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Special Note on Factors Affecting Future Results

This Quarterly Report on Form 10-Q contains forward-looking statements regarding future events and the future

results of Charles River Laboratories International, Inc. that are based on our current expectations, estimates, forecasts

and projections about the industries in which we operate and the beliefs and assumptions of our management. Words

such as “expect,” “anticipate,” “target,” “goal,” “project,” “intend,” “plan,” “believe,” “seek,” “estimate,” “will,” “likely,” “ma
“future,” “can,” “could,” and other similar expressions which are predictions of, indicate future events and trends or which

do not relate to historical matters, are intended to identify such forward-looking statements. These statements are
based on our current expectations and beliefs and involve a number of risks, uncertainties and assumptions that are
difficult to predict.

For example, we may use forward-looking statements when addressing topics such as: goodwill and asset impairments
still under review; future demand for drug discovery and development products and services, including the
outsourcing of these services; our expectations regarding stock repurchases, including the number of shares to be
repurchased, expected timing and duration, the amount of capital that may be expended and the treatment of
repurchased shares; present spending trends and other cost reduction activities by our clients; future actions by our
management; the outcome of contingencies; changes in our business strategy, business practices and methods of
generating revenue; the development and performance of our services and products; market and industry conditions,
including competitive and pricing trends; our strategic relationships with leading pharmaceutical companies and
venture capital investments and opportunities for future similar arrangements; our cost structure; the impact of
acquisitions; our expectations with respect to revenue growth and operating synergies (including the impact of specific
actions intended to cause related improvements); the impact of specific actions intended to improve overall operating
efficiencies and profitability (and our ability to accommodate future demand with our infrastructure), including gains
and losses attributable to businesses we plan to close, consolidate, divest or repurpose (including our Maryland
research model production site); changes in our expectations regarding future stock option, restricted stock,
performance share units, and other equity grants to employees and directors; expectations with respect to foreign
currency exchange; assessing (or changing our assessment of) our tax positions for financial statement purposes; and
our liquidity. In addition, these statements include the impact of economic and market conditions on us and our
clients; the effects of our cost saving actions and the steps to optimize returns to shareholders on an effective and
timely basis; and our ability to withstand the current market conditions.

You should not rely on forward-looking statements because they are predictions and are subject to risks, uncertainties,
and assumptions that are difficult to predict. Therefore, actual results may differ materially and adversely from those
expressed in any forward-looking statements. You are cautioned not to place undue reliance on these forward-looking
statements, which speak only as of the date of this document, or in the case of statements incorporated by reference,
on the date of the document incorporated by reference.

Factors that might cause or contribute to such differences include, but are not limited to, those discussed in our Annual
Report on Form 10-K for the year ended December 30, 2017, under the sections entitled “Our Strategy,” “Risk Factors,’
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” in our press releases, and
other financial filings with the Securities and Exchange Commission. We have no obligation to publicly update or
revise any forward-looking statements, whether as a result of new information, future events, or risks. New
information, future events, or risks may cause the forward-looking events we discuss in this report not to occur.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
CHARLES RIVER LABORATORIES INTERNATIONAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

(in thousands, except per share amounts)

Service revenue

Product revenue

Total revenue

Costs and expenses:

Cost of services provided (excluding amortization of intangible assets)
Cost of products sold (excluding amortization of intangible assets)
Selling, general and administrative

Amortization of intangible assets

Operating income

Other income (expense):

Interest income

Interest expense

Other income, net

Income from continuing operations, before income taxes
Provision for income taxes

Income from continuing operations, net of income taxes

Income (loss) from discontinued operations, net of income taxes
Net income

Less: Net income attributable to noncontrolling interests

Net income attributable to common shareholders

Earnings per common share

Basic:

Continuing operations attributable to common shareholders
Discontinued operations

Net income attributable to common shareholders

Diluted:

Continuing operations attributable to common shareholders
Discontinued operations

Net income attributable to common shareholders

See Notes to Unaudited Condensed Consolidated Financial Statements.
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Three Months Ended
June 30, July 1,
2018 2017
$438,456 $329,398
146,845 139,731
585,301 469,129
302,304 215,053
67,016 68,751
120,531 93,820
18,740 9,819
76,710 81,686
182 161
(18,643 ) (7,403
12,039 2,472
70,288 76,916
17,438 22,243
52,850 54,673
1,529 (71
54,379 54,602
670 650
$53,709  $53,952
$1.08 $1.14
$0.03 $—
$1.11 $1.13
$1.06 $1.12
$0.03 $—
$1.10 $1.12

Six Months Ended
June 30, July 1,
2018 2017
$783,910 $633,929
295,361 280,963
1,079,271 914,892
546,112 422,220
135,709 135,995
223,903 184,729
29,008 20,556
144,539 151,392
464 363

) (29,834 ) (14,386
18,159 17,594
133,328 154,963
27,210 53,327
106,118 101,636

) 1,506 (75
107,624 101,561
1,284 831
$106,340 $100,730
$2.18 $2.12
$0.03 $—
$2.22 $2.12
$2.14 $2.08
$0.03 $—
$2.17 $2.08

)
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

(in thousands)

Net income
Other comprehensive income:

Foreign currency translation adjustment and other

Amortization of net loss and prior service benefit included in net periodic
cost for pension and other post-retirement benefit plans

Comprehensive income, before income taxes

Less: Income tax (benefit) expense related to items of other comprehensive

income

Comprehensive income, net of income taxes
Less: Comprehensive (loss) income related to noncontrolling interest, net of

income taxes

Comprehensive income attributable to common shareholders

See Notes to Unaudited Condensed Consolidated Financial Statements.

Three Months )
Ended Six Months Ended

June 30, July 1, June 30, Julyl,
2018 2017 2018 2017
$54,379 $54,602 $107,624 $101,561
(33,150 ) 33,451 (7,719 ) 44,672
790 901 1,249 1,755
22,019 88,954 101,154 147,988
(2,320 ) 397 (598 ) 623
24,339 88,557 101,752 147,365
(218 ) 900 960 1,198
$24,557 $87,657 $100,792 $146,167
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(in thousands, except per share amounts)

Assets

Current assets:

Cash and cash equivalents

Trade receivables, net

Inventories

Prepaid assets

Other current assets

Total current assets

Property, plant and equipment, net
Goodwill

Client relationships, net

Other intangible assets, net

Deferred tax assets

Other assets

Total assets

Liabilities, Redeemable Noncontrolling Interest and Equity
Current liabilities:

Current portion of long-term debt and capital leases
Accounts payable

Accrued compensation

Deferred revenue

Accrued liabilities

Other current liabilities

Current liabilities of discontinued operations
Total current liabilities

Long-term debt, net and capital leases
Deferred tax liabilities

Other long-term liabilities

Long-term liabilities of discontinued operations
Total liabilities

Commitments and contingencies (Note 15)
Redeemable noncontrolling interest

Equity:

Preferred stock, $0.01 par value; 20,000 shares authorized; no shares issued and

outstanding

Common stock, $0.01 par value; 120,000 shares authorized; 88,221 shares issued and

June 30,
2018

$192,300
478,735
124,131
44,531
49,833
889,530
896,273
1,254,444
553,277
95,859
27,230
149,270
$3,865,883

$31,346
67,481
104,547
130,393
110,770
73,603
518,140
1,796,451
152,785
196,640

2,664,016

16,662

48,001 shares outstanding as of June 30, 2018, and 87,495 shares issued and 47,402 shares 882

outstanding as of December 30, 2017
Additional paid-in capital
Retained earnings

Treasury stock, at cost, 40,220 shares and 40,093 shares as of June 30, 2018 and

December 30, 2017, respectively

Accumulated other comprehensive loss

Total equity attributable to common shareholders
Noncontrolling interest

2,608,522
399,752

December 30,
2017

$163,794
430,016
114,956
36,544
81,315
826,625
781,973
804,906
301,891
67,871
22,654
124,002
$2,929,922

$30,998
77,838
101,044
117,569
89,780
44,460
1,815
463,504
1,114,105
89,540
194,815
3,942
1,865,906

16,609

875

2,560,192
288,658

(1,673,582 ) (1,659,914 )

(153,608
1,181,966
3,239

) (144,731 )

1,045,080
2,327
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Total equity 1,185,205 1,047,407
Total liabilities, redeemable noncontrolling interest and equity $3,865,883 $2,929,922

See Notes to Unaudited Condensed Consolidated Financial Statements.
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(in thousands)

Cash flows relating to operating activities

Net income

Less: Income (loss) from discontinued operations, net of income taxes
Income from continuing operations, net of income taxes

Adjustments to reconcile net income from continuing operations to net cash provided by

operating activities:

Depreciation and amortization

Stock-based compensation

Deferred income taxes

Gain on venture capital investments

Gain on divestiture

Other, net

Changes in assets and liabilities:

Trade receivables, net

Inventories

Accounts payable

Accrued compensation

Deferred revenue

Customer contract deposits

Other assets and liabilities, net

Net cash provided by operating activities

Cash flows relating to investing activities

Acquisitions of businesses and assets, net of cash acquired
Capital expenditures

Purchases of investments and contributions to venture capital investments
Proceeds from sale of investments

Proceeds from divestiture

Other, net

Net cash (used in) provided by investing activities

Cash flows relating to financing activities

Proceeds from long-term debt and revolving credit facility
Proceeds from exercises of stock options

Payments on long-term debt, revolving credit facility, and capital lease obligations
Payments on debt financing costs

Purchase of treasury stock

Other, net

Net cash provided by (used in) financing activities

Discontinued operations

Net cash used in operating activities from discontinued operations
Effect of exchange rate changes on cash, cash equivalents, and restricted cash
Net change in cash, cash equivalents, and restricted cash

Cash, cash equivalents, and restricted cash, beginning of period
Cash, cash equivalents, and restricted cash, end of period

Six Months Ended
June 30, July 1,
2018 2017

$107,624 $101,561
1,506 (75 )
106,118 101,636

76,606 64,210
24,088 21,376
(6,212 ) 22,951
(17,385 ) (6,690 )
— (10,577 )
6,961 1,164

(19,375 ) (26,596
(7,444 ) (7,746
(12,608 ) (6,828
(2,417 ) (10,715
(4,331 ) (6,260
37,543 —
2,379 (1,572 )
183,923 134,353

~— N O N

(821,350 ) —
(48,939 ) (31917 )
(11,097 ) (29,976 )
30,406 3,479

— 72,462
(56 ) (22 )
(851,036 ) 14,026

2,392,568 136,224
24,196 29,955
(1,680,207 (249,973 )
(18,314 ) —
(13,668 ) (70,820 )
— (450 )
704,575 (155,064 )

(3,731 ) (997 )
(4,697 ) 6,808
29,034 (874 )
166,331 119,894
$195,365 $119,020

10
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Six Months Ended
June 30, July 1,
2018 2017
Supplemental cash flow information:
Cash and cash equivalents $192,300 $116,466
Restricted cash included in Other current assets 593 568
Restricted cash included in Other assets 2,472 1,986

Cash, cash equivalents, and restricted cash, end of period $195,365 $119,020

See Notes to Unaudited Condensed Consolidated Financial Statements.
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION

The accompanying condensed consolidated financial statements are unaudited and have been prepared by Charles
River Laboratories International, Inc. (the Company) in accordance with accounting principles generally accepted in
the United States (U.S. GAAP) and pursuant to the rules and regulations of the Securities and Exchange Commission
(SEC). The year-end condensed consolidated balance sheet data was derived from the Company’s audited consolidated
financial statements, but does not include all disclosures required by U.S. GAAP. These unaudited condensed
consolidated financial statements should be read in conjunction with the Company’s Annual Report on Form 10-K for
fiscal year 2017. The unaudited condensed consolidated financial statements, in the opinion of management, reflect all
normal and recurring adjustments necessary for a fair statement of the Company’s financial position and results of
operations.

The Company has reclassified certain amounts in the unaudited condensed consolidated statements of income for prior
periods to conform to the current year presentation. See “Newly Adopted Accounting Pronouncements” below for
further discussion and impact on the condensed consolidated financial statements.

Use of Estimates

The preparation of unaudited condensed consolidated financial statements in accordance with U.S. GAAP requires
that the Company make estimates and judgments that may affect the reported amounts of assets, liabilities,
redeemable noncontrolling interest, revenues, expenses and related disclosure of contingent assets and liabilities. On
an on-going basis, the Company evaluates its estimates, judgments, and methodologies. The Company bases its
estimates on historical experience and on various other assumptions that are believed to be reasonable, the results of
which form the basis for making judgments about the carrying values of assets and liabilities. Actual results may
differ from these estimates under different assumptions or conditions. Changes in estimates are reflected in reported
results in the period in which they become known.

Consolidation

The Company’s unaudited condensed consolidated financial statements reflect its financial statements and those of its
subsidiaries in which the Company holds a controlling financial interest. For consolidated entities in which the
Company owns or is exposed to less than 100% of the economics, the Company records net income (loss) attributable
to noncontrolling interests in its consolidated statements of income equal to the percentage of the economic or
ownership interest retained in such entities by the respective noncontrolling parties. Intercompany balances and
transactions are eliminated in consolidation.

The Company’s fiscal year is typically based on 52-weeks, with each quarter composed of 13 weeks ending on the last
Saturday on, or closest to, March 31, June 30, September 30, and December 31.

Summary of Significant Accounting Policies

The Company’s significant accounting policies are described in Note 1, “Description of Business and Summary of
Significant Accounting Policies,” in the Company’s Annual Report on Form 10-K for fiscal year 2017.

Newly Adopted Accounting Pronouncements

In March 2018, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2018-05, “Income Taxes (Topic 740) - Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin
No. 118 (SAB 118).” This standard amends Accounting Standards Codification 740, Income Taxes (ASC 740) to
provide guidance on accounting for the tax effects of U.S. Tax Reform pursuant to SAB 118, which allows companies
to complete the accounting under ASC 740 within a one-year measurement period from the enactment date of U.S.
Tax Reform. This standard is effective upon issuance and the Company has complied with the amendments. See Note
11, “Income Taxes” for further discussion.

In February 2018, the FASB issued ASU 2018-02, “Income Statement - Reporting Comprehensive Income (Topic 220)
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income.” The standard allows for
reclassification from accumulated other comprehensive income to retained earnings for the stranded tax effects arising
from the change in the reduction of the U.S. federal statutory income tax rate to 21% from 35%. The Company elected
to early adopt this standard in fiscal year 2018 as permitted on a prospective basis, resulting in a reclassification of

13
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$3.3 million from Accumulated other comprehensive income to Retained earnings as a result of remeasuring the
Company’s deferred tax liabilities related to its pension and other post-retirement benefit plan gains and losses. The
Company’s policy is to release material stranded tax effects on a specific identification basis.

In March 2017, the FASB issued ASU 2017-07, “Improving the Presentation of Net Periodic Pension Cost and Net
Periodic Postretirement Benefit Cost.” The standard requires an employer to disaggregate the service cost component
from the other components of net benefit cost and provides explicit guidance on the presentation of the service cost
component and the other components of net benefit cost in the statements of income. The Company adopted this
standard in fiscal year 2018 and applied the changes retrospectively to the presentation of the service cost component
and the other components of net periodic pension cost in the statements of income for all periods presented as
required. The adoption of this standard increased Operating income by $0.4 million and $0.6 million during the three
and six months ended July 1, 2017, respectively. In connection with the

8
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

impact of Operating income to the Company’s reportable segments for the three months ended July 1, 2017, Research
Models and Services (RMS) increased by less than $0.1 million, Discovery and Safety Assessment (DSA) decreased
by $0.4 million, Manufacturing Support (Manufacturing) increased by less than $0.1 million, and Unallocated
corporate increased by $0.7 million. For the six months ended July 1, 2017, Operating income for RMS decreased by
less than $0.1 million, DSA decreased by $0.7 million, Manufacturing increased by less than $0.1 million, and
Unallocated corporate increased by $1.3 million.

In January 2017, the FASB issued ASU 2017-01, “Clarifying the Definition of a Business.” The standard clarifies the
definition of a business by adding guidance to assist entities in evaluating whether transactions should be accounted
for as acquisitions of assets or businesses. The Company’s adoption of this standard in fiscal year 2018 did not have a
significant impact on the consolidated financial statements and related disclosures.

In October 2016, the FASB issued ASU 2016-16, “Intra-Entity Transfers of Assets Other Than Inventory.” The standard
requires the immediate recognition of tax effects for an intra-entity asset transfer other than inventory. The Company’s
adoption of this standard in fiscal year 2018 did not have a significant impact on the consolidated financial statements
and related disclosures.

In January 2016, the FASB issued ASU 2016-01, “Recognition and Measurement of Financial Assets and Liabilities.”
This standard, including a subsequently issued amendment under ASU 2018-03, “Technical Corrections and
Improvements to Financial Instruments - Recognition and Measurement of Financial Assets and Financial Liabilities”,
requires equity investments that are not accounted for under the equity method of accounting to be measured at fair
value with changes recognized in net income, simplifies the impairment assessment of certain equity investments, and
updates certain presentation and disclosure requirements. The Company adopted this standard in fiscal year 2018,
resulting in an increase of $1.9 million to Other assets with a corresponding increase to Retained earnings and
Deferred taxes of $1.4 million and $0.5 million, respectively.

In May 2014, the FASB issued ASU 2014-09, “Revenue from Contracts with Customers.” The standard, including
subsequently issued amendments, replaced most existing revenue recognition guidance in U.S. GAAP and permits the
use of either a modified retrospective or cumulative effect transition method. The Company elected the modified
retrospective transition method. The standard requires an entity to recognize the amount of revenue to which it expects
to be entitled for the transfer of promised goods or services to customers. The Company adopted this standard in fiscal
year 2018. See Note 3, “Revenue From Contracts With Customers” for a discussion of the Company’s adoption of this
standard and its impact on the consolidated financial statements and related disclosures.

Newly Issued Accounting Pronouncements

In June 2018, the FASB issued ASU 2018-07, “Stock Compensation (Topic 718): Improvements to Nonemployee
Share-Based Payment Accounting.” ASU 2018-07 aligns the accounting for share-based payment awards issued to
employees and nonemployees as well as improves financial reporting for share-based payments to nonemployees. The
ASU is effective for fiscal years beginning after December 15, 2018, and interim periods within those fiscal years and
will be applied to all new option awards granted after the date of adoption. Early adoption is permitted. The Company
is still evaluating the impact this standard will have on its consolidated financial statements and related disclosures.

In August 2017, the FASB issued ASU 2017-12, “Derivatives and Hedging (Topic 815) Targeted Improvements to
Accounting for Hedging Activities.” ASU 2017-12 refines and expands hedge accounting for both financial and
commodity risks. It also creates more transparency around how economic results are presented, both on the face of the
financial statements and in the disclosures. In addition, this ASU makes certain targeted improvements to simplify the
application of hedge accounting guidance. This ASU is effective for fiscal years beginning after December 15, 2018,
and interim periods within those fiscal years, and requires the modified retrospective approach. Early adoption is
permitted. This update applies to all existing hedging relationships on the date of adoption with the cumulative effect
of adoption being reflected as of the beginning of the fiscal year of adoption. The Company is still evaluating the
impact this standard will have on its consolidated financial statements and related disclosures.

In January 2017, the FASB issued ASU 2017-04, “Simplifying the Test for Goodwill Impairment.” The standard
simplifies the accounting for goodwill impairment by removing Step 2 of the goodwill impairment test, which requires

15
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a hypothetical purchase price allocation. This standard is effective for annual or interim goodwill impairment tests in
fiscal years beginning after December 15, 2019, and will be applied on a prospective basis. Early adoption is

permitted for interim or annual goodwill impairment tests performed on testing dates after January 1, 2017. The
adoption of this standard is not expected to have a material impact on the Company’s consolidated financial statements
and related disclosures.

In February 2016, the FASB issued ASU 2016-02, “Leases.” The standard, including subsequently issued amendments,
established the principles that lessees and lessors will apply to report useful information to users of financial
statements about the amount, timing and uncertainty of cash flows arising from a lease. This ASU is effective for
fiscal years beginning after December 15, 2018, and interim periods within those fiscal years. Early adoption is
permitted. The Company formed an implementation team during fiscal year 2017 to oversee adoption of the new
standard. The implementation team has completed

9
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

its initial assessment of the new standard, including a detailed review of the Company’s lease portfolio. The Company
continues to assess the impact on the existing lease accounting policies, newly required financial statement

disclosures, and executing on the project plan. Currently, the Company is performing contract reviews, working
through anticipated changes to systems and business processes, and internal controls to support the adoption of the

new standard. The Company is still evaluating the full impact this standard will have on its consolidated financial
statements and related disclosures, but expects to recognize substantially all of its leases on the balance sheet by
recording a right-to-use asset and a corresponding lease liability.

2. BUSINESS ACQUISITIONS AND DIVESTITURE

MPI Research

On April 3, 2018, the Company acquired MPI Research, a non-clinical contract research organization (CRO)

providing comprehensive testing services to biopharmaceutical and medical device companies worldwide. The
acquisition enhances the Company’s position as a leading global early-stage CRO by strengthening its ability to partner
with clients across the drug discovery and development continuum. The purchase price for MPI Research was $829.7
million in cash, subject to certain post-closing adjustments that may change the purchase price. The acquisition was
funded by borrowings on the Company’s $2.3B Credit Facility as well as the issuance of the Company’s Senior Notes.
See Note 9, “Long-Term Debt and Capital Lease Obligations.” This business is reported as part of the Company’s DSA
reportable segment.

The preliminary purchase allocation of $800.2 million, net of $27.7 million of cash acquired and a preliminary net
working capital adjustment of $1.7 million, was as follows:

April 3,

2018

(in

thousands)
Trade receivables (contractual amount of $35,073) $35,073
Inventories 4,463
Other current assets (excluding cash) 5,627
Property, plant and equipment 128,403
Goodwill 440,372
Definite-lived intangible assets 309,200
Other long-term assets 1,081
Deferred revenue (22,600 )
Current liabilities (32,788 )
Deferred tax liabilities (66,379 )
Other long-term liabilities (2,213 )
Total purchase price allocation $800,239

The purchase price allocation is subject to change as additional information becomes available concerning the fair
value and tax basis of the assets acquired and liabilities assumed, including certain contracts and obligations. Any
additional adjustments to the purchase price allocation will be made as soon as practicable but no later than one year
from the date of acquisition.
The breakout of definite-lived intangible assets acquired was as follows:

Definite-Lived

Intangible Weighted Average Amortization Life

Assets

(in thousands) (in years)
Client relationships $ 264,900 13
Developed technology 23,400 3
Backlog 20,900 2
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Total definite-lived intangible assets $ 309,200 12

The goodwill resulting from the transaction, $4.1 million of which is deductible for tax purposes due to a prior asset
acquisition, is primarily attributable to the potential growth of the Company’s DSA business from customers
introduced through MPI Research and the assembled workforce of the acquired business.

10
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The Company incurred transaction and integration costs in connection with the acquisition of $11.7 million and $14.5
million for the three and six months ended June 30, 2018, respectively, which were primarily included in Selling,
general and administrative expenses.

MPI Research revenue and operating income for both the three and six months ended June 30, 2018 were $66.6
million and $8.2 million, respectively, since MPI Research was acquired on April 3, 2018.

The following selected pro forma consolidated results of operations are presented as if the MPI Research acquisition
had occurred as of the beginning of the period immediately preceding the period of acquisition after giving effect to
certain adjustments. For the six months ended June 30, 2018, these adjustments included additional amortization of
intangible assets and depreciation of fixed assets of $9.4 million, additional interest expense on borrowings of $2.8
million, elimination of intercompany activity and other one-time costs, and the tax impacts of these adjustments. For
the six months ended July 1, 2017, these adjustments included additional amortization of intangible assets and
depreciation of fixed assets of $11.4 million, additional interest expense on borrowings of $13.5 million, elimination
of intercompany activity and other one-time costs, and the tax impacts of these adjustments.

EESC;MOM}]S Six Months Ended
June 30, July 1, June 30, July 1,
2018 2017 2018 2017
(in thousands)

Revenue $585,297 $504,710 $1,141,388 $1,031,198

Net income attributable to common shareholders 60,161 43,113 109,575 90,968

Earnings per common share

Basic $125  $091 $2.28 $1.91

Diluted $1.23 $0.89 $2.24 $1.88

These pro forma results of operations have been prepared for comparative purposes only, and they do not purport to be
indicative of the results of operations that actually would have resulted had the acquisition occurred on the dates
indicated or that may result in the future. No effect has been given for synergies, if any, that may be realized through
the acquisition.

KWS BioTest Limited

On January 11, 2018, the Company acquired KWS BioTest Limited (KWS BioTest), a CRO specializing in in vitro
and in vivo discovery testing services for immuno-oncology, inflammatory and infectious diseases. The acquisition
enhances the Company’s discovery expertise, with complementary offerings that provide the Company’s customers
with additional tools in the active therapeutic research areas of oncology and immunology. The purchase price for
KWS BioTest was $20.3 million in cash, subject to certain post-closing adjustments that may change the purchase
price, and was funded by the Company’s various borrowings. In addition to the initial purchase price, the transaction
includes aggregate, undiscounted contingent payments of up to £3.0 million (approximately $4.0 million based on
recent exchange rates), based on future performance. The KWS BioTest business is reported as part of the Company’s
DSA reportable segment.

The contingent payments become payable based on the achievement of certain revenue and earnings targets. If
achieved, the payments become due in the first quarter of fiscal year 2019. The Company estimated the fair value of
this contingent consideration based on a probability-weighted set of outcomes.
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The preliminary purchase price allocation of $22.0 million, net of $1.0 million of cash acquired, was as follows:

January 11,

2018

(in

thousands)
Trade receivables (contractual amount of $1,309)  $ 1,309
Other current assets (excluding cash) 99
Property, plant and equipment 1,136
Definite-lived intangible assets - client relationships 3,647
Goodwill 18,165
Current liabilities (1,575 )
Deferred revenue (151 )
Long-term liabilities (596 )
Total purchase price allocation $22,034

The purchase price allocation is subject to change as additional information becomes available concerning the fair
value and tax basis of the assets acquired and liabilities assumed, including certain contracts and obligations. Any
additional adjustments to the purchase price allocation will be made as soon as practicable but no later than one year
from the date of acquisition.

The only definite-lived intangible asset relates to client relationships, which will be amortized over a weighted
average life of 12 years.

The goodwill resulting from the transaction is primarily attributable to the potential growth of the Company’s DSA
businesses from customers introduced through KWS BioTest and the assembled workforce of the acquired business.
The goodwill attributable to KWS BioTest is not deductible for tax purposes.

The Company incurred transaction and integration costs of $0.1 million and $0.5 million in connection with the
acquisition for the three and six months ended June 30, 2018, respectively, which were included in Selling, general
and administrative expenses, within the unaudited condensed consolidated statements of income.

Pro forma financial information as well as actual revenue and operating income have not been included because KWS
BioTest’s financial results are not significant when compared to the Company’s consolidated financial results.

Brains On-Line

On August 4, 2017, the Company acquired Brains On-Line, a CRO providing critical data that advances novel
therapeutics for the treatment of central nervous system (CNS) diseases. Brains On-Line strategically expands the
Company’s existing CNS capabilities and establishes the Company as a single-source provider for a broad portfolio of
discovery CNS services. The purchase price for Brains On-Line was $21.3 million in cash, subject to certain
post-closing adjustments, was funded by the Company’s various borrowings. In addition to the initial purchase price,
the transaction includes aggregate, undiscounted contingent payments of up to €6.7 million (approximately $7.8 million
based on recent exchange rates), based on future performance. The Brains On-Line business is reported as part of the
Company’s DSA reportable segment.

The contingent payments become payable based on the achievement of certain revenue and earnings targets. If
achieved, the payments become due in the first quarter of fiscal year 2019. The Company estimated the fair value of
this contingent consideration based on a probability-weighted set of outcomes.
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The purchase price allocation of $20.1 million, net of $0.6 million of cash acquired, was as follows:

August 4,

2017

(in

thousands)
Trade receivables (contractual amount of $1,146) $ 1,146
Other current assets (excluding cash) 640
Property, plant and equipment 664
Other long-term assets 29
Definite-lived intangible assets 9,300
Goodwill 12,582
Current liabilities (1,683 )
Deferred revenue (405 )
Long-term liabilities (2,151 )
Total purchase price allocation $20,122

From the date of acquisition through June 30, 2018, the Company recorded measurement-period adjustments related
to the acquisition that resulted in an immaterial change to the purchase price allocation on a consolidated basis. No
further adjustments will be made to the purchase price allocation.
The breakout of definite-lived intangible assets acquired was as follows:

Definite-Lived

Intangible Weighted Average Amortization Life

Assets

(in thousands) (in years)
Client relationships $ 7,000 13
Other intangible assets 2,300 10
Total definite-lived intangible assets $ 9,300 12

The goodwill resulting from the transaction is primarily attributable to the potential growth of the Company’s DSA
businesses from customers and technology introduced through Brains On-Line and the assembled workforce of the
acquired business. The goodwill attributable to Brains On-Line is not deductible for tax purposes.

No significant integration costs were incurred in connection with the acquisition for the three and six months ended
June 30, 2018.

Pro forma financial information as well as actual revenue and operating income have not been included because
Brains On-Line’s financial results are not significant when compared to the Company’s consolidated financial results.
Contract Manufacturing

On February 10, 2017, the Company sold its CDMO business to Quotient Clinical Ltd., based in London, England, for
$75.0 million in proceeds, net of $0.6 million in cash and cash equivalents transferred in conjunction with the sale and
$0.3 million of working capital adjustments.

The CDMO business was acquired in April 2016 as part of the acquisition of WIL Research and was reported in the
Company’s Manufacturing reportable segment. The Company determined that the CDMO business was not optimized
within the Company’s portfolio at its current scale, and that the capital could be better deployed in other long-term
growth opportunities.
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During the three months ended April 1, 2017, the Company recorded a gain on the divestiture of the CDMO business
of $10.6 million, which was included in Other income, net within the Company’s unaudited condensed consolidated
statements of income. As of February 10, 2017, the carrying amounts of the major classes of assets and liabilities
associated with the divestiture of the CDMO business were as follows (in thousands):

Assets

Current assets $5,505
Property, plant and equipment, net 11,174
Goodwill 35,857
Long-term assets 17,154
Total assets $69,690
Liabilities

Deferred revenue $4,878
Other current liabilities 1,158
Total liabilities $6,036

3. REVENUE FROM CONTRACTS WITH CUSTOMERS

Adoption of ASC Topic 606, “Revenue from Contracts with Customers” (ASC 606)

ASC 606 became effective for the Company on December 31, 2017 and was adopted using the modified retrospective
method for all contracts not completed as of the date of adoption. For contracts that were modified before the effective
date, the Company reflected the aggregate effect of all modifications when identifying performance obligations and
allocating transaction price in accordance with the practical expedient, which did not have a material effect on the
cumulative impact of adopting ASC 606. The reported results for 2018 reflect the application of ASC 606 guidance
while the historical results for 2017 were prepared under the guidance of ASC 605, “Revenue Recognition” (ASC 605).
The cumulative effect of applying ASC 606 to all contracts with customers that were not completed as of December
30, 2017 was immaterial. There is no material difference in the reporting of revenue for the three and six months
ended June 30, 2018 in accordance with ASC 606 when compared to ASC 605.

Revenue Recognition

Revenue is recognized when, or as, obligations under the terms of a contract are satisfied, which occurs when control
of the promised products or services is transferred to customers. Revenue is measured as the amount of consideration
the Company expects to receive in exchange for transferring products or services to a customer (“transaction price”).
To the extent the transaction price includes variable consideration, the Company estimates the amount of variable
consideration that should be included in the transaction price utilizing the amount to which the Company expects to be
entitled. Variable consideration is included in the transaction price if, in the Company’s judgment, it is probable that a
significant future reversal of cumulative revenue under the contract will not occur. Estimates of variable consideration
and determination of whether to include estimated amounts in the transaction price are based largely on an assessment
of the Company’s anticipated performance and all information (historical, current and forecasted) that is reasonably
available. Sales, value add, and other taxes collected on behalf of third parties are excluded from revenue.

When determining the transaction price of a contract, an adjustment is made if payment from a customer occurs either
significantly before or significantly after performance, resulting in a significant financing component. Generally, the
Company does not extend payment terms beyond one year. Applying the practical expedient, the Company does not
assess whether a significant financing component exists if the period between when the Company performs its
obligations under the contract and when the customer pays is one year or less. None of the Company’s contracts
contained a significant financing component for the three and six months ended June 30, 2018.

Contracts with customers may contain multiple performance obligations. For such arrangements, the transaction price
is allocated to each performance obligation based on the estimated relative standalone selling prices of the promised
products or services underlying each performance obligation. The Company determines standalone selling prices
based on the price at which the performance obligation is sold separately. If the standalone selling price is not
observable through past transactions, the Company estimates the standalone selling price taking into account available
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information such as market conditions and internally approved pricing guidelines related to the performance
obligations.

Contracts are often modified to account for changes in contract specifications and requirements. Contract
modifications exist when the modification either creates new, or changes existing, enforceable rights and obligations.
Generally, when contract
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modifications create new performance obligations, the modification is considered to be a separate contract and
revenue is recognized prospectively. When contract modifications change existing performance obligations, the
existing transaction price and measure of progress for the performance obligation to which it relates is recognized as
an adjustment to revenue (either as an increase in or a reduction of revenue) on a cumulative catch-up basis.
Product revenue is generally recognized when the customer obtains control of the Company’s product, which occurs at
a point in time, and may be upon shipment or upon delivery based on the contractual shipping terms of a contract.
Service revenue is generally recognized over time as the services are delivered to the customer based on the extent of
progress towards completion of the performance obligation. The selection of the method to measure progress towards
completion requires judgment and is based on the nature of the products or services to be provided. Depending on
which better depicts the transfer of value to the customer, the Company generally measures its progress using either
cost-to-cost (input method) or right-to-invoice (output method). The Company uses the cost-to-cost measure of
progress when it best depicts the transfer of value to the customer which occurs as the Company incurs costs on its
contract, generally related to fixed fee service contracts. Under the cost-to-cost measure of progress, the extent of
progress towards completion is measured based on the ratio of costs incurred to date to the total estimated costs at
completion of the performance obligation. The costs calculation includes variables such as labor hours, allocation of
overhead costs, research model costs, and subcontractor costs. Revenue is recorded proportionally as costs are
incurred. The right to invoice measure of progress is generally related to rate per unit contracts, as the extent of
progress towards completion is measured based on discrete service or time-based increments, such as samples tested
or labor hour incurred. Revenue is recorded in the amount invoiced since that amount corresponds directly to the value
of the Company’s performance to date.
Disaggregation of Revenue
The following tables disaggregate the Company’s revenue by major business line and timing of transfer of products or
services for the three and six months ended June 30, 2018 (in thousands):

Three

Months  Six Months
Major Products/Service Lines: Ended  Ended June

June 30, 30, 2018

2018
RMS $130,426 $264,384
DSA 346,416 606,408
Manufacturing 108,459 208,479
Total revenue $585,301 $1,079,271
Three
Months  Six Months
Timing of Revenue Recognition: Ended  Ended June
June 30, 30,2018
2018
RMS
Services and products transferred over time $48,804 $97,530
Services and products transferred at a point in time 81,622 166,854
DSA
Services and products transferred over time 346,226 605,970
Services and products transferred at a point in time 190 438
Manufacturing
Services and products transferred over time 32,987 61,558
Services and products transferred at a point in time 75,472 146,921
Total revenue $585,301 $1,079,271
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RMS

The RMS business generates revenue through the commercial production and sale of research models and the
provision of services related to the maintenance and monitoring of research models and management of clients’
research operations. Revenue from the sale of research models is recognized at a point in time when the customer
obtains control of the product, which may be upon shipment or upon delivery based on the contractual shipping terms
of a contract. Revenue generated from research models services is recognized over time and is typically based on a
right-to-invoice measure of progress (output method) as invoiced amounts correspond directly to the value of the
Company’s performance to date.

DSA

The Discovery and Safety Assessment business provides a full suite of integrated drug discovery services directed at
the identification, screening and selection of a lead compound for drug development and offers a full range of safety
assessment
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services including bioanalysis, drug metabolism, pharmacokinetics, toxicology and pathology. Discovery and Safety
Assessment services revenue is generally recognized over time using the cost-to-cost or right to invoice measures of
progress, primarily representing fixed fee service contracts and per unit service contracts, respectively.
Manufacturing
The Manufacturing business includes Microbial Solutions, which provides in vitro (non-animal) lot-release testing
products, microbial detection products, and species identification services; Biologics Testing Services (Biologics),
which performs specialized testing of biologics; and Avian Vaccine Services (Avian), which supplies
specific-pathogen-free chicken eggs and chickens. Species identification service revenue is generally recognized at a
point in time as identifications are completed by the Company. Biologics service revenue is generally recognized over
time using the cost-to-cost measure of progress. Microbial Solutions and Avian product sales are generally recognized
at a point in time when the customer obtains control of the product, which may be upon shipment or upon delivery
based on the contractual shipping terms of a contract.
Transaction Price Allocated to Future Performance Obligations
ASC 606 requires that the Company disclose the aggregate amount of transaction price that is allocated to
performance obligations that have not yet been satisfied as of June 30, 2018. The guidance provides certain practical
expedients that limit this requirement and, therefore, the Company does not disclose the value of unsatisfied
performance obligations for (i) contracts with an original expected length of one year or less and (ii) contracts for
which revenue is recognized at the amount to which the Company has the right to invoice for services performed.
The following table includes estimated revenue expected to be recognized in the future related to performance
obligations that are unsatisfied (or partially satisfied) as of June 30, 2018:

Revenues Expected to be Recognized in

Future Periods

Lessthan 1to3 4to5 Beyond

1 Year Years Years 5 Years Total

(in thousands)
DSA $116,399 $81,946 $2,497 $ 491 $201,333
Manufacturing 599 293 126 115 1,133
Total $116,998 $82,239 $2,623 $ 606 $202,466

Contract Balances from Contracts with Customers

The timing of revenue recognition, billings and cash collections results in billed receivables (client receivables),
contract assets (unbilled revenue), contract liabilities (current and non-current deferred revenue), and customer
deposits on the unaudited condensed consolidated balance sheets. The Company’s payment terms are generally 30 days
in the United States and consistent with prevailing practice in international markets. When consideration is received,
or such consideration is unconditionally due, from a customer prior to transferring goods or services to the customer
under the terms of a contract, a contract liability is recorded. Contract liabilities are recognized as revenue after
control of the products or services is transferred to the customer and all revenue recognition criteria have been met.
The following table provides information about client receivables, contract assets, and contract liabilities from
contracts with customers:

December

30,2017

@

(in thousands)

June 30,
2018

Balances from contracts with customers only:

Client receivables $372,360 $335,839
Contract assets (unbilled revenue) 108,580 96,297
Contract liabilities (current and long-term deferred revenue) 141,720 125,882
Contract liabilities (customer contract deposits) 37,543 —
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(1) The beginning balance as of December 30, 2017 is presented under the

guidance of ASC 605.

Under ASC 606, when the Company does not have the unconditional right to advanced billings, both advanced client
payments and unpaid advanced client billings are excluded from deferred revenue, with the advanced billings also
being excluded from client receivables. As of June 30, 2018, the Company excluded approximately $20 million of
unpaid advanced client billings from both client receivables and deferred revenue and approximately $38 million of
advanced client payments have been presented as customer contract deposits within other current liabilities in the
accompanying unaudited condensed consolidated financial statements.

Other changes in the contract asset and the contract liability balances during the six months ended June 30, 2018 were
as

16

27



Edgar Filing: CHARLES RIVER LABORATORIES INTERNATIONAL INC - Form 10-Q

CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

follows:
(i) Changes due to business combinations:
See Note 2. “Business Acquisitions and Divestiture” for client receivables and deferred revenue that were acquired as
part of the MPI Research acquisition occurring on April 3, 2018 and the KWS BioTest acquisition occurring on
January 11, 2018.
(i1) Cumulative catch-up adjustments to revenue that affect the corresponding contract asset or contract liability,
including adjustments arising from a change in the measure of progress, a change in an estimate of the transaction
price (including any changes in the assessment of whether an estimate of variable consideration is constrained), or a
contract modification:
During the six month period ended June 30, 2018, an immaterial cumulative catch-up adjustment to revenue was
recorded.
(iii) A change in the time frame for a right to consideration to become unconditional (that is, for a contract asset to be
recorded as a client receivable):
Approximately $79 million of unbilled revenue as of December 30, 2017 was billed during the six month period
ended June 30, 2018.
(iv) A change in the time frame for a performance obligation to be satisfied (that is, for the recognition of revenue
arising from a contract liability):
Approximately $103 million of contract liabilities as of December 30, 2017 were recognized as revenue during the s