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Dear Stakeholders:

I am pleased to report on 2004 and provide a few additional thoughts.

Clinical Outcomes: DaVita achieved strong performance again this year in all areas. Here are some
examples in the areas of nutrition, kinetics and anemia management:

• 85% of our patients achieved an albumin level of 3.5,
• 94% of our patients achieved a Kt/V of 1.2,
• 90% of our patients achieved the higher standard of a Kt/V of 1.3, and
• 86% of our patients achieved an HCT of 33 or greater.

These values remain consistently high and we know of no one in the industry with
better clinical results.

Also noteworthy is our progress and leadership with improving the access placement
for our patients. Fistulas have a lower rate of infection and require less frequent revision
than any other type of vascular access for dialysis. The importance of this area is
reflected by the fact that the Centers for Medicare and Medicaid Services (CMS) made
it one of its primary areas of focus, and in fact launched a program called Fistula First.
DaVita had launched its own fistula initiative well before this, and our early emphasis
has paid off. We now have 42% of our patients receiving their dialysis treatments thru
an arteriovenous fistula. Several CMS officials have publicly recognized DaVita for the
fact that we are the outcomes leader in this area.

Our patients gross mortality rate was 17.7%. Again in this category we don’t know of
anyone better.

In short, 2004 was a superb clinical year! DaVita delivered the best care in its history.

Gambro Acquisition: In December we announced that we had entered into a definitive agreement to acquire
Gambro Healthcare for a little over $3 billion. Upon the consummation of this
acquisition, we expect to serve over 95,000 dialysis patients with over 1,100 clinics in
approximately 40 states and the District of Columbia. We believe that this will improve
our competitive position in the United States and allow us to offer a better platform for
our initiatives to improve care for patients and improve value to payors and taxpayers.

The stability surrounding our cash flows allowed us to feel comfortable with financing
this transaction with 100% debt. We recently completed the first step in the financing
process through the issuance of $500 million 65⁄8% senior notes due in 2013 and $850
million 71⁄4% senior subordinated notes due in 2015. We intend to finance the balance
of the acquisition through a new credit facility. We currently intend to reduce this debt
to more normal levels within a few years while continuing to invest in growth activities.

We are currently working with the government to receive Hart-Scott-Rodino clearance.
The integration of the two companies will be challenging and we are prepared for the
task.

Cash Flow: In 2004 we had the strongest cash flows in our history! Cash flow from operations was
$361 million and free cash flow was $314 million. Both of these numbers exclude the
tax benefit from stock option exercises and the after-tax benefit of prior year Medicare
lab recoveries, which together was approximately $59 million.



Earnings: Net earnings were $217 million, excluding prior period recoveries. On a comparable
basis, operating income was up 13.3% for the year and net earnings per share increased
26.3%. Operating margins were 17.5% just slightly below 2003’s margin of 17.8%,
consistent with our guidance.

Growth: Our investments in de novo center development over the past 3 years are showing
positive results. Non-acquired growth in the fourth quarter was 6% and 5% for the full
year! This year we opened 44 de novo centers and on the acquisition front we added 51
centers serving approximately 3,700 patients. These 95 new facilities represent a 17%
increase in the base business capacity.

Employer of Choice: We strive to be not only a good company but also to provide an excellent and caring
community for our care givers. This year we had the lowest turnover in the last five
years, including having the lowest number of nursing vacancies.

Provider of Choice: In 2004, we found more ways to reach out to our patients. In many locations we now
offer free Kidney Education and You (KEY) classes where chronic kidney disease
patients can learn more about kidney disease and what they can do to take care of
themselves. We also invested in DaVita.com, offering educational material, recipes,
discussion boards and more.

Our patients know that it is important that communication flows both ways. That is why
they formed DaVita Patient Citizens (DPC) in 2004. DPC is already weighing in on
issues that are important to them by communicating with CMS and Congress, including
by making trips to Washington in March of 2005 to visit their representatives.

Public Policy: In 2004, DaVita and the industry made steady progress in building relationships with
key government stakeholders, including CMS, MedPAC, and Congress. While we were
disappointed that Congress did not enact an annual update mechanism for dialysis
services in its 2004 session, MedPAC recently recommended a 2.5% increase to
dialysis service reimbursement for 2006. In addition, members of both houses of
Congress introduced legislation in 2004—and again in March of 2005—that would
provide for an annual update and other needed quality-focused reforms to the dialysis
reimbursement and regulatory system.

Conclusion: In 2004 DaVita delivered strong performance to all of our stakeholders.

As we look out over the next five years, it appears that demand will continue to grow. It
also appears that reimbursement pressure will continue to grow and we still believe (as
we have stated for the past 5 years) that over the long-term our margins will compress.

We will continue to invest in our portfolio of strategic initiatives that are intended to
position us to be the highest value provider of kidney related care for all payors, with a
distinctively attractive geographic foot print.

Finally I would like to offer heartfelt thanks to our 14,000 teammates. Your resilience and tenacity in
simultaneously meeting the needs of so many diverse constituencies is remarkable.

Respectfully submitted,

Kent J. Thiry
Chairman and CEO

For financial reconciliations, see our press release for the 4th Quarter and Year Ended 2004 Results, which is on our website at www.davita.com.



Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Forward looking statements

This Annual Report contains statements that are forward-looking statements within the meaning of the
federal securities laws. All statements that do not concern historical facts are forward-looking statements and
include among other things, statements about our expectations, beliefs, intentions and/or strategies for the future.
These forward-looking statements include statements regarding our expectations for treatment growth rates,
revenue per treatment, expense growth, levels of the provision for uncollectible accounts receivable, operating
income, cash flow, and capital expenditures. These statements involve substantial known and unknown risks and
uncertainties that could cause our actual results to differ materially from those described in the forward-looking
statements, including, but not limited to, risks resulting from the regulatory environment in which we operate,
economic and market conditions, competitive activities, other business conditions, accounting estimates, and the
risk factors set forth in this Annual Report. These risks, among others, include those relating to the concentration
of profits generated from PPO and private indemnity patients, possible reductions in private and government
reimbursement rates, changes in pharmaceutical practice patterns or reimbursement policies, our ability to
maintain contracts with physician medical directors, and legal compliance risks, including our continued
compliance with complex government regulations and the ongoing review by the U.S. Attorney’s Office for the
Eastern District of Pennsylvania, and the OIG and the subpoenas from the U.S. Attorney’s Offices for the
Eastern District of New York and the Eastern District of Missouri, and our ability to complete acquisitions of
businesses, including the consummation of the Gambro Healthcare acquisition, terms of the related financing,
and subsequent integration of the business. We base our forward-looking statements on information currently
available to us, and we undertake no obligation to update or revise these statements, other than in connection
with our quarterly reporting on Form 10-Q or in our Annual Report on Form 10-K, whether as a result of
changes in underlying factors, new information, future events or other developments.

The following should be read in conjunction with our consolidated financial statements.

Overview

Our stated mission is to be the provider, employer and partner of choice. We believe our attention to these
three areas—our patients, our teammates, and our business partners represent the major drivers of our long-term
success, aside from external factors such as government policy and physician practice patterns. Accordingly, two
principal non-financial metrics we track are quality clinical outcomes and teammate turnover. We have
developed our own composite index for measuring improvements in our clinical outcomes, which we refer to as
the DaVita Quality Index, or DQI. Our clinical outcomes have improved over each of the past three years, and
we ended 2004 with the best clinical outcomes that we have ever achieved. Although it is difficult to reliably
measure clinical performance across our industry, we believe our clinical outcomes compare favorably with other
dialysis providers in the United States. Over the past three years we have achieved significant reductions in
teammate turnover, which has been a major contributor to our performance improvements. We will continue to
focus on these fundamental long-term value drivers.

We are pleased with the overall clinical, operating and financial performance levels achieved over the past
three years. Although our business has areas of significant potential exposure, as delineated in the risk factors
following this discussion and analysis, our operating results over the past three years have not been significantly
adversely affected by these risk factors.

Our operations represent a single reporting segment, with approximately 96% of our revenues currently
derived directly from providing dialysis services, of which 88% represents on-site dialysis services in 624 centers
that are wholly-owned or majority-owned. Our other direct dialysis services, which are operationally integrated
with our center operations, relate to patient-performed peritoneal dialysis and acute treatments in hospitals.
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The principal drivers of our revenue are a) the number of treatments, which is primarily a function of the
number of chronic patients requiring three treatments per week, and b) average treatment revenue. The total
patient base is a relatively stable factor, influenced by a demographically growing need for dialysis, our
relationships with referring physicians together with the quality of our clinical care, and our pace of opening and
acquiring new centers.

Our year-over-year treatment volume growth for 2004 was 10.8%, compared with 6.7% and 5.0% for 2003
and 2002. Approximately 40% of our growth in each of the last two years was associated with new centers, and
approximately 60% was attributable to increased treatments.

Average revenue per treatment is principally driven by our mix of commercial and government (principally
Medicare and Medicaid) treatments, the mix and intensity of physician-prescribed pharmaceuticals, commercial
and government reimbursement rates, and our dialysis services charge-capture, billing and collecting operations
performance.

On average, reimbursement rates from commercial payors are more than double Medicare and Medicaid
reimbursement rates, and therefore the percentage of commercial patients to total patients represents a major
driver of our total average revenue per treatment. The percent of patients under government reimbursement
programs to total dialysis center patients increased approximately 1% over the past two years, and is currently
approximately 79%.

In terms of revenue dollars, approximately 60% of our total dialysis revenue is from government or
government-based programs. Government reimbursement rates are principally determined by federal (Medicare)
and state (Medicaid) policy, have limited potential for rate increases and are sometimes at risk of reductions.
Medicare reimbursements represent approximately 50% of our dialysis revenue, and cumulative increases since
1990 total approximately 5%. There were no Medicare reimbursement rate increases for 2003 and 2004. A 1.6%
increase became effective on January 1, 2005, however this increase will be more than offset by other structural
changes to Medicare dialysis reimbursement rates that also became effective January 1, 2005. Medicaid rates in
some states have been under severe budget pressures. Approximately 40% of our dialysis revenue is from
commercial healthcare plans and contracted managed-care payors. Commercial rates can vary significantly and a
major portion of our commercial rates are contracted amounts with major payors and are subject to intense
negotiation pressure. Over the past three years we have been successful in maintaining a relatively stable average
reimbursement rate in the aggregate for patients with commercial plans, in addition to obtaining periodic fee
schedule increases.

Approximately 40% of our dialysis revenue has been associated with physician-prescribed pharmaceuticals,
and therefore changes in physician practice patterns, pharmaceutical protocols, and pharmaceutical intensities
significantly influence our revenue levels. Such changes, driven by physician practice patterns and protocols
focused on improving clinical outcomes, have accounted for a significant portion of the increase in average
revenue per treatment over the past three years.

Our operating performance with respect to dialysis services charge-capture, billing and collection can also
be a significant factor in how much average revenue per treatment is actually realized. Over the past three years
we have invested heavily in new systems and processes that have helped improve our operating performance and
reduce our regulatory compliance risks.

Because of the inherent uncertainties associated with predicting third-party reimbursements in the healthcare
industry, our revenue recognition involves significant estimation risks. Our estimates are developed based on the
best information available to us and our best judgment as to the reasonably assured collectibility of our billings as
of the reporting date. Changes in estimates are reflected in the financial statements based upon on-going actual
experience trends, or subsequent settlements and realizations depending on the nature and predictability of the
estimates and contingencies.
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Our annual average revenue per treatment increased from $291 in 2002 to $303 in 2003 and to $312 in
2004. These increases were principally due to increases in our standard fee schedules (impacting non-contracted
commercial revenue), changes in mix and intensity of physician-prescribed pharmaceuticals, commercial
contract negotiations, and continued improvements in revenue capture, billing and collection operations, while
maintaining a relatively stable mix of commercial patients and commercial rates.

The principal drivers for our patient care costs are clinical hours per treatment, labor rates, vendor pricing of
pharmaceuticals, and business infrastructure and compliance costs. However, other cost categories can also
represent significant cost changes such as increased insurance costs experienced in 2003. Our average clinical
hours per treatment has improved over the past three years primarily because of reduced teammate turnover and
improved training and processes. We believe there is limited opportunity for productivity improvements beyond
the levels achieved in 2004, and federal and state policies can adversely impact our ability to achieve optimal
productivity levels. Labor rates have increased consistent with general industry trends. For the past three years
we have been able to negotiate relatively stable pharmaceutical pricing with our vendors, and expect relatively
stable pricing through 2005.

General and administrative expenses have remained relatively constant as a percent of total revenue over the
past three years. However, this reflects substantial increases in spending related to strengthening our business and
regulatory compliance processes, legal and other professional fees, and expanding support functions. We expect
that these higher levels of general and administrative expenses will be generally maintained to support our long-
term initiatives and to support our efforts to achieve the highest levels of regulatory compliance.

Although other revenues represent less than 5% of total revenues, successful resolutions of disputed
Medicare billings at our Florida lab resulted in recoveries related to prior years’ services being recognized as
current period revenue and operating income of $8 million, $24 million, and $59 million for 2004, 2003, and
2002, respectively. The carrier began making payments on Medicare lab billings in the third quarter of 2002 after
four years of withholding all payments. Therefore we were able to begin recognizing Medicare lab revenue as
services were provided, incrementally increasing income by such revenue. Medicare lab revenues for 2004
current year services amounted to $34 million.

Gambro Healthcare Acquisition. On December 6, 2004, we entered into an agreement to acquire Gambro
Healthcare, Inc., or Gambro Healthcare, a subsidiary of Gambro AB, one of the largest dialysis service providers
in the United States, for a purchase price of approximately $3.05 billion in cash. We currently plan to finance this
transaction and refinance our existing credit facility through the issuance of notes and the entry into a new senior
secured credit facility. In conjunction with the acquisition, we are entering into a 10-year product supply
agreement with Gambro Renal Products Inc., a subsidiary of Gambro AB, to provide a significant majority of our
dialysis equipment and supplies. We expect that the acquisition will increase our revenues by more than 80%
based on 2004 levels. The timing of the completion of the acquisition transaction is dependent on the
government’s Hart-Scott-Rodino antitrust review process. On February 18, 2005, the Company received a
request from the Federal Trade Commission, or FTC, for additional information in connection with the
acquisition. The request extends the waiting period imposed by the Hart-Scott-Rodino Act until thirty days after
the Company and Gambro Healthcare have substantially complied with the request, unless that period is
voluntarily extended by the parties or is terminated sooner by the FTC. In connection with obtaining antitrust
clearance, we may decide to, or the FTC or other regulatory agencies with jurisdiction may require us to, divest
certain of our or Gambro Healthcare’s dialysis centers.

Outlook for 2005. We are currently targeting operating income to be between 2% and 6% higher than the
2004 level, exclusive of the effects of the Gambro Healthcare acquisition and related debt financing, and
exclusive of the expensing of stock options required by FASB No. 123R. At this time, we expect the Gambro
Healthcare acquisition together with the related debt financing to be dilutive to earnings per share, or EPS, in the
first year after the closing of the acquisition, neutral in the second year, and accretive thereafter. These
projections and the underlying assumptions involve significant risks and uncertainties, and actual results may
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vary significantly from these current projections. These risks, among others, include those relating to the
concentration of profits generated from PPO and private indemnity patients, possible reductions in private and
government reimbursement rates, changes in pharmaceutical practice patterns or reimbursement policies, our
ability to maintain contracts with our physician medical directors, legal compliance risks, including our
continued compliance with complex government regulations and the ongoing review by the U.S. Attorney’s
Office for the Eastern District of Pennsylvania and the OIG and the subpoenas from the U.S. Attorney’s Offices
for the Eastern District of New York and the Eastern District of Missouri and our ability to complete acquisitions
of businesses, including the consummation of the Gambro acquisition, terms of the related financing, and
subsequent integration of the businesses. You should read “Risk Factors” in this Annual Report for more
information about these and other potential risks. We undertake no obligation to update or revise these
projections, whether as a result of changes in underlying factors, new information, future events or other
developments.

Results of operations

Following is a summary of operating results for reference in the discussion that follows:

Year ended December 31,

2004 2003 2002

(dollar amounts rounded to nearest million, except per treatment data)

Net operating revenues:
Current period services . . . . . . . . . . . . . . . . $ 2,291 100% $ 1,992 100% $ 1,796 100%
Prior years’ services—laboratory . . . . . . . . 8 24 59

2,299 2,016 1,855
Operating expenses and charges:

Patient care costs . . . . . . . . . . . . . . . . . . . . . 1,555 68% 1,361 68% 1,218 68%
General and administrative . . . . . . . . . . . . . 192 8% 160 8% 154 9%
Depreciation and amortization . . . . . . . . . . . 87 4% 75 4% 64 4%
Provision for uncollectible accounts . . . . . . 41 2% 36 2% 32 2%
Recoveries . . . . . . . . . . . . . . . . . . . . . . . . . . (5)
Minority interests and equity income, net . . 14 7 8

Total operating expenses and charges . . . . . 1,889 1,638 1,471

Operating income—including prior years’
recoveries, (i.e., including amounts in
italics) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 410 $ 379 $ 384

Dialysis treatments . . . . . . . . . . . . . . . . . . . . . . . . 7,062,424 6,373,894 5,975,280
Average dialysis treatments per treatment day . . 22,528 20,377 19,090
Average dialysis revenue per treatment . . . . . . . . $ 312 $ 303 $ 291

Net operating revenues

Dialysis revenues represented approximately 96% of net operating revenues in 2004, and 97% in 2003 and
2002. Lab and other ancillary services and management fee income accounted for the balance of revenues.

Operating revenues for current period services increased 15% in 2004 and 11% in 2003. Approximately
11% and 7% of the increases in revenue for 2004 and 2003 were due to increases in the number of dialysis
treatments and approximately 3% and 4% was attributable to increases in the average dialysis revenue per
treatment. The balance of the increase in 2004 was due to additional lab, management fees and ancillary revenue.

Dialysis revenues. Dialysis services include outpatient center hemodialysis, home dialysis and inpatient
hemodialysis under contracts with hospitals, which accounted for approximately 88%, 7% and 5% of total
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dialysis revenues, respectively. Major components of dialysis revenues include the administration of EPO and
other pharmaceuticals as part of the dialysis treatment, which represents approximately 40% of total dialysis
revenues.

Approximately 60% of our total dialysis revenues are from government-based programs, principally
Medicare and Medicaid, with the balance from more than 600 commercial payors under more than 1500
commercial healthcare plans and approximately 300 managed-care contracts. Approximately 50% of our total
dialysis revenues are associated with Medicare patients, who represent nearly 70% of our total patients.

Services provided to patients covered by commercial healthcare plans are paid on average at more than
double the Medicare or Medicaid rates. Patients covered by employer group health plans convert to Medicare
after a maximum of 33 months. As of year-end 2004, the Medicare ESRD dialysis treatment rates for our patients
were between $121 and $144 per treatment, or an overall average of $131 per treatment, excluding the
administration of separately billed pharmaceuticals.

The majority of our net earnings from dialysis services are derived from commercial payors, some of which
pay at negotiated reimbursement rates and others which pay based on our usual and customary fee schedule. The
commercial reimbursement rates are under continuous downward pressure as we negotiate contract rates with
large HMOs and insurance carriers. Additionally, as a patient transitions from commercial coverage to Medicare
or Medicaid coverage, the reimbursement rates normally decline substantially. No single payor accounts for more
than 5% of total dialysis revenues.

The number of dialysis treatments increased 10.8% in 2004 and 6.7% in 2003. Acquisitions accounted for
5.8% and 2.8% of treatment growth for 2004 and 2003. Non-acquired treatment growth was 5.0% and 3.9% for
2004 and 2003.

The average dialysis revenues recognized per treatment was $312, $303 and $291 for 2004, 2003 and 2002,
respectively. The increase in average dialysis revenues per treatment in 2004 and 2003 was principally due to
commercial rate increases and changes in intensity of physician-prescribed pharmaceuticals. The average dialysis
revenues per treatment for the fourth quarter of 2004 was approximately $311. Our mix of commercial patients
and commercial rates, which is a major profitability factor, remained relatively stable during 2004.

Lab and other services. A third-party carrier review of Medicare reimbursement claims associated with
our Florida-based laboratory was initiated in 1998. Prior to the third quarter 2002, no Medicare payments had
been received since May 1998. Following a favorable ruling by an administrative law judge in June 2002 relating
to review periods from January 1995 to March 1998, the carrier began releasing funds for lab services provided
subsequent to May 2001. During the fourth quarter of 2002, the carrier also released funds for certain claims in
review periods from April 1998 through May 2001. During the second half of 2002, the carrier paid us a total of
$69 million. Approximately $10 million of these collections related to 2002 lab services provided through June
2002, and the balance of $59 million related to prior years’ services. In addition to paying the prior-period
claims, the carrier also began processing billings for current period services in the third quarter of 2002, at which
time we began recognizing current period Medicare lab revenue. In late 2003 the carrier’s hearing officer
rendered partially favorable decisions relating to review periods from April 1998 to May 2000, resulting in our
recognition of additional recoveries of $24 million. We filed requests for appeal for the remaining unsettled
claims for these review periods. In the third quarter of 2004, an administrative law judge rendered a favorable
decision regarding the majority of these unsettled claims, which resulted in our recognition of $8.3 million in
additional recoveries. Less than $4 million in disputed Medicare lab billings currently remain unresolved.

Management fee income. Management fee income represented less than 1% of net operating revenues for
2004 and 2003. We operated or provided administrative services to 34 third-party or minority-owned dialysis
centers as of December 31, 2004. In 2003 we acquired an outpatient vascular access management business that
currently manages the vascular access component at seventeen independent third-party physician practices. Our
management fees are principally based on a percentage of the revenue of the managed operations.
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Operating expenses and charges

Patient care costs. Patient care costs are those costs directly associated with operating and supporting our
dialysis centers and ancillary operations, and consist principally of labor, pharmaceuticals, medical supplies and
facility costs. As a percentage of current period operating revenues, patient care costs were 68% for all periods
presented. On a per-treatment basis, patient care costs increased approximately $7 and $11 in 2004 and 2003,
respectively. The increases in 2004 and 2003 were principally due to higher labor costs and increases in the
levels of revenue generating physician-prescribed pharmaceuticals. The increase in 2003 was also due to higher
insurance costs. The higher labor costs reflect rising labor rates and the effect of the increase in the number of
newly opened centers not yet at normal productivity levels, partially offset by general labor productivity
improvements. We believe there is limited opportunity for productivity improvements beyond the levels achieved
in 2004.

General and administrative expenses. General and administrative expenses consist of those costs not
specifically attributable to the dialysis centers and ancillary operations, and include expenses for corporate and
regional administration, including centralized accounting, billing and cash collection functions, and regulatory
compliance oversight. General and administrative expenses as a percentage of current period operating revenues
were 8.4%, 8.0% and 8.6% in 2004, 2003 and 2002, respectively. In absolute dollars, general and administrative
expenses increased by approximately $32 million in 2004 and $6 million in 2003. The increase in 2004
principally consisted of higher labor costs, professional fees for legal and compliance initiatives, and increases in
support infrastructure for corporate initiatives and business expansion. The increase in 2003 was principally due
to higher labor costs. The substantial increases in labor costs for 2004 and 2003 principally related to
strengthening our business and regulatory compliance processes, as well as expanding support functions.

Depreciation and amortization. Depreciation and amortization was approximately 4% of current period
operating revenues for each of the past three years. The increase in depreciation and amortization from $75
million in 2003 to $87 million in 2004 was principally due to new center developments and acquisitions.

Provision for uncollectible accounts. The provisions for uncollectible accounts receivable were
approximately 2% of current period operating revenues for each of the three years. During 2002, we realized
recoveries of $5 million associated with aged accounts receivable that had been reserved in 1999. The recoveries
resulted from improvements made in our billing and collection processes.

Minority interests and equity income, net. Minority interests net of equity income increased in 2004 by
approximately $7 million due to an increase in new centers having minority partners as well as growth in the
earnings of our joint ventures.

Impairments and valuation adjustments. We perform impairment or valuation reviews for our property
and equipment, amortizable intangibles, and investments in and advances to third-party dialysis businesses at
least annually and whenever a change in condition indicates that a review is warranted. Such changes include
shifts in our business strategy or plans, the quality or structure of our relationships with our partners, or when a
center experiences deteriorating operating performance. Goodwill is also assessed at least annually for possible
valuation impairment using fair value methodologies. No significant impairments or valuation adjustments were
recognized during the periods presented.

Other income

Other income, which was a net of approximately $4 million, $3 million and $4 million for 2004, 2003 and
2002, respectively, consisted principally of interest income.

Debt expense and refinancing charges

Debt expense for 2004, 2003 and 2002 consisted of interest expense of approximately $50 million, $64
million and $69 million, respectively, and amortization of deferred financing costs of approximately $2 million
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in 2004, and $3 million in 2003 and 2002. The decrease in interest expense in 2004 as compared to 2003 was due
to changes in the mix of our debt instruments. For most of 2003 we incurred higher interest rates on our senior
subordinated notes, which were paid off in the second half of 2003 and replaced with lower interest rate
borrowings from our credit facility. This decrease was partially offset by the effect on interest rates from our
swap agreements and higher average debt balances. The reduction in interest expense in 2003 as compared to
2002 was primarily due to lower average interest rates and lower average debt balances.

Reclassification of previously reported extraordinary losses. In accordance with SFAS No. 145 Rescission
of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 14, and Technical Corrections, which
became effective as of January 1, 2003, an after-tax loss of $29.4 million in 2002 associated with the
extinguishment of debt was reclassified from an extraordinary item to a pre-tax refinancing charge of $49
million. In 2003, the refinancing charges of $27 million related to the consideration paid in excess of book value
to redeem our Convertible Subordinated Notes and the write-off of deferred financing costs and financing fees
associated with the amendment of our bank credit agreement. In 2002, the refinancing charges of $49 million
related to debt restructuring, which included retiring $225 million of 91⁄4% Senior Subordinated Notes due 2011
and extinguishing our then existing senior credit facilities.

Provision for income taxes

The provision for income taxes for 2004 represented an effective tax rate of 38.6%, compared with 39.0%
and 41.0% in 2003 and 2002. The reduction in the effective tax rate for 2004 was primarily due to lower state
income taxes. The reduction in the effective tax rate for 2003 was primarily due to a lower provision for state
income taxes and utilization of previously unrecognized tax losses. The effective tax rate for 2005 is currently
projected to be comparable to the 2004 level.

Liquidity and capital resources

Cash flow from operations during 2004 amounted to $420 million, including after-tax Medicare lab
recoveries of $17 million, compared with $294 million for 2003. Non-operating cash outflows in 2004 included
$128 million for capital asset expenditures including $83 million for new center developments, $265 million for
acquisitions (net of divestitures), and $97 million for stock repurchases. Non-operating cash outflows for 2003
included $100 million for capital asset expenditures including $58 million for new center developments, $97
million for acquisitions, and $107 million for stock repurchases. During 2004, we acquired a total of 51 dialysis
centers and opened 44 new dialysis centers. During 2003 we acquired 27 dialysis centers for $84 million
(including controlling ownership interests in two centers in which we previously had minority ownership) and
opened 30 new dialysis centers. Other 2003 acquisitions related to ancillary operations. The largest acquisition
during 2004 was the purchase of common stock of Physicians Dialysis, Inc. (PDI), for approximately $150
million, which added 24 centers.

On December 6, 2004 we entered into an agreement to acquire all of the outstanding common stock of
Gambro Healthcare, Inc. for a purchase price of approximately $3.05 billion in cash. The timing of the closing of
the acquisition transaction is dependent on the government’s Hart-Scott-Rodino anti-trust review process. See
Note 18 to our Consolidated Financial Statements included in this Annual Report. We have obtained acquisition
financing commitments from a group of financial institutions, however such commitments are subject to
customary conditions.

We expect to spend approximately $100 million to $120 million for capital asset expenditures in 2005. This
includes approximately $50 to $60 million for routine maintenance items and $50 to $60 million for new center
developments. This level of capital asset expenditures is consistent with our 2004 level. We expect to open
between 30 to 40 new centers in 2005.
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The accounts receivable balance at December 31, 2004 and 2003 represented approximately 70 and 69 days
of net revenue, net of bad debt provision.

As of December 31, 2004, we had undrawn credit facilities totaling $116 million of which $23 million was
committed for outstanding letters of credit.

We believe that we will have sufficient borrowing capacity and operating cash flows to fund our planned
acquisitions and expansions and to meet our other obligations over the next twelve months.

2004 capital structure changes. In the third quarter of 2004, we amended our existing credit facilities in
order to modify certain restricted payment covenants principally for acquisitions and share repurchases and we
extended the maturity of the Term Loan B until June 30, 2010. We also borrowed an additional $250 million under
a new Term Loan C principally to fund potential acquisitions and share repurchases. The Term Loan C bears
interest at LIBOR plus 1.75% for an overall effective rate of 4.16% at December 31, 2004. The aggregate annual
principal payments for the amended Term Loan B and the Term Loan C are approximately $56.1 million and $11.9
million in the first five years of the agreement, and $974.2 million and $238.1 million in the sixth year, respectively.
We expect to put new credit facilities in place in connection with the planned Gambro Healthcare acquisition.

Under the previously announced Board authorization for share repurchases, we repurchased a total of
3,350,100 shares of common stock at an average price of $28.82 per share during 2004. On November 2, 2004,
our Board of Directors authorized us to repurchase up to an additional $200 million of our common stock, from
time to time, in the open market or in privately negotiated transactions. The total outstanding Board
authorizations for share repurchases are now approximately $249 million.

In the first quarter of 2004, we entered into an interest rate swap agreement that had the economic effect of
modifying the LIBOR-based interest rate to a fixed rate of 3.08%, plus the Term Loan B margin of 2.00%, for an
overall effective rate of 5.08% as of December 31, 2004. The total amortizing notional amount of the swap was
$135 million matched with the Term Loan B outstanding debt. The agreement expires in January 2009 and
requires quarterly interest payments. As of December 31, 2004, the notional amount of this swap was $135
million and its fair value was an asset of $1.7 million, which resulted in additional comprehensive income during
the year of $1.1 million, net of tax.

In the third quarter of 2004, we entered into another interest rate swap agreement that had the economic effect
of modifying the LIBOR-based interest rate to a fixed rate of 3.64%, plus the Term Loan C margin of 1.75%, for an
overall effective rate of 5.39% as of December 31, 2004. The total $75 million non-amortizing notional amount of
the swap was matched with the Term Loan C outstanding debt. The agreement expires in August 2008 and requires
quarterly interest payments. As of December 31, 2004 the fair value of the swap was an asset of $0.1 million, which
resulted in additional comprehensive income during the year of $0.06 million, net of tax.

At December 31, 2004, approximately 25% of our outstanding variable rate debt was economically fixed at
an effective weighted average interest rate of 5.27% and our overall credit facility effective weighted average
interest rate was 4.60% based upon current margins in effect ranging from 1.75% to 2.00%.

On December 10, 2004 we entered into two forward interest rate swap agreements that will have the
economic effect of modifying the LIBOR-based interest rate to a fixed rate at 3.875% effective July 1, 2005. The
total amortizing notional amount of these two swaps is $800 million and both expire in January 2010 and require
quarterly interest payments beginning in October 2005. As of December 31, 2004, the aggregate notional amount
of these swaps was $800 million and their fair value was an asset of $0.4 million, which resulted in additional
comprehensive income during the year of $0.2 million, net of tax.

As a result of our swap agreements, we will have over 80% of our outstanding variable rate debt
economically fixed.
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2003 capital structure changes. In the first quarter of 2003, we borrowed $150 million that was available
under the Term Loan A of our credit facility. The Term Loan A bears interest at LIBOR plus 2.00% for an
overall effective rate of 3.19% at December 31, 2003.

In July 2003, we completed a call for redemption of all of our outstanding $125 million 55⁄8% Convertible
Subordinated Notes due 2006 by issuing 7,302,528 shares of our common stock from treasury stock for the
conversion of nearly all the 55⁄8% Notes, and redeemed the balance for cash and accrued interest.

In July 2003, we also entered into an amended credit agreement in order to, among other things, lower the
overall interest rate. We also acquired an additional $200 million of borrowings under the replacement Term
Loan B, which amounted to $1.042 billion. In November 2003, we entered into a second amended and restated
credit agreement in order to again lower the interest rate on the Term Loan B and to modify certain covenants.

In 2003 we completed a call for redemption of our $345 million, 7% Convertible Subordinated Notes due 2009.
The 7% notes were redeemed for $363 million in cash, including accrued interest and 24,045 shares of common stock.

In the fourth quarter of 2003, we entered into an interest rate swap agreement that had the economic effect
of modifying the LIBOR- based interest rate to a fixed rate of 3.39%, plus the Term Loan B margin of 2.00% for
an overall effective rate of 5.39% as of December 31, 2004. The total amortizing notional amount of this swap
was $135 million and was matched with Term Loan B outstanding debt. The agreement expires in November
2008 and requires quarterly interest payments. As of December 31, 2004, the notional amount of this swap was
approximately $135 million and its fair value was an asset of $0.6 million which resulted in additional
comprehensive income during the year of $1.3 million, net of tax.

During 2003, we repurchased a total of 5,162,850 shares of our common stock for approximately $107
million, or an average of $20.76 per share, pursuant to authorizations by the Board of Directors.

Off-balance sheet arrangements and aggregate contractual obligations

In addition to the debt obligations reflected on our balance sheet, we have commitments associated with
operating leases, letters of credit and our investments in third-party dialysis businesses. Nearly all of our facilities
are leased. We have potential acquisition obligations for several jointly-owned centers, in the form of put options
exercisable at the third-party owners’ discretion. These put obligations, if exercised, would require us to purchase
the third-party owners’ interests at either the appraised fair market value or a predetermined multiple of earnings
or cash flow. We also have potential cash commitments to provide operating capital as needed to several third-
party centers including minority owned centers and centers that we operate under administrative services
agreements.

The following is a summary of these contractual obligations and commitments as of December 31, 2004 (in
millions):

Within
One Year

2-3
Years

4-5
Years

After
5 Years Total

Scheduled payments under contractual obligations:
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 52 $ 80 $629 $607 $1,368
Capital lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 4 1 2 8
Operating leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74 132 102 189 497

$127 $216 $732 $798 $1,873

Potential cash requirements under existing commitments:
Letters of credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 23 $ 23
Acquisition of dialysis centers . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 15 19 13 103
Working capital advances to third-parties under administrative

services agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 15

$ 94 $ 15 $ 19 $ 13 $ 141
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Contingencies

Our revenues may be subject to adjustment as a result of (1) examination by government agencies or
contractors, for which the resolution of any matters raised may take extended periods of time to finalize;
(2) differing interpretations of government regulations by different fiscal intermediaries or regulatory authorities;
(3) differing opinions regarding a patient’s medical diagnosis or the medical necessity of services provided;
(4) retroactive applications or interpretations of governmental requirements; and (5) claims for refunds from
private payors.

On October 25, 2004, we received a subpoena from the United States Attorney’s Office, or U.S. Attorney’s
Office, for the Eastern District of New York in Brooklyn. The subpoena covers the period from 1996 to present
and requires the production of a wide range of documents relating to our operations, including our laboratory
services. The subpoena also includes specific requests for documents relating to testing for parathyroid hormone
levels, or PTH, and to products relating to vitamin D therapies. We believe that the subpoena has been issued in
connection with a joint civil and criminal investigation. Other participants in the dialysis industry received a
similar subpoena, including Fresenius Medical Care, Renal Care Group and Gambro Healthcare. To our
knowledge, no proceedings have been initiated against us at this time. Compliance with the subpoena will require
management attention and legal expense. We cannot predict whether legal proceedings will be initiated against
us relating to this investigation or, if proceedings are initiated, the outcome of any such proceedings. In addition,
criminal proceedings may be initiated against us in connection with this inquiry. If a court determines that there
has been wrongdoing, the penalties under applicable statutes could be substantial.

In February 2001 the Civil Division of the U.S. Attorney’s Office for the Eastern District of Pennsylvania in
Philadelphia contacted us and requested our cooperation in a review of some historical practices, including
billing and other operating procedures and financial relationships with physicians. We cooperated in this review
and provided the requested records to the U.S. Attorney’s Office. In May 2002, we received a subpoena from the
U.S. Attorney’s Office and the Philadelphia Office of the OIG. The subpoena requires an update to the
information we provided in our response to the February 2001 request, and also seeks a wide range of documents
relating to pharmaceutical and other ancillary services provided to patients, including laboratory and other
diagnostic testing services, as well as documents relating to our financial relationships with physicians and
pharmaceutical companies. The subpoena covers the period from May 1996 to May 2002. We have provided the
documents requested and continue to cooperate with the United States Attorney’s Office and the OIG in its
investigation. If this review proceeds, the government could expand its areas of concern. If a court determines
that there has been wrongdoing, the penalties under applicable statutes could be substantial.

On March 4, 2005, we received a subpoena from the United States Attorney’s Office for the Eastern District
of Missouri in St. Louis. The subpoena requires production of a wide range of documents relating to our
operations, including documents related to, among other things, pharmaceutical and other services provided to
patients, relationships with pharmaceutical companies, financial relationships with physicians and joint ventures.
The subpoena covers the period from December 1, 1996 through the present. The subject matter of this subpoena
significantly overlaps with the subject matter of the investigation being conducted by the United States
Attorney’s Office for the Eastern District of Pennsylvania. We intend to meet with representatives of the
government to discuss the scope of the subpoena and the production of responsive documents. We intend to
cooperate with the government’s investigation. The subpoena has been issued in connection with a joint civil and
criminal investigation. To our knowledge, no proceedings have been initiated against us at this time, although we
cannot predict whether or when proceedings might be initiated. Any negative findings could result in substantial
financial penalties against us, exclusion from future participation in the Medicare and Medicaid programs and
criminal penalties.

In addition to the foregoing, we are subject to claims and suits in the ordinary course of business.
Management believes that the ultimate resolution of these additional pending proceedings, whether the
underlying claims are covered by insurance or not, will not have a material adverse effect on our financial
condition, results of operations or cash flows.
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Critical accounting estimates and judgments

Our consolidated financial statements and accompanying notes are prepared in accordance with accounting
principles generally accepted in the United States. These accounting principles require us to make estimates,
judgments and assumptions that affect the reported amounts of revenues, expenses, assets, liabilities, and
contingencies. All significant estimates, judgments and assumptions are developed based on the best information
available to us at the time made and are regularly reviewed and updated when necessary. Actual results will
generally differ from these estimates. Changes in estimates are reflected in our financial statements in the period
of change based upon on-going actual experience trends, or subsequent settlements and realizations depending on
the nature and predictability of the estimates and contingencies. Interim changes in estimates are applied
prospectively within annual periods. Certain accounting estimates, including those concerning revenue
recognition and provision for uncollectible accounts, impairments and valuation adjustments, and accounting for
income taxes, are considered to be critical in evaluating and understanding our financial results because they
involve inherently uncertain matters and their application requires the most difficult and complex judgments and
estimates.

Revenue recognition. There are significant estimating risks associated with the amount of revenue that we
recognize for a reporting period. The rates at which we are reimbursed are often subject to significant
uncertainties related to wide variations in the coverage terms of the more than 1,500 commercial healthcare plans
under which we receive reimbursements, often arbitrary and inconsistent reimbursements by commercial payors,
ongoing insurance coverage changes, differing interpretations of contract coverage, and other payor issues.
Revenue recognition uncertainties inherent in our operations are addressed in AICPA Statement of Position
(SOP) No. 00-1. As addressed in SOP No. 00-1, net revenue recognition and allowances for uncollectible billings
require the use of estimates of the amounts that will actually be realized considering, among other items,
retroactive adjustments that may be associated with regulatory reviews, audits, billing reviews and other matters.

Revenues associated with Medicare and Medicaid programs are recognized based on a) the reimbursement
rates that are established by statute or regulation for the portion of the reimbursement rates paid by the
government payor (eg. 80% for Medicare patients) and b) for the portion not paid by the primary government
payor, the estimated amounts that will ultimately be collectible from other government programs paying
secondary coverage (eg. Medicaid secondary coverage), the patient’s commercial health plan secondary
coverage, or the patient.

Commercial healthcare plans, including contracted managed-care payors, are billed at our usual and
customary rates; however, revenue is recognized based on estimated net realizable revenue for the services
provided. Net realizable revenue is estimated based on contractual terms for the patients under healthcare plans
with which we have formal agreements, non-contracted healthcare plan coverage terms if known, estimated
secondary collections, historical collection experience, historical trends of refunds and payor payment
adjustments (retractions), inefficiencies in our billing and collection processes that can result in denied claims for
reimbursements, and regulatory compliance issues. Determining applicable primary and secondary coverage for
our more than 50,000 patients at any point in time, together with the changes in patient coverages that occur each
month, requires complex, resource-intensive processes. Collections, refunds and payor retractions typically
continue to occur for up to three years and longer after services are provided.

Our range of dialysis revenue estimating risk is generally expected to be within 1% of total revenue, which
can represent as much as 5% of operating income. Changes in estimates are reflected in the financial statements
based on on-going actual experience trends, or subsequent settlements and realizations depending on the nature
and predictability of the estimates and contingencies. Changes in revenue estimates for prior periods are
separately disclosed and reported if material to the current reporting period and longer term trend analyses. For
example, we recognized $22 million of prior period dialysis revenue in 2001 related to cash recoveries in excess
of previous estimates made possible by improvements in our billing and collecting operations.

13



Lab service revenues for current period dates of services are recognized at the estimated net realizable
amounts to be received after considering possible retroactive adjustments that may be made as a result of the
ongoing third-party carrier review.

Impairments of long-lived assets. We account for impairment of long-lived assets, which include property
and equipment, investments, amortizable intangible assets and goodwill, in accordance with the provisions of
SFAS No. 144 Accounting for the Impairment or Disposal of Long-Lived Assets or SFAS No. 142 Goodwill and
Other Intangible Assets, as applicable. Impairment reviews are performed at least annually and whenever a
change in condition occurs which indicates that the carrying amounts of assets may not be recoverable. Such
changes include changes in our business strategies and plans, changes in the quality or structure of our
relationships with our partners and deteriorating operating performance of individual dialysis centers. We use a
variety of factors to assess the realizable value of assets depending on their nature and use. Such assessments are
primarily based upon the sum of expected future undiscounted net cash flows over the expected period the asset
will be utilized, as well as market values and conditions. The computation of expected future undiscounted net
cash flows can be complex and involves a number of subjective assumptions. Any changes in these factors or
assumptions could impact the assessed value of an asset and result in an impairment charge equal to the amount
by which its carrying value exceeds its actual or estimated fair value.

Accounting for income taxes. We estimate our income tax provision to recognize our tax expense for the
current year and our deferred tax liabilities and assets for future tax consequences of events that have been
recognized in our financial statements, measured using enacted tax rates and laws expected to apply in the
periods when the deferred tax liabilities or assets are expected to be realized. Deferred tax assets are assessed
based upon the likelihood of recoverability from future taxable income and to the extent that recovery is not
likely, a valuation allowance is established. The allowance is regularly reviewed and updated for changes in
circumstances that would cause a change in judgment about the realizability of the related deferred tax assets.
These calculations and assessments involve complex estimates and judgments because the ultimate tax outcome
can be uncertain or future events unpredictable.

Variable compensation accruals. We estimate variable compensation accruals quarterly based upon the
annual amounts expected to be earned and paid out resulting from the achievement of certain teammate-specific
and/or corporate financial and operating goals. Our estimates, which include compensation incentives for
bonuses, awards and benefit plan contributions, are updated periodically due to changes in our economic
condition or cash flows that could ultimately impact the actual final award. Actual results may vary due to the
subjective nature of fulfilling employee specific and/or corporate goals, as well as the final determination and
approval of amounts by our Board of Directors.

Significant new accounting standard for 2005

In December 2004, the Financial Accounting Standards Board (FASB) issued Statement No. 123R, Share-
Based Payment, that amends FASB Statements No. 123 and 95, and supersedes APB Opinion No. 25 Accounting
for Stock Issued to Employees. This statement requires a company to measure the cost of employee services
received in exchange for an award of equity instruments, such as stock options, based on the grant-date fair value
of the award and to recognize such cost over the requisite period during which an employee provides service. The
grant-date fair value will be determined using option-pricing models adjusted for unique characteristics of the
equity instruments. The statement also addresses the accounting for transactions in which a company incurs
liabilities in exchange for goods or services that are based on the fair value of the Company’s equity instruments
or that may be settled through the issuance of such equity instruments. The statement does not change the
accounting for transactions in which a company issues equity instruments for services to non-employees or the
accounting for employee stock ownership plans. This statement is effective beginning in the third quarter of
2005, and requires us to recognize compensation costs on outstanding awards for which the requisite service has
not yet been rendered. We currently project that the adoption of this standard will reduce pre-tax income by less
than $10 million for the second half of 2005.
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Quantitative and Qualitative Disclosures About Market Risk

Interest rate sensitivity

The table below provides information about our financial instruments that are sensitive to changes in
interest rates. The table presents principal repayments and current weighted average interest rates on our debt
obligations as of December 31, 2004. For our debt obligations with variable interest rates, the rates presented
reflect the current rates in effect at the end of 2004 including the economic effects of our swap agreements. These
rates are based on LIBOR plus margins based upon performance and leverage criteria plus the impact from the
swap agreements. The margins currently in effect range from 1.75% to 2.00%.

Expected maturity date

Total
Fair

Value

Average
interest

rate2005 2006 2007 2008 2009 Thereafter

(dollars in millions)

Long-term debt:
Fixed rate . . . . . . . . . . . . . . . . . . $ 5 $ 1 $ 3 $ 3 $ 13 $ 13 5.53%
Variable rate . . . . . . . . . . . . . . . $48 $55 $25 $15 $614 $606 $1,363 $1,363 4.63%

Our senior credit facility is based on a floating LIBOR interest rate plus a margin, which is reset
periodically and can be locked in for a maximum of six months. As a result, our interest expense is subject to
fluctuations as LIBOR interest rates change.

We have entered into three interest rate swap agreements, two matched on our Term Loan B outstanding
debt and one matched on our Term Loan C outstanding debt. As of December 31, 2004, the total notional amount
of these swap agreements was $345 million and the interest rates were economically modified to fixed rates
ranging from 3.08% to 3.64% plus the Term Loan margins ranging from 1.75% to 2.00%, in effect as of
December 31, 2004. This resulted in an overall effective rate of 5.27% as of December 31, 2004, on
approximately 25% of our outstanding debt. Two of the swap agreements expire in 2008 and one in 2009. As of
December 31, 2004, the fair value of the swaps was an asset of $2.4 million.

As a result of these swap agreements, our overall effective weighted average interest rate of our credit
facility was 4.60% based upon current margins in effect ranging from 1.75% to 2.00% as of December 31, 2004.

We also have entered into two forward interest rate swap agreements that will have the economic effect of
modifying the LIBOR-based interest rate to become a fixed rate at 3.875% effective July 1, 2005. The total
amortizing notional amount of the two swaps is $800 million and both expire in January 2010 and require
quarterly interest payments beginning in October 2005. As of December 31, 2004, the fair value of these swaps
was an asset of $0.4 million.

As a result of all of our swap agreements, we will have over 80% of our outstanding variable rate debt
economically fixed.

One means of assessing exposure to interest rate changes is duration-based analysis that measures the
potential loss in net income resulting from a hypothetical increase in interest rates of 100 basis points across all
variable rate maturities (referred to as a “parallel shift in the yield curve”). Under this model, with all else
constant, it is estimated that such an increase would have reduced net income by approximately $5.9 million,
$6.5 million and $3.5 million, net of tax, for the years ended December 31, 2004, 2003 and 2002, respectively.

Exchange rate sensitivity

We are currently not exposed to any foreign currency exchange rate risk.
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Consolidated Statements of Income
(dollars in thousands, except per share data)

Year ended December 31,

2004 2003 2002

Net operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,298,595 $ 2,016,418 $ 1,854,632

Operating expenses and charges:
Patient care costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,555,070 1,360,556 1,217,685
General and administrative . . . . . . . . . . . . . . . . . . . . . . . . . . 192,082 159,628 154,073
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . 86,666 74,687 64,665
Provision for uncollectible accounts . . . . . . . . . . . . . . . . . . . 40,960 35,700 26,877
Minority interests and equity income, net . . . . . . . . . . . . . . . 13,694 7,312 7,506

Total operating expenses and charges . . . . . . . . . . . . . . 1,888,472 1,637,883 1,470,806

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 410,123 378,535 383,826

Debt expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 52,412 66,828 71,636
Refinancing charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,501 48,930
Other income, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,173 3,060 3,997

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 361,884 288,266 267,257
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 139,630 112,475 109,928

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 222,254 $ 175,791 $ 157,329

Earnings per share:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.25 $ 1.86 $ 1.46

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.16 $ 1.66 $ 1.30

Weighted average shares for earnings per share:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98,727,000 94,346,000 107,747,000

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102,861,000 113,760,000 135,720,000

See notes to consolidated financial statements.
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Consolidated Balance Sheets
(dollars in thousands, except per share data)

December 31,

2004 2003

ASSETS

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 251,979 $ 61,657
Accounts receivable, less allowance of $58,166 and $52,554 . . . . . . . . . . . . . . . . . . . . 462,095 387,933
Medicare lab recoveries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,000
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,843 32,853
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44,210 43,875
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78,593 59,740

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 868,720 605,058
Property and equipment, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 412,064 342,447
Amortizable intangibles, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60,719 49,971
Investments in third-party dialysis businesses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,332 3,095
Other long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,898 10,771
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,156,226 934,188

$2,511,959 $1,945,530

LIABILITIES AND SHAREHOLDERS’ EQUITY

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 96,231 $ 71,868
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 157,214 112,654
Accrued compensation and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133,919 100,909
Current portion of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,364 50,557
Income taxes payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,007 26,832

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 441,735 362,820
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,322,468 1,117,002
Other long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22,570 19,310
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 148,859 106,240
Minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,193 33,287
Commitments and contingencies
Shareholders’ equity:

Preferred stock ($0.001 par value, 5,000,000 shares authorized; none issued)
Common stock ($0.001 par value, 195,000,000 shares authorized; 134,862,283

and 134,806,204 shares issued) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 135 135
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 542,714 539,575
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 611,287 389,083
Treasury stock, at cost (36,295,339 and 38,052,028 shares) . . . . . . . . . . . . . . . . . (632,732) (620,998)
Accumulated comprehensive income valuations . . . . . . . . . . . . . . . . . . . . . . . . . . 1,730 (924)

Total shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 523,134 306,871

$2,511,959 $1,945,530

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows
(dollars in thousands)

Year ended December 31,

2004 2003 2002

Cash flows from operating activities:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 222,254 $ 175,791 $ 157,329
Adjustments to reconcile net income to cash provided by

operating activities:
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . 86,666 74,687 64,665
Stock options, principally tax benefits . . . . . . . . . . . . . . . . . 42,770 20,180 22,212
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,115 20,914 62,172
Minority interests in income of consolidated subsidiaries . . 15,135 8,908 9,299
Distributions to minority interests . . . . . . . . . . . . . . . . . . . . . (10,461) (7,663) (6,165)
Equity investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,441) (1,596) (1,791)
Loss (gain) on divestitures . . . . . . . . . . . . . . . . . . . . . . . . . . 764 2,130 (1,151)
Non-cash debt expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,088 3,124 3,217
Refinancing charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,501 48,930

Changes in operating assets and liabilities, net of effect of
acquisitions and divestitures:

Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (61,424) (41,369) (17,699)
Medicare lab recoveries . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,000 (19,000)
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,257 3,159 (342)
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,780 (13,297) (19,089)
Other long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,345 4,692 527
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,764 (6,875) 10,822
Accrued compensation and benefits . . . . . . . . . . . . . . . . . . . 32,899 5,821 6,837
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,784 9,958 2,585
Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25,995) 17,810 (4,821)
Other long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,355) 9,773 4,458

Net cash provided by operating activities . . . . . . . . . . . 419,945 293,648 341,995

Cash flows from investing activities:
Additions of property and equipment, net . . . . . . . . . . . . . . . . . . . (128,328) (100,272) (102,712)
Acquisitions and divestitures, net . . . . . . . . . . . . . . . . . . . . . . . . . (265,042) (97,370) (18,511)
Investments in and advances to affiliates, net . . . . . . . . . . . . . . . . 14,344 4,456 5,064
Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (635) (790) (342)

Net cash used in investing activities . . . . . . . . . . . . . . . (379,661) (193,976) (116,501)

Cash flows from financing activities:
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,444,160 4,766,276 2,354,105
Payments on long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,236,861) (4,797,994) (1,855,199)
Debt redemption premium . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14,473) (40,910)
Deferred financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,153) (4,193) (10,812)
Purchase of treasury stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (96,540) (107,162) (642,171)
Stock option exercises . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,432 23,056 29,257

Net cash provided by (used in) financing activities . . . 150,038 (134,490) (165,730)

Net increase (decrease) in cash and cash equivalents . . . . . . . . . . . . . . 190,322 (34,818) 59,764
Cash and cash equivalents at beginning of year . . . . . . . . . . . . . . . . . . 61,657 96,475 36,711

Cash and cash equivalents at end of year . . . . . . . . . . . . . . . . . . . . . . . $ 251,979 $ 61,657 $ 96,475

See notes to consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity and Comprehensive Income
(dollars and shares in thousands)

Common stock Additional
paid-in
capital

Retained
earnings

Treasury stock

Accumulated
comprehensive

income
valuations TotalShares Amount Shares Amount

Balance at December 31, 2001 . . . . . . . . . . 128,114 $128 $467,906 $ 55,963 (1,333) $ (20,360) — $503,637

Comprehensive income:
Net income and comprehensive income . . . 157,329 157,329

Shares issued to employees and others . . . . 67 798 798
Stock options exercised . . . . . . . . . . . . . . . . 5,131 5 28,454 28,459
Income tax benefit on stock options

exercised . . . . . . . . . . . . . . . . . . . . . . . . . 22,150 22,150
Stock option expense . . . . . . . . . . . . . . . . . . 62 62
Treasury stock purchases . . . . . . . . . . . . . . (40,991) (642,171) (642,171)

Balance at December 31, 2002 . . . . . . . . . . 133,312 $133 $519,370 $213,292 (42,324) $(662,531) — $ 70,264

Comprehensive income:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . 175,791 175,791
Unrealized loss on interest rate swaps . . . . . $ (924) (924)

Total comprehensive income . . . . . . . . . . . 174,867

Shares issued upon conversion of debt . . . . 14,076 7,326 114,700 128,776
Shares issued to employees and others . . . . 63 873 873
Deferred stock unit shares issued . . . . . . . . (220) 49 770 550
Stock options exercised . . . . . . . . . . . . . . . . 1,431 2 (14,704) 2,060 33,225 18,523
Income tax benefit on stock options

exercised . . . . . . . . . . . . . . . . . . . . . . . . . 20,204 20,204
Stock option expense . . . . . . . . . . . . . . . . . . (24) (24)
Treasury stock purchases . . . . . . . . . . . . . . (5,163) (107,162) (107,162)

Balance at December 31, 2003 . . . . . . . . . . 134,806 $135 $539,575 $389,083 (38,052) $(620,998) $ (924) $306,871

Comprehensive income:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . 222,254 222,254
Unrealized gain on interest rate swaps . . . . 2,654 2,654

Total comprehensive income . . . . . . . . . . . 224,908

Shares issued to employees and others . . . . 56 959 959
Restricted stock unit shares issued . . . . . . . (936) 161 2,629 1,693
Stock options exercised . . . . . . . . . . . . . . . . (39,497) 4,946 82,177 42,680
Income tax benefit on stock options

exercised . . . . . . . . . . . . . . . . . . . . . . . . . 42,770 42,770
Payment of stock split fractional shares and

related costs . . . . . . . . . . . . . . . . . . . . . . . (157) (50) (207)
Treasury stock purchases . . . . . . . . . . . . . . (3,350) (96,540) (96,540)

Balance at December 31, 2004 . . . . . . . . . . 134,862 $135 $542,714 $611,287 (36,295) $(632,732) $1,730 $523,134

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
(dollars in thousands, except per share data)

1. Organization and summary of significant accounting policies

Organization

DaVita Inc. operates kidney dialysis centers and provides related medical services primarily in dialysis
centers and in contracted hospitals across the United States. These operations represent a single business
segment.

Basis of presentation

These consolidated financial statements and accompanying notes are prepared in accordance with
accounting principles generally accepted in the United States. The financial statements include the Company’s
subsidiaries and partnerships that are wholly-owned, majority-owned, or in which the Company maintains a
controlling financial interest. All significant intercompany transactions and balances have been eliminated. Non-
consolidated equity investments are recorded under the equity or cost method of accounting as appropriate. Prior
year balances and amounts have been classified to conform to the current year presentation.

All share and per-share data have been adjusted for all periods presented to retroactively reflect the effects
of a three-for-two stock split in the form of a stock dividend in the second quarter of 2004.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires the use of estimates and assumptions that affect the reported amounts of revenues,
expenses, assets, liabilities and contingencies. Although actual results in subsequent periods will differ from
these estimates, such estimates are developed based on the best information available to management and
management’s best judgments at the time made. All significant assumptions and estimates underlying the
reported amounts in the financial statements and accompanying notes are regularly reviewed and updated.
Changes in estimates are reflected in the financial statements based upon on-going actual experience trends, or
subsequent settlements and realizations depending on the nature and predictability of the estimates and
contingencies. Interim changes in estimates related to annual operating costs are applied prospectively within
annual periods.

The most significant assumptions and estimates underlying these financial statements and accompanying
notes involve revenue recognition and provisions for uncollectible accounts, impairments and valuation
adjustments, accounting for income taxes and variable compensation accruals. Specific estimating risks and
contingencies are further addressed within these notes to the consolidated financial statements.

Net operating revenues

Operating revenues are recognized in the period services are provided. Revenues consist primarily of
reimbursements from Medicare, Medicaid and commercial health plans for dialysis and ancillary services
provided to patients. A usual and customary fee schedule is maintained for our dialysis treatment and other
patient services; however, actual collectible revenue is normally at a discount to the fee schedule.

Revenue recognition involves significant estimating risks. The rates at which the Company is reimbursed
are often subject to significant uncertainties related to wide variations in coverage terms of the more than 1,500
commercial healthcare plans under which reimbursements are made, often arbitrary and inconsistent
reimbursements by commercial payors, on-going insurance coverage changes, differing interpretations of
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contract coverage, and other payor issues. Revenue recognition uncertainties inherent in the Company’s
operations are addressed in AICPA Statement of Position (SOP) No. 00-1 Auditing Health Care Third-Party
Revenues and Related Receivables. As addressed in SOP No. 00-1, net revenue recognition and allowances for
uncollectible billings require the use of estimates of the amounts that will actually be realized considering,
among other items, retroactive adjustments that may be associated with regulatory reviews, audits, billing
reviews and other matters.

Revenues associated with Medicare and Medicaid programs are recognized based on a) the reimbursement
rates that are established by statute or regulation for the portion of the reimbursement rates paid by the
government payor (e.g., 80% for Medicare patients) and b) for the portion not paid by the primary government
payor, the estimated amounts that will ultimately be collectible from other government programs paying
secondary coverage (eg. Medicaid secondary coverage), the patient’s commercial health plan secondary
coverage, or the patient. Revenues associated with commercial health plans are estimated based on contractual
terms for the patients under healthcare plans with which we have formal agreements, commercial health plan
coverage terms if known, estimated secondary collections, historical collection experience, historical trends of
refunds and payor payment adjustments (retractions), inefficiencies in our billing and collection processes that
can result in denied claims for reimbursements, and regulatory compliance issues. Our range of revenue
estimating risk is generally expected to be within 1% of total revenue. Changes in revenue estimates for prior
periods are separately disclosed if material.

Management and administrative support services are provided to dialysis centers and physician practices not
owned by the Company. The management fees are principally determined as a percentage of the managed
operations’ revenues or cash collections and in some cases an additional component based upon a percentage of
operating income. Management fees are included in net operating revenues as earned.

Other income

Other income includes interest income on cash investments and other non-operating gains and losses.

Cash and cash equivalents

Cash equivalents are highly liquid investments with maturities of three months or less at date of purchase,
valued at market.

Inventories

Inventories are stated at the lower of cost (first-in, first-out) or market and consist principally of
pharmaceuticals and dialysis related supplies.

Property and equipment

Property and equipment are stated at cost reduced by any impairments. Maintenance and repairs are charged
to expense as incurred. Depreciation and amortization expenses are computed using the straight-line method over
the useful lives of the assets estimated as follows: buildings, 20 to 40 years; leasehold improvements, the shorter
of their estimated useful life or the lease term; and equipment, software and information systems, principally 3 to
8 years. Disposition gains and losses are included in current operating expenses.

Amortizable intangibles

Amortizable intangible assets include noncompetition and similar agreements and deferred debt issuance
costs, each of which have determinate useful lives. Noncompetition agreements are amortized over the terms of
the agreements, typically ten years, using the straight-line method. Deferred debt issuance costs are amortized to
debt expense over the term of the related debt using the effective interest method.
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Notes to Consolidated Financial Statements (Continued)
(dollars in thousands, except per share data)

Goodwill

Goodwill represents the difference between the purchase cost of acquired businesses and the fair value of
the identifiable tangible and intangible net assets acquired. Goodwill is not amortized but is assessed for
valuation impairment as circumstances warrant and at least annually. An impairment charge would be recorded
to the extent the book value of goodwill exceeds its fair value. The Company operates as one reporting unit for
goodwill impairment assessments.

Impairment of long-lived assets

Long-lived assets, including property and equipment, investments, and amortizable intangible assets, are
reviewed for possible impairment at least annually and whenever significant events or changes in circumstances
indicate that an impairment may have occurred, including changes in our business strategy and plans. An
impairment is indicated when the sum of the expected future undiscounted net cash flows identifiable to an asset
or asset group is less than its carrying value. Impairment losses are determined from actual or estimated fair
values, which are based on market values, net realizable values or projections of discounted net cash flows, as
appropriate. Impairment charges are included in operating expenses. Interest is not accrued on impaired loans
unless the estimated recovery amounts justify such accruals.

Income taxes

Federal and state income taxes are computed at current enacted tax rates, less tax credits. Taxes are adjusted
both for items that do not have tax consequences and for the cumulative effect of any changes in tax rates from
those previously used to determine deferred tax assets or liabilities. Tax provisions include amounts that are
currently payable, changes in deferred tax assets and liabilities that arise because of temporary differences
between the timing of when items of income and expense are recognized for financial reporting and income tax
purposes, which are measured using enacted tax rates and laws expected to apply in the periods when the
deferred tax liability or asset is expected to be realized, and any changes in the valuation allowance caused by a
change in judgment about the realizability of the related deferred tax assets.

Minority interests

Consolidated income is reduced by the proportionate amount of income accruing to minority interests.
Minority interests represent the equity interests of third-party owners in consolidated entities which are not
wholly-owned. As of December 31, 2004, third parties held minority ownership interests in 48 consolidated
entities.

Stock-based compensation

Stock-based compensation for employees is determined in accordance with Accounting Principles Board
Opinion No. 25 Accounting for Stock Issued to Employees, as allowed under SFAS No. 123 Accounting for
Stock-Based Compensation. Stock option grants to employees do not result in an expense if the exercise price is
at least equal to the market price at the date of grant. Stock option expense is also measured and recorded for
certain modifications to stock options as required under FASB Interpretation No. 44 Accounting for Certain
Transactions Involving Stock Compensation. Stock options issued to non-employees and restricted stock units are
valued using the Black-Scholes model and amortized over the respective vesting periods.
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Pro forma net income and earnings per share. If the Company had adopted the fair value-based
compensation expense provisions of SFAS No. 123 upon the issuance of that standard, net income and net
income per share would be equal to the pro forma amounts indicated below:

Year ended December 31,

Pro forma—As if all stock options were expensed 2004 2003 2002

Net income:
As reported . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $222,254 $175,791 $157,329
Add: Stock-based employee compensation expense included in reported net

income, net of tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,168 1,036 753
Deduct: Total stock-based employee compensation expense under the fair

value-based method, net of tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10,109) (9,554) (10,182)

Pro forma net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $213,313 $167,273 $147,900

Pro forma basic earnings per share:
Pro forma net income for basic earnings per share calculation . . . . . . . . . . . . . $213,313 $167,273 $147,900

Weighted average shares outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98,694 94,253 107,681
Vested restricted stock units . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 93 66

Weighted average shares for basic earnings per share calculation . . . . . . . . . . 98,727 94,346 107,747

Basic net income per share—Pro forma . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.16 $ 1.77 $ 1.37

Basic net income per share—As reported . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.25 $ 1.86 $ 1.46

Pro forma diluted earnings per share:
Pro forma net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $213,313 $167,273 $147,900
Debt expense savings, net of tax, from assumed conversion of convertible

debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,011 19,661

Pro forma net income for diluted earnings per share calculation . . . . . . . . . . . $213,313 $180,284 $167,561

Weighted average shares outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98,694 94,253 107,681
Vested restricted stock units . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 93 66
Assumed incremental shares from stock plans . . . . . . . . . . . . . . . . . . . . . . . . . 4,271 4,256 6,277
Assumed incremental shares from convertible debt . . . . . . . . . . . . . . . . . . . . . 14,926 23,090

Weighted average shares for diluted earnings per share calculation . . . . . . . . . 102,998 113,528 137,114

Diluted net income per share—Pro forma . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.07 $ 1.59 $ 1.22

Diluted net income per share—As reported . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.16 $ 1.66 $ 1.30

The fair values of stock option grants were estimated as of the date of grant using the Black-Scholes option-
pricing model with the following assumptions: weighted average expected volatility of 37% for 2004 and 40%
for 2003 and 2002, risk-free interest rates of 2.91%, 2.07% and 3.99% for 2004, 2003, and 2002, respectively,
and weighted average expected lives of 3.5 and dividend yield of 0% for all years presented.

Interest rate swap agreements

The Company has from time to time entered into interest rate swap agreements as a means of managing its
exposure to interest rate changes. These agreements are not held for trading or speculative purposes, and have the
effect of converting portions of our variable rate debt to a fixed rate. The agreements are effective cash flow
hedges. Any gains or losses resulting from changes in the fair values of the swaps are reported in other
comprehensive income until such time as the agreements are either redesignated, sold or terminated, at which
time the amounts are included in net income. Net amounts paid or received under these swaps have been
reflected as adjustments to interest expense.
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Notes to Consolidated Financial Statements (Continued)
(dollars in thousands, except per share data)

New accounting standard

In December 2004, the Financial Accounting Standards Board (FASB) issued Statement No. 123R, Share-
Based Payment, that amends FASB Statements No. 123 and 95, and supersedes APB Opinion No. 25 Accounting
for Stock Issued to Employees. This statement requires a company to measure the cost of employee services
received in exchange for an award of equity instruments, such as stock options, based on the grant-date fair value
of the award and to recognize such cost over the requisite period during which an employee provides service,
usually the vesting period. The grant-date fair value will be determined using option-pricing models adjusted for
unique characteristics of the equity instruments. The statement also addresses the accounting for transactions in
which a company incurs liabilities in exchange for goods or services that are based on the fair value of the
Company’s equity instruments or that may be settled through the issuance of such equity instruments. The
statement does not change the accounting for transactions in which a company issues equity instruments for
services to non-employees or the accounting for employee stock ownership plans. This statement is effective
beginning in the third quarter of 2005, and requires the Company to recognize compensation costs on all
outstanding awards for which the requisite service has not yet been rendered. The Company currently projects
that the adoption of this standard will reduce pre-tax income by less than $10,000 for the second half of 2005.

2. Earnings per share

Basic net income per share is calculated by dividing net income by the weighted average number of
common shares outstanding. Diluted net income per share includes the dilutive effect of stock options and
unvested restricted stock units (under the treasury stock method) and convertible debt (under the if-converted
method).

The reconciliations of the numerators and denominators used to calculate basic and diluted net income per
share are as follows:

Year ended December 31,

2004 2003 2002

(in thousands, except per share)

Basic:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $222,254 $175,791 $157,329

Weighted average shares outstanding during the year . . . . . . . . . . . . . . . . . . . . . . 98,694 94,253 107,681
Vested restricted stock units . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 93 66

Weighted average shares for basic earnings per share calculation . . . . . . . . . . . . . 98,727 94,346 107,747

Basic net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.25 $ 1.86 $ 1.46

Diluted:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $222,254 $175,791 $157,329
Debt expense savings, net of tax, from assumed conversion of convertible

debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 13,011 19,661

Net income for diluted earnings per share calculation . . . . . . . . . . . . . . . . . . . . . . $222,254 $188,802 $176,990

Weighted average shares outstanding during the year . . . . . . . . . . . . . . . . . . . . . . 98,694 94,253 107,681
Vested restricted stock units . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 93 66
Assumed incremental shares from stock plans . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,134 4,488 4,883
Assumed incremental shares from convertible debt . . . . . . . . . . . . . . . . . . . . . . . . — 14,926 23,090

Weighted average shares for diluted earnings per share calculation . . . . . . . . . . . 102,861 113,760 135,720

Diluted net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.16 $ 1.66 $ 1.30
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Options to purchase 178,369 shares at $30.87 to $39.62 per share, 261,803 shares at $18.73 to $26.23 per
share and 1,322,025 shares at $15.75 to $22.00 per share were excluded from the diluted earnings per share
calculations for 2004, 2003 and 2002, respectively, because they were anti-dilutive. The calculation of diluted
earnings per share assumes conversion of both the 53⁄8% and 7% convertible subordinated notes for 2002 and the
pro-rata periods such notes were outstanding in 2003.

3. Accounts receivable

The provisions for uncollectible accounts receivable, prior to offsetting recoveries, were $40,960, $35,700
and $32,069 in 2004, 2003 and 2002, respectively. The provisions before cash recoveries in 2004, 2003 and 2002
were approximately 1.8% of current net operating revenues, respectively. During 2002, continued improvements
were made in the Company’s billing and collection processes, and cash recoveries of $5,192 were realized during
2002 on accounts receivable reserved in 1999.

4. Other current assets

Other current assets were comprised of the following:

December 31,

2004 2003

Supplier rebates and other non-trade receivables . . . . . . . . . . . . . . . . . . . . . . . . . $26,032 $29,745
Operating advances under administrative services agreements . . . . . . . . . . . . . . 12,387 10,416
Prepaid expenses and deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,791 3,714

$44,210 $43,875

Operating advances under administrative services agreements are generally unsecured.

5. Property and equipment

Property and equipment were comprised of the following:

December 31,

2004 2003

Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 750 $ 820
Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,868 5,494
Leasehold improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 329,382 261,437
Equipment and information systems . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 405,022 361,365
New centers and capital asset projects in progress . . . . . . . . . . . . . . . . . . . . . 19,541 19,349

759,563 648,465
Less accumulated depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . (347,499) (306,018)

$ 412,064 $ 342,447

Depreciation and amortization expense on property and equipment was $75,152, $64,398 and $54,701 for
2004, 2003 and 2002, respectively.

Interest on debt incurred during the development of new centers and other capital asset projects is
capitalized as a component of the asset cost based on the respective in-process capital asset balances. Interest
capitalized was $1,078, $1,523 and $1,888 for 2004, 2003 and 2002, respectively.
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6. Amortizable intangibles

Amortizable intangible assets were comprised of the following:

December 31,

2004 2003

Noncompetition and other agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $132,503 $112,407
Deferred debt issuance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,005 9,851

146,508 122,258
Less accumulated amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (85,789) (72,287)

$ 60,719 $ 49,971

Amortization expense from noncompetition and other agreements was $11,514, $10,289 and $9,964 for
2004, 2003 and 2002, respectively. Deferred debt issuance costs are amortized to debt expense as described in
Note 11.

Scheduled amortization charges from intangible assets as of December 31, 2004 were as follows:

Noncompetition and
other agreements

Deferred debt
issuance costs

2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,150 2,198
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,683 1,916
2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,640 1,647
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,678 1,613
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,580 1,246
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,138 230

7. Investments in third-party dialysis businesses

Investments in third-party dialysis businesses and related advances were $3,332 and $3,095 at December 31,
2004 and 2003. During 2004, 2003 and 2002, the Company recognized income of $1,441, $1,596 and $1,791,
respectively, relating to investments in non-consolidated minority-owned businesses under the equity method.
These amounts are included as a reduction to minority interests deductions in the consolidated statement of
income.

8. Goodwill

Changes in the book value of goodwill were as follows:

Year ended December 31,

2004 2003

Balance at January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 934,188 $864,786
Acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 222,424 70,700
Divestitures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (386) (1,298)

Balance at December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,156,226 $934,188
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9. Other liabilities

Other accrued liabilities were comprised of the following:

December 31,

2004 2003

Payor deferrals and refunds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 94,566 $ 76,235
General insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,847 12,056
Deferred revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,089 8,727
Accrued interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,457 878
Accrued tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,549 6,229
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,706 8,529

$157,214 $112,654

10. Income taxes

Income tax expense consisted of the following:

Year ended December 31,

2004 2003 2002

Current:
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 94,626 $ 75,817 $ 40,094
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,623 15,151 7,366

Deferred:
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,508 17,966 50,012
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,873 3,541 12,456

$139,630 $112,475 $109,928

Temporary differences, which gave rise to deferred tax assets and liabilities, were as follows:

December 31,

2004 2003

Asset impairment losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 30,589 $ 35,817
Receivables, primarily allowance for doubtful accounts . . . . . . . . . . . . . . . . 15,614 16,882
Accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62,478 44,861
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,389 11,683

Deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 120,070 109,243
Valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (35,380) (37,200)

Net deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84,690 72,043

Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (100,044) (73,268)
Property and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (52,116) (42,614)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,796) (2,661)

Deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (154,956) (118,543)

Net deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (70,266) $ (46,500)

At December 31, 2004, the Company had state net operating loss carryforwards of approximately $12,000
that expire through 2023, and federal net operating loss carryforwards of $9,000 that expire through 2024. The
Company has also incurred losses on certain operations that are not included in its consolidated tax return. The
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utilization of these losses may be limited in future years based on the profitability of these separate-return
entities. In prior years, the Company recognized capital losses as a result of impairments and sales of assets for
which the realization of a tax benefit is not certain. The valuation allowance against these deferred tax assets was
$35,380 as of December 31, 2004. The valuation allowance decreased by $1,820 in 2004 due to changes in the
expected utilization of capital losses and the expected utilization of operating losses of consolidated entities with
separate tax filings. The valuation allowance decreased by $1,469 in 2003 due to changes in the expected
utilization of operating losses of consolidated entities with separate tax filings.

The reconciliation between our effective tax rate and the U.S. federal income tax rate is as follows:

Year ended
December 31,

2004 2003 2002

Federal income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35.0% 35.0% 35.0%
State taxes, net of federal benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.8 4.3 4.9
Changes in deferred tax valuation allowances . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.3) (0.4) 0.1
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 0.1 1.0

Effective tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38.6% 39.0% 41.0%

11. Long-term debt

Long-term debt was comprised of the following:

December 31,

2004 2003

Senior secured credit facility:
Term Loan A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 84,507 $ 118,310
Term Loan B . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,024,668 1,035,889
Term Loan C . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249,375

Acquisition obligations and other notes payable . . . . . . . . . . . . . . . . . . . . 8,863 5,416
Capital lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,419 7,944

1,375,832 1,167,559
Less current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (53,364) (50,557)

$1,322,468 $1,117,002

Scheduled maturities of long-term debt at December 31, 2004 were as follows:

2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,364
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56,192
2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28,088
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,268
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 614,178
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 608,742

Term Loan A

The Term Loan A bears interest at LIBOR plus a margin of 2.00%, for an overall effective rate of 4.17% at
December 31, 2004. Depending upon certain financial conditions the interest rate margin could range from
1.50% to 2.75%. The Term Loan A matures in March 2007 and requires principal payments of $33,800 in 2005,
$40,100 in 2006 and $10,600 in 2007.
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Term Loan B

The Term Loan B bears interest at LIBOR plus a margin of 2.00%, for an overall effective rate of 4.38% at
December 31, 2004. The interest rate margin is subject to a potential increase of 0.50% if the Company does not
achieve certain financial ratios. During the year the Company amended its existing credit facilities to modify
certain restricted payment covenants, principally for acquisitions and share repurchases, and extended the
maturity of the Term Loan B until June 30, 2010. The Term Loan B requires principal payments of $11,200 in
years 2005 through 2008, $492,700 in 2009 and $487,000 in 2010.

Term Loan C

During the year the Company borrowed an additional $250,000 under a new Term Loan C. The Term Loan
C bears interest at LIBOR plus a margin of 1.75%, for an overall effective rate of 4.16% at December 31, 2004.
The Term Loan C matures on June 30, 2010 and requires principal payments of $2,500 in years 2005 through
2008, $120,300 in 2009 and $119,000 in 2010.

Revolving Line of Credit

As of December 31, 2004, the Company had $116,000 undrawn lines of credit available, of which $23,000
was committed for outstanding letters of credit.

Interest rate swaps

The Company is party to three currently effective interest rate swap agreements, two matched with Term
Loan B outstanding debt and one matched with Term Loan C outstanding debt. Two of the swap agreements
expire in 2008 and one expires in 2009. As of December 31, 2004 the aggregate notional amount of these swap
agreements was $345,000 and the interest rates were economically modified to fixed rates ranging from 3.08% to
3.64% plus Term Loan margins ranging from 1.75% to 2.00%. This resulted in an overall effective rate of 5.27%
on approximately 25% of the Company’s outstanding debt as of December 31, 2004. Interest payments are due
quarterly. Under these swap agreements, the Company incurred net cash obligations of $5,256 and $341 in 2004
and 2003 which are included in debt expense. The fair value of these swaps was an asset of $2,400, resulting in
additional comprehensive income during the year of $2,404, or $3,941 before tax.

As a result of these swap agreements, the Company’s overall credit facility effective weighted average
interest rate was 4.60% based upon the current margins in effect ranging from 1.75% to 2.00% as of December
31, 2004.

In December 2004, the Company separately entered into two forward interest rate swap agreements that will
have the economic effect of modifying the LIBOR-based interest rate to a fixed rate of 3.875% effective July 1,
2005. The total amortizing notional amount of these two swaps is $800,000, both of which expire in January
2010 and require quarterly interest payments beginning in October 2005. As of December 31, 2004, the
aggregate notional amount of these swaps was $800,000 and their fair value was an asset of $400, resulting in
additional comprehensive income during the year of $250, net of tax.

Debt expense

Debt expense consisted of interest expense of $50,324, $63,705 and $68,420 and amortization and write-off
of deferred financing costs of $2,088, $3,123 and $3,216 for 2004, 2003 and 2002, respectively. The interest
expense amounts exclude capitalized interest.
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2003 transactions

In the third quarter of 2003, the Company completed a call for redemption of all of its outstanding $125,000
55⁄8% Convertible Subordinated Notes due 2006. Holders of the 55⁄8% Notes had the option to convert their
Notes into shares of DaVita common stock at a price of $17.08 per share or receive cash of 1.0169 times the
principal amount of the 55⁄8% Notes, plus accrued interest. In July 2003, the Company issued 7,302,528 shares of
common stock from treasury stock for the conversion of $124,700 of the 55⁄8% Notes, and redeemed the balance
for cash. The Company also entered into an amended credit agreement in order to, among other things, lower its
overall interest rate. The Company also borrowed an additional $200,000 under the replacement Term Loan B,
which amounted to $1,042,000. In November 2003, the Company entered into a second amended and restated
credit agreement in order to again lower the interest rate on the Term Loan B and to modify certain covenants.

In the second half of 2003, the Company completed two calls for redemption of all of its outstanding
$345,000 7% Convertible Subordinated Notes due 2009. Holders of the 7% Notes had the option to convert their
Notes into shares of DaVita common stock at a price of $21.87 per share or receive cash of 1.042 times the
principal amount of the 7% Notes, plus accrued interest. The Notes were redeemed for $359,000 in cash and
24,045 shares of common stock.

In 2003, the excess consideration paid over the book value to redeem the Convertible Subordinated Notes
and the write-off of deferred financing costs and financing fees associated with amending our bank credit
agreement resulted in refinancing charges of $26,501.

12. Leases

The majority of the Company’s facilities are leased under non-cancelable operating leases. Most lease
agreements cover periods from five to ten years and contain renewal options of five to ten years at the fair rental
value at the time of renewal or at rates subject to periodic consumer price index increases. Capital leases are
carried for certain equipment.

Future minimum lease payments under non-cancelable operating leases and capital leases are as follows:

Operating
leases

Capital
leases

2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 73,537 $ 1,703
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69,109 1,717
2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62,944 3,201
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55,863 980
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46,466 741
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 189,103 2,937

$497,022 11,279

Less portion representing interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,860)

Total capital lease obligation, including current portion . . . . . . . . . . $ 8,419

Rental expense under all operating leases for 2004, 2003 and 2002 was $80,310, $71,432 and $61,008,
respectively. The net book value of property and equipment under capital lease was $7,711 and $7,811 at December
31, 2004 and 2003, respectively. Capital lease obligations are included in long-term debt (see Note 11).
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13. Shareholders’ equity

In the second quarter of 2004, the Board of Directors approved a three-for-two stock split of the Company’s
common stock in the form of a stock dividend payable on June 15, 2004 to stockholders of record on June 1,
2004. All stockholders entitled to fractional shares received a proportional cash payment. The Company’s stock
began trading on a post-split basis on June 16, 2004. All share and per-share data for all periods presented have
been adjusted to retroactively reflect the effects of the stock split.

During 2003, the Company repurchased a total of 5,162,850 shares of common stock for $107,162 or an
average of $20.76 per share, pursuant to announced Board authorizations. During 2004, the Company
repurchased a total of 3,350,100 shares of common stock for an average cost of $28.82 per share. On November
2, 2004, the Company’s Board of Directors authorized the Company to repurchase up to an additional $200,000
of its common stock in the open market or in privately negotiated transactions. The total outstanding Board
authorizations for share repurchases were approximately $249,000 as of December 31, 2004.

Stock-based compensation plans

The Company’s stock-based compensation plans are described below.

2002 Plan. On April 11, 2002, the Company’s shareholders approved the DaVita Inc. 2002 Equity
Compensation Plan. This plan provides for grants of stock awards to employees, directors and other individuals
providing services to the Company, except that incentive stock options may only be awarded to employees. The
plan requires that stock option grants be issued with exercise prices not less than the market price of the stock on
the date of grant and with a maximum award term of five years. Stock options granted under this plan are
generally non-qualified awards that vest over four years from the date of grant. Shares available under the 2002
Plan are replenished by shares repurchased by the Company from the cash proceeds and related tax benefits from
award exercises under the 2002 and predecessor plans.

On May 21, 2003, the shareholders approved an amendment to reduce shares authorized to the 2002 Plan by
2,491,500 and to authorize plan awards in the form of restricted stock, restricted stock units, stock issuances
(“full share awards”), stock appreciation rights and other equity-based awards. Full share awards reduce total
shares available under the plan at a rate of 2.75:1. At December 31, 2004, there were 3,689,246 awards
outstanding and 13,787,025 shares available for future grants under the 2002 Plan, including 3,104,517 shares
under the 2002 Plan replenishment provision.

Predecessor plans. Upon shareholder approval of the 2002 Plan, the following predecessor plans were
terminated, except with respect to options then outstanding: the 1994 Equity Compensation Plan, the 1995 Equity
Compensation Plan, the 1997 Equity Compensation Plan, and the 1999 Equity Compensation Plan. Shares
available for future grants under these predecessor plans were transferred to the 2002 Plan upon its approval, and
cancelled predecessor plan options become available for new awards under the 2002 Plan. Options granted under
these plans were generally issued with exercise prices equal to the market price of the stock on the date of grant,
vested over four years from the date of grant, and bore maximum terms of five to 10 years. The RTC plan, a
special purpose option plan related to the RTC merger, was terminated in 1999. At December 31, 2004 there
were 3,703,861 stock options outstanding under these terminated plans.

1999 Plan. The 1999 Non-Executive Officer and Non-Director Equity Compensation Plan provides for
grants of stock options to employees and other individuals providing services, other than executive officers and
members of the Board of Directors. There are 9,000,000 common shares reserved for issuance under this plan,
and options granted under this plan generally vest over four years from the date of grant. Grants are generally
issued with exercise prices equal to the market price of the stock on the date of grant and maximum terms of five
years. At December 31, 2004 there were 3,339,028 options outstanding and 67,337 shares available for future
grants under this plan.
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A combined summary of the status of these stock-based compensation plans is as follows:

Year ended December 31,

2004 2003 2002

Awards

Weighted
average
exercise

price Awards

Weighted
average
exercise

price Awards

Weighted
average
exercise

price

Outstanding at beginning of year . . . . . . 13,778,004 $10.97 14,837,962 $ 9.08 16,921,095 $ 6.24
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . 2,794,416 28.10 3,013,876 13.53 4,154,250 15.55
Exercised . . . . . . . . . . . . . . . . . . . . . . . . (4,950,399) 8.62 (3,490,812) 5.31 (5,131,425) 5.55
Cancelled . . . . . . . . . . . . . . . . . . . . . . . . (889,886) 12.51 (583,022) 9.94 (1,105,958) 6.39

Outstanding at end of year . . . . . . . . . . . 10,732,135 $16.38 13,778,004 $10.97 14,837,962 $ 9.08

Awards exercisable at year end . . . . . . . 3,914,200 5,159,031 5,477,553

Weighted-average fair value of awards
granted during the year . . . . . . . . . . . $10.53 $ 5.01 $ 5.33

Awards granted in 2004 and 2003 include 165,766 and 130,127 full share awards, respectively.

The following table summarizes information about stock plan awards outstanding at December 31, 2004:

Range of exercise prices
Awards

Outstanding

Weighted
average

remaining
contractual

life

Weighted
average
exercise

price
Awards

exercisable

Weighted
average
exercise

price

$ 0.00–$ 5.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,693,394 2.9 $ 3.36 1,418,627 $ 4.01
$ 5.01–$10.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204,855 4.0 6.13 204,855 6.13
$10.01–$15.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,025,662 2.7 13.09 943,839 12.80
$15.01–$20.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,089,532 2.3 15.78 1,239,587 15.84
$20.01–$25.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93,417 3.7 21.25 75,417 21.43
$25.01–$30.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 993,525 4.6 28.15 1,875 26.23
$30.01–$35.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,546,750 4.4 30.57 30,000 30.07
$35.01–$40.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85,000 5.0 38.58 0 0

10,732,135 3.1 $16.38 3,914,200 $10.53

Deferred stock unit arrangements. The Company made awards of restricted stock units to members of the
Board of Directors and certain key executive officers in 2003 and 2002. These awards vest over one to four years
and are settled in stock as they vest or at a later date at the election of the recipient. Awards of 83,884 and 137,211
shares, with grant-date fair values of $1,152 and $2,159, were made in 2003 and 2002, respectively. Share issuances
under these arrangements were 156,384, 49,107 and none during 2004, 2003 and 2002, respectively, and awards of
170,922 shares were outstanding as of December 31, 2004.

Compensation expense, associated with the above stock-based compensation plans and arrangements, of
$1,885, $1,695 and $1,246 was recognized in 2004, 2003 and 2002, respectively.

Employee stock purchase plan. The Employee Stock Purchase Plan entitles qualifying employees to
purchase up to $25 of the Company’s common stock during each calendar year. The amounts used to purchase
stock are accumulated through payroll withholdings or through optional lump sum payments made in advance of
the first day of the purchase right period. The plan allows employees to purchase stock for the lesser of 100% of
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the fair market value on the first day of the purchase right period or 85% of the fair market value on the last day
of the purchase right period. Purchase right periods begin on January 1 or July 1, and end on December 31.
Payroll withholdings and lump-sum payments related to the plan, included in accrued compensation and benefits,
were $1,795, $968 and $882 at December 31, 2004, 2003 and 2002. Subsequent to December 31, 2004, 2003 and
2002, 64,169, 56,079 and 62,457 shares, respectively, were issued to satisfy obligations under the plan.

The fair value of the employees’ purchase rights was estimated as of the beginning dates of the purchase
right periods using the Black-Scholes model with the following assumptions for grants on July 1, 2004, January
1, 2004, July 1, 2003, January 1, 2003, July 1, 2002, and January 1, 2002, respectively: dividend yield of 0.0%
for all periods and expected volatility of 38% for 2004 periods and 40% for prior periods; risk-free interest rates
of 3.0%, 2.6%, 1.1%, 1.1%, 3.6%, 4.0%. Using these assumptions, the weighted-average fair value of purchase
rights granted were $7.97, $8.01, $4.79, $5.13, $1.69 and $2.45, respectively.

Shareholder rights plan. The Company’s Board of Directors approved a shareholder rights plan on
November 14, 2002. This plan is designed to assure that DaVita’s shareholders receive fair treatment in the event
of any proposed takeover of DaVita.

Pursuant to this plan, the Board approved the declaration of a dividend distribution of one common stock
purchase right for each outstanding share of its common stock payable on December 10, 2002 to holders of
record of DaVita common stock on November 29, 2002. This rights distribution was not taxable to DaVita
shareholders. As a result of the stock split that occurred during the second quarter of 2004, two-thirds of a right
are now attached to each share of the Company’s common stock. Two-thirds of a right will also attach to each
newly issued or reissued share of common stock. These rights will become exercisable if a person or group
acquires, or announces a tender offer for, 15% or more of DaVita’s outstanding common stock. The triggering
person’s stock purchase rights will become void at that time and will not become exercisable.

Each right initially entitles its holder to purchase one share of common stock from the Company at a price
of $125.00. If the rights become exercisable, and subject to adjustment for authorized shares available, each
purchase right will then entitle its holder to purchase $125.00 of common stock at a price per share equal to 50%
of the average daily closing price of the Company’s common stock for the immediately preceding 30 consecutive
trading days. If DaVita is acquired in a merger or other business combination transaction after the rights become
exercisable, provisions will be made to allow the holder of each right to purchase $125.00 of common stock from
the acquiring company at a price equal to 50% of the average daily closing price of that company’s common
stock for the immediately preceding 30 consecutive trading days.

The Board of Directors may elect to redeem the rights at $0.01 per purchase right at any time prior to, or
exchange common stock for the rights at an exchange ratio of one share per right at any time after, a person or
group acquires or announces a tender offer for 15% or more of DaVita’s outstanding common stock. The
exercise price, number of shares, redemption price or exchange ratio associated with each right may be adjusted
as appropriate upon the occurrence of certain events, including any stock split, stock dividend or similar
transaction. These purchase rights will expire no later than November 14, 2012.

14. Employee benefit plans

The Company has a savings plan for substantially all employees, which has been established pursuant to the
provisions of Section 401(k) of the Internal Revenue Code, or IRC. The plan provides for employees to
contribute a percentage of their base annual salaries on a tax-deferred basis not to exceed IRC limitations. The
Company does not provide any matching contributions.

During 2000, the Company established the DaVita Inc. Profit Sharing Plan. Contributions to this defined
contribution benefit plan are made at the discretion of the Company as determined and approved by the Board of
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Notes to Consolidated Financial Statements (Continued)
(dollars in thousands, except per share data)

Directors. All contributions are deposited into an irrevocable trust. The profit sharing award for each eligible
participant is based upon the achievement of employee-specific and/or corporate financial and operating goals.
During 2003 and 2002, the Company recognized plan contribution expense of $11,900 and $17,440, respectively.
During 2004 the Company elected to discontinue funding the profit sharing trust and to distribute similar awards
directly to the recipients, or at their discretion to their 401(k) accounts.

15. Contingencies

Health care provider revenues may be subject to adjustment as a result of (1) examination by government
agencies or contractors, for which the resolution of any matters raised may take extended periods of time to
finalize; (2) differing interpretations of government regulations by different fiscal intermediaries or regulatory
authorities; (3) differing opinions regarding a patient’s medical diagnosis or the medical necessity of services
provided; (4) retroactive applications or interpretations of governmental requirements; and (5) claims for refunds
from private payors.

United States Attorney’s inquiries

On October 25, 2004, the Company received a subpoena from the United States Attorney’s Office, or U.S.
Attorney’s Office, for the Eastern District of New York in Brooklyn. The subpoena covers the period from 1996
to present and requires the production of a wide range of documents relating to our operations, including our
laboratory services. The subpoena also includes specific requests for documents relating to testing for
parathyroid hormone levels, or PTH, and to products relating to vitamin D therapies. We believe that the
subpoena has been issued in connection with a joint civil and criminal investigation. Other participants in the
dialysis industry received a similar subpoena, including Fresenius Medical Group, Renal Care Group and
Gambro Healthcare. To our knowledge, no proceedings have been initiated against us at this time. Compliance
with the subpoena will require management attention and legal expense. We cannot predict whether legal
proceedings will be initiated against us relating to this investigation or, if proceedings are initiated, the outcome
of any such proceedings. In addition, criminal proceedings may be initiated against us in connection with this
inquiry. If a court determines that there has been wrongdoing, the penalties under applicable statutes could be
substantial.

In February 2001, the Civil Division of the U.S. Attorney’s Office for the Eastern District of Pennsylvania
in Philadelphia contacted the Company and requested its cooperation in a review of some historical practices,
including billing and other operating procedures and financial relationships with physicians. The Company
cooperated in this review and provided the requested records to the U.S. Attorney’s Office. In May 2002, the
Company received a subpoena from the U.S. Attorney’s Office and the Philadelphia Office of the Office of
Inspector General, or OIG. The subpoena required an update to the information the Company provided in its
response to the February 2001 request, and also sought a wide range of documents relating to pharmaceutical and
other ancillary services provided to patients, including laboratory and other diagnostic testing services, as well as
documents relating to the Company’s financial relationships with physicians and pharmaceutical companies. The
subpoena covers the period from May 1996 to May 2002. The Company has provided the documents requested
and continues to cooperate with the United States Attorney’s Office and the OIG in its investigation. If this
review proceeds, the government could expand its areas of inquiry. If a court determines that there has been
wrongdoing, the penalties under applicable statutes could be substantial.

Florida Laboratory

A third-party carrier review of Medicare reimbursement claims associated with the Company’s Florida-based
laboratory was initiated in 1998. Prior to the third quarter 2002, no Medicare payments had been received since May
1998. Following a favorable ruling by an administrative law judge in June 2002 relating to review periods from
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January 1995 to March 1998, the carrier began releasing funds for lab services provided subsequent to May 2001.
During the fourth quarter of 2002, the carrier also released funds for certain claims in review periods from April
1998 through May 2001. During the second half of 2002, the carrier paid the Company a total of $69,000.
Approximately $10,000 of these collections related to 2002 lab services provided through June 2002, and the
balance of $59,000 related to prior years’ services. In addition to the prior-period claims, the carrier also began
processing billings for current period services in the third quarter of 2002, at which time the Company began
recognizing current period Medicare lab revenue. In late 2003 the carrier’s hearing officer rendered partially
favorable decisions relating to review periods from April 1998 to May 2000, which resulted in the recognition of
additional recoveries of $24,000. The Company filed requests for appeal for the remaining unsettled claims for these
review periods. In the third quarter of 2004, an administrative law judge rendered a favorable decision regarding the
majority of these unsettled claims, which resulted in the recognition of $8,300 in additional recoveries. Less than
$4,000 in disputed Medicare lab billings currently remain unresolved.

Other

In addition to the foregoing, DaVita is subject to claims and suits in the ordinary course of business.
Management believes that the ultimate resolution of these additional pending proceedings, whether the
underlying claims are covered by insurance or not, will not have a material adverse effect on the Company’s
financial condition, results of operations or cash flows.

16. Concentrations

Approximately 60% of the Company’s total dialysis revenues in 2004, 2003 and 2002 are from government-
based programs, principally Medicare and Medicaid. Accounts receivable from Medicare and Medicaid were
approximately $150,000 as of December 31, 2004. No other single payor accounted for more than 5% of total
accounts receivable.

A significant physician-prescribed pharmaceutical administered during dialysis, EPO, is provided by a sole
supplier and accounted for approximately one fourth of net operating revenues. Although the Company currently
receives discounted prices for EPO, the supplier has unilateral pricing discretion and in the future the Company
may not be able to achieve the same cost levels historically obtained.

17. Other commitments

The Company has obligations to purchase the third-party interests in several of its joint ventures. These
obligations are in the form of put options, exercisable at the third-party owners’ discretion. If the put options are
exercised, the Company would be required to purchase the minority owners’ interests at either the appraised fair
market value or a predetermined multiple of cash flow or earnings which approximates fair value. As of
December 31, 2004, the Company’s potential obligations under these put options totaled approximately $103,000
of which approximately $56,000 was exercisable within one year. Additionally, the Company has certain other
potential commitments to provide operating capital to several minority-owned centers and to third-party centers
that the Company operates under administrative service agreements of approximately $15,000.

The Company is obligated under mandatorily redeemable instruments in connection with certain
consolidated partnerships. Future distributions may be required for the minority partner’s interests in limited-life
entities which dissolve after terms of ten to fifty years. As of December 31, 2004, such distributions would be
valued below the related minority interests balances in the consolidated financial statements.

Other than operating leases, disclosed in Note 12, and the letters of credit and the interest rate swap
agreements, disclosed in Note 11, the Company has no off balance sheet financing arrangements as of December
31, 2004.
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18. Acquisitions and divestitures

Acquisitions

Acquisition amounts were as follows:

Year ended December 31,

2004 2003 2002

Cash paid, net of cash acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $266,265 $ 99,645 $19,977
Deferred purchase payments and acquisition obligations . . . . . . . . . . . . . . . . . . 429 5,146 100

Aggregate purchase cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $266,694 $104,791 $20,077

Number of chronic dialysis centers acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51 27 11

Aggregate purchase costs of acquired dialysis centers . . . . . . . . . . . . . . . . . . . . $262,458 $ 84,102 $20,077

The assets and liabilities of the acquired operations were recorded at their estimated fair market values at the
dates of acquisition and have been included in the Company’s financial statements and operating results from
their designated effective acquisition dates. The nearest month-end has been designated as the effective date for
recording acquisitions that close during the month because partial month accounting cutoffs were not made and
partial month results associated with these acquisitions would not have had a material impact on consolidated
operating results. Settlements with tax authorities relating to pre-acquisition income tax liabilities may result in
an adjustment to goodwill attributable to related acquisitions.

The initial allocations of purchase cost for acquired businesses are recorded at fair values based upon the best
available information and are finalized when identified pre-acquisition contingencies have been resolved and
information needed to complete the allocation has been received. Adjustments to purchase accounting for prior
acquisitions, and payments for acquisitions in process, have been included in the periods recognized. Final
allocations have not differed materially from the initial allocations. Aggregate purchase cost allocations were as
follows:

Year ended December 31,

2004 2003 2002

Tangible assets, principally leasehold improvements and equipment . . . . . . . . . $ 42,155 $ 26,678 $ 3,360
Amortizable intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,471 7,273 1,975
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 222,424 70,700 15,260
Liabilities assumed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17,356) (1,777) (518)
Minority interests extinguished . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,917

Aggregate purchase cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $266,694 $104,791 $20,077

Amortizable intangible assets acquired during 2004, 2003 and 2002 had weighted-average estimated useful
lives of nine, ten and ten years, respectively. The total amount of goodwill deductible for tax purposes associated
with 2004 acquisitions is approximately $120,000.
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The following summary, prepared on a pro forma basis, combines the results of operations as if the
acquisitions in 2004 and 2003 had been consummated as of the beginning of 2003, after including the impact of
certain adjustments such as amortization of intangibles, interest expense on acquisition financing and income tax
effects.

Year ended December 31,

2004 2003

(unaudited)

Net revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,388,321 $2,207,868
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 224,875 190,076

Pro forma basic net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.28 2.01
Pro forma diluted net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.19 1.79

These unaudited pro forma results are not necessarily indicative of what actually would have occurred if the
acquisitions had been completed as of the beginning of both of the periods presented. In addition, they are not
intended to be a projection of future results and do not reflect the effects of integration costs or operating
synergies.

Acquisition of Gambro Healthcare, Inc.

On December 6, 2004, the Company entered into an agreement to acquire the common stock of Gambro
Healthcare, Inc. or Gambro Healthcare, one of the largest dialysis service providers in the United States. The
purchase price of approximately $3.05 billion reflects (i) a cash purchase price of approximately $1.7 billion,
which we refer to as the cash purchase price, and (ii) the assumption of Gambro Healthcare indebtedness, which
indebtedness was approximately $1.3 billion on December 31, 2004 (nearly all of which is intercompany
indebtedness). The Company will be required to repay the Gambro Healthcare intercompany indebtedness,
including accrued interest, simultaneously with the closing of the Gambro Healthcare acquisition. Under the
stock purchase agreement, the cash purchase price increases from December 6, 2004 to the acquisition closing
date by 4% per annum for the first 90 days after signing and 8% per annum thereafter. The amount of Gambro
Healthcare intercompany debt will increase by the amount of any additional cash contributed by Gambro Inc. to
Gambro Healthcare after December 6, 2004 and will be reduced by operating cash flow applied to the
intercompany debt after December 6, 2004. The intercompany debt bears interest at a rate of 1% above the
twelve-month LIBOR. In connection with the Gambro Healthcare acquisition the Company is assessing
financing alternatives, which could include closing on some or all of the financing in advance of the closing of
the acquisition. The Company will also enter into a ten-year product supply agreement with Gambro Renal
Products Inc., a subsidiary of Gambro AB, pursuant to which the Company will purchase from Gambro Renal
Products specified percentages of its requirements for hemodialysis products, supplies and equipment at fixed
prices. The stock purchase agreement contains a number of conditions which must be satisfied or waived prior to
the closing of the acquisition. These conditions include, among others, receipt of regulatory approvals, including
antitrust clearance.

On February 18, 2005, the Company received a request from the Federal Trade Commission for additional
information in connection with the pending acquisition of Gambro Healthcare. This request extends the waiting
period imposed by the Hart-Scott-Rodino Act until thirty days after the Company and Gambro Healthcare have
substantially complied with the request, unless that period is voluntarily extended by the parties or is terminated
sooner by the FTC.
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Divestitures

The Company divested of certain center operations for cash during 2004 and 2003 which amounted to
$1,223 and $2,275, respectively. The Company divested of substantially all of its dialysis operations outside the
continental United States during 2000 and completed the sale of its remaining non-continental centers during the
second quarter of 2002. Revenues of the non-continental operations were $6,159 for 2002, and the related pre-tax
earnings were $1,383.

19. Fair values of financial instruments

Financial instruments consist primarily of cash, accounts receivable, notes receivable, accounts payable,
accrued compensation and benefits, other accrued liabilities, interest rate swap agreements and debt. The
balances of the non-debt financial instruments as presented in the financial statements at December 31, 2004
approximate their fair values due to the short-term nature of their settlements. Borrowings under credit facilities,
of which $1,358,550 was outstanding as of December 31, 2004, reflect fair value as they are subject to fees and
adjustable rates competitively determined in the marketplace. The fair value of the interest rate swaps were an
asset of approximately $2,800 as of December 31, 2004.

20. Supplemental cash flow information

The table below provides supplemental cash flow information:
Year ended December 31,

2004 2003 2002

Cash paid:
Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $95,943 $ 53,074 $30,217
Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,822 73,278 69,114

Non-cash investing and financing activities:
Fixed assets acquired under capital lease obligations . . . . . . . . . . . . . . . . . . 1,295 2,283 2,356
Contributions to consolidated partnerships . . . . . . . . . . . . . . . . . . . . . . . . . . 9,167 2,645 2,154
Deferred financing cost write-offs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73
Conversion of debt to equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125,254
Liabilities assumed in conjunction with common stock acquisition . . . . . . . 13,991 357

21. Transactions with related parties

Until March 2002, Peter Grauer, a member of the Company’s Board of Directors since 1994, was a
managing director of Credit Suisse First Boston, or CSFB. In 2002, CSFB assisted the Company in connection
with the issuance of public debt and securing other financing. Fees for these transactions were approximately
$6,000. Mr. Grauer is no longer affiliated with CSFB.

22. Selected quarterly financial data (unaudited)
2004 2003

December 31 September 30 June 30 March 31 December 31 September 30 June 30 March 31

Net operating revenues . . . . . . $616,003 $595,531 $551,630 $535,431 $553,446 $513,282 $489,883 $459,807

Operating income . . . . . . . . . . 105,171 111,652 96,467 96,833 121,190 95,211 82,800 79,334

Income before income
taxes . . . . . . . . . . . . . . . . . . 90,447 98,921 85,876 86,640 100,498 62,910 64,195 60,663

Net income . . . . . . . . . . . . . . . 56,602 60,386 52,401 52,865 62,798 38,060 38,520 36,413

Basic net income per common
share . . . . . . . . . . . . . . . . . . $ 0.58 $ 0.61 $ 0.53 $ 0.54 $ 0.65 $ 0.39 $ 0.42 $ 0.40

Diluted net income per
common share . . . . . . . . . . . $ 0.56 $ 0.59 $ 0.50 $ 0.51 $ 0.61 $ 0.36 $ 0.37 $ 0.35

38



23. Subsequent event (unaudited)

On March 4, 2005, the Company received a subpoena from the United States Attorney’s Office for the
Eastern District of Missouri in St. Louis. The subpoena requires production of a wide range of documents
relating to our operations, including documents related to, among other things, pharmaceutical and other services
provided to patients, relationships with pharmaceutical companies, financial relationships with physicians and
joint ventures. The subpoena covers the period from December 1, 1996 through the present. The subject matter of
this subpoena significantly overlaps with the subject matter of the investigation being conducted by the United
States Attorney’s Office for the Eastern District of Pennsylvania described in note 15. The Company intends to
cooperate with the government’s investigation. The subpoena has been issued in connection with a joint civil and
criminal investigation. To the Company’s knowledge, no proceedings have been initiated against it at this time,
although the Company cannot predict whether or when proceedings might be initiated or when these matters may
be resolved. In addition, criminal proceedings may be initiated against the Company in connection with this
inquiry. If a court determines that there has been wrongdoing, the penalties under applicable statutes could be
substantial.
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Management’s Report on Internal Control
over Financial Reporting

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

During the last fiscal year, the Company conducted an evaluation, under the oversight of the Principal
Executive and Principal Financial Officers, of the effectiveness of the design and operation of the Company’s
internal control over financial reporting. This evaluation was completed based on the criteria established in the
report titled “Internal Control—Integrated Framework” issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). Based upon that evaluation, we have concluded that the Company’s internal
control over financial reporting was effective as of December 31, 2004.

The Company’s consolidated financial statements have also been audited and reported on by our
independent registered public accounting firm, KPMG LLP, who issued an attestation report on management’s
assessment of the effectiveness of the Company’s internal control over financial reporting, which is included in
this Annual Report.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
DaVita Inc.:

We have audited the accompanying consolidated balance sheets of DaVita Inc. and subsidiaries as of
December 31, 2004 and 2003, and the related consolidated statements of income, shareholders’ equity and
comprehensive income, and cash flows for each of the years in the three-year period ended December 31, 2004.
These consolidated financial statements are the responsibility of the Company’s management. Our responsibility
is to express an opinion on these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of DaVita Inc. and subsidiaries as of December 31, 2004 and 2003, and the results of their
operations and their cash flows for each of the years in the three-year period ended December 31, 2004, in
conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of DaVita Inc.’s internal control over financial reporting as of December 31,
2004, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO), and our report dated February 25, 2005
expressed an unqualified opinion on management’s assessment of, and the effective operation of, internal control
over financial reporting.

Seattle, Washington
February 25, 2005
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
DaVita Inc:

We have audited management’s assessment, included in the accompanying management’s report on internal
control over financial reporting, that DaVita Inc. maintained effective internal control over financial reporting as
of December 31, 2004, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). DaVita Inc.’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on
management’s assessment and an opinion on the effectiveness of the Company’s internal control over financial
reporting based on our audit.

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

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

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

In our opinion, management’s assessment that DaVita Inc. maintained effective internal control over
financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on COSO. Also, in
our opinion, DaVita Inc. maintained, in all material respects, effective internal control over financial reporting as
of December 31, 2004, based on COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of DaVita Inc. and subsidiaries as of December 31, 2004 and
2003, and the related consolidated statements of income, shareholders’ equity and comprehensive income, and
cash flows for each of the years in the three-year period ended December 31, 2004, and our report dated February
25, 2005 expressed an unqualified opinion on those consolidated financial statements.

Seattle, Washington
February 25, 2005
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Risk Factors

This Annual Report contains statements that are forward-looking statements within the meaning of the
federal securities laws. These statements involve known and unknown risks and uncertainties including the risks
discussed below. The risks discussed below are not the only ones facing our business. Please read the cautionary
notice regarding forward-looking statements under the heading “Management’s Discussion and Analysis of
Financial Condition and Results of Operations”.

If the average rates that private payors pay us decline, then our revenues, earnings and cash flows would
be substantially reduced.

Approximately 40% of our dialysis revenues are generated from patients who have private payors as the
primary payor. The majority of these patients have insurance policies that reimburse us on terms and at rates
materially higher than Medicare rates. Based on our recent experience in negotiating with private payors, we
believe that pressure from private payors to decrease the rates they pay us may increase. If the average rates that
private payors pay us decline significantly, it would have a material adverse effect on our revenues, earnings and
cash flows.

If the number of patients with higher paying commercial insurance declines, then our revenues, earnings
and cash flows would be substantially reduced.

Our revenue levels are sensitive to the percentage of our reimbursements from higher-paying commercial
plans. A patient’s insurance coverage may change for a number of reasons, including as a result of changes in the
patient’s or a family member’s employment status. For a patient covered by an employer group health plan,
Medicare generally becomes the primary payor after 33 months, or earlier if the patient’s employer group health
plan coverage terminates. When Medicare becomes the primary payor, the payment rate we receive for that
patient shifts from the employer group health plan rate to the Medicare reimbursement rate. If there is a
significant reduction in the number of patients under higher-paying commercial plans relative to government-
based programs that pay at lower rates it would have a material adverse effect on our revenues, earnings and cash
flows.

Future declines, or the lack of further increases, in Medicare reimbursement rates would reduce our
revenues, earnings and cash flows.

Approximately one half of our dialysis revenues are generated from patients who have Medicare as their
primary payor. The Medicare ESRD program reimburses us for dialysis and ancillary services at fixed rates.
Unlike most other Medicare programs, the Medicare ESRD program does not provide for periodic inflation
increases in reimbursement rates. Increases of 1.2% in 2000 and 2.4% in 2001 were the first increases in the
composite reimbursement rate since 1991, and were significantly less than the cumulative rate of inflation over
the same period. For 2002 through 2004, there was no increase in the composite reimbursement rate. Effective
January 1, 2005, there was an increase of only 1.6%. Increases in operating costs that are subject to inflation,
such as labor and supply costs, have occurred and are expected to continue to occur regardless of whether there is
a compensating increase in reimbursement rates. We cannot predict with certainty the nature or extent of future
rate changes, if any. To the extent these rates decline or are not adjusted to keep pace with inflation, our
revenues, earnings and cash flows would be adversely affected.
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Risk Factors (continued)

Changes in the structure of, and reimbursement rates under, the Medicare ESRD program could
substantially reduce our revenues, earnings and cash flows.

The Medicare composite reimbursement rate covers the cost of treatment, including the supplies used in
those treatments, specified laboratory tests and certain pharmaceuticals. Other services and pharmaceuticals,
including EPO, vitamin D analogs and iron supplements, are separately billed. Changes to the structure of the
composite rate and separately billable reimbursement rates became effective on January 1, 2005. These changes
more than offset the 1.6% composite rate increase that also became effective January 1, 2005. In addition,
effective April 1, 2005, the Centers for Medicare and Medicaid Services, or CMS, plans to implement a case-mix
adjustment payment methodology which is designed to pay differential composite service rates based on a
variety of patient characteristics. If the case-mix adjustment is not properly implemented it could adversely affect
the Medicare reimbursement rates. Future changes in the structure of, and reimbursement rates under, the
Medicare ESRD program could substantially reduce our revenues, earnings and cash flows.

CMS continues to study the ESRD reimbursement system through a number of demonstration projects
which will take place over the next few years. The changes that went into effect on January 1, 2005 include
changes in the way we are reimbursed for certain pharmaceuticals that are currently billed outside the composite
rate. Pharmaceuticals are approximately one half of our total Medicare revenues. If Medicare begins to include in
its composite reimbursement rate pharmaceuticals, laboratory services or other ancillary services that it currently
reimburses separately, or if there are further changes to or decreases in the reimbursement rate for these items
without a corresponding increase in the composite rate, it would have a material adverse effect on our revenues,
earnings and cash flows.

Changes in state Medicaid programs or reimbursement rates could reduce our revenues, earnings and
cash flows.

More than 5% of our dialysis revenues are generated from patients who have Medicaid as their primary
coverage. State governments may propose reductions in reimbursement rates, limitations on eligibility or other
changes to Medicaid programs from time to time. If state governments reduce the rates paid by those programs
for dialysis and related services, limit eligibility for Medicaid coverage or adopt changes similar to those adopted
by Medicare, then our revenues, earnings and cash flows could be adversely affected.

Changes in clinical practices and reimbursement rates or rules for EPO and other pharmaceuticals could
substantially reduce our revenues, earnings and cash flows.

The administration of EPO and other pharmaceuticals accounts for approximately 40% of our total dialysis
revenues. Changes in physician practice patterns and accepted clinical practices, changes in private and
governmental reimbursement criteria, the introduction of new pharmaceuticals and the conversion to alternate
types of administration could have a material adverse effect on our revenues, earnings and cash flows.

For example, some Medicare fiscal intermediaries (Medicare claims processing contractors) are seeking to
implement local medical review policies for EPO and vitamin D analogs that would effectively limit utilization of
and reimbursement for these pharmaceuticals. CMS has proposed a draft reimbursement policy that would direct all
fiscal intermediaries with respect to reimbursement coverage for EPO. It is possible that the draft policy, if
finalized, will affect physician prescription patterns and the timing of our cash flows due to changes in auditing
methodology by fiscal intermediaries.
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Adverse developments with respect to EPO and the introduction of Aranesp® could materially reduce our
earnings and cash flows and affect our ability to care for our patients.

Amgen is the sole supplier of EPO and may unilaterally decide to increase its price for EPO at any time. For
example, Amgen unilaterally increased its base price for EPO by 3.9% in each of 2002, 2001 and 2000. Although
we have entered into contracts for EPO pricing for a fixed time period that includes discount variables depending
on certain clinical criteria and other criteria, we cannot predict whether we will continue to receive the discount
structure for EPO that we currently receive, or whether we will continue to achieve the same levels of discounts
within that structure as we have historically achieved. An increase in the cost of EPO could have a material
adverse effect on our earnings and cash flows.

Amgen has developed and obtained FDA approval for Aranesp®, a new pharmaceutical used to treat anemia
that may replace EPO or reduce its use with dialysis patients. Unlike EPO, which is generally administered in
conjunction with each dialysis treatment, Aranesp® can remain effective for between two and three weeks. In the
event that Amgen begins to market Aranesp® for the treatment of dialysis patients, we may realize lower margins
on the administration of Aranesp® than are currently realized with EPO. In addition, some physicians may begin
to administer Aranesp® in their offices, which would prevent us from recognizing revenue or profit from the
administration of EPO or Aranesp® to those physicians’ patients. A significant increase in the use of Aranesp®

would have a material adverse effect on our revenues, earnings and cash flows.

The investigation related to the subpoena we received on March 4, 2005 from the United States Attorney’s
Office for the Eastern District of Missouri could result in substantial penalties against us.

On March 4, 2005, we received a subpoena from the United States Attorney’s Office for the Eastern District
of Missouri in St. Louis. The subpoena requires production of a wide range of documents relating to our
operations, including documents related to, among other things, pharmaceutical and other services provided to
patients, relationships with pharmaceutical companies, financial relationships with physicians and joint ventures.
The subpoena covers the period from December 1, 1996 through the present. The subject matter of this subpoena
significantly overlaps with the subject matter of the investigation being conducted by the United States
Attorney’s Office for the Eastern District of Pennsylvania. We intend to meet with representatives of the
government to discuss the scope of the subpoena and the production of responsive documents. We intend to
cooperate with the government’s investigation. The subpoena has been issued in connection with a joint civil and
criminal investigation. To our knowledge, no proceedings have been initiated against us at this time, although we
cannot predict whether or when proceedings might be initiated or when these matters may be resolved. Any
negative findings could result in substantial financial penalties against us, exclusion from future participation in
the Medicare and Medicaid programs and criminal penalties.

The investigation related to the subpoena we received on October 25, 2004 from the U.S. Attorney’s Office
for the Eastern District of New York could result in substantial penalties against us.

We are voluntarily cooperating with the U.S. Attorney’s Office for the Eastern District of New York and the
OIG with respect to the subpoena we received on October 25, 2004, which requested a wide range of documents,
including specific documents relating to testing of parathyroid hormone levels and products relating to vitamin D
therapies. Other participants in the dialysis industry received a similar subpoena including Gambro Healthcare,
Fresenius Medical Care and Renal Care Group. The U.S. Attorney’s Office has also requested information
regarding our Florida laboratory. Compliance with the subpoena will require management attention and legal
expense. We are unable to determine when these matters will be resolved, whether any additional areas of inquiry
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Risk Factors (continued)

will be opened or any outcome of these matters, financial or otherwise. In addition, criminal proceedings may be
initiated against us in connection with this inquiry. Any negative findings could result in substantial financial
penalties against us, exclusion from future participation in the Medicare and Medicaid programs and criminal
penalties.

The pending federal review related to the subpoena we received in May 2002 from the U.S. Attorney’s
Office for the Eastern District of Pennsylvania could result in substantial penalties against us.

We are voluntarily cooperating with the Civil Division of the U.S. Attorney’s Office for the Eastern District
of Pennsylvania and the OIG in a review of some historical practices, including billing and other operating
procedures, financial relationships with physicians and pharmaceutical companies, and the provision of
pharmaceutical and other ancillary services, including laboratory and other diagnostic testing services. The U.S.
Attorney’s Office has also requested and received information regarding certain of our laboratories. We are
unable to determine when these matters will be resolved, whether any additional areas of inquiry will be opened
or any outcome of these matters, financial or otherwise. Any negative findings could result in substantial
financial penalties against us and exclusion from future participation in the Medicare and Medicaid programs.

If we fail to adhere to all of the complex government regulations that apply to our business, we could
suffer severe consequences that would substantially reduce our revenues, earnings and cash flows.

Our dialysis operations are subject to extensive federal, state and local government regulations, including
Medicare and Medicaid reimbursement rules and regulations, federal and state anti-kickback laws, Stark II
physician self-referral prohibition and analogous state referral statutes, and federal and state laws regarding the
collection, use and disclosure of patient health information. The regulatory scrutiny of healthcare providers,
including dialysis providers, has increased significantly in recent years. Medicare has increased the frequency
and intensity of its certification surveys and inspections of dialysis centers have increased markedly in recent
years. In addition, fiscal intermediaries are increasing their prepayment and post-payment reviews.

We endeavor to comply with all of the requirements for receiving Medicare and Medicaid reimbursement
and to structure all of our relationships with referring physicians to comply with the anti-kickback laws and the
Stark II physicians self-referral law. However, the laws and regulations in this area are complex and subject to
varying interpretations. For example, none of our medical director agreements establishes compensation using
the anti-kickback safe harbor method; rather, compensation under our medical director agreements is the result of
individual negotiation and the Company believes exceeds amounts determined in that manner. If an enforcement
agency were to challenge the level of compensation that we pay our medical directors, we could be required to
change our practices, face criminal or civil penalties, pay substantial fines or otherwise experience a material
adverse effect as a result of a challenge to these arrangements.

Due to regulatory considerations unique to each of these states, all of our dialysis operations in New York
and some of our dialysis operations in New Jersey are conducted by privately-owned companies to which we
provide a broad range of administrative services. These operations account for approximately 6% of our dialysis
revenues. We believe that we have structured these operations to comply with the laws and regulations of these
states, but we can give no assurances that they will not be challenged.

If any of our operations are found to violate these or other government regulations, we could suffer severe
consequences that would have a material adverse effect on our revenues, earnings and cash flows including:

• Mandated practice changes that significantly increase operating expenses;

• Suspension or termination of our participation in government reimbursement programs;
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• Refunds of amounts received in violation of law or applicable reimbursement program requirements;

• Loss of required government certifications or exclusion from government reimbursement programs;

• Loss of licenses required to operate healthcare facilities in some of the states in which we operate,
including the loss of revenues from operations in New York and New Jersey conducted by privately-
owned companies as described above;

• Fines, damages or monetary penalties for anti-kickback law violations, Stark II violations, submission of
false claims, civil or criminal liability based on violations of law, or other failures to meet reimbursement
program requirements and patient privacy law violations;

• Claims for monetary damages from patients who believe their protected health information has been used
or disclosed in violation of federal or state patient privacy laws; and

• Termination of relationships with medical directors.

We may be subject to liability claims for damages and other expenses not covered by insurance that could
reduce our earnings and cash flows.

The administration of dialysis and related services to patients may subject us to litigation and liability for
damages. Our business, profitability and growth prospects could suffer if we face negative publicity or we pay
damages or defense costs in connection with a claim that is outside the scope of any applicable insurance
coverage. We currently maintain programs of general and professional liability insurance. However, a successful
professional liability, malpractice or negligence claim in excess of our insurance coverage could harm our
profitability and liquidity.

In addition, if our costs of insurance and claims increase, then our earnings could decline. Market rates for
insurance premiums and deductibles have been steadily increasing. Our earnings and cash flows could be
materially and adversely affected by any of the following:

• Further increases in premiums and deductibles;

• Increases in the number of liability claims against us or the cost of settling or trying cases related to those
claims; and

• An inability to obtain one or more types of insurance on acceptable terms.

If businesses we acquire have unknown liabilities, we could suffer severe consequences that would
substantially reduce our revenues, earnings and cash flows.

Our business strategy includes the acquisition of dialysis centers and businesses that own and operate
dialysis centers. Businesses we acquire may have unknown or contingent liabilities or liabilities that are in excess
of the amounts that we had estimated. These liabilities could include liabilities arising as a result of any failure to
adhere to laws and regulations governing dialysis operations, such as violations of federal or state anti-kickback
statutes or Stark II. Although we generally seek indemnification from the sellers of businesses we acquire for
matters that are not properly disclosed to us, we are not always successful. In addition, even in cases where we
are able to obtain indemnification, we may discover liabilities greater than the contractual limits or the financial
resources of the indemnifying party. In the event that we are responsible for liabilities substantially in excess of
any amounts recovered through rights to indemnification, we could suffer severe consequences that would
substantially reduce our revenues, earnings and cash flows.
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Risk Factors (continued)

If a significant number of physicians were to cease referring patients to our dialysis centers, whether due
to regulatory or other reasons, then our revenues, earnings and cash flows would be substantially reduced.

Many physicians prefer to have their patients treated at dialysis centers where they or other members of
their practice supervise the overall care provided as medical directors of the centers. As a result, the primary
referral source for most of our centers is often the physician or physician group providing medical director
services to the center. If a medical director agreement terminates, whether before or at the end of its term, and a
new medical director is appointed, it may negatively impact the former medical director’s decision to treat his or
her patients at our center. Additionally, both current and former medical directors have no obligation to refer
their patients to our centers. Also, if the quality of service levels at our centers deteriorate, it may negatively
impact patient referrals and treatment volumes.

Our medical director contracts are for fixed periods, generally five to ten years. Medical directors have no
obligation to extend their agreements with us. As of January 1, 2005, there were 59 centers, accounting for
approximately 9% of our 2004 treatment volume, at which the medical director agreements require renewal on or
before December 31, 2005.

We may take actions to restructure existing relationships or take positions in negotiating extensions of
relationships to assure compliance with the safe harbor provisions of the anti-kickback statute, Stark II law and
other similar laws. These actions could negatively impact the decision of physicians to extend their medical
director agreements with us or to refer their patients to us. If the terms of any existing agreement are found to
violate applicable laws, we may not be successful in restructuring the relationship which could lead to the early
termination of the agreement, or force the physician to stop referring patients to the centers.

If our joint ventures were found to violate the law, we could suffer severe consequences that would have a
material adverse effect on our revenues, earnings and cash flows.

As of December 31, 2004 we operated 128 dialysis centers, representing approximately 15% of our dialysis
revenue, that are owned by joint ventures in which we own a controlling interest and one or more physicians or
physician practice groups have a minority interest. The physician owners may also provide medical director
services to those centers or other centers we own and operate. Because our relationships with physicians are
governed by the “anti-kickback” statute contained in the Social Security Act, we have sought to structure our
joint venture arrangements to satisfy as many safe harbor requirements as possible. However, our joint venture
arrangements do not satisfy all elements of any safe harbor under the federal anti-kickback statute. Based on the
exceptions applicable to ESRD services, we believe that our joint venture arrangements and operations materially
comply with the Stark II law. If the joint ventures are found to be in violation of the anti-kickback statute or the
Stark provisions, we could be required to restructure the joint ventures or refuse to accept referrals for designated
health services from the physicians with whom the joint venture centers have a financial relationship. We also
could be required to repay to Medicare amounts received by the joint ventures pursuant to prohibited referrals,
and we could be subject to monetary penalties and exclusion from government healthcare programs. If our joint
venture centers are subject to any of these penalties, we could suffer severe consequences that would have a
material adverse effect on our revenues, earnings and cash flows.

48



The level of our current and future debt could have an adverse impact on our business.

We have substantial debt outstanding and if we consummate the proposed Gambro Healthcare acquisition
we will incur substantial additional debt. In addition, we may incur additional indebtedness in the future. The
level of our current and proposed indebtedness, among other things, could:

• make it difficult for us to make payments on our debt securities;

• increase our vulnerability to general adverse economic and industry conditions;

• require us to dedicate a substantial portion of our cash flow from operations to payments on our
indebtedness, thereby reducing the availability of our cash flow to fund working capital, capital
expenditures, acquisitions and investments and other general corporate purposes;

• expose us to interest rate fluctuations because the interest on the debt under some of our indebtedness
may be at variable rates;

• limit our flexibility in planning for, or reacting to, changes in our business and the markets in which we
operate;

• place us at a competitive disadvantage compared to our competitors that have less debt; and

• limit our ability to borrow additional funds.

If additional debt financing is not available when required or is not available on acceptable terms, we may
be unable to grow our business, take advantage of business opportunities, respond to competitive pressures or
refinance maturing debt, any of which could have a material adverse effect on our operating results and financial
condition.

We will require a significant amount of cash to service our indebtedness. Our ability to generate cash
depends on many factors beyond our control.

Our ability to make payments on our indebtedness and to fund planned capital expenditures and expansion
efforts, including any strategic acquisitions we may make in the future, will depend on our ability to generate
cash. This, to a certain extent, is subject to general economic, financial, competitive, regulatory and other factors
that are beyond our control.

We cannot assure you that our business will generate sufficient cash flow from operations in the future, that
our currently anticipated growth in revenue and cash flow will be realized on schedule or that future borrowings
will be available to us in an amount sufficient to enable us to service our indebtedness, including the notes, or to
fund other liquidity needs. We may need to refinance all or a portion of our indebtedness on or before maturity.
Our senior secured credit facilities are secured by substantially all of our and our subsidiaries’ assets. As such,
our ability to refinance our debt or seek additional financing could be limited by such security interest. We
cannot assure you that we will be able to refinance our indebtedness on commercially reasonable terms or at all.

If the current shortage of skilled clinical personnel continues, we may experience disruptions in our
business operations and increases in operating expenses.

We are experiencing increased labor costs and difficulties in hiring nurses due to a nationwide shortage of
skilled clinical personnel. We compete for nurses with hospitals and other health care providers. This nursing
shortage may limit our ability to expand our operations. If we are unable to hire skilled clinical personnel when
needed, our operations and treatment growth will be negatively impacted, which would result in reduced
revenues, earnings and cash flows.
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Risk Factors (continued)

Provisions in our charter documents, compensation programs and Delaware law may deter a change of
control that our stockholders would otherwise determine to be in their best interests.

Our charter documents include provisions that may deter hostile takeovers, delay or prevent changes of
control or changes in our management, or limit the ability of our stockholders to approve transactions that they
may otherwise determine to be in their best interests. These include provisions prohibiting our stockholders from
acting by written consent, requiring 90 days advance notice of stockholder proposals or nominations to our Board
of Directors and granting our Board of Directors the authority to issue up to five million shares of preferred stock
and to determine the rights and preferences of the preferred stock without the need for further stockholder
approval, and a poison pill that would substantially dilute the interest sought by an acquirer that our Board of
Directors does not approve.

In addition, most of our outstanding employee stock options include a provision accelerating the vesting of
the options in the event of a change of control. We have also adopted a change of control protection program for
our employees who do not have a significant number of stock awards, which provides for cash bonuses to the
employees in the event of a change of control. Based on the shares of our common stock outstanding and the
market price of our stock on December 31, 2004, these cash bonuses would total approximately $149 million if a
control transaction occurred at that price and our Board of Directors did not modify the program. These
compensation programs may affect the price an acquirer would be willing to pay.

We are also subject to Section 203 of the Delaware General Corporation Law that, subject to exceptions,
would prohibit us from engaging in any business combinations with any interested stockholder, as defined in that
section, for a period of three years following the date on which that stockholder became an interested
stockholder. These restrictions may discourage, delay or prevent a change in the control of our Company.

These provisions may discourage, delay or prevent an acquisition of our Company at a price that our
stockholders may find attractive. These provisions could also make it more difficult for our stockholders to elect
directors and take other corporate actions and could limit the price that investors might be willing to pay for
shares of our common stock.

The Gambro Healthcare acquisition is significantly larger than any other acquisition we have made to
date. We will face challenges integrating the Gambro Healthcare centers and may not realize anticipated
benefits.

The Gambro Healthcare acquisition is the largest acquisition we have attempted to date. There is a risk that,
due to the size of the acquisition, we will be unable to integrate Gambro Healthcare into our operations as
effectively as we have with prior acquisitions, which would result in fewer benefits to us from the acquisition
than currently anticipated as well as increased costs. The integration of the Gambro Healthcare operations will
require implementation of appropriate operations, management and financial reporting systems and controls. We
may experience difficulties in effectively implementing these and other systems and integrating Gambro
Healthcare’s systems and operations. In addition, the integration of Gambro Healthcare will require the focused
attention of our management team, including a significant commitment of their time and resources. The need for
management to focus on integration matters, could have a material and adverse impact on our revenues and
operating results. If the integration is not successful or if our Gambro Healthcare operations are less profitable
than we currently anticipate, our results of operations and financial condition may be materially and adversely
affected.
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We will assume substantially all of Gambro Healthcare’s liabilities, including contingent liabilities. If these
liabilities are greater than expected, or if there are unknown Gambro Healthcare obligations, our business
could be materially and adversely affected.

As a result of the Gambro Healthcare acquisition, we will assume substantially all of Gambro Healthcare’s
liabilities, including contingent liabilities. We may learn additional information about Gambro Healthcare’s
business that adversely affects us, such as unknown liabilities, issues relating to internal controls over financial
reporting, issues that could affect our ability to comply with the Sarbanes-Oxley Act after we acquire Gambro
Healthcare or issues that could affect our ability to comply with other applicable laws, including laws and
regulations governing dialysis operations. As a result, we cannot assure you that the Gambro Healthcare
acquisition will be successful or will not, in fact, harm our business. Among other things, if Gambro Healthcare’s
liabilities are greater than expected, or if there are obligations of Gambro Healthcare of which we are not aware
at the time of completion of the acquisition, our business could be materially and adversely affected.

We have limited indemnification rights in connection with these and other regulatory compliance and
litigation matters affecting Gambro Healthcare, as well as known contingent liabilities of Gambro Healthcare that
we will assume. For example, Gambro Healthcare was served a complaint regarding a former employee and a
putative class of employees in California for claims relating to California labor laws. Although this matter is
subject to indemnification under the acquisition agreement, claims relating to this matter may exceed the limit on
our indemnification rights. Gambro Healthcare may also have other unknown liabilities which we will be
responsible for after the acquisition. If we are responsible for liabilities not covered by indemnification rights or
substantially in excess of amounts covered through any indemnification rights, we could suffer severe
consequences that would substantially reduce our revenues, earnings and cash flows.

The integration of Gambro Healthcare and the realization of cost savings will require us to make
significant expenditures.

In order to obtain the cost savings and operating income that we believe the integration of Gambro
Healthcare should provide, we will be required to make significant expenditures. We are in the early stages of
planning for the integration process and are uncertain as to the extent and amount of these expenditures. Further,
given the amount of indebtedness that we will incur as part of the Gambro Healthcare acquisition, we may not be
able to obtain additional financing required for any significant expenditures on favorable terms or at all. In
addition, we may not achieve the cost savings we expect through the integration of the Gambro Healthcare
operations regardless of our expenditures, which failure would materially and adversely affect our financial
results. The costs associated with compliance with the corporate integrity agreement could be substantial and
may be greater than we currently anticipate.

If we experience a higher than normal turnover rate for Gambro Healthcare employees after the
acquisition, we may not be able to effectively integrate their operations.

In order to successfully integrate the Gambro Healthcare operations into our own, we will require the
services of Gambro Healthcare’s clinical, operating and administrative employees. If we experience a higher than
normal turnover rate for Gambro Healthcare employees, we may not be able to effectively integrate Gambro
Healthcare’s systems and operations.

If we lose the services of a significant number of Gambro Healthcare’s medical directors, our results of
operations could be harmed.

Certain of Gambro Healthcare’s contracts with its medical directors provide that the contract is terminable
upon a change of control of Gambro Healthcare. These termination provisions would be triggered by our
acquisition of Gambro Healthcare. If we lose the services of a significant number of Gambro Healthcare’s
medical directors, our results of operations may be harmed.
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Our alliance and product supply agreement with Gambro Renal Products Inc. will limit our ability to
achieve costs savings with respect to products and equipment we are required to purchase under this
agreement.

In connection with the Gambro Healthcare acquisition, we will enter into a ten-year alliance and product
supply agreement with Gambro Renal Products Inc., a subsidiary of Gambro AB, pursuant to which we will be
required to purchase from Gambro Renal Products specified percentages of our requirements for hemodialysis
products, supplies and equipment at fixed prices. This will limit our ability to realize future cost savings in regard
to these products and equipment. For the twelve months ended December 31, 2004, our total spending on
hemodialysis products, supplies and equipment was approximately 8% of our total operating costs. If Gambro
Renal Products is unable to fulfill its obligations under the agreement, we may have difficulty finding alternative
sources of supplies on favorable financial terms, further reducing our ability to achieve cost savings. In addition,
as we replace existing equipment from other third party manufacturers with Gambro Renal Products’ equipment,
we may incur additional expenses as we transition to this new equipment.

The consummation of the Gambro Healthcare acquisition is subject to a number of conditions; if these
conditions are not satisfied or waived, we will not be able to consummate the acquisition.

The stock purchase agreement relating to the Gambro Healthcare acquisition contains a number of
conditions which must be satisfied or waived prior to the closing of the acquisition. These conditions include,
among others, execution and delivery of the transition services agreement and the alliance product and supply
agreement and receipt of regulatory approvals, including antitrust clearance. On February 18, 2005, we received
a request from the Federal Trade Commission for additional information in connection with its review of our
anti-trust filing. We intend to respond promptly to this request. The effect of the second request is to extend the
waiting period imposed by the Hart-Scott-Rodino Act until thirty days after we and Gambro Healthcare have
substantially complied with the request, unless that period is extended voluntarily by us and Gambro Healthcare
or is terminated sooner by the FTC. In addition, one or more states’ Attorneys General could attempt to impose
conditions or otherwise interfere with the proposed acquisition. In connection with obtaining antitrust clearance,
we may decide to, or the Federal Trade Commission or other regulatory agencies with jurisdiction may request
that we divest certain of our or Gambro Healthcare’s dialysis centers. These divestitures could be material. In
addition, we will require financing in order to consummate the Gambro Healthcare acquisition. We have obtained
acquisition financing commitments from a group of financial institutions, however such commitments are subject
to customary conditions. We therefore cannot assure you that we will be able to obtain such financing on
favorable terms or at all or that we will be able to consummate the Gambro Healthcare acquisition on the terms
described herein or at all.

If we do not cause Gambro Healthcare to comply and Gambro Healthcare does not comply with its
corporate integrity agreement, or Gambro Healthcare otherwise has failed or fails to comply with
applicable government regulations to its operations, we could be subject to additional penalties and
otherwise may be materially harmed.

On December 1, 2004, Gambro Healthcare entered into a settlement agreement with the Department of
Justice and certain agencies of the United States government relating to the Department of Justice’s investigation
of Gambro Healthcare’s Medicare and Medicaid billing practices and its relationships with physicians and
pharmaceutical manufacturers. In connection with the settlement agreement, Gambro Healthcare, without
admitting liability, made a one-time payment of approximately $310 million and entered into a corporate
integrity agreement with HHS. In addition, its subsidiary, Gambro Supply Corp., entered a plea of guilty to a one
count felony charge related to the conduct of its predecessor, REN Supply Corp., and paid a criminal fine of $25
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million. Gambro Supply Corp. was excluded from participation in federal health care programs. However, no
other Gambro AB affiliates were so excluded. Gambro Healthcare also agreed to voluntarily cooperate with the
government in connection with its further investigation. The corporate integrity agreement applies to all of
Gambro Healthcare’s centers and requires, among other things, that Gambro Healthcare implement additional
training, engage an independent review organization to conduct an annual review of certain of its reimbursement
claims, and submit to the OIG an annual report with respect to its compliance activities. Moreover, Gambro
Healthcare has reached a preliminary understanding with the National Association of Medicaid Fraud Control
Units to settle the related claims of the affected state Medicaid programs for a one-time payment of $15 million
plus interest accruing at the rate of 5% per annum from December 1, 2004. Completion of the Medicaid
settlement is subject to confirmation of certain claims data and negotiation and execution of settlement
agreements with the relevant states. As a result of the settlement agreement, private payors and other third parties
may initiate legal proceedings against Gambro Healthcare related to the billing practices and other matters
covered by the settlement agreement. If we do not cause Gambro Healthcare to comply, and Gambro Healthcare
does not comply, with the terms of the corporate integrity agreement or otherwise has failed or fails to comply
with the extensive federal, state and local government regulations applicable to its operations, we could be
subject to additional penalties, including monetary penalties or suspension from participation in government
reimbursement programs, and otherwise may be materially harmed. The costs associated with compliance with
the corporate integrity agreement and cooperation with the government could be substantial and may be greater
than we currently anticipate.
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Market for the Registrant’s Common Equity, Related Stockholder Matters
and Issuer Purchases of Equity Securities

Our common stock is traded on the New York Stock Exchange under the symbol “DVA”. The following
table sets forth, for the periods indicated, the high and low closing prices for our common stock as reported by
the New York Stock Exchange. The closing prices have been adjusted to retroactively reflect the effect of a stock
split in the second quarter of 2004.

High Low

Year ended December 31, 2004:
1st quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $31.86 $25.33
2nd quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34.17 29.19
3rd quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32.18 27.38
4th quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39.62 29.40

Year ended December 31, 2003:
1st quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $17.06 $13.03
2nd quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.96 13.01
3rd quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.67 17.89
4th quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.67 21.97

The closing price of our common stock on February 1, 2005 was $42.15 per share. According to The Bank
of New York, our registrar and transfer agent, as of February 1, 2005, there were 2,318 holders of record of our
common stock. Since our recapitalization in 1994, we have not declared or paid cash dividends to holders of our
common stock. We have no current plans to pay cash dividends. Also, see the heading “Liquidity and capital
resources” under “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and
the notes to our consolidated financial statements included in this Annual Report.

The following table sets forth information with respect to repurchases of our common stock during the
quarter ended December 31, 2004.

Period

Total number
of shares

purchased

Average
price paid
per share

Total number of shares
purchased as part of
publicly announced
plans or programs

Approximate dollar value of
shares that may yet be

purchased under the plans or
programs(1)

October 1, 2004 through October 31,
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300,300 $30.14 300,300 $249,121,411

November 1, 2004 through November 30,
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 249,121,411

December 1, 2004 through December 31,
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 249,121,411

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300,300 $30.14 300,300 $249,121,411

(1) On September 11, 2003, the Company announced that the Board of Directors authorized the Company to
repurchase up to $200 million of the Company’s common stock, with no expiration date. On November 2,
2004, the Company announced that the Board of Directors approved an increase in the Company’s
authorization to repurchase shares of its common stock by an additional $200 million. The Company is
authorized to make purchases from time to time in the open market or in privately negotiated transactions,
depending upon market conditions and other considerations.
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Selected Financial Data

The following table presents selected consolidated financial and operating data for the periods indicated.
The following financial and operating data should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and our consolidated financial statements included in
this Annual Report.

Year ended December 31,

2004 2003 2002 2001 2000

(in thousands, except share data)
Income statement data:
Net operating revenues(1) . . . . . . . . . . . . . . . . . $ 2,298,595 $ 2,016,418 $ 1,854,632 $ 1,650,753 $ 1,486,302
Operating expenses(2) . . . . . . . . . . . . . . . . . . . . 1,888,472 1,637,883 1,470,806 1,339,895 1,318,460

Operating income . . . . . . . . . . . . . . . . . . . . . . . 410,123 378,535 383,826 310,858 167,842
Debt expense . . . . . . . . . . . . . . . . . . . . . . . . . . . 52,412 66,828 71,636 72,438 115,445
Refinancing charges (gains)(3) . . . . . . . . . . . . . 26,501 48,930 (1,629) 7,009
Other income, net . . . . . . . . . . . . . . . . . . . . . . . 4,173 3,060 3,997 2,518 (6,270)

Income before income taxes . . . . . . . . . . . . . . . 361,884 288,266 267,257 242,567 39,118
Income tax expense . . . . . . . . . . . . . . . . . . . . . . 139,630 112,475 109,928 105,252 25,633

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 222,254 $ 175,791 $ 157,329 $ 137,315 $ 13,485

Basic earnings per common share(4) . . . . . . . . . $ 2.25 $ 1.86 $ 1.46 $ 1.09 $ 0.11

Diluted earnings per common share(4) . . . . . . . $ 2.16 $ 1.66 $ 1.30 $ 1.01 $ 0.11

Weighted average shares outstanding:(4)(6)
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98,727,000 94,346,000 107,747,000 125,652,000 122,372,000

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102,861,000 113,760,000 135,720,000 155,181,000 124,736,000

Ratio of earnings to fixed charges(5) . . . . . . . . 5.55:1 4.43:1 4.35:1 3.63:1 1.32:1

Balance sheet data:
Working capital . . . . . . . . . . . . . . . . . . . . . . . . . $ 426,985 $ 242,238 $ 251,925 $ 175,983 $ 148,348
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,511,959 1,945,530 1,775,693 1,662,683 1,596,632
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . 1,322,468 1,117,002 1,311,252 811,190 974,006
Shareholders’ equity(6) . . . . . . . . . . . . . . . . . . . 523,134 306,871 70,264 503,637 349,368

(1) Net operating revenues include $8,293 in 2004, $24,000 in 2003 and $58,778 in 2002 of Medicare lab recoveries relating to prior years’
services and $22,000 in 2001 of prior years’ dialysis services revenue relating to cash settlements and collections in excess of prior
estimates.

(2) Total operating expenses include recoveries of $5,192 in 2002 and $35,220 in 2001 of accounts receivable reserved in 1999 and net
impairment losses of $4,556 in 2000 principally associated with the disposition of the Company’s non-continental U.S. operations.

(3) Refinancing charges of $26,501 in 2003 represented the consideration paid to redeem the $125,000 5 5⁄8% Convertible Subordinated
Notes due 2006 and the $345,000 7% Convertible Subordinated Notes due 2009 in excess of book value, the write off of related deferred
financing costs and other financing fees associated with amending the bank credit agreement. Refinancing charges of $48,930 in 2002
represented the write-off of deferred financing costs associated with the retirement of the $225,000 outstanding 9 1⁄4% Senior
Subordinated Notes due 2011.

(4) All share and per-share data for all periods presented have been adjusted to retroactively reflect the effects of a 3 for 2 stock split in the
second quarter of 2004.

(5) The ratio of earnings to fixed charges was computed by dividing earnings by fixed charges. Earnings for this purpose is defined as pretax
income from operations adjusted by adding back fixed charges expensed during the period and debt refinancing charges. Fixed charges
include debt expense (interest expense and amortization of financing costs), the estimated interest component of rental expense on
operating leases, and capitalized interest.

(6) Share repurchases consisted of 3,350,100 shares of common stock for $96,540 in 2004, 5,162,850 shares of common stock for $107,162
in 2003, 40,991,216 shares of common stock for $642,171 in 2002 and 1,333,050 shares of common stock for $20,360 in 2001. Debt of
$124,700 and $526 was converted into 7,302,528 and 24,045 shares of common stock in 2003. Shares issued in connection with stock
awards amounted to 5,106,783 in 2004, 3,539,919 in 2003, 5,131,425 in 2002, 4,711,989 in 2001 and 1,226,319 in 2000.
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