all adjustments which in the opinion of management are
necessary for a fair statement of results of operations, comprehensive income, financial condition, cash flows and
stockholders' equity for the periods presented. Except as otherwise disclosed, all such adjustments are of a normal
recurring nature. The interim consolidated financial statements have been compiled without audit. Operating results
for the interim periods are not necessarily indicative of the results that may be expected for the full year. These interim
consolidated financial statements should be read in conjunction with the audited consolidated financial statements
included in the Company’s 2012 Annual Report on Form 10-K.

The year-end balance sheet data was derived from the audited financial statements as of December 31, 2012, but does
not include all the disclosures required by accounting principles generally accepted in the United States (“GAAP”).

The Company completed the sale of its OralDNA salivary-diagnostics business ("OralDNA") during the fourth quarter
of 2012. In December 2012, the Company committed to a plan to sell and in February 2013, the Company entered into
an agreement to sell its HemoCue diagnostics products business ("HemoCue"). During the third quarter of 2006, the
Company completed its wind-down of NID, a test kit manufacturing subsidiary, and classified the operations of NID
as discontinued operations. The accompanying consolidated statements of operations and related disclosures have
been recast to report the results of HemoCue and NID as discontinued operations for the three months ended March
31, 2013 and OralDNA, HemoCue and NID for the three months ended March 31, 2012 as discontinued operations.
See Note 12 for a further discussion of discontinued operations.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities

12
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at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Earnings Per Share

The Company's unvested restricted common stock and unvested restricted stock units that contain non-forfeitable
rights to dividends are participating securities and, therefore, are included in the earnings allocation in computing
earnings per share using the two-class method. Basic earnings per common share is calculated by dividing net income,
adjusted for earnings allocated to participating securities, by the weighted average number of common shares
outstanding. Diluted earnings per common share is calculated by dividing net income, adjusted for earnings allocated
to participating securities, by the weighted

7

13
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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTINUED
(dollars in thousands unless otherwise indicated)

average number of common shares outstanding after giving effect to all potentially dilutive common shares
outstanding during the period. Potentially dilutive common shares include the dilutive effect of outstanding stock
options and performance share units granted under the Company's Amended and Restated Employee Long-Term
Incentive Plan and its Amended and Restated Non-Employee Director Long-Term Incentive Plan. Earnings allocable
to participating securities include the portion of dividends declared as well as the portion of undistributed earnings
during the period allocable to participating securities.

Adoption of New Accounting Standards

On January 1, 2013, the Company adopted a new accounting standard issued by the Financial Accounting Standards
Board ("FASB") related to the testing of indefinite-lived intangible assets, other than goodwill, for impairment.
Similar to the guidance related to the testing of goodwill for impairment, an entity testing an indefinite-lived
intangible asset for impairment has the option to perform a qualitative assessment before calculating the fair value of
the asset. If, after assessing the totality of events and circumstances an entity determines that it is not
more-likely-than-not that the indefinite-lived intangible asset is impaired, the entity would not be required to perform
the quantitative impairment test. However, if the qualitative assessment indicates that it is more-likely-than-not that
the fair value of the asset is less than its carrying amount, then the quantitative assessment must be performed. An
entity is permitted to perform the qualitative assessment on none, some or all of its indefinite-lived intangible assets
and may also bypass the qualitative assessment and begin with the quantitative assessment of indefinite-lived
intangible assets for impairment. The adoption of this new standard did not have a material impact on the Company’s
consolidated financial statements.

On January 1, 2013, the Company adopted a new accounting standard issued by the FASB that adds new disclosure
requirements for amounts reclassified out of accumulated other comprehensive income ("AOCI"). The total changes
in AOCI must be disaggregated between reclassification adjustments and current period other comprehensive income.
This new standard also requires an entity to present reclassification adjustments out of AOCI either on the face of the
income statement or in the notes to the financial statements based on their source and the income statement line items
affected by the reclassification. This standard is effective prospectively for the Company for interim and annual
periods beginning on January 1, 2013. The adoption of this new standard did not have a material impact on the
Company’s consolidated financial statements.

New Accounting Pronouncements

In March 2013, the FASB issued a new accounting standard on foreign currency matters that clarifies the guidance of
a parent company's accounting for the cumulative translation adjustment upon derecognition of certain subsidiaries or
groups of assets within a foreign entity or of an investment in a foreign entity. Under this new standard, a parent
company that ceases to have a controlling financial interest in a foreign subsidiary or group of assets within a foreign
entity shall release any related cumulative translation adjustment into net income only if a sale or transfer results in
complete or substantially complete liquidation of the foreign entity. This standard shall be applied prospectively and
will become effective for the Company on January 1, 2014. The Company expects that the adoption of this standard
will not have a material effect on its consolidated financial statements.

14
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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTINUED
(dollars in thousands unless otherwise indicated)

3. EARNINGS PER SHARE

The computation of basic and diluted earnings per common share was as follows (in thousands, except per share data):

Three Months Ended

March 31,

2013 2012
Amounts attributable to Quest Diagnostics’ stockholders:
Income from continuing operations $115,491 $156,123
Income from discontinued operations, net of taxes 20,288 2,995
Net income attributable to Quest Diagnostics’ common stockholders $135,779  $159,118
Income from continuing operations $115,491 $156,123
Less: Earnings allocated to participating securities 365 594
Earnings available to Quest Diagnostics’ common stockholders — basic and diluted $115,126  $155,529
Weighted average common shares outstanding — basic 158,098 158,293
Effect of dilutive securities:
Stock options and performance share units 1,308 1,413
Weighted average common shares outstanding — diluted 159,406 159,706
Earnings per share attributable to Quest Diagnostics’ common stockholders — basic:
Income from continuing operations $0.73 $0.98
Income from discontinued operations 0.13 0.02
Net income $0.86 $1.00
Earnings per share attributable to Quest Diagnostics’ common stockholders — diluted:
Income from continuing operations $0.72 $0.97
Income from discontinued operations 0.13 0.02
Net income $0.85 $0.99

The following securities were not included in the calculation of diluted earnings per share due to their antidilutive
effect (shares in thousands):

Three Months Ended

March 31,

2013 2012
Stock options and performance share units 2,085 1,995

4. INVIGORATE PROGRAM

During 2012, the Company committed to a course of action related to a multi-year program called Invigorate which is
designed to reduce its cost structure. The Invigorate program is intended to address continued reimbursement
pressures and labor and benefit cost increases, free up additional resources to invest in science, innovation and other
growth initiatives, and enable the Company to improve operating profitability and quality. In connection with this
program, the Company also launched a voluntary retirement program to certain eligible employees. The Invigorate

15
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program is currently expected to be principally completed by the end of 2014.
As part of the Invigorate program, the Company launched a major management restructuring aimed at driving
operational excellence and restoring growth. The key element of this organizational change is to eliminate the

complexity

9
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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTINUED
(dollars in thousands unless otherwise indicated)

associated with the Company's prior structure, including reducing management layers, so that the Company can better
focus on customers and speed decision-making. The new organization is designed to align around future growth
opportunities, improve execution and leverage company-wide infrastructure to maximize value and efficiency. The
majority of the organizational changes became effective on January 1, 2013. In connection with these changes the
Company expects to eliminate three management layers, and approximately 400 to 600 management positions by the
end of 2013.

The following table provides a summary of the Company's pre-tax restructuring and integration charges associated
with Invigorate and other employee separation costs for the three months ended March 31, 2013:

Three Months Ended
March 31,
2013

Employee separation costs $33,592

Facility-related costs 9

Accelerated vesting of stock-based compensation 1,284

Total restructuring charges 34,885
Other integration costs 4,844
Total restructuring and integration charges $39,729

Of the total employee separation costs noted above, $18.1 million represents costs associated with the Company's
management layer reduction initiative, and $3.0 million represents costs incurred under the Company's voluntary
retirement program.

Of the total $39.7 million in restructuring and integration charges incurred during the three months ended March 31,
2013, $16.6 million and $23.1 million was recorded in cost of services and selling, general and administrative

expenses, respectively. These charges were primarily recorded in the Company's DIS business.

The following table summarizes the activity of the restructuring liability as of March 31, 2013:

Employlee Facility-Related
Separation Total
Costs

Costs
Balance, December 31, 2012 $40,018 $ 257 $40,275
Current period charges 33,592 9 33,601
Other / adjustments 2,915 — 2,915
Less:
Cash payments 18,828 — 18,828
Balance, March 31, 2013 $57,697 $ 266 $57,963

In addition to the restructuring and integration charges noted above, the Company incurred approximately $4.7
million, of which $3.9 million principally represents professional fees incurred in connection with further
restructuring and integration of the Company's business, and the remainder represents costs related to the integration
of recent acquisitions with the Company's operations.

17
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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTINUED
(dollars in thousands unless otherwise indicated)

5. BUSINESS ACQUISITION
Acquisition of Businesses from UMass Memorial Medical Center

On January 2, 2013, the Company completed the acquisition of the clinical outreach and anatomic pathology
businesses of UMass Memorial Medical Center ("UMass"). This purchase was the first step in a series of transactions
between the parties whereby the two organizations expect to eventually have a financial stake in a new entity that will
perform diagnostic information testing services in a defined territory within the state of Massachusetts. The assets
acquired at the acquisition date primarily represent goodwill and intangible assets, principally comprised of
customer-related intangibles (see Note 7). In addition the Company granted to UMass a call option and UMass
granted to the Company a put option for UMass to acquire an 18.90% equity interest in a newly formed entity. The put
and call options have a vesting period of approximately two years. See Note 6 for further details.

6. FAIR VALUE MEASUREMENTS
The following table provides a summary of the recognized assets and liabilities that are measured at fair value on a

recurring basis:
Basis of Fair Value Measurements

Quoted

Prices in Significant

Active Other Significant

Markets for Unobservable

. Observable

Identical Tnputs Inputs

Assets /

Liabilities
March 31, 2013 Level 1 Level 2 Level 3
Assets:
Trading securities $51,582 $51,582 $— $—
Cash surrender value of life insurance policies 26,435 — 26,435 —
Put option 8,140 — — 8,140
Interest rate swaps 628 — 628 —
Available-for-sale equity securities 518 — — 518
Foreign currency forward contracts 287 — 287 —
Total $87,590 $51,582 $27,350 $8,658
Liabilities:
Deferred compensation liabilities $83,128 $— $83,128 $—
Call option 10,610 — — 10,610
Interest rate swaps 7,619 — 7,619 —
Total $101,357 $— $90,747 $10,610
11
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QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTINUED
(dollars in thousands unless otherwise indicated)

Basis of Fair Value Measurements

Quoted
Prices in Significant
Active Significant
Markets for Other Unobservable
. Observable
Identical Tnputs Inputs
Assets /
Liabilities
December 31, 2012 Level 1 Level 2 Level 3
Assets:
Trading securities $52,283 $52,283 $— $—
Cash surrender value of life insurance policies 25,018 — 25,018 —
Interest rate swaps 830 — 830 —
Available-for-sale equity securities 612 — — 612
Foreign currency forward contracts 403 — 403 —
Total $79,146 $52,283 $26,251 $612
Liabilities:
Deferred compensation liabilities $82,218 $— $82,218 $—
Interest rate swaps 3,129 — 3,129 —
Total $85,347 $— $85,347 $—

A full description regarding the Company's fair value measurements is contained in Note 6 to the Consolidated
Financial Statements in the Company's 2012 Annual Report on Form 10-K.

Investments in available-for-sale equity securities consist of the revaluation of an existing investment in unregistered
common shares of a publicly-held company. This investment is classified within Level 3 because the unregistered
securities contain restrictions on their sale, and therefore, the fair value measurement reflects a discount for the effect
of the restriction.

In connection with the acquisition of certain businesses of UMass, the Company granted to UMass a call option and
UM ass granted to the Company a put option for UMass to acquire an 18.90% equity interest in a newly formed entity.
The put and call options are derivative instruments that have a vesting period of approximately two years and their fair
values have been measured using a combination of discounted cash flows and the Black-Scholes-Merton option
pricing model. See Note 5 for further details.

The following table provides a reconciliation of the beginning and ending balances of assets and liabilities using
significant unobservable inputs:
Fair Value Measurements Using Significant
Unobservable Inputs

(Level 3)
Available-for-SRlet Option

March 31, 2013 Equity Derivative Total
Securities Asset

Beginning Balance $612 $— $612
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Purchases, additions and issuances — 8,250 8,250
Total gains (losses) - realized/ unrealized:

Included in earnings — (110 ) (110
Included in other comprehensive income (loss) (94 ) — (94
Transfers in and out of Level 3 — — —
Ending Balance $518 $8,140 $8,658
12
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Fair Value Measurements
Using Significant
Unobservable Inputs

(Level 3)
Call Option
Derivative
Liability
Beginning Balance $—
Purchases, additions and issuances 10,808
Total (gains) losses - realized/ unrealized:
Included in earnings (198 )
Transfers in and out of Level 3 —
Ending Balance $10,610

The unrealized gains and losses included in earnings for the three months ended March 31, 2013 are reported in other
non-operating income.

The carrying amounts of cash and cash equivalents, accounts receivable and accounts payable and accrued expenses
approximate fair value based on the short maturities of these instruments. At March 31, 2013, the fair value of the
Company’s debt was estimated at $3.8 billion, which exceeded the carrying value by $368 million. At December 31,
2012, the fair value of the Company's debt was estimated at $3.8 billion, which exceeded the carrying value by $481
million. Principally all of the Company's debt is classified within Level 1 of the fair value hierarchy because the fair
value of the debt is estimated based on rates currently offered to the Company with identical terms and maturities,
using quoted active market prices and yields, taking into account the underlying terms of the debt instruments.

The following table provides a summary of the recognized assets and liabilities that are measured at fair value on a
non-recurring basis:
Basis of Fair Value Measurements

Quoted
Prices in Significant
Active Otier Significant
Markets for Unobservable Total Loss
. Observable
Identical Inputs Inputs
Assets / p
Liabilities
March 31, 2013 Level 1 Level 2 Level 3
Net assets held for sale $320,945 $— $320,945 $— $—
December 31, 2012
Net assets held for sale $311,734 $— $311,734 $— $77,951

During the fourth quarter of 2012 in connection with the Company's agreement to sell HemoCue and upon
classification of this business as discontinued operations, net assets held for sale with a carrying amount of $390
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million were written down to their fair value of $317 million, less estimated costs to sell of $5 million (or $312
million), resulting in a loss of $78 million. Net assets held for sale are classified within Level 2 and have been
measured based upon the estimated proceeds associated with the agreement to sell HemoCue.

13
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7. GOODWILL AND INTANGIBLE ASSETS

The changes in goodwill for the three months ended March 31, 2013 and for the year ended December 31, 2012 are as

follows:

Balance at beginning of period
Goodwill acquired during the period

Goodwill impairment and write-off associated with sale of business during the

period

Reclassification to non-current assets held for sale
(Decrease) increase related to foreign currency translation

Balance at end of period

March 31, December 31,
2013 2012
$5,535,848 $5,795,765
94,339 28,144

— (85,173 )
— (218,795 )
(85 ) 15,907

$5,630,102 $5,535,848

Approximately 90% of the Company’s goodwill as of March 31, 2013 and December 31, 2012 was associated with its

clinical testing business.

For the three months ended March 31, 2013, goodwill acquired was principally associated with the acquisition of the
clinical outreach and anatomic pathology businesses of UMass Memorial Medical Center, which is deductible for tax
purposes. This acquisition also included $45.8 million of intangible assets, principally comprised of customer-related

intangibles.

For the year ended December 31, 2012, goodwill acquired was principally associated with the acquisition of S.E.D.
Medical Laboratories. Approximately $28 million and $19 million, respectively, represented goodwill, which is
deductible for tax purposes, and intangible assets, principally comprised of customer-related intangibles.

For the year ended December 31, 2012, goodwill impairment was associated with HemoCue and the write-off of
goodwill was associated with the sale of OralDNA, during the fourth quarter of 2012. For further details regarding
goodwill included in non-current assets held for sale, see Note 12.

Intangible assets at March 31, 2013 and December 31, 2012 consisted of the following:

Accumulated
Amortization

$(182,085 ) $429,816

(19,502 ) 19,049

Weighted

Average

Amortization March 31, 2013

Period

(in Years)

Cost

Amortizing intangible assets:
Customer—related 19 $611.901
intangibles
Non-compete 38.551
agreements
Technology 14 131,040

(28,073 ) 102,967

December 31, 2012

Cost

$566,701

38,551
131,040

Accumulated
Amortization

$(173,516 ) $393,185

(17,123 ) 21,428
(25,144 ) 105,896
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Other 8 143,153 (43,041 ) 100,112 141,818 (37,634 ) 104,184
Total 16 924,645 (272,701 ) 651,944 878,110 (253,417 ) 624,693
Intangible assets not subject to amortization:

Tradenames 246,200 — 246,200 246,200 — 246,200
In-process

research and 120 — 120 120 — 120
development

Other 1,159 — 1,159 1,159 — 1,159
Total intangible assets $1,172,124 $(272,701 ) $899,423 $1,125,589 $(253,417 ) $872,172
14
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Amortization expense related to intangible assets was $19.3 million and $18.8 million for the three months ended
March 31, 2013 and 2012, respectively.

The estimated amortization expense related to amortizable intangible assets for each of the five succeeding fiscal years
and thereafter as of March 31, 2013 is as follows:

Year Ending December 31,

Remainder of 2013 $57,786
2014 73,847
2015 62,565
2016 55,855
2017 52,101
2018 45,361
Thereafter 304,429
Total $651,944

In December 2012, $219 million of goodwill and $111 million of intangible assets, net were reclassified to
non-current assets held for sale in the Consolidated Balance Sheet. For further discussion see Note 12.

8. FINANCIAL INSTRUMENTS

The Company uses derivative financial instruments to manage its exposure to market risks for changes in interest rates
and foreign currencies. This strategy includes the use of interest rate swap agreements, forward starting interest rate
swap agreements, treasury lock agreements and foreign currency forward contracts to manage its exposure to
movements in interest and currency rates. The Company has established policies and procedures for risk assessment
and the approval, reporting and monitoring of derivative financial instrument activities. These policies prohibit
holding or issuing derivative financial instruments for speculative purposes. The Company does not enter into
derivative financial instruments that contain credit-risk-related contingent features or requirements to post collateral.

15

26



Edgar Filing: QUEST DIAGNOSTICS INC - Form 10-Q

Table of Contents

QUEST DIAGNOSTICS INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTINUED
(dollars in thousands unless otherwise indicated)

A summary of the fair values of derivative instruments in the consolidated balance sheets is stated in the table below:

March 31, 2013 December 31, 2012
Balance Sheet Fair Balance Sheet Fair
Classification Value Classification Value
Derivatives Designated as Hedging Instruments
Asset Derivatives:
Interest rate swaps Other assets $628 Other assets $830
Liability Derivatives:
Interest rate swaps Other liabilities 7,619 Other liabilities 3,129
Derivatives Not Designated as Hedging
Instruments
Asset Derivatives:
Put option Other assets 8,140 Other assets —
Foreign currency forward contracts Other current assets 287 Other current assets 403
8,427 403
Liability Derivatives:
Call option Other liabilities 10,610 Other liabilities —
Total Net Derivatives Liabilities $(9,174) $(1,896)

A full description regarding the Company's use of derivative financial instruments is contained in Note 13 to the
Consolidated Financial Statements in the Company's 2012 Annual Report on Form 10-K.

Interest Rate Risk

The Company is exposed to interest rate risk on its cash and cash equivalents and its debt obligations. Interest income
earned on cash and cash equivalents may fluctuate as interest rates change; however, due to their relatively short
maturities, the Company does not hedge these assets or their investment cash flows and the impact of interest rate risk
is not material. The Company's debt obligations consist of fixed-rate and variable-rate debt instruments. The
Company's primary objective is to achieve the lowest overall cost of funding while managing the variability in cash
outflows within an acceptable range. In order to achieve this objective, the Company has entered into interest rate
swaps. Interest rate swaps involve the periodic exchange of payments without the exchange of underlying principal or
notional amounts. Net settlements between the counterparties are recognized as an adjustment to interest expense.

Interest Rate Derivatives — Cash Flow Hedges

The Company has entered into various interest rate lock agreements and forward starting interest rate swap
agreements to hedge part of the Company's interest rate exposure associated with the variability in future cash flows
attributable to changes in interest rates. The total net loss, net of taxes, recognized in accumulated other
comprehensive income, related to the Company's cash flow hedges as of March 31, 2013 and December 31, 2012 was
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$6.6 million and $6.8 million, respectively. The loss recognized on the Company's cash flow hedges for the three
months ended March 31, 2013 and 2012, as a result of ineffectiveness, was not material. The net amount of deferred
losses on cash flow hedges that is expected to be reclassified from accumulated other comprehensive income into
earnings within the next twelve months is $1.3 million.
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Interest Rate Derivatives — Fair Value Hedges

The Company maintains various fixed-to-variable interest rate swaps to convert a portion of the Company's long-term
debt into variable interest rate debt. These derivative financial instruments are accounted for as fair value hedges of a
portion of the Senior Notes due 2016 and a portion of the Senior Notes due 2020. In prior years, the Company entered
into various fixed-to-variable interest rate swap agreements with an aggregate notional amount of $550 million and
variable interest rates based on six-month LIBOR plus 0.54% and one-month LIBOR plus 1.33%. In July 2012, the
Company monetized the value of these interest rate swap assets by terminating the hedging instruments. The asset
value, including accrued interest through the date of termination, was $71.8 million and the amount to be amortized as
a reduction of interest expense over the remaining terms of the hedged debt instruments was $65.2 million.
Immediately after the termination of these interest rate swaps, the Company entered into new fixed-to-variable interest
rate swap agreements on the same Senior Notes. The fixed-to-variable interest rate swap agreements that the Company
entered into in July 2012 have an aggregate notional amount of $550 million and variable interest rates based on
six-month LIBOR plus 2.3% and one-month LIBOR plus 3.6%. During the fourth quarter of 2012, the Company
entered into additional-fixed-to-variable interest rate swap agreements with an aggregate notional amount of $400
million and variable interest rates based on one-month LIBOR plus a spread ranging from 3.4% to 5.1%. These
derivative financial instruments are accounted for as fair value hedges on a portion of the Senior Notes due 2015 and a
portion of the Senior Notes due 2021.

The interest rate swaps associated with the Senior Notes due 2016 are classified as assets with fair values of $0.6
million and $0.8 million at March 31, 2013 and December 31, 2012, respectively. The interest rate swaps associated
with the Senior Notes due 2015, 2020 and 2021 are classified as liabilities with an aggregate fair value of $7.6 million
at March 31, 2013 and $3.1 million at December 31, 2012. Since inception, the fair value hedges have been effective
or highly effective; therefore, there is no impact on earnings for the three months ended March 31, 2013 and 2012 as a
result of hedge ineffectiveness.

Foreign Currency Risk

The Company is exposed to market risk for changes in foreign exchange rates primarily under certain intercompany
receivables and payables. Foreign exchange forward contracts are used to mitigate the exposure of the eventual net
cash inflows or outflows resulting from these intercompany transactions. The objective is to hedge a portion of the
forecasted foreign currency risk over a rolling 12-month time horizon to mitigate the eventual impacts of changes in
foreign exchange rates on the cash flows of the intercompany transactions. As of March 31, 2013, the gross notional
amount of foreign currency forward contracts in U.S. dollars was $4.5 million and principally consists of contracts in
Swedish krona. The Company does not designate these derivative instruments as hedges under current accounting
standards unless the benefits of doing so are material. The Company's foreign exchange exposure is not material to the
Company's consolidated financial condition or results of operations. The Company does not hedge its net investment
in non-U.S. subsidiaries because it views those investments as long-term in nature.

9. STOCKHOLDERS’ EQUITY
Components of Comprehensive Income

The market valuation adjustments represent unrealized holding gains (losses) on available-for-sale securities, net of
taxes. The net deferred loss on cash flow hedges represents deferred losses on the Company’s interest rate related
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derivative financial instruments designated as cash flow hedges, net of amounts reclassified to interest expense (see
Note 8). For the three months ended March 31, 2013 and 2012, the tax effects related to the market valuation
adjustments and deferred losses were not material. Foreign currency translation adjustments are not adjusted for
income taxes since they relate to indefinite investments in non-U.S. subsidiaries.

17
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Changes in Accumulated Other Comprehensive Income by Component

The changes in accumulated other comprehensive income by component for the three months ended March 31, 2013
and 2012 were as follows:

Foreign Accumulated
Currency Deferred Other
Translation Market Value Loss Comprehensive
Adjustment Adjustment Income (Loss)
Balance, December 31, 2012 $25,463 $(4,326 ) $(6,817 ) $14,320
Other comprehensive loss before reclassifications (4,387 ) (58 ) — (4,445 )
Amounts reglasglfled from accumulated other L 10 210 220
comprehensive income (loss)
Net current period other comprehensive income (4387 ) (48 ) 210 (4225 )
(loss)
Balance, March 31, 2013 $21,076 $(4,374 ) $(6,607 ) $10,095
Foreign Accumulated
Currency Deferred Other
Translation Market Value Loss Comprehensive
Adjustment Adjustment Income (Loss)
Balance, December 31, 2011 $943 $(1,355 ) $(7,655 ) $(8,067 )
Other (?o.mprehenswe income before 18216 201 . 18,417
reclassifications
Amounts reclassified from accumulated other
. — — 210 210
comprehensive income (loss)
Net current period other comprehensive income 18,216 201 210 18,627
Balance, March 31, 2012 $19,159 $(1,154 ) $(7,445 ) $10,560

The gross market value adjustment and deferred loss were reclassified from accumulated other comprehensive income
to interest expense, net on the accompanying consolidated statements of operations.

Dividend Program
During each of the first three quarters of 2012, the Company's Board of Directors declared a quarterly cash dividend
of $0.17 per common share and in November 2012, declared an increase in the quarterly cash dividend from $0.17 per

common share to $0.30 per common share. This 76% increase raises the annual dividend rate to $1.20 per common
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share from $0.68 per common share and represents a three-fold increase from the annual rate in effect in 2011. During
the first quarter of 2013, the Company's Board of Directors declared a quarterly cash dividend of $0.30 per common
share.

Share Repurchase Plan

In January 2012, the Company’s Board of Directors authorized the Company to repurchase an additional $1 billion of
the Company’s common stock, increasing the total available authorization at that time to $1.1 billion. The share
repurchase authorization has no set expiration or termination date.

For the three months ended March 31, 2013, the Company repurchased 1.1 million shares of its common stock at an
average price of $57.81 per share for a total of $62 million. For the three months ended March 31, 2013, the Company
reissued 0.4 million shares for employee benefit plans. At March 31, 2013, $803 million remained available under the
Company’s share repurchase authorizations.
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For the three months ended March 31, 2012, the Company repurchased 847 thousand shares of its common stock at an
average price of $59.00 per share for a total of $50 million. For the three months ended March 31, 2012, the Company
reissued 1.5 million shares for employee benefit plans.

10. SUPPLEMENTAL CASH FLOW & OTHER DATA

Supplemental cash flow data for the three months ended March 31, 2013 and 2012 is as follows:

Three Months Ended

March 31,

2013 2012
Depreciation expense $50,858 $51,943
Amortization expense 19,360 20,231
Interest paid 51,791 49,782
Income taxes paid 83,957 10,253
Assets acquired under capital leases 416 1,192
Businesses acquired:
Fair value of assets acquired 151,543 50,800
Fair value of liabilities assumed 10,808 269
Fair value of net assets acquired 140,735 50,531
Merger consideration paid (payable) (50,342 ) 25
Cash paid for business acquisitions 90,393 50,556
Less: Cash acquired — —
Business acquisitions, net of cash acquired $90,393 $50,556

Supplemental continuing operations data for the statement of operations for the three months ended March 31, 2013
and 2012 is as follows:

Three Months Ended

March 31,

2013 2012
Depreciation expense $50,634 $51,236
Interest expense (40,486 ) (42,761 )
Interest income 621 659
Interest expense, net (39,865 ) (42,102 )

11. COMMITMENTS AND CONTINGENCIES

The Company has a line of credit with a financial institution totaling $85 million for the issuance of letters of credit
(the “Letter of Credit Line”). The Letter of Credit Line, which is renewed annually, matures on November 18, 2013.

In support of its risk management program, to ensure the Company’s performance or payment to third parties, $60
million in letters of credit were outstanding at March 31, 2013. The letters of credit primarily represent collateral for
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current and future automobile liability and workers’ compensation loss payments.
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Contingent Lease Obligations

The Company is subject to contingent obligations under certain leases and other instruments incurred in connection
with real estate activities and other operations associated with LabOne, Inc., which the Company acquired in 2005,
and certain of its predecessor companies. No liability has been recorded for any of these potential contingent
obligations. See Note 17 to the Consolidated Financial Statements contained in the Company’s 2012 Annual Report on
Form 10-K for further details.

Other Legal Matters

The Company is involved in various legal proceedings. Some of the proceedings against the Company involve claims
that could be substantial in amount.

In addition to the matters described below, in the normal course of business, we have been named, from time to time,
as a defendant in various legal actions, including arbitrations, class actions and other litigation, arising in connection
with our activities as a provider of diagnostic testing, information and services. These legal actions may include
lawsuits alleging negligence or other similar legal claims. These actions could involve claims for substantial
compensatory and/or punitive damages or claims for indeterminate amounts of damages, and could have an adverse
impact on our client base and reputation.

We are also involved, from time to time, in other reviews, investigations and proceedings by governmental agencies
regarding our business, including, among other matters, operational matters, which may result in adverse judgments,
settlements, fines, penalties, injunctions or other relief. The number of these reviews, investigations and proceedings
has increased in recent years with regard to many firms in the healthcare services industry, including our Company.

In November 2009, the U.S. District Court for the Southern District of New York partially unsealed a civil complaint,
U.S. ex rel. Fair Laboratory Practices Associates v. Quest Diagnostics Incorporated, filed against the Company under
the whistleblower provisions of the federal False Claims Act. The complaint alleged, among other things, violations of
the federal Anti-Kickback Statute and the federal False Claims Act in connection with the Company's pricing of
laboratory services. The complaint seeks damages for alleged false claims associated with laboratory tests reimbursed
by government payers, treble damages and civil penalties. In March 2011, the district court granted the Company's
motion to dismiss the relators' complaint and disqualified the relators and their counsel from pursuing an action based
on the facts alleged in the complaint; the relators filed a notice of appeal. In July 2011, the government filed a notice
declining to intervene in the action and the Court entered a final judgment in the Company's favor. The relators' appeal
is pending.

In November 2010, a putative class action entitled Seibert v. Quest Diagnostics Incorporated, et al. was filed against
the Company and certain former officers of the Company in New Jersey state court, on behalf of the Company's sales
people nationwide who were over forty years old and who either resigned or were terminated after being placed on a
performance improvement plan. The complaint alleges that the defendants' conduct violates the New Jersey Law
Against Discrimination ("NJLAD"), and seeks, among other things, unspecified damages. The defendants removed
the complaint to the United States District Court for the District of New Jersey. The plaintiffs filed an amended
complaint that adds claims under ERISA. The Company filed a motion seeking to limit the application of the NJLAD
to only those members of the purported class who worked in New Jersey and to dismiss the individual defendants. The
motion was granted. The only remaining NJLAD claim is that of the named plaintiff; the ERISA claim remains in the
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case. Both parties have filed summary judgment motions. The defendants' motion was granted in part and denied in
part and the plaintiff's motion was denied.

In 2010, a purported class action entitled In re Celera Corp. Securities Litigation was filed in the United States District
Court for the Northern District of California against Celera Corporation and certain of its directors and current and
former officers. An amended complaint filed in October 2010 alleges that from April 2008 through July 22, 2009, the
defendants made false and misleading statements regarding Celera's business and financial results with an intent to
defraud investors. The complaint was further amended in 2011 to add allegations regarding a financial restatement.
The complaint seeks unspecified damages on behalf of an alleged class of purchasers of Celera's stock during the
period in which the alleged misrepresentations were made. The Company's motion to dismiss the complaint was
denied. The parties are engaged in discovery.

In August 2011, the Company received a subpoena from the U.S. Attorney for the Northern District of Georgia
seeking various business records, including records related to the Company's compliance program, certain marketing
materials, certain product offerings, and test ordering and other policies. The Company is cooperating with the
request.
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In January 2012, a putative class action entitled Beery v. Quest Diagnostics Incorporated was filed in the United
States District Court for the District of New Jersey against the Company and a subsidiary, on behalf of all female sales
representatives employed by the defendants from February 17, 2010 to the present. The amended complaint alleges
that the defendants discriminate against these female sales representatives on account of their gender, in violation of
the federal civil rights and equal pay acts, and seeks, among other things, injunctive relief and monetary damages. The
Company has filed motions to dismiss the complaint, to strike the class allegations and to compel arbitration with the
named plaintiffs.

In September 2009, the Company received a subpoena from the Michigan Attorney General's Office seeking
documents relating to the Company's pricing and billing practices as they relate to Michigan's Medicaid program. The
Company cooperated with the requests. In January 2012, the State of Michigan intervened as a plaintiff in a civil
lawsuit, Michigan ex rel. Hunter Laboratories LL.C v. Quest Diagnostics Incorporated, et al., filed in Michigan
Superior Court. The suit, originally filed by a competitor laboratory, alleges that the Company overcharged
Michigan's Medicaid program. The Company's motion to dismiss the complaint was denied.

In March 2011, prior to the Company's acquisition of Celera, several putative class action lawsuits were filed by
shareholders of Celera against the Company, Celera, and the directors of Celera in the Court of Chancery of Delaware
and in California. The suits allege that Celera's directors breached their fiduciary duties in connection with the
Company's proposed acquisition of Celera, and that the Company aided and abetted those alleged breaches. The
parties reached a settlement, and the Court of Chancery of Delaware certified a settlement class and approved the
settlement over the objection of a Celera shareholder, BVF Partners L.P. (“BVF”). Plaintiffs in two substantively
similar lawsuits filed in the United States District Court for the Northern District of California were not party to the
settlement agreement but the claims of those plaintiffs were released pursuant to Court of Chancery's order. On appeal
of the Court of Chancery's decision, the Supreme Court of the State of Delaware affirmed the certification of the
settlement class and approval of the settlement, but determined that BVF should have been afforded the right to “opt
out” of the settlement and pursue its claims. The case has been remanded to the Court of Chancery for further
proceedings.

In July 2012, a putative class action entitled Mt. Lookout Chiropractic Center Inc. v. Quest Diagnostics Incorporated,
et al. ("Mt. Lookout") was filed in the United States District Court for the District of New Jersey against the
Company, two of its subsidiaries and others. The complaint alleges that the defendants violated the federal Telephone
Consumer Protection Act by sending fax advertisements without permission and without the required opt-out notice,
and seeks monetary damages and injunctive relief.

In addition, the Company and certain of its subsidiaries have received subpoenas from state agencies. The Company
and the subsidiaries continue responding to subpoenas from state agencies in two states and are cooperating with their
requests.

The federal or state governments may bring claims based on new theories as to the Company's practices which
management believes to be in compliance with law. In addition, certain federal and state statutes, including the qui
tam provisions of the federal False Claims Act, allow private individuals to bring lawsuits against healthcare
companies on behalf of government or private payers. The Company is aware of certain pending individual or class
action lawsuits, and has received several subpoenas, related to billing practices filed under the qui tam provisions of
the Civil False Claims Act and/or other federal and state statutes, regulations or other laws. The Company understands
that there may be other pending qui tam claims brought by former employees or other "whistle blowers" as to which
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the Company cannot determine the extent of any potential liability.

Management cannot predict the outcome of such matters. Although management does not anticipate that the ultimate
outcome of such matters will have a material adverse effect on the Company's financial condition, given the high
degree of judgment involved in establishing loss estimates related to these types of matters, the outcome of such
matters may be material to the Company's results of operations or cash flows in the period in which the impact of such
matters is determined or paid.

These matters are in different stages. Some of these matters are in their early stages. Matters may involve responding
to and cooperating with various government investigations and related subpoenas. As of March 31, 2013, the
Company believes that there are no losses related to the Other Legal Matters described above that are probable, or, if a
loss is probable, it cannot be reasonably estimated. While the Company believes that a reasonable possibility exists
that losses may have been incurred related to the Other Legal Matters described above, based on the nature and status
of these matters, potential losses, if any, cannot be estimated.
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Reserves for Legal Matters

Reserves for legal matters, unrelated to those described in "Other Legal Matters", totaled less than $5 million at both
March 31, 2013 and December 31, 2012.

Reserves for General and Professional Liability Claims

As a general matter, providers of clinical testing services may be subject to lawsuits alleging negligence or other
similar legal claims. These suits could involve claims for substantial damages. Any professional liability litigation
could also have an adverse impact on the Company's client base and reputation. The Company maintains various
liability insurance coverages for, among other things, claims that could result from providing, or failing to provide,
clinical testing services, including inaccurate testing results, and other exposures. The Company's insurance coverage
limits its maximum exposure on individual claims; however, the Company is essentially self-insured for a significant
portion of these claims. Reserves for such matters, including those associated with both asserted and incurred but not
reported claims, are established by considering actuarially determined losses based upon the Company's historical and
projected loss experience. Such reserves totaled approximately $113 million and $110 million as of March 31, 2013
and December 31, 2012, respectively. Management believes that established reserves and present insurance coverage
are sufficient to cover currently estimated exposures. Management cannot predict the outcome of any claims made
against the Company. Although management does not anticipate that the ultimate outcome of any such proceedings or
claims will have a material adverse effect on the Company's financial condition, given the high degree of judgment
involved in establishing accruals for loss estimates related to these types of matters, the outcome may be material to
the Company's results of operations or cash flows in the period in which the impact of such claims is determined or
paid.

12.  HELD FOR SALE AND DISCONTINUED OPERATIONS

During the fourth quarter of 2012, the Company committed to a plan to sell HemoCue. In February 2013, the
Company entered into an agreement to sell HemoCue for approximately $300 million plus estimated cash on hand at
closing and other customary working capital adjustments. The Company completed the sale of OraIDNA in December
2012. As a result, the Company's fourth quarter 2012 results included charges in discontinued operations for the asset
impairment associated with HemoCue and the loss on sale associated with OralDNA totaling $86 million.

Results of operations for HemoCue and NID have been reported as discontinued operations for the three months
ended March 31, 2013. Results of operations for HemoCue, OralDNA and NID have been reported as discontinued
operations for the three months ended March 31, 2012. At March 31, 2013 and December 31, 2012, the assets and
liabilities of HemoCue have been reported as held for sale in the accompanying balance sheets.

Discontinued operations for the first quarter of 2013 includes discrete tax benefits of $19.8 million due to new
information resulting in changes in estimates for certain tax contingencies related to NID.

Summarized financial information for the discontinued operations is set forth below:

Three Months Ended

March 31,

2013 2012
Net revenues $24,999 $27,758
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Income from discontinued operations before taxes
Income tax benefit
Income from discontinued operations, net of taxes

22

991
19,297
$20,288

2,517
478
$2,995
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The following table summarizes the HemoCue assets and liabilities held for sale in our consolidated balance sheets at
March 31, 2013 and December 31, 2012:

March 31, December 31,
2013 2012
Assets held for sale:
Cash and cash equivalents $26,632 $17,234
Accounts receivable, net 10,945 14,430
Inventories 5,945 5,388
Deferred income taxes 968 242

Prepaid expenses and other current assets
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