
 

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q
x                              QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF

1934
FOR THE QUARTERLY PERIOD ENDED APRIL 1, 2006

OR

o                                 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

FOR THE TRANSITION PERIOD FROM              TO             

Commission file number 333-92383

CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
(Exact Name of Registrant as specified in its Charter)

DELAWARE 06-1397316
(State of Incorporation) (I.R.S. Employer Identification No.)

 

251 BALLARDVALE STREET, WILMINGTON, MASSACHUSETTS 01887
(Address of Principal Executive Offices) (Zip Code)

978-658-6000
(Registrant’s Telephone Number, Including Area Code)

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

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of “accelerated
filer and large accelerated filer” in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer x         Accelerated Filer o         Non-accelerated Filer o

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

As of May 2, 2006, there were 72,127,552 shares of the registrant’s common stock outstanding.
 

CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
FORM 10-Q

For the Quarterly Period Ended April 1, 2006
Table of Contents

     Page
Part I.

 

Financial Information
 

 
  

Item 1.
 

Financial Statements
 

3
    

Condensed Consolidated Statements of Operations (Unaudited) for the three months ended April 1, 2006
and March 26, 2005

 

3
    

Condensed Consolidated Balance Sheets (Unaudited) as of April 1, 2006 and December 31, 2005
 

4
    

Condensed Consolidated Statements of Cash Flows (Unaudited) for the three months ended April 1, 2006
and March 26, 2005

 

5
    

Notes to Unaudited Condensed Consolidated Interim Financial Statements 
 

6
  

Item 2.
 

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

19
  

Item 3.
 

Quantitative and Qualitative Disclosures About Market Risk
 

25
  

Item 4.
 

Controls and Procedures
 

26
Part II.

 

Other Information
 

 
  

Item 1A
 

Risk Factors
 

27
  

Item 2.
 

Changes in Securities. Use of Proceeds and Issuer of Purchases of Equity Securities   
 

27
  

Item 6.
 

Exhibits
 

27
 

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. (“Charles River”) that are based on current expectations, estimates, forecasts, and projections about the industries in which Charles River
operates and the beliefs and assumptions of our management. Words such as “expect,” “anticipate,” “target,” “goal,” “project,” “intend,” “plan,” “believe,”
“seek,” “estimate,” “will,” “likely,” “may,” “designed,” “would,” “future,” “can,” “could” and other similar expressions that are predictions of or indicate
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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
current expectations and beliefs of Charles River and involve a number of risks, uncertainties, and assumptions that are difficult to predict. 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 31, 2005 under the section entitled “Risks Related to Our Business and Industry,” the section of this
Quarterly Report on Form 10-Q entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and in our press releases
and other financial filings with the Securities and Exchange Commission. We undertake no obligation to revise or update publicly any forward-looking
statements for any reason.
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Part I. Financial Information

Item 1.                        Financial Statements

CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

(dollars in thousands, except per share amounts)

  Three Months Ended  

  

April 1,
2006  

March 26,
2005  

Net sales related to products
 

$ 95,314
 

$ 92,975
 

Net sales related to services
 

188,455
 

180,747
 

Total net sales
 

283,769
 

273,722
 

Costs and expenses
     

Cost of products sold
 

50,787
 

49,201
 

Cost of services provided
 

129,798
 

119,910
 

Selling, general and administrative
 

47,772
 

44,852
 

Goodwill impairment charge
 

129,187
 

—
 

Amortization of intangibles
 

11,189
 

14,363
 

Operating income (loss)
 

(84,964) 45,396
 

Other income (expense)
     

Interest income
 

852
 

987
 

Interest expense
 

(3,800) (7,246)
Other, net

 

238
 

(144)
Income (loss) before income taxes and minority interests

 

(87,674) 38,993
 

Provision for income taxes
 

12,039
 

10,860
 

Income (loss) before minority interests
 

(99,713) 28,133
 

Minority interests
 

(402) (485)
Net income (loss)

 

$ (100,115) $ 27,648
 

Earnings (loss) per common share
     

Basic
 

$ (1.40) $ 0.42
 

Diluted
 

$ (1.40) $ 0.40
  

See Notes to Condensed Consolidated Interim Financial Statements
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(dollars in thousands)

  

April 1,
2006  

December 31,
2005  

Assets        

Current assets        

Cash and cash equivalents  $ 101,456
 

 $ 114,821
 

 

Trade receivables, net  201,069   203,274   

Inventories  68,167   65,270   

Other current assets  41,967   35,957   

Total current assets  412,659   419,322   

Property, plant and equipment, net  428,004   399,454   

Goodwill, net  1,288,239   1,417,666   

Other intangibles, net  188,291   199,148   

Deferred tax asset  71,720   67,911   



Other assets  21,511   34,708   

Total assets  $ 2,410,424
 

 $ 2,538,209
 

 

Liabilities and Shareholders’ Equity        

Current liabilities        

Current portion of long-term debt and capital lease obligations  $ 36,403
 

 $ 36,445
 

 

Accounts payable  34,133   30,447   

Accrued compensation  27,237   40,358   

Deferred income  100,379   116,302   

Accrued liabilities  38,750   44,279   

Other current liabilities  31,121   43,581   

Total current liabilities  268,023   311,412   

Long-term debt and capital lease obligations  270,652   260,217   

Other long-term liabilities  126,451   129,849   

Total liabilities  665,126   701,478   

Commitments and contingencies        

Minority interests  8,243   9,718   

Shareholders’ equity        

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

Common stock, $0.01 par value; 120,000,000 shares authorized; 72,839,909
and 72,361,666 shares issued and outstanding at April 1, 2006 and
December 31, 2005, respectively  729   724   

Capital in excess of par value  1,778,925   1,777,625   

Accumulated (deficit) earnings  (21,209)  78,906   

Treasury stock, at cost, 700,776 shares and 406,175 shares at April 1, 2006, and
December 31, 2005, respectively  (31,763)  (17,997)  

Unearned compensation  —   (20,785)  

Accumulated other comprehensive income  10,373   8,540   

Total shareholders’ equity  1,737,055   1,827,013   

Total liabilities and shareholders’ equity  $ 2,410,424
 

 $ 2,538,209
 

 

 

See Notes to Condensed Consolidated Interim Financial Statements
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(dollars in thousands)

  Three Months Ended  

  

April 1,
2006  

March 26,
2005  

Cash flows relating to operating activities
       

Net income (loss)
 

$ (100,115)
 

$ 27,648
  

Adjustments to reconcile net income (loss) to net cash provided by operating activities:
       

Depreciation and amortization
 

22,619
  

25,426
  

Goodwill impairment charge
 

129,187
  

—
  

Amortization of debt issuance costs and discounts
 

356
  

633
  

Amortization of premiums on marketable securities
 

15
  

12
  

Provision for doubtful accounts
 

(177)
 

(169)
 

Minority interests
 

402
  

485
  

Deferred income taxes
 

(1,766)
 

(1,485)
 

Loss (gain) on disposal of property, plant, and equipment
 

49
  

(385)
 

Non-cash compensation
 

5,505
  

4,158
  

Changes in assets and liabilities:
       

Trade receivables
 

3,307
  

(2,339)
 

Inventories
 

(2,594)
 

(1,520)
 

Other current assets
 

(7,551)
 

(655)
 

Other assets
 

(610)
 

390
  

Accounts payable
 

2,160
  

(2,493)
 

Accrued compensation
 

(13,363)
 

(8,683)
 

Deferred income
 

(15,923)
 

(9,080)
 

Accrued liabilities
 

(4,108)
 

(4,014)
 

Other current liabilities
 

(16,440)
 

2,467
  

Other long-term liabilities
 

(627)
 

1,483
  

Net cash provided by operating activities
 

326
  

31,879
  

Cash flows relating to investing activities
       

Capital expenditures
 

(39,640)
 

(12,398)
 

Purchases of marketable securities
 

—
  

(1,886)
 

Proceeds from sales of property, plant and equipment
 

9
  

—
  

Proceeds from sale of marketable securities
 

13,606
  

403
  

Net cash used in investing activities
 

(26,025)
 

(13,881)
 

Cash flows relating to financing activities
       

Proceeds from long-term debt and revolving credit agreement
 

27,900
  

—
  

Payments on long-term debt, capital lease obligation and revolving credit agreement
 

(17,213)
 

(20,216)
 

Proceeds from exercises of employee stock options
 

15,250
  

9,671
  

     



Tax benefit from exercises of employee stock options 1,833 2,307
Dividends paid to minority interests

 

(1,916)
 

(1,350)
 

Purchase of treasury stock
 

(13,766)
 

—
  

Payment of deferred financing costs
 

(94)
 

(25)
 

Net cash provided by (used in) financing activities
 

11,994
  

(9,613)
 

Effect of exchange rate changes on cash and cash equivalents
 

340
  

(2,892)
 

Net change in cash and cash equivalents
 

(13,365)
 

5,493
  

Cash and cash equivalents, beginning of period
 

114,821
  

207,566
  

Cash and cash equivalents, end of period
 

$ 101,456
  

$ 213,059
   

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

(dollars in thousands, except per share amounts)

1.                 Basis of Presentation

The condensed consolidated interim financial statements are unaudited, and certain information and footnote disclosures related thereto normally
included in financial statements prepared in accordance with generally accepted accounting principles in the United States of America have been omitted in
accordance with Rule 10-01 of Regulation S-X. In the opinion of management, the accompanying unaudited condensed consolidated financial statements
were prepared following the same policies and procedures used in the preparation of the audited financial statements and reflect all adjustments (consisting of
normal recurring adjustments) considered necessary to state fairly the financial position and results of operations of Charles River Laboratories
International, Inc. (the “Company”). The results of operations for the interim periods are not necessarily indicative of the results for the entire fiscal year.
These condensed consolidated financial statements should be read in conjunction with the Company’s Annual Report on Form 10-K for the year ended
December 31, 2005.

Certain amounts in prior-year financial statements and related notes have been reclassified to conform with the current year presentation.

2.                 Supplemental Balance Sheet Information

The composition of trade receivables is as follows:

  

April 1,
2006  

December 31,
2005  

Customer receivables
 

$ 144,717
  

$ 149,225
  

Unbilled revenue
 

58,794
  

56,566
  

Total
 

203,511
  

205,791
  

Less allowance for doubtful accounts
 

(2,442)
 

(2,517)
 

Net trade receivables
 

$ 201,069
  

$ 203,274
   

The composition of inventories is as follows:

  

April 1,
2006  

December 31,
2005  

Raw materials and supplies
 

$ 10,711
  

$ 11,064
  

Work in process
 

6,876
  

5,615
  

Finished products
 

50,580
  

48,591
  

Inventories
 

$ 68,167
  

$ 65,270
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

(dollars in thousands, except per share amounts)

The composition of other current assets is as follows:

  

April 1,
2006  

December 31,
2005  

Prepaid assets
 

$20,799
  

$13,433
  

Deferred tax asset
 

9,108
  

8,041
  

Prepaid income tax
 

8,217
  

10,630
  

Marketable securities
 

1,486
  

1,677
  

Restricted cash
 

2,357
  

2,176
  

Other current assets
 

$41,967
  

$35,957
  



 

The composition of net property, plant and equipment is as follows:

  

April 1,
2006  

December 31,
2005  

Land
 

$ 15,542
  

$ 15,411
  

Buildings
 

311,076
  

308,684
  

Machinery and equipment
 

260,618
  

254,575
  

Leasehold improvements
 

19,647
  

19,365
  

Furniture and fixtures
 

9,904
  

7,856
  

Vehicles
 

4,860
  

4,724
  

Construction in progress
 

94,108
  

62,426
  

Property, plant and equipment
 

713,655
  

673,041
  

Less accumulated depreciation
 

(285,611)
 

(273,587)
 

Net property, plant and equipment
 

$ 428,004
  

$ 399,454
   

Depreciation expense for the three months ended April 1, 2006 and March 26, 2005 was $11,430 and $11,063, respectively.

The composition of other assets is as follows:

  

April 1,
2006  

December 31,
2005  

Deferred financing costs
 

$ 4,587
  

$ 4,850
  

Cash surrender value of life insurance policies
 

7,430
  

7,423
  

Long-term marketable securities
 

4,850
  

18,341
  

Other assets
 

4,644
  

4,094
  

Other assets
 

$ 21,511
  

$ 34,708
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

(dollars in thousands, except per share amounts)

The composition of other current liabilities is as follows:

  

April 1,
2006  

December 31,
2005  

Accrued income taxes
 

$ 26,014
  

$ 35,893
  

Current deferred tax liability
 

4,953
  

4,953
  

Accrued interest
 

154
  

2,735
  

Other current liabilities
 

$ 31,121
  

$ 43,581
   

The composition of other long-term liabilities is as follows:

  

April 1,
2006  

December 31,
2005  

Deferred tax liability
 

$ 40,516
  

$ 43,702
  

Long-term pension liability
 

53,217
  

52,835
  

Accrued Executive Supplemental Life Insurance Retirement Plan
 

18,314
  

17,567
  

Other long-term liabilities
 

14,404
  

15,745
  

Other long-term liabilities
 

$ 126,451
  

$ 129,849
   

3.                 Goodwill and Other Intangible Assets

The Company tests goodwill for impairment annually or whenever events or circumstances occur as required under the provisions of Statement of
Financial Accounting Standards No. 142. Goodwill is considered to be impaired when the net book value of a reporting unit exceeds its estimated fair value.
During the quarter ended December 31, 2005, the Company performed its annual impairment test of goodwill assigned to the Clinical business segment
assuming the business would be held for use. Based on this assumption, there was no impairment of goodwill at December 31, 2005.

During the first quarter of fiscal 2006, the Company initiated actions to sell Phase II-IV of the Clinical business. On May 9, 2006, the Company
announced that it has entered into a definitive agreement to sell the Phase II-IV Clinical Services business for $215,000 in cash as part of a portfolio
realignment which would allow the Company to capitalize on core competencies. Accordingly in the first quarter, management performed a goodwill
impairment test for the Clinical business segment assuming sale of the Phase II-IV business. To determine the fair value of this segment, the Company used a
combination of discounted cash flow methodology for the Phase I Clinical business and expected selling price for the Phase II-IV Clinical business. Based on
this analysis, it was determined that the book carrying value of goodwill assigned to the Clinical business segment exceeded its implied fair value and
therefore a $129,187 charge was recorded in the first quarter of 2006 to write-down the value of this goodwill. This charge has been reported as a component
of operating loss in the accompanying consolidation statements of operations. Goodwill will continue to be re-evaluated for impairment as events or
circumstances occur.
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

(dollars in thousands, except per share amounts)

The following table displays goodwill and other intangible assets not subject to amortization and other intangible assets that continue to be subject to
amortization:

  April 1, 2006  December 31, 2005  

  

Gross
Carrying
Amount  

Accumulated
Amortization  

Gross
Carrying
Amount  

Accumulated
Amortization  

Goodwill
 

$ 1,300,913
  

$ (12,674)
 

$ 1,430,316
  

$ (12,650)
 

Other intangible assets not subject to amortization:
             

Research models
 

3,438
  

—
  

3,438
  

—
  

Other intangible assets subject to amortization:
             

Backlog
 

64,681
  

(58,003)
 

64,655
  

(50,141)
 

Customer relationships
 

197,950
  

(28,427)
 

197,758
  

(25,367)
 

Customer contracts
 

1,655
  

(1,638)
 

1,655
  

(1,590)
 

Trademarks and trade names
 

3,219
  

(1,635)
 

3,914
  

(2,267)
 

Standard operating procedures
 

1,351
  

(1,062)
 

1,349
  

(1,012)
 

Other identifiable intangible assets
 

11,152
  

(4,390)
 

11,011
  

(4,255)
 

Total other intangible assets
 

283,446
  

(95,155)
 

283,780
  

(84,632)
  

The changes in the gross carrying amount and accumulated amortization of goodwill are as follows:

      Balance at  

  Balance at  Adjustments to Goodwill  April 1,  

  December 31, 2005  Impairment Charge  Other  2006  

Research Models and Services
             

 

Gross carrying amount
  

$ 17,384
   

$ —
  

$ (515) $ 16,869
 

 

Accumulated amortization
  

(4,722)
  

—
  

(24) (4,746)  

Preclinical Services
             

 

Gross carrying amount
  

1,033,578
   

—
  

766
 

1,034,344
 

 

Accumulated amortization
  

(7,928)
  

—
  

—
 

(7,928)  

Clinical Services
             

 

Gross carrying amount
  

379,354
   

(129,187)
 

(467) 249,700
 

 

Accumulated amortization
  

—
   

—
  

—
 

—
 

 

Total
             

 

Gross carrying amount
  

$ 1,430,316
   

$ (129,187)
 

$ (216) $ 1,300,913
 

 

Accumulated amortization
  

(12,650)
  

—
  

(24) (12,674)  

 

4.                 Long-Term Debt

On December 20, 2005, the Company amended and restated our then-existing $550,000 credit agreement to modify certain restrictive covenants as well
as provide for a $65,000 term loan facility and a $10,000 revolving facility for a Canadian subsidiary and a $25,000 term loan facility and a $10,000
revolving facility for two U.K. subsidiaries (the $660,000 credit agreement). The $660,000 credit agreement originally provided for a $400,000 term loan
facility and a $150,000 revolving facility. The $400,000 term loan facility
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CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

(dollars in thousands, except per share amounts)

matures in 20 quarterly installments with the last installment due September 30, 2009. The $150,000 revolving facility matures on October 15, 2009 and
requires no scheduled payment before that date. The new Canadian and U.K. term loans (aggregate $90,000) under the $660,000 credit agreement are
repayable in full by September 30, 2009 and require no scheduled prepayment before that date. The new revolving facilities (aggregate $20,000) mature on
October 15, 2009 and require no scheduled prepayment before that date. The interest rate applicable to the Canadian and U.K. term loans and the Canadian
and U.K. revolving loans under the credit agreement is the adjusted LIBOR rate in its relevant currency plus an interest rate margin based upon our leverage
ratio. The interest rates applicable to term loans and revolving loans under the credit agreement are, at the Company’s option, equal to either the base rate
(which is the higher of the prime rate or the federal funds rate plus 0.50%) or the adjusted LIBOR rate plus an interest rate margin based upon our leverage
ratio. Based on our leverage ratio, the margin range for LIBOR based loans is 0.75% to 1.25%. The interest rate margin was 0.75% as of April 1, 2006. The
Company has pledged the stock of certain subsidiaries as well as certain U.S. assets as security for the $660,000 credit agreement. The $660,000 credit
agreement includes certain customary representations and warranties, negative and affirmative covenants and events of default. The Company was in
compliance with its debt covenants as of April 1, 2006. The Company had $4,988 outstanding under letters of credit as of April 1, 2006 and as of
December 31, 2005.



During the first quarter of 2006, the Company borrowed $5,000 under the $150,000 revolving facility under the $660,000 credit facility. As of April 1,
2006, the outstanding balance on the revolving facility was $5,000.

On July 27, 2005 the Company entered into a $50,000 credit agreement ($50,000 credit agreement), which was subsequently amended on December 20,
2005 to reflect substantially the same modifications made to the covenants in the $660,000 credit agreement. The $50,000 credit agreement provides for a
$50,000 term loan facility which matures on July 27, 2007 and can be extended for an additional 7 years. The interest rates applicable to term loans under the
credit agreement are, at the Company’s option, equal to either the base rate (which is the higher of the prime rate or the federal funds rate plus 0.50%) or the
LIBOR rate plus 0.75%. The $50,000 credit agreement includes certain customary representations and warranties, negative and affirmative covenants and
events of default. If the Company chooses to extend the term loan for an additional 7 years, the applicable interest rates after the extension date are equal to
either the base rate (which is the higher of the prime rate or the federal funds rate plus 0.50%) plus 0.25% or the LIBOR rate plus 1.25%.

During the first quarter of 2006, the Company borrowed an additional $22,900 under its $50,000 credit agreement. As of April 1, 2006, the entire
balance of the $50,000 credit agreement was outstanding.

10

CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

(dollars in thousands, except per share amounts)

5.                 Shareholders’ Equity

Earnings (Loss) per Share

Basic earnings (loss) per share for the three months ended April 1, 2006 and March 26, 2005 were computed by dividing earnings (loss) available to
common shareholders for these periods by the weighted average number of common shares outstanding in the respective periods. The weighted average
number of common shares outstanding in the three months ended March 26, 2005 has been adjusted to include common stock equivalents for the purpose of
calculating diluted earnings per share for this period.

Options to purchase 5,141,298 and 1,096,840 shares were outstanding at April 1, 2006 and March 26, 2005, respectively, but were not included in
computing diluted earnings per share because their inclusion would have been anti-dilutive.

Basic weighted average shares outstanding for the three months ended April 1, 2006 and March 26, 2005 excluded the weighted average impact of
492,439 and 519,191 shares, respectively, of non-vested fixed restricted stock awards.

The following table illustrates the reconciliation of the numerator and denominator of the basic and diluted earnings (loss) per share computations:

  Three Months Ended  

  April 1, 2006  March 26, 2005  

Numerator:
       

Net income (loss) for purposes of calculating earnings
(loss) per share

 

$ (100,115)
 

$ 27,648
  

After-tax equivalent of interest expense on 3.5% senior
convertible debentures

 

—
  

1,168
  

Income (loss) for purposes of calculating diluted earnings
per share

 

$ (100,115)
 

$ 28,816
  

Denominator:
       

Weighted average shares outstanding—Basic
 

71,505,478
  

65,876,099
  

Effect of dilutive securities:
       

3.5% senior convertible debentures
 

—
  

4,759,455
  

Stock options and contingently issued restricted stock
 

—
  

1,550,175
  

Warrants
 

—
  

341,159
  

Weighted average shares outstanding—Diluted
 

71,505,478
  

72,526,888
  

Basic earnings (loss) per share
 

$ (1.40)
 

$ 0.42
  

Diluted earnings (loss) per share
 

$ (1.40)
 

$ 0.40
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Treasury Shares

On May 9, 2006, the Board of Directors authorized an increase of the Company’s share repurchase program to acquire up to a total of $300,000 of
common stock. In order to facilitate the share repurchases, the Company has entered into a Rule 10b5-1 Purchase Plan. Share repurchases under this
authorization during the first quarter of 2006 were as follows:

  Three Months Ended  

  April 1, 2006  March 26, 2005  

 
  

 
  

 



Number of shares of common stock repurchased 246,900 —
Total cost of repurchase

  

$ 11,429
   

—
   

The timing and amount of any future repurchases will depend on market conditions and corporate considerations.

Additionally, the Company’s 2000 Incentive Plan permits the netting of common stock upon vesting of restricted stock awards in order to satisfy
individual tax withholding requirements. Accordingly, during the first quarter of 2006, the Company acquired 47,701 shares for $2,337 as a result of such
withholdings.

Comprehensive Income (Loss)

The components of comprehensive income (loss) are set forth below:

  Three Months Ended  

  April 1, 2006  March 26, 2005  

Net income (loss)
  

$ (100,115)
  

$ 27,648
  

Foreign currency translation adjustment, net of tax
  

1,899
   

1,527
  

Net unrealized loss on hedging contracts
  

(41)
  

—
  

Net unrealized loss on marketable securities, net of tax
  

(25)
  

(25)
 

Comprehensive income (loss)
  

$ (98,282)
  

$ 29,150
   

6.                 Income Taxes

The following table provides a reconciliation of the provision for income taxes on the condensed consolidated statement of income:

  Three Months Ended  

  April 1, 2006  March 26, 2005  

Income (loss) before income taxes and minority interest
  

$ (87,674)
  

$ 38,993
  

Effective tax rate
  

(13.73)%
  

27.85%
 

Provision for income tax
  

$ 12,039
   

$ 10,860
   

Charles River’s overall effective tax rate was (13.73)% in the first quarter of 2006. The effective tax rate for the first quarter was significantly less than
the United States statutory rate of 35% due to a $129,187 goodwill impairment charge, which was not tax deductible. The effective tax rate for the three
months of 2006 excluding this impairment would have been 29%. The effective tax rate for the first quarter of 2005 was 27.85%. The increase in Charles
River’s effective tax rate from 27.85% to 29%, excluding the
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impact of the goodwill impairment charge is primarily attributable to the change in mix of pre-tax earnings across various jurisdictions.

7.                 Employee Benefits

The following table provides the components of net periodic benefit cost for the Company’s defined benefit plans:

  Pension Benefits  

Supplemental
Retirement Benefits  

  April 1, 2006  March 26, 2005  April 1, 2006  March 26, 2005  

Service cost
  

$ 1,556
   

$ 1,419
   

$ 290
   

$ 95
  

Interest cost
  

2,401
   

2,287
   

317
   

243
  

Expected return on plan assets
  

(2,384)
  

(2,074)
  

—
   

—
  

Amortization of transition obligation
  

—
   

—
   

—
   

—
  

Amortization of prior service cost
  

(126)
  

(139)
  

38
   

(40)
 

Amortization of net loss (gain)
  

189
   

166
   

230
   

195
  

Net periodic benefit cost
  

$ 1,636
   

$ 1,659
   

$ 875
   

$ 493
   

The Company contributed $1,914 and $1,276 to its pension plans during the three months ended April 1, 2006 and March 26, 2005, respectively.

8.                 Stock-Based Compensation Plans

The Company has followed Accounting Principles Board (“APB”) Opinion 25, “Accounting for Stock Issued to Employees” and related interpretations,
which resulted in accounting for grants and awards to employees at their intrinsic value in the consolidated financial statements. On January 1, 2006, the
Company adopted Statement of Financial Accounting Standards No. 123(R) (“SFAS No. 123(R)”), “Accounting for Stock-Based Compensation,” using the
modified prospective application transition method, which results in the provisions of SFAS No. 123(R) being applied to the consolidated financial statements
on a going-forward basis. Prior periods have not been restated. SFAS No. 123(R) requires companies to recognize share-based payments to employees as
compensation expense on a fair value method. Under the fair value recognition provisions of SFAS No. 123(R), stock-based compensation cost is measured at
the grant date based on the fair value of the award and is recognized as expense over the requisite service period, which generally represents the vesting
period. The fair value of stock options is calculated using the Black-Scholes option-pricing model and the fair value of restricted stock is based on intrinsic
value. The expense recognized over the requisite service period is required to include an estimate of the awards that will be forfeited. Our expected rate of 
forfeitures for stock options is 6% annually which is based upon our historical forfeiture rate. Previously, the Company recorded the impact of forfeitures as
they occurred. In connection with the adoption of SFAS No. 123(R) during the first quarter of fiscal year 2006, the Company recorded a $91 benefit (after-



tax) from the cumulative effect of the change from recording forfeitures as they occur to estimating forfeitures during the service period. In addition, the
previously recognized unearned compensation balance of $20,785, as of the date of adoption, which was included as a component of stockholders’ equity,
was reclassified to additional paid-in capital.
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Stock-based employee compensation expense was $5,613 before tax for the three months ending April 1, 2006. The Company recognized the full impact
of its equity incentive plans in the consolidated statements of operations for the three months ended April 1, 2006 under SFAS No. 123(R) and did not
capitalize any such costs on the consolidated balance sheet, as such costs that qualified for capitalization were not material. The following table presents
share-based compensation expenses included in the Company’s consolidated statement of operations:

Cost of sales
 

$ 2,085
 

Selling and administration
 

3,528
 

Share based compensation expense before tax
 

5,613
 

Income tax benefit
 

(2,133)
Net stock based compensation expense

 

$ 3,480
  

Prior to January 1, 2006, the Company had followed Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to
Employees”, and related interpretations, which resulted in the accounting for grants of awards to employees at their intrinsic value in the consolidated
financial statements.

The Company had previously adopted the provisions of SFAS No. 123, “Accounting for Stock-Based Compensation,” as amended by SFAS No. 148,
“Accounting for Stock-Based Compensation—Transition and Disclosure,” through disclosure only. The following table illustrates the effect on net income
and earnings per share for the three months ended March 26, 2005 as if the Company had applied the fair value recognition provisions of SFAS No. 123(R) to
stock based employee awards.

  Three Months Ended  

  March 26, 2005  

Net income, as reported
  

$ 27,648
  

Add: Stock-based compensation expense included in reported net
income, net of related tax effects

  

3,000
  

Deduct: Stock-based employee compensation using fair value
method for all awards, net of related tax effects

  

(7,356)
 

Pro forma net income
  

$ 23,294
  

Net income per common share:
     

Basic, pro forma
  

$ 0.35
  

Basic, as reported
  

$ 0.42
  

Diluted, pro forma
  

$ 0.34
  

Diluted, as reported
  

$ 0.40
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The Company uses the Black-Scholes option-pricing model to estimate the fair value of the options at the grant date. There were 114,500 and 1,064,590
option grants during the three months ended April 1, 2006 and March 26, 2005. The fair values of options outstanding as of April 1, 2006 and March 26, 2005
were calculated using the following weighted-average assumptions:

  Options Granted In:  

  2006  2005  2004  

Expected stock price volatility
 

30% 35% 35%
Risk free interest rate

 

4.35% 3.01% 3.01%
Expected life of options

 

4.27 years
 

5.0 years
 

6.0 years
 

Expected annual dividends
 

$0
 

$0
 

$0
  

The expected stock price volatility assumption was determined using the historical volatility of the Company’s common stock over the expected life of
the option. The risk free interest rate was based on the market yield for the five year U.S. Treasury security. The expected life of options was determined
using historical option exercise activity.



Stock Options

The following table summarizes the stock option activity in the equity incentive plans from December 31, 2005 through April 1, 2006:

  

Stock 
Options  

Weighted Average
Exercise Price  

(Options in thousands)
         

Outstanding at December 31, 2005
  

5,554
   

$ 35.39
  

Granted
  

115
   

46.76
  

Exercised
  

(466)
  

32.72
  

Cancelled
  

(62)
  

42.82
  

Outstanding April 1, 2006
  

5,141
   

$ 35.80
  

Exercisable at April 1, 2006
  

3,703
   

$ 33.56
   

The following table summarizes information related to the outstanding and vested options as of April 1, 2006:

  

Options
Outstanding  

Vested
Options  

Number of shares (in thousands)
  

5,141
  

3,703
 

Weighted average remaining contractual life
  

6.93 years
  

6.50 years
 

Weighted average exercise price
  

$35.80
  

$33.56
 

Aggregate intrinsic value (in thousands)
  

$58,913
  

$50,498
  

The aggregate intrinsic value in the table above represents the total pretax intrinsic value, based on the Company’s average common stock price of
$47.20 as of April 1, 2006, which would have been received by the option holders had all option holders exercised their options as of that date.
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The following table summarizes the non-vested stock option activity in the equity incentive plans from December 31, 2005 through April 1, 2006:

  

Stock 
Options  

Weighted Average
Exercise Price  

(Options in thousands)
         

Nonvested at December 31, 2005
  

1,841
   

$ 42.06
  

Granted
  

115
   

46.76
  

Forfeited
  

(53)
  

45.62
  

Vested
  

(464)
  

44.41
  

Nonvested at April 1, 2006
  

1,439
   

41.55
   

The total intrinsic value of options exercised during the three months ended April 1, 2006 and March 26, 2005 was $6,721 and $7,875, respectively. The
total cash received from employees as a result of employee stock option exercises during the three months ended April 1, 2006 and March 26, 2005 was
approximately $15,250 and $9,671, respectively. In connection with these exercises, the tax benefits realized by the Company for the three months ended
April 1, 2006 was $1,833.

The total fair value of the options vested during the three months ended April 1, 2006 and March 26, 2005 was $8,118 and $7,664, respectively.

The Company settles employee stock option exercises with newly issued common shares.

As of April 1, 2006, there was $22,695 of total unrecognized compensation cost related to non-vested options granted under the Company’s equity
incentive plans. That cost is expected to be recognized over a weighted-average period of 3.32 years.

Restricted Stock

The following table summarizes the restricted stock activity from December 31, 2005 through April 1, 2006:

  

Restricted
Stock  

Weighted Average
Fair Value  

(Shares in thousands)
         

Outstanding at December 31, 2005
  

565
   

$ 46.76
  

Granted
  

11
   

44.90
  

Vested
  

(159)
  

42.30
  

Cancelled
  

(7)
  

45.64
  

Outstanding April 1, 2006
  

410
   

$ 46.42
   

As of April 1, 2006, there was $16,336 of total unrecognized compensation cost related to non-vested restricted stock granted under the Company’s stock
plans. That cost is expected to be recognized over a weighted-average period of 23 months.
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Performance Based Plans

The Company has been accruing compensation expense for the performance-based management incentive program (Mid-Term Incentive (MTI)
Program) obligations over the period the participating employees are required to be employed by the Company. During the first quarter of 2006, the Company
determined it would not achieve the performance outlined under the plan. Based on these estimates, the Company does not anticipate making a payout under
the plan. During the three months ended April 1, 2006 and March 26, 2005, the Company recorded $(949) and $354, respectively, as compensation expense.
In February 2005, the Compensation Committee of the Board of Directors determined that it would not make any future awards under the MTI Program.

9.                 Commitments and Contingencies

Various lawsuits, claims and proceedings of a nature considered normal to its business are pending against the Company. In the opinion of management,
the outcome of such proceedings and litigation currently pending will not materially affect the Company’s consolidated financial statements.

10.          Business Segment Information

The following table presents sales to unaffiliated customers and other financial information by product line segment.

  Three Months Ended  

  April 1, 2006  March 26, 2005  

Research Models and Services
         

Net sales
  

$ 128,973
   

$ 127,912
  

Gross margin
  

55,885
   

56,586
  

Operating income
  

40,477
   

42,308
  

Depreciation and amortization
  

5,034
   

4,729
  

Capital expenditures
  

3,566
   

5,275
  

Preclinical Services
         

Net sales
  

$ 122,458
   

$ 114,072
  

Gross margin
  

37,089
   

38,188
  

Operating income
  

12,091
   

12,516
  

Depreciation and amortization
  

14,414
   

16,993
  

Capital expenditures
  

35,821
   

7,023
  

Clinical Services
         

Net sales
  

$ 32,338
   

$ 31,738
  

Gross margin
  

10,210
   

9,837
  

Operating income (loss)
  

(127,440)
  

833
  

Depreciation and amortization
  

3,171
   

3,704
  

Capital expenditures
  

253
   

100
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A reconciliation of segment operating income to consolidated operating income is as follows:

  Three Months Ended  

  April 1, 2006  March 26, 2005  

Total segment operating income (loss)
  

$ (74,872)
  

$ 55,657
  

Unallocated corporate overhead
  

(10,092)
  

(10,261)
 

Consolidated operating income (loss)
  

$ (84,964)
  

$ 45,396
   

A summary of unallocated corporate overhead consists of the following:

  Three Months Ended  

  April 1, 2006  March 26, 2005  

Inveresk stock based compensation expense
  

$ 285
   

$ 2,969
  

Restricted stock and performance based compensation expense
  

847
   

1,365
  

US pension expense
  

1,804
   

1,318
  

Audit, tax and related expenses
  

1,665
   

522
  

Executive officers’ salary and bonus
  

864
   

727
  

Employees’ salary
  

1,936
   

1,210
  

Other general unallocated corporate expenses
  

2,691
   

2,150
  

 

  

$ 10,092
   

$ 10,261
   



Other general unallocated corporate expenses consist of various departmental costs including corporate accounting, legal and investor relations.

11.          Subsequent Event

The Company has entered into a definitive agreement to sell its Phase II-IV Clinical Services business for $215,000, as it realigns its portfolio to focus
on its core drug discovery and development strengths. In conjunction with the planned portfolio realignment, the Company recorded a goodwill impairment
charge of $129,187 for the Phase II-IV Clinical business in the first quarter of 2006.

The Company is implementing a number of actions designed to improve operating efficiency and profitability in 2006. The actions include the closure of
the ISS Massachusetts facility as well as headcount reductions in the Transgenic services business, Montreal and Massachusetts. The Company expects to
record approximately $7,200 of charges in the second quarter of 2006 related to these actions.
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Item 2.                        Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with our condensed consolidated financial statements and the related notes.

Overview

We are a leading global provider of solutions that advance the drug discovery and development process. These solutions include research models and
outsourced preclinical and clinical services, and are designed to enable our clients to bring drugs to market faster and more efficiently. Our products and services
are organized into three categories spanning every step of the drug development pipeline: Research Models and Services, Preclinical Services, and Clinical
Services. We have been in business for more than 58 years, and our customer base includes all of the major pharmaceutical companies and many biotechnology
companies, government agencies, leading hospitals and academic institutions.

Our first quarter sales growth was driven by spending by major pharmaceuticals, biotechnology companies and academic institutions on our products
and services, which aid in their development of new drugs and products. Customers continued to outsource services to aid in their efforts to bring new drugs,
devices and therapies to market. We continue to see strong customer demand for toxicology services and specialty research models in our markets, partially
offset by reduced market demands for our interventional and surgical services and transgenic services. Future drivers for our products and services as a whole
are primarily expected to emerge from our customers’ continued growing demand for drug discovery and development services, including increased strategic
focus on outsourcing which should drive future sales for our products and services. To take advantage of these long term opportunities, we are engaged in a
substantial capacity expansion program, with approximately $175-$200 million allocated for these capital expenditures. During the first quarter of 2006, we
purchased a facility in Nevada in anticipation of the continued demand for our preclinical services. In addition to organic growth, our business strategy
includes strategic, “bolt-on” acquisitions that complement our business and increase our rate of growth.

On May 9, 2006, we entered into a definitive agreement to sell our Phase II-IV Clinical Services business for $215 million as part of a realignment of our
portfolio to enable us to capitalize on core discovery and drug development competencies and to focus on business segments where we have clear market
leadership. Our management believes that monetizing these assets and redeploying the resulting cash should be more beneficial than retaining them in the
long-term. We intend to retain our Phase I Clinical Services business, which is an integral strategic component of our service offerings, as it enables us to
support our customers’ preclinical efforts through early-stage clinical trials. As with any divestiture, there are risks that we assume as part of the process. For
instance, the timing of the transaction may be delayed for reasons beyond our control, such as the receipt of regulatory approvals. Furthermore, the divestiture
process requires the attention of management and other personnel, which may temporarily divert them from normal business operations.

In connection with the planned divestiture of the Phase II-IV Clinical Services business, management performed a goodwill impairment test for the
Clinical business segment. Based on its analysis, we have determined that the book carrying value of goodwill assigned to the Clinical business segment
exceeded its implied fair value and therefore recorded a $129.2 million charge to write-down the value of this goodwill in the first quarter of 2006. Goodwill
will be re-evaluated for impairment as events or circumstances warrant.

In addition to the impairment charge, overall results for the first quarter of 2006 were significantly affected by the negative impact of the implementation
of SFAS 123(R) (expensing stock options) which we adopted on a modified prospective application transition method and unfavorable foreign exchange.
Total net sales in the first quarter of 2006 were $283.8 million, an increase of 3.7% over the same period last year. The sales increase was due primarily to
increased customer demand and higher pricing, which more
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than offset unfavorable foreign currency translation of 3%. Our gross margin decreased to 36.4% of net sales, compared to 38.2% of net sales for the same
period last year due to stock compensation expense and lower margins in the preclinical business. Stock compensation expense during the first quarter of
2006 is set forth in the following chart:

2006 Stock Compensation Expense

  RMS  Preclinical  Clinical  

Unallocated
Corporate
Overhead  Total  

Cost of goods
 

835
  

1,156
   

94
   

—
  

2,085
 

Selling, general and administrative expenses
 

563
  

782
   

153
   

2,030
  

3,528
 

Total
 

1,398
  

1,938
   

247
   

2,030
  

$ 5,613
  

Our operating loss was $85.0 million compared to operating income of $45.4 million for the same period last year due mainly to the goodwill
impairment of $129.2 million and expensing of stock options of $3.6 million. The first quarter of 2006 was a net loss of $100.1 million compared to net
income of $27.6 million in the same period last year. Diluted earnings (loss) per share for the first quarter of 2005 were $(1.40), compared to $0.40 in the
same period last year.



Our RMS segment, representing 45.5% of net sales in the first quarter of 2006, includes sales of research models, transgenic services, laboratory services
preconditioning and surgical services, consulting and staffing services, vaccine support and in vitro technology (primarily endotoxin testing). Net sales for
this segment increased 0.9% over the same period last year due to increased model and in vitro sales which was offset by unfavorable foreign currency
translation of 3.8%, lower transgenic sales and timing of large model shipments. Operating income decreased to 31.4% of net sales, compared to 33.1% of net
sales for the same period last year, due to the expensing of stock compensation and the impact of lower transgenic sales and the timing of large animal
shipments.

Our Preclinical Services segment, representing 43.2% of net sales in the first quarter of 2006, includes services required to take a drug through the
development process including discovery support services, toxicology services, pathology services, biopharmaceutical services and bioanalysis,
pharmacokinetics and drug metabolism services. Sales for this segment increased 7.4% over the same period last year. Unfavorable foreign currency
translation reduced our growth by approximately 1.7% of the net sales gain. We experienced favorable market conditions as demand for toxicology services
remained strong but was negatively impacted by lower sales in our interventional and surgical services along with study delays particularly in reproduction
toxicology. Preclinical Services gross margin decreased to 30.3% of net sales in 2006 compared to 33.5% of net sales in 2005 due to the impact of lower
interventional and surgical services, the impact of the study delays, particularly in reproductive toxicology, higher costs and unfavorable foreign currency
translation in Montreal, and stock compensation expense. In order to improve operating results in the Preclinical Services segment, we are undertaking in the
second quarter a number of actions to reduce costs, including headcount reductions at our Montreal facility and the closure of our Massachusetts ISS
operations. Operating income decreased to 9.9% of net sales compared to 11.0% of net sales last year, due primarily to lower gross margin.

The Clinical Services segment represented 11.4% of net sales in the first quarter of 2006. Our Clinical Services segment conducts Phase I clinical trials
and provides Phase II-IV clinical trials management services which include testing, medical data sciences services and regulatory support. Our Clinical
services business benefits from our focus on key therapeutic areas including oncology, ophthalmology, cardiovascular, respiratory, and infectious diseases. We
believe that our Clinical Services segment can succeed best though this targeted focus—offering technical depth in a limited number of specialties—and an
emphasis on margin improvement. Sales for this segment increased by 1.9% over the same period last
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year. The negative effect of foreign currency translation reduced sales by 4.4%. Our Clinical Services segment achieved a gross margin rate of 31.6% of net
sales for 2006 compared to 31.0% in 2005 due mainly to greater utilization due to higher sales. Operating income was negatively impacted by the goodwill
impairment of $129.2 million.

Three Months Ended April 1, 2006 Compared to Three Months Ended March 26, 2005

Net Sales.   Net sales for the three months ended April 1, 2006 were $283.8 million, an increase of $10.1 million, or 3.7%, from $273.7 million for the
three months ended March 26, 2005.

Research Models and Services.   For the three months ended April 1, 2006, net sales for our RMS segment were $129.0 million, an increase of $1.1
million, or 0.9%, from $127.9 million for the three months ended March 26, 2005. Increased unit volume of both models and services added approximately
2.2% to the net sales increase. Unfavorable foreign currency translation reduced sales growth by approximately 3.8%. Sales of our research models and
services grew due to general price increases, market demand for our higher-priced specialty models and greater demand for services in our non-US locations.
RMS global prices increased an average of approximately 2.5%. The RMS sales growth was driven by increases in basic research and biotechnology
spending, which drove greater demand for our products and services, partially offset by continued slowdown in the transgenic services business, lower sales
of vaccine products and timing of large animal shipments.

Preclinical Services.   For the three months ended April 1, 2006, net sales for our Preclinical Services segment were $122.5 million, an increase of
$8.4 million, or 7.4%, compared to $114.1 million for the three months ended March 26, 2005. The increase was primarily due to increased customer demand
for toxicology and other preclinical services, partially offset by reduced market demand for our interventional and surgical services and biopharmaceutical
services along with study delays, particularly in reproductive toxicology. Foreign currency negatively impacted our sales growth rate by 1.8%.

Clinical Services   For the three months ended April 1, 2006, net sales for our Clinical Services segment were $32.3 million, an increase of $0.6 million,
or 1.9% from $31.7 million for the three months ended March 26, 2005. The negative effect of foreign currency translation reduced sales by 4.4%.

Cost of Products Sold and Services Provided.   Cost of products sold and services provided for the three months ended April 1, 2006 was $180.6
 million, an increase of $11.5 million, or 6.8%, from $169.1 million for the three months ended March 26, 2005. Cost of products sold and services provided
for the three months ended April 1, 2006 was 63.6% of net sales, compared to 61.8% for the three months ended March 26, 2005 due to the stock
compensation expense and increased costs in Preclinical Services.

Research Models and Services.   Cost of products sold and services provided for RMS for the three months ended April 1, 2006 was $73.1 million, an
increase of $1.8 million, or 2.5%, compared to $71.3 million for the three months ended March 26, 2005. Cost of products sold and services provided as a
percent of net sales for the three months ended April 1, 2006 was 56.7%, compared to 55.7% for the three months ended March 26, 2005 due mainly to stock
compensation expense.

Preclinical Services.   Cost of products sold and services provided for the Preclinical Services segment for the three months ended April 1, 2006 was
$85.4 million, an increase of $9.5 million, or 12.5%, compared to $75.9 million for the three months ended March 26, 2005. Cost of products sold and
services provided as a percentage of net sales was 69.7% for the three months ended April 1, 2006, compared to 66.5% for the three months ended March 26,
2005. The increase in cost of services provided as a percentage of net sales was primarily due to negative effect of unfavorable foreign currency translation in
our Montreal facility and stock compensation expense.

Clinical Services.   Cost of products sold and services provided for the Clinical Services segment for the three months ended April 1, 2006 was $22.1
million, an increase of $0.2 million, or 0.9%, compared to
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$21.9 million for the three months ended March 26, 2005. Cost of products sold and services provided as a percentage of net sales was 68.4% for the three
months ended April 1, 2006 compared to 69.1% for the three months ended March 26, 2005 due to greater utilization due to higher sales, partially offset by



stock compensation expense.

Selling, General and Administrative Expenses.   Selling, general and administrative expenses for the three months ended April 1, 2006 were
$47.8 million, an increase of $2.9 million, or 6.5%, from $44.9 million for the three months ended March 26, 2005. Selling, general and administrative
expenses for the three months ended April 1, 2006 were 16.8% of net sales compared to 16.4% of net sales for the three months ended March 26, 2005.

Research Models and Services.   Selling, general and administrative expenses for RMS for the three months ended April 1, 2006 were $15.3 million, an
increase of $1.0 million, or 7.0%, compared to $14.3 million for the three months ended March 26, 2005. Selling, general and administrative expenses
increased as a percentage of sales to 11.9% for the three months ended April 1, 2006 from 11.2% for the three months ended March 26, 2005 due to
expensing of stock compensation during the first quarter of 2006.

Preclinical Services.   Selling, general and administrative expenses for the Preclinical Services segment for the three months ended April 1, 2006 were
$16.4 million, an increase of $2.0 million, or 13.9%, compared to $14.4 million for the three months ended March 26, 2005. Selling, general and
administrative expenses for the three months ended April 1, 2006 increased to 13.4% of net sales, compared to 12.6% of net sales for the three months ended
March 26, 2005 due mainly to expensing of stock compensation in the first quarter of 2006.

Clinical Services.   Selling, general and administrative expenses for the Clinical Services segment for the three months ended April 1, 2006 were $6.0
million, remaining flat with last year. Selling, general and administrative expenses for the Clinical Services segment were 18.6% of net sales for the three
months ended April 1, 2006 compared to 18.9% of net sales for the three months ended March 26, 2005.

Unallocated Corporate Overhead.   Unallocated corporate overhead, which consists of various corporate expenses including those associated with
pension, executive salaries and departments such as corporate accounting, legal and investor relations, was $10.1 million for the three months ended April 1,
2006, compared to $10.3 million for the three months ended March 26, 2005.

Goodwill Impairment.   Clinical Services.   On May 9, 2006, we entered into a definitive agreement to sell the Phase II-IV Clinical Services business. In
connection with the planned divestiture of the Phase II-IV Clinical Services business, management performed a goodwill impairment test for the Clinical
business segment. Based on its analysis, we have determined that the book carrying value of goodwill assigned to the Clinical business segment exceeded its
implied fair value and therefore recorded a $129.2 million charge to write-down the value of this goodwill in the first quarter of 2006.

Amortization of Other Intangibles.    Amortization of other intangibles for the three months ended April 1, 2006 was $11.2 million, a decrease of $3.1
million, from $14.4 million for the three months ended March 26, 2005.
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Preclinical Services.   For the three months ended April 1, 2006, amortization of other intangibles for our Preclinical Services segment was $8.6 million,
a decrease of $2.7 million from $11.3 million for the three months ended March 26, 2005.

Clinical Services.   For the three months ended April 1, 2006, amortization of other intangibles for our Clinical Services segment was $2.5 million, a
decrease of $0.5 million from $3.0 million for the three months ended March 26, 2005.

Operating Income.   Operating income (loss) for the three months ended April 1, 2006 was $(85.0) million compared to $45.4 million for the three
months ended March 26, 2005 due mainly to the goodwill impairment of $129.2 million.

Research Models and Services.   For the three months ended April 1, 2006, operating income for our RMS segment was $40.5 million, a decrease of
$1.8 million, or 4.3%, from $42.3 million for the three months ended March 26, 2005. Operating income as a percentage of net sales for the three months
ended April 1, 2006 was 31.4%, compared to 33.1% for the three months ended March 26, 2005. The decrease was primarily due to expensing of stock
options, the impact of lower transgenic sales and the timing of large animal shipments in the first quarter of 2006.

Preclinical Services.   For the three months ended April 1, 2006, operating income for our Preclinical Services segment was $12.1 million, a decrease of
$0.4 million, or 3.2%, from $12.5 million for the three months ended March 26, 2005. Operating income as a percentage of net sales decreased to 9.9%,
compared to 11.0% of net sales for the three months ended March 26, 2005. The decrease in operating income for the three months ended April 1, 2006 was
primarily due to the impact of lower interventional and surgical services, study delays, particularly in reproductive toxicology, higher costs and unfavorable
foreign currency translation in Montreal and stock compensation expense.

Clinical Services.   For the three months ended April 1, 2006, the operating (loss) for our Clinical Services segment was $(127.4) million compared to
operating income of $0.8 million for the three months ended March 26, 2005, reflecting improved operations offset by the goodwill impairment of $129.2
million.

Interest Expense.   Interest expense for the three months ended April 1, 2006 was $3.8 million, compared to $7.2 million for the three months ended
March 26, 2005 due mainly to our debt repayment.

Income Taxes.   Income tax expense for the three months ended April 1, 2006 was $12.0 million, an increase of $1.1 million, compared to $10.9 million
for the three months ended March 26, 2005. The overall effective tax rate was (13.73)% in the first quarter of 2006 compared to 27.85% for the first quarter
of 2005. The effective tax rate for the first quarter was significantly less than the United States statutory rate of 35% due to a $129.2 million goodwill
impairment charge, which was not tax deductible. The effective tax rate for the three months of 2006 excluding this impairment would have been 29%. The
increase in Charles River’s effective tax rate from 27.85% in the first quarter of 2005 to 29%, excluding the impact of the goodwill impairment charge is
primarily attributable to the change in mix of pre-tax earnings across various jurisdictions.

Net Income (Loss).   Net income (loss) for the three months ended April 1, 2006 was $(100.1) million compared to $27.6 million for the three months
ended March 26, 2005.

Backlog

Our backlog for Preclinical Services and Clinical Services was approximately $480.7 million at April 1, 2006. We do not report backlog for the RMS
segment because turnaround time from order placement to fulfillment, both for products and services, is rapid. Our preclinical and clinical services are
performed over varying times, from a short period of time to extended periods of time, which may be as long as several years. We maintain an order backlog
for these segments to track anticipated revenue from studies and
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projects that either have not started, but are anticipated to begin in the near future, or are in process and have not been completed. We only recognize a study
or project in backlog after we have received written evidence of a customer’s intention to proceed with a study or project. We do not recognize verbal orders.
Cancelled studies or projects are removed from backlog.

We believe our aggregate backlog as of any date is not necessarily an indicator of our future results for a variety of reasons. First, studies vary in duration
(i.e., some studies that are included in 2006 backlog may be completed in 2006, while others may be completed in later years). Second, the scope of studies
may change, which may either increase or decrease their value. Third, studies included in backlog may be subject to bonus or penalty payments. Fourth,
studies may be terminated or delayed at any time by the client or regulatory authorities. Terminations or delays can result from a number of reasons. Delayed
contracts remain in our backlog until a determination of whether to continue, modify or cancel the study has been made.

Liquidity and Capital Resources

The following discussion analyzes liquidity and capital resources by operating, investing and financing activities as presented in our condensed
consolidated statements of cash flows.

Our principal sources of liquidity have been our cash flow from operations and our revolving line of credit arrangements.

On December 20, 2005, we amended and restated our then-existing $550 million credit agreement to modify certain restrictive covenants as well as
provide for a $65 million term loan facility and a $10 million revolving facility for a Canadian subsidiary and a $25 million term loan facility and a $10
million revolving facility for two U.K. subsidiaries (the $660 million credit agreement). Our $660 million credit agreement originally provided for a $400
million term loan facility and a $150 million revolving facility. The $400 million term loan facility matures in 20 quarterly installments with the last
installment due September 30, 2009. The $150 million revolving facility matures on October 15, 2009 and requires no scheduled payment before that date.
The new Canadian and U.K. term loans (aggregate $90 million) under the $660 million credit agreement are repayable in full by September 30, 2009 and
require no scheduled payment before that date. The new revolving facilities (aggregate $20 million) mature on October 15, 2009 and require no scheduled
payment before that date. The interest rate applicable to the Canadian and U.K. term loans and the Canadian and U.K. revolving loans under the credit
agreement is the adjusted LIBOR rate in its relevant currency plus an interest rate margin based upon our leverage ratio. The interest rates applicable to term
loans and revolving loans under the credit agreement are, at our option, equal to either the base rate (which is the higher of the prime rate or the federal funds
rate plus ½%) or the adjusted LIBOR rate plus an interest rate margin based upon our leverage ratio. Based on our leverage ratio, the margin range for LIBOR
based loans is 0.75% to 1.25%. The interest rate margin was 0.75% as of April 1, 2006. The $660 million credit agreement includes certain customary
representations and warranties, negative and affirmative covenants and events of default. We had $5.0 million outstanding under letters of credit as of April 1,
2006 and December 25, 2005, respectively.

During the first quarter of 2006, we borrowed $5.0 million of debt under our $150 million revolving facility. As of April 1, 2006, the outstanding balance
on the revolving facility was $5.0 million.

We are also party to a $50 million credit agreement, which was entered into on July 27, 2005 and which was subsequently amended on December 20,
2005 to reflect substantially the same modifications made to the covenants in the $660  million credit agreement. The $50 million credit agreement provides
for a $50 million term loan facility which matures on July 27, 2007 and can be extended for an additional 7 years. The interest rates applicable to term loans
under this credit agreement are, at the our option, equal to either the base rate (which is the higher of the prime rate or the federal funds rate plus ½ %) or the
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LIBOR rate plus 0.75%. The $50 million credit agreement includes certain customary representations and warranties, negative and affirmative covenants and
events of default.

During the first quarter of 2006, the Company borrowed an additional $22.9 million under its $50.0 million credit agreement. As of April 1, 2006, the
entire balance of the $50.0 million credit agreement was outstanding.

Cash and cash equivalents totaled $101.5 million at April 1, 2006, compared to $114.8 million at December 31, 2005.

Net cash provided by operating activities for the three months ended April 1, 2006 and March 26, 2005  was $0.3 million and $31.9 million, respectively.
The decrease in cash provided by operations was primarily a result of tax payments, lower deferred income and increased prepaids. Our days sales
outstanding (DSO) of 33 days as of April 1, 2006 remained constant with the DSO of 33 days as of December 31, 2005, but increased from 32 days as of
March 26, 2005.

Net cash used in investing activities for the three months ended April 1, 2006 and March 26, 2005 was $26.0 million and $13.9 million, respectively. For
the three months ended April 1, 2006, we used $39.6 million for capital expenditures. This compared to the first quarter of 2005, during which we paid
$12.4 million for capital expenditures. In the first quarter of 2006, we made capital expenditures in RMS of $3.6 million, Preclinical Services of $35.8
million, due mainly to the purchase of a facility in Nevada, and Clinical Services of $0.2 million. We anticipate that future capital expenditures will be funded
by cash provided by operating activities. For fiscal 2006, we project capital expenditure to be approximately $175-200 million. For the three months ended
April 1, 2006, proceeds from sales of marketable securities were $13.6, compared to $0.4 million in the first quarter of 2005.

Net cash provided by and (used in) financing activities for the three months ended April 1, 2006 and March 26, 2005 was $12.0 million and $(9.6)
million, respectively. Proceeds from exercises of employee stock options amounted to $15.3 million and $9.7 million for the three months ended April 1,
2006 and March 26, 2005, respectively. In the first quarter of 2006, we borrowed $27.9 million. During the first quarters of 2006 and 2005, we repaid $17.2
million and $20.2 million in debt, respectively.

Off-Balance Sheet Arrangements

We had no off-balance sheet arrangement during the three months ended April 1, 2006.

Item 3.                        Quantitative and Qualitative Disclosure About Market Risk

Certain of our financial instruments are subject to market risks, including interest rate risk and foreign currency exchange rates. We generally do not use
financial instruments for trading or other speculative purposes.

Interest Rate Risk



The fair value of our marketable securities is subject to interest rate risk and will fall in value if market interest rates increase. If market rates were to
increase immediately and uniformly by 100 basis points from levels at April 1, 2006, then the fair value of the portfolio would decline by approximately $0.2
million.

We have entered into two credit agreements, the $660 million credit agreement and the $50 million credit agreement. Our primary interest rate exposure
results from changes in LIBOR or the base rates which are used to determine the applicable interest rates under our term loans in the $660 million credit
agreement and in the $50 million agreement and our revolving credit facilities. Our potential loss over one year that would result from a hypothetical,
instantaneous and unfavorable change of 100 basis points in the
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interest rate would be approximately $5 million on a pre-tax basis. The book value of our debt approximates fair value.

Foreign Currency Exchange Rate Risk

We operate on a global basis and have exposure to some foreign currency exchange rate fluctuations for our earnings and cash flows. This risk is
mitigated by the fact that various foreign operations are principally conducted in their respective local currencies. A portion of our foreign operations’
revenue is denominated in U.S. dollars, with the costs accounted for in their local currencies. We attempt to minimize this exposure by using certain financial
instruments, for purposes other than trading, in accordance with our overall risk management and our hedge policy. In accordance with our hedge policy, we
designate such transactions as hedges as set forth in SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities.”

During 2006, we utilized foreign exchange contracts, principally to hedge the impact of currency fluctuations on customer transactions and certain
balance sheet items.

Item 4.                        Controls and Procedures.

(a)          Evaluation of Disclosure Controls and Procedures

Based on their evaluation, required by paragraph (b) of Rules 13a-15 or 15d-15, promulgated by the Securities Exchange Act of 1934, the Company’s
principal executive officer and principal financial officer have concluded that the Company’s disclosure controls and procedures as defined in Rules 13a-
15(e) and 15d-15(e) of the Exchange Act are effective as of April 1, 2006 to ensure that information required to be disclosed by the Company in reports that it
files or submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in Securities and Exchange
Commission rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed by an issuer in the reports that it files or submits under the Act is accumulated and communicated to the issuer’s management,
including its principal executive and principal financial officers, or persons performing similar functions, as appropriate to allow timely decisions regarding
required disclosure. In designing and evaluating the disclosure controls and procedures, our management recognized that any controls and procedures, no
matter how well designed and operated, can provide only reasonable assurances of achieving the desired control objectives, and management necessarily was
required to apply its judgment in designing and evaluating the controls and procedures. We continually are in the process of further reviewing and
documenting our disclosure controls and procedures, and our internal control over financial reporting, and accordingly may from time to time make changes
aimed at enhancing their effectiveness and to ensure that our systems evolve with our business.

(b)          Changes in Internal Controls

There were no changes in the Company’s internal controls over financial reporting identified in connection with the evaluation required by paragraph
(d) of the Exchange Act Rules 13a-15 or 15d-15 that occurred during the quarter ended April 1, 2006 that materially affected, or were reasonably likely to
materially affect, the Company’s internal control over financial reporting.
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Part II. Other Information

Item 1A.                Risk Factors

In addition to the other information set forth in this report, you should carefully consider the factors discussed in Part I, “Item 1A. Risk Factors” in our
Annual Report on Form 10-K for the year ended December 31, 2005, which could materially affect our business, financial condition or future results. The
risks described in our Annual Report on Form 10-K are not the only risks facing our Company. Additional risks and uncertainties not currently known to us or
that we currently deem to be immaterial also may materially adversely affect our business, financial condition and/or operating results.

Item 2.                        Changes in Securities, Use of Proceeds and Issuer Purchases of Equity Securities

The following table provides information relating to the Company’s purchases of shares of its common stock during the quarter ended April 1, 2006.

  

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  

January 1, 2006—January 28, 2006
  

90,000
   

$ 43.80
   

90,000
   

$ 278,570,257
  

January 29, 2006—February 25, 2006
  

82,400
   

$ 46.47
   

82,400
   

$ 274,755,274
  

February 26, 2006—April 1, 2006
  

74,500
   

$ 49.29
   

74,500
   

$ 271,086,272
  

Total:
  

246,900
   

$ 46.52
   

246,900
   

$ 271,086,272
   

On May 9, 2006, the Board of Directors authorized an increase of the Company’s share repurchase program by $200 million to acquire up to a total of
$300.0 million of common stock. In order to facilitate these share repurchases, the Company has entered into a Rule 10b5-1 Purchase Plan. During the three



months ended April 1, 2006 the Company repurchased 246,900 shares of common stock for approximately $11.4 million. The timing and amount of any
future repurchases will depend on market conditions and corporate considerations.

Item 6.                        Exhibits

(a)          Exhibits.

10.1
 

Stock Purchase Agreement dated as of May 9, 2006 between Kendle International, Inc. and
Charles River Laboratories International, Inc. Filed herewith.

31.1
 

Certification of the Principal Executive Officer required by Rule 13a-14(a) or 15d-14(a) of the
Exchange Act. Filed herewith.

31.2
 

Certification of the Principal Financial Officer required by Rule 13a-14(a) or 15d-14(a) of the
Exchange Act. Filed herewith.

32.1
 

Certification of the Principal Executive Officer and Principal Financial Officer required by
Rule 13a-14(a) or 15d-14(a) of the Exchange Act. Filed herewith.
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SIGNATURES

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

CHARLES RIVER LABORATORIES INTERNATIONAL, INC.

May 10, 2006
 

 

/s/ JAMES C. FOSTER
 

James C. Foster
 

Chairman, Chief Executive Officer
 

and President

May 10, 2006
 

 

/s/ THOMAS F. ACKERMAN
 

Thomas F. Ackerman
 

Corporate Executive Vice President and Chief Financial Officer
 

28



Exhibit 10.1
 

EXECUTION COPY
 
 

STOCK PURCHASE AGREEMENT

dated as of

May 9, 2006

between

KENDLE INTERNATIONAL INC.

and

CHARLES RIVER LABORATORIES INTERNATIONAL, INC.

relating to the purchase and sale

of

The Companies Comprising
the Phase II-IV Clinical Services Business

 

 
TABLE OF CONTENTS

 
 

 
PAGE

   
ARTICLE 1

 

 

DEFINITIONS
 

 

Section 1.01. Definitions
 

1
Section 1.02. Other Definitional and Interpretative Provisions

 

7
   

ARTICLE 2
 

 

PURCHASE AND SALE
 

 

   
Section 2.01. Purchase and Sale

 

7
Section 2.02. Closing

 

8
Section 2.03. Estimated Working Capital

 

8
Section 2.04. Closing Statement

 

8
Section 2.05. Adjustment of Purchase Price

 

9
Section 2.06. Allocation of Purchase Price

 

10
   

ARTICLE 3
 

 

REPRESENTATIONS AND WARRANTIES OF SELLER
 

 

   
Section 3.01. Corporate Existence and Power

 

10
Section 3.02. Corporate Authorization

 

11
Section 3.03. Governmental Authorization

 

11
Section 3.04. Noncontravention

 

11
Section 3.05. Capitalization

 

11
Section 3.06. Ownership of Shares

 

12
Section 3.07. Subsidiaries

 

12
Section 3.08. Financial Statements

 

13
Section 3.09. Absence of Certain Changes

 

13
Section 3.10. No Undisclosed Material Liabilities

 

14
Section 3.11. Material Contracts

 

15
Section 3.12. Litigation

 

16
Section 3.13. Compliance with Laws

 

16
Section 3.14. Government Contracts

 

17
Section 3.15. Properties

 

17
Section 3.16. Intellectual Property

 

18
Section 3.17. Finders’ Fees

 

18
Section 3.18. Employee Benefit Plans

 

18
Section 3.19. Environmental Matters

 

21
Section 3.20. Significant Customers; Backlog

 

21
Section 3.21. Employees And Labor Controversies

 

22
Section 3.22. Tupe Transferring Employees

 

25
Section 3.23. Euro

 

25
Section 3.24. Disclosure

 

26
 



i

 
 

 
PAGE

   
ARTICLE 4

  

REPRESENTATIONS AND WARRANTIES OF BUYER
  

   
Section 4.01. Corporate Existence and Power

 

26
Section 4.02. Corporate Authorization

 

26
Section 4.03. Governmental Authorization

 

26
Section 4.04. Noncontravention

 

26
Section 4.05. Financing

 

27
Section 4.06. Solvency of the Companies

 

27
Section 4.07. Purchase for Investment

 

28
Section 4.08. Litigation

 

28
Section 4.09. Finders’ Fees

 

28
Section 4.10. Inspections; No Other Representations

 

28
   

ARTICLE 5
 

 

COVENANTS OF SELLER
 

 

   
Section 5.01. Conduct of the Business

 

28
Section 5.02. Access to Information

 

30
Section 5.03. Notices of Certain Events

 

31
Section 5.04. Resignations

 

31
Section 5.05. Financial Statements

 

31
Section 5.06. Exclusivity

 

32
Section 5.07. Software Matters

 

32
Section 5.08. Registration

 

32
Section 5.09. Assignment Of Confidentiality Agreements

 

32
   

ARTICLE 6
 

 

COVENANTS OF BUYER
 

 

   
Section 6.01. Confidentiality

 

32
Section 6.02. Access

 

33
Section 6.03. Trademarks; Tradenames

 

33
Section 6.04. Financing Matters

 

34
   

ARTICLE 7
 

 

COVENANTS OF BUYER AND SELLER
 

 

   
Section 7.01. Reasonable Best Efforts; Further Assurances

 

34
Section 7.02. Certain Filings

 

35
Section 7.03. Public Announcements

 

36
Section 7.04. Intercompany Accounts

 

36
Section 7.05. Preparation Of Financial Statements

 

36
 
ii

 
 

 
PAGE

 
ARTICLE 8

TAX MATTERS
   
Section 8.01. Definitions

 

36
Section 8.02. Tax Representations

 

37
Section 8.03. Tax Covenants

 

38
Section 8.04. Tax Sharing

 

40
Section 8.05. Cooperation on Tax Matters

 

40
Section 8.06. Indemnification by Seller

 

41
Section 8.07. Purchase Price Adjustment and Interest

 

43
Section 8.08. Exclusivity; Survival

 

43
   

ARTICLE 9
EMPLOYEE BENEFITS

   
Section 9.01. Transfer of Certain Employees

 

44
Section 9.02. Application Of TUPE And Related Matters

 

44
Section 9.03. Comparability of Benefits

 

45
Section 9.04. Service

 

45
Section 9.05. Preexisting Conditions and Deductibles

 

46
 



Section 9.06. US Defined Contribution Plan 46
Section 9.07. UK Retirement Plans

 

47
Section 9.08. FUTA; FICA

 

48
Section 9.09. Vacation

 

48
Section 9.10. Flexible Spending Reimbursement Accounts

 

48
Section 9.11. Allocation Of Employment Related Liabilities

 

49
Section 9.12. Foreign Law Obligations

 

49
Section 9.13. Employees On Leave

 

49
   

ARTICLE 10
CONDITIONS TO CLOSING

   
Section 10.01. Conditions to Obligations of Buyer and Seller

 

50
Section 10.02. Conditions to Obligation of Buyer

 

50
Section 10.03. Conditions to Obligation of Seller

 

51
   

ARTICLE 11
SURVIVAL; INDEMNIFICATION

   
Section 11.01. Survival

 

52
Section 11.02. Indemnification

 

52
Section 11.03. Procedures

 

53
Section 11.04. Calculation of Damages

 

54
Section 11.05. Assignment of Claims

 

55
Section 11.06. Exclusivity

 

55
 

iii

 
 

 
PAGE

   
ARTICLE 12

TERMINATION
   

Section 12.01. Grounds for Termination
 

55
Section 12.02. Effect of Termination

 

56
   

ARTICLE 13
MISCELLANEOUS

   
Section 13.01. Notices

 

56
Section 13.02. Amendments and Waivers

 

57
Section 13.03. Expenses

 

57
Section 13.04. Successors and Assigns

 

57
Section 13.05. Governing Law

 

57
Section 13.06. Jurisdiction

 

57
Section 13.07. WAIVER OF JURY TRIAL

 

58
Section 13.08. Counterparts; Effectiveness; Third Party Beneficiaries

 

58
Section 13.09. Entire Agreement

 

58
Section 13.10. Severability

 

58
Section 13.11. Disclosure Schedules

 

59
   
   
Disclosure Schedules

 

 

   
Exhibit A - Form of Transition Services Agreement

 

 

 
iv

 
STOCK PURCHASE AGREEMENT

 
AGREEMENT (this “Agreement”) dated as of May 9, 2006 between Kendle International Inc., an Ohio corporation (“Buyer”), and Charles River

Laboratories International, Inc., a Delaware corporation (“Seller”).
 

W  I  T  N  E  S  S  E  T  H :
 

WHEREAS, Seller owns, directly or indirectly, the Shares; and
 
WHEREAS, Seller desires to sell the Shares to Buyer, and Buyer desires to purchase the Shares from Seller, upon the terms and subject to the

conditions hereinafter set forth.
 
NOW THEREFORE, for good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the parties hereto agree as

follows:



 
ARTICLE 1

DEFINITIONS
 

Section 1.01. Definitions. (a) As used herein, the following terms have the following meanings:
 
“Affiliate” means, with respect to any Person, any other Person directly or indirectly controlling, controlled by, or under common control with such

Person; provided that neither the Companies nor any Subsidiaries shall be considered an Affiliate of Seller.
 
“Antitrust Law” means the Sherman Act, as amended, the Clayton Act, as amended, the HSR Act, the Federal Trade Commission Act, as amended,

and all other applicable federal, state and foreign statutes, rules, regulations, orders, decrees, administrative and judicial doctrines and other laws that are
designed or intended to prohibit, restrict, regulate or control actions having the purpose or effect of monopolization or restraint of trade or lessening of
competition through merger or acquisition.

 
“Applicable Law” means, with respect to any Person, any federal, state, local or foreign law (statutory, common or otherwise), constitution, treaty,

convention, ordinance, code, rule, regulation, order, injunction, judgment, decree, ruling or other similar requirement enacted, adopted, promulgated or
applied by a Governmental Authority that is binding upon or applicable to such Person or its assets, as amended unless expressly specified otherwise.

 

 
“Balance Sheet” means the unaudited interim consolidated balance sheet of the Business as of April 1, 2006.
 
“Balance Sheet Date” means April 1, 2006.
 
“Base Working Capital” means $2,000,000.
 
“Business” means the business of providing Phase II-IV clinical trials monitoring and management services to the pharmaceuticals and

biotechnology industries as currently conducted by the Companies and Subsidiaries.
 
“Business Day” means a day, other than Saturday, Sunday or other day on which commercial banks in New York, New York are authorized or

required by Applicable Law to close.
 
“Business Intellectual Property Rights” means all Intellectual Property Rights owned by the Companies or any Subsidiaries.
 
“Closing Date” means the date of the Closing.
 
“Closing Working Capital” means the difference between Current Assets and Current Liabilities as of the Closing Date and determined in

accordance with GAAP using the accounting policies, principles, practices and methodologies used in the preparation of the Balance Sheet, as adjusted in
accordance with Schedule 2.04 and excluding the effect of any act, event or transaction after the Closing.

 
“Code” means the United States Internal Revenue Code of 1986, as amended, and the rules and regulations promulgated thereunder.
 
“Company” means each of Inveresk Research Inc., a Delaware corporation and Charles River Laboratories Clinical Services GmbH, a German

limited liability company, and “Companies” means both such entities.
 
“Company Employees” means (i) as of the date of this Agreement those persons employed by Seller, any Affiliate, any Company or any Subsidiary

who work on a full-time or part-time basis for the Business; and (ii) as of the Closing Date, (A) those persons employed by any Company or any Subsidiary,
(B) TUPE Transferring Employees and (C) those persons listed on Part I of Schedule 9.01(b) to be transferred into the Companies or the Subsidiaries by
Seller or any of its Affiliates on or prior to the Closing Date; provided that “Company Employees” excludes those persons listed on Part II of
Schedule 9.01(b) to be transferred out of the Companies or the Subsidiaries to Seller or its Affiliates prior to the Closing Date.

 
“Current Assets” means on a consolidated basis for the Business, the sum of (A) book cash (unrestricted), (B) book restricted cash held in escrow

relating to
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specific customer studies, (C) trade accounts receivable both billed and unbilled (excluding intercompany balances and net of allowance for doubtful
accounts) and (D) prepaid expenses, in each case as determined with respect to the Business in accordance with Schedule 2.04.

 
“Current Liabilities” means on a consolidated basis for the Business, the sum of (A) trade accounts payable (excluding intercompany balances),

(B) current accrued expenses, including accrued compensation for Company Employees, and (C) current liabilities for customer advances and deferred
revenue (including amounts to be paid to investigators), in each case as determined with respect to the Business in accordance with Schedule 2.04.

 
“Disclosure Schedules” means the Disclosure Schedules to this Agreement dated the date hereof prepared by Seller and appended to, and forming

part of, this Agreement.
 
“Environmental Laws” means any Applicable Law that has as its principal purpose the protection of the environment.
 
“ERISA” means the Employee Retirement Income Security Act of 1974, as amended and the rules and regulations promulgated thereunder.
 
“ERISA Affiliate” of any entity means any other entity which, together with such entity, would be treated as a single employer under Section 414 of

the Code.
 



“FDA” means the United States Food and Drug Administration.
 
“GAAP” means generally accepted accounting principles in the United States.
 
“Governmental Authority” means any transnational, domestic or foreign federal, state or local, governmental authority, department, court, agency

or official, including any political subdivision thereof.
 
“HSR Act” means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the rules and regulations promulgated thereunder.
 
“Intellectual Property Right” means any trademark, service mark, trade name, patent, trade secret, copyright, know-how (including any

registrations or applications for registration of any of the foregoing) or any other similar type of proprietary intellectual property right.
 
“knowledge of Seller”, “Seller’s knowledge” or any other similar knowledge qualification in this Agreement means to the actual knowledge, after

reasonable inquiry, of the individuals named on Schedule 1.01.
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“Lien” means, with respect to any property or asset, any mortgage, lien, pledge, charge, security interest or encumbrance in respect of such property

or asset.
 
“Material Adverse Effect” means a material adverse effect on the financial condition, business operations or results of operations of the Business,

except any such effect resulting from or arising in connection with (i) this Agreement or the transactions contemplated hereby, including the taking of any
action contemplated by this Agreement, compliance by Seller with its covenants hereunder, or the announcement or consummation of this Agreement or such
transactions, (ii) changes or conditions affecting the industry in which the Business operates generally not disproportionately affecting the Business,
(iii) changes in economic, regulatory or political conditions generally, (iv) the announcement, declaration, commencement, occurrence, continuation or threat
of any war or armed hostilities, any act or acts of terrorism or any public health or other public emergency or crisis, (v) changes in Applicable Law or GAAP
generally not disproportionately affecting the Business or (vi) actions or omissions of Buyer or any of its Affiliates.

 
“1934 Act” means the Securities Exchange Act of 1934, as amended, and the rules and regulations promulgated thereunder.
 
“Permitted Liens” means, with respect to any property:
 

(i)             Liens disclosed on the Balance Sheet or notes thereto or securing liabilities reflected on the Balance Sheet or notes thereto;
 
(ii)          Liens for taxes, assessments and similar charges that are not yet due or are being contested in good faith;
 
(iii)       Liens incurred in the ordinary, usual and regular course of business since the Balance Sheet Date; or
 
(iv)      other Liens which, individually or in the aggregate, do not materially impair the value or materially interfere with the current use

of such property in the Business.
 

“Person” means an individual, corporation, partnership, limited liability company, association, trust or other entity or organization, including a
Governmental Authority.

 
“Shares” means (i) all of the outstanding shares of capital stock or other equity securities or ownership interests of the Companies and (ii) shares of

capital stock or other equity securities or ownership interests of certain Subsidiaries of the Companies held by Seller or its Affiliates as set forth on
Schedule 3.06.

 
4

 
“Subsidiary” means, with respect to any Person, any entity of which securities or other ownership interests having ordinary voting power to elect a

majority of the board of directors or other persons performing similar functions are at the time directly or indirectly owned by any Company.
 
“Transaction Documents” means this Agreement and the Transition Services Agreement.
 
“Transition Services Agreement” means a Transition Services Agreement substantially in the form of Exhibit A hereto.
 
“TUPE” means the Transfer of Undertaking (Protection of Employment) Regulations 2006.
 
“TUPE Transferring Employees” means those UK Company Employees who are wholly or mainly employed in the Business in the UK, whose

details are set out in Schedule 9.01(c) pursuant to TUPE and the terms of this Agreement, which Schedule 9.01(c) shall be updated at the Closing.
 
“UK Company Employees” means those Company Employees in respect of whom the employment laws of England and Wales, or Scotland apply

to govern the terms of their employment.
 
“US Company Employees” means Company Employees who are located in the United States.
 
(b)                                 Each of the following terms is defined in the Section set forth opposite such term:
 
Term  Section
Agreement

 

Preamble
Audited Financial Statements

 

3.08(b)
 



Authorization 3.13(b)(ii)
Business Registered Intellectual Property Rights

 

3.16(a)
Buyer

 

Preamble
Buyer’s FSA

 

9.10
 

Buyer’s Plan
 

9.06(c)
Claim

 

11.03
 

Closing
 

2.02
 

Closing Purchase Price
 

2.01
 

Closing Statement
 

2.04
 

Commitment Letters
 

4.05
 

Company Securities
 

3.05
 

Confidentiality Agreement
 

6.01
 

CRL Clinical
 

3.22
 

CRL Pre-Clinical
 

3.22
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Term  Section
Current Representation

 

6.03
 

Damages
 

11.02
 

Debt Financing
 

4.05
 

Designated Employees
 

9.01
 

Estimated Closing Working Capital
 

2.03
 

Estimated Closing Certificate
 

2.03
 

Euro
 

3.23
 

FFDCA
 

3.13(b)(i)
FICA

 

9.08
 

Final Working Capital
 

2.05
 

Financing
 

4.05
 

FUTA
 

9.08
 

Health Care Laws
 

3.13(b)(i)
Indemnified Party

 

11.03
 

Indemnifying Party
 

11.03
 

International Employees
 

3.18(c)
International Plan

 

3.18(d)
Loss

 

8.06(a)(iii)
Material Contract

 

3.11(a)
On Leave Employee

 

9.13
 

Post-Closing Representation
 

6.03
 

Post-Closing Tax Period
 

8.01
 

Potential Contributor
 

11.05
 

Pre-Closing Tax Period
 

8.01
 

Purchase Price
 

2.01
 

Quarterly Financial Statements
 

5.05(a)(ii)
Returns

 

8.02
 

Seller
 

Preamble
Seller Group

 

8.01
 

Seller’s FSA
 

9.10
 

Seller’s 401(k) Plan
 

9.06(a)
Seller Trademarks and Tradenames

 

6.03
 

Separate Returns
 

8.01
 

Subjects of Disagreement
 

2.04(b)
Subsidiary Securities

 

3.07
 

Tax
 

8.01
 

Tax Asset
 

8.01
 

Tax Benefit
 

8.06(c)
Tax Claim

 

8.06(e)
Taxing Authority

 

8.01
 

Third Party Claim
 

11.03
 

Third Party Payor Program
 

3.13(b)(iii)
382 Allocation Amount

 

8.03(f)
Transferred Accounts

 

9.06(c)
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Term  Section
TUPE Employers

 

3.22
 

UK Pension Plans
 

9.07(b)
UK Plan

 

3.18(a)(ii)
US Plans

 

3.18(a)(i)
Warranty Breach

 

11.02
 

 



Section 1.02. Other Definitional and Interpretative Provisions. The words “hereof”, “herein” and “hereunder” and words of like import used in this
Agreement shall refer to this Agreement as a whole and not to any particular provision of this Agreement. The captions herein are included for convenience
of reference only and shall be ignored in the construction or interpretation hereof. References to Articles, Sections, Exhibits and Schedules are to Articles,
Sections, Exhibits and Schedules of this Agreement unless otherwise specified. All Exhibits and Schedules annexed hereto or referred to herein are hereby
incorporated in and made a part of this Agreement as if set forth in full herein. Any capitalized terms used in any Exhibit or Schedule but not otherwise
defined therein, shall have the meaning as defined in this Agreement. Any singular term in this Agreement shall be deemed to include the plural, and any
plural term the singular. Whenever the words “include”, “includes” or “including” are used in this Agreement, they shall be deemed to be followed by the
words “without limitation”, whether or not they are in fact followed by those words or words of like import. “Writing”, “written” and comparable terms refer
to printing, typing and other means of reproducing words (including electronic media) in a visible form. References from or through any date mean, unless
otherwise specified, from and including or through and including, respectively. References to “law”, “laws” or to a particular statute or law shall be deemed
also to include any and all Applicable Law. Except for amounts set forth in any financial statements described in, or provided pursuant to, this Agreement,
foreign currencies shall be converted into US Dollars by reference to the “Exchange Rates” published in the Eastern Edition of the Wall Street Journal on the
date of this Agreement.

 
ARTICLE 2

PURCHASE AND SALE
 

Section 2.01. Purchase and Sale. Upon the terms and subject to the conditions of this Agreement, Seller agrees to sell, or cause its Affiliates to sell,
to Buyer or to Buyer’s designee (which designee shall be a direct or indirect wholly owned subsidiary of Buyer), and Buyer agrees to purchase, either itself or
through such designee, from Seller and its Affiliates, the Shares at the Closing. The aggregate purchase price for the Shares (the “Purchase Price”) is
$215,000,000 in cash, subject to adjustment as provided in Section 2.05. The amount payable in cash to Seller at Closing (the “Closing Purchase Price”) is
equal to the Purchase Price, plus (i) if Estimated Working Capital exceeds Base Working Capital, the
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amount of such excess, or minus (ii) if Base Working Capital exceeds Estimated Working Capital, the amount of such excess. The Closing Purchase Price
shall be paid as provided in Section 2.02.

 
Section 2.02. Closing. The closing (the “Closing”) of the purchase and sale of the Shares hereunder shall take place at the offices of Davis Polk &

Wardwell, 450 Lexington Avenue, New York, New York, as soon as possible, but in no event later than five Business Days, after satisfaction of the conditions
set forth in Article 10, or at such other time or place as Buyer and Seller may agree. At the Closing:

 
(a)                    Buyer shall deliver to Seller the Closing Purchase Price in immediately available funds by wire transfer to an account of Seller

designated by Seller, by notice to Buyer, which notice shall be delivered not later than two Business Days prior to the Closing Date (or if not so
designated, then by certified or official bank check payable in immediately available funds to the order of Seller in such amount).

 
(b)                   Seller shall deliver, or cause to be delivered, to Buyer certificates for the Shares duly endorsed or accompanied by stock powers

duly endorsed in blank, with any required transfer stamps affixed thereto.
 
(c)                    Buyer and Seller shall execute and deliver the Transition Services Agreement.
 

Section 2.03. Estimated Working Capital. Not less than five Business Days prior to the Closing Date, Seller shall deliver to Buyer a certificate of an
authorized officer of Seller (the “Estimated Closing Certificate”) setting forth Seller’s good faith estimate of Closing Working Capital as of the Closing
Date (the “Estimated Closing Working Capital”). The Estimated Closing Certificate shall be accompanied by appropriate information and documentation in
reasonable detail supporting Seller’s estimate. The amounts set forth on the Estimated Closing Certificate shall be conclusive for the purposes of calculating
the Closing Purchase Price, but the actual Closing Working Capital and any resulting adjustment to the Purchase Price shall be determined in accordance with
the provisions of Section 2.04.

 
Section 2.04. Closing Statement. (a) As promptly as practicable, but no later than 60 days, after the Closing Date, Seller will cause to be prepared and

delivered to Buyer a closing statement (the “Closing Statement”) setting forth Seller’s calculation of Closing Working Capital as of the Closing Date. The
Closing Statement shall be accompanied by appropriate information and documentation in reasonable detail in support of Seller’s calculation.

 
(b)                   If Buyer disagrees with Seller’s calculation of Closing Working Capital delivered pursuant to Section 2.04(a), Buyer may, within 30 days

after
 
8

 
delivery of the documents referred to in Section 2.04(a), deliver a notice to Seller disagreeing with such calculation and setting forth Buyer’s calculation of
such amount. Any such notice of disagreement shall specify those items or amounts as to which Buyer disagrees (the “Subjects of Disagreement”), and
Buyer shall be deemed to have agreed for purposes of this Section 2.04 with all items and amounts contained in the Closing Statement and the calculation of
Closing Working Capital delivered pursuant to Section 2.04(a) other than the Subjects of Disagreement.

 
(c)                    If a notice of disagreement shall be delivered pursuant to Section 2.04(b), Buyer and Seller shall, during the 20 days following such

delivery, use their best efforts to reach agreement on the Subjects of Disagreement in order to determine, as may be required, the amount of Closing Working
Capital. If, during such period, Buyer and Seller are unable to reach such agreement on the Subjects of Disagreement, they shall promptly thereafter cause a
firm of independent accountants of nationally recognized standing reasonably satisfactory to Buyer and Seller (who shall not have any material relationship
with Buyer or Seller), promptly to review the Closing Statement, Buyer’s notice of disagreement and the Subjects of Disagreement for the purpose of
calculating Closing Working Capital. In making such calculation, such independent accountants shall consider only the Subjects of Disagreement and the
determination of such independent accountants with respect to each such Subject of Disagreement shall be an amount within the range established with
respect to such item by Seller’s calculation delivered pursuant to Section 2.04(a) and Buyer’s calculation delivered pursuant to Section 2.04(b). Such
independent accountants shall deliver to Buyer and Seller, as promptly as practicable, a report setting forth such calculation. Such report shall be final and



binding upon Buyer and Seller. The cost of such review and report shall be borne by Buyer and Seller pro rata based upon the proportion by which their
respective determinations of Closing Working Capital differs from Final Closing Working Capital.

 
(d)                   Buyer and Seller agree that they will, and agree to cause the independent accountants and each Company and each Subsidiary to, cooperate

and assist in the preparation of the Closing Statement and the calculation of Closing Working Capital and in the conduct of the reviews referred to in this
Section, including the making available to the extent necessary of books, records, work papers and personnel.

 
Section 2.05. Adjustment of Purchase Price. (a) If Estimated Closing Working Capital exceeds Final Working Capital, Seller shall pay to Buyer, as

an adjustment to the Purchase Price, in the manner and with interest as provided in Section 2.05(b), the amount of such excess. If Final Working Capital
exceeds Estimated Closing Working Capital, Buyer shall pay to Seller, as an adjustment to the Purchase Price, in the manner and with interest as provided in
Section 2.05(b), the amount of such excess. “Final Working Capital” means Closing Working Capital as shown in Seller’s calculation delivered pursuant to
Section 2.04(a), if
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no notice of disagreement with respect thereto is duly delivered pursuant to Section 2.04(b); or if such a notice of disagreement is delivered, as agreed by
Buyer and Seller pursuant to Section 2.04(c) or in the absence of such agreement, as shown in the independent accountant’s calculation delivered pursuant to
Section 2.04(c); provided that, in no event shall Final Working Capital be more than Seller’s calculation of Closing Working Capital delivered pursuant to
Section 2.04(a) or less than Buyer’s calculation of Closing Working Capital delivered pursuant to Section 2.04(b).

 
(b)                   Any payment pursuant to Section 2.05(a) shall be made at a mutually convenient time and place within ten days after the Final Working

Capital has been determined by causing such payments to be credited to such account of such other party as may be designated by such other party. The
amount of any payment to be made pursuant to this Section shall bear interest from and including the Closing Date to but excluding the date of payment at a
rate per annum equal to the Prime Rate as published in the Wall Street Journal, Eastern Edition in effect from time to time during the period from the Closing
Date to the date of payment. Such interest shall be payable at the same time as the payment to which it relates and shall be calculated daily on the basis of a
year of 365 days and the actual number of days elapsed.

 
Section 2.06. Allocation of Purchase Price. Buyer and Seller agree that the Purchase Price shall be allocated for Tax purposes as set forth on

Schedule 2.06. Buyer, the Companies and the Subsidiaries and Seller shall file all Tax Returns (including amended returns and claims for refund) and
information reports in a manner consistent with such allocation. Buyer and Seller agree that, in the event of any payment that is treated as an adjustment to the
Purchase Price is made pursuant to Section 2.05, the allocation set forth on Schedule 2.06 shall be adjusted accordingly to take account of such adjustment,
based on the extent to which the adjustment relates to each Company.

 
ARTICLE 3

REPRESENTATIONS AND WARRANTIES OF SELLER
 

Except as set forth in the Disclosure Schedules, Seller represents and warrants to Buyer as of the date hereof and, unless otherwise indicated, as of
the Closing Date that:

 
Section 3.01. Corporate Existence and Power. Seller and each Company is a corporation or limited liability company, as applicable, duly

incorporated or organized, validly existing and in good standing (or the local law equivalent) under the laws of its jurisdiction of incorporation or organization
and has all corporate powers and all material governmental licenses, authorizations, permits, consents and approvals required to carry on its business as now
conducted. Each
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Company is duly qualified to do business as a foreign or alien corporation and is in good standing (or the local law equivalent) in each jurisdiction where such
qualification is necessary, except for those jurisdictions where failure to be so qualified would not, individually or in the aggregate, have a Material Adverse
Effect.

 
Section 3.02. Corporate Authorization. The execution, delivery and performance by Seller of the Transaction Documents and the consummation of

the transactions contemplated hereby are within Seller’s corporate powers and have been duly authorized by all necessary corporate action on the part of
Seller. This Agreement constitutes a valid and binding agreement of Seller, enforceable against Seller in accordance with its terms, and each other Transaction
Document, when executed and delivered by Seller will constitute the valid and binding agreement of Seller, enforceable against Seller in accordance with its
terms.

 
Section 3.03. Governmental Authorization. The execution, delivery and performance by Seller of this Agreement and the consummation of the

transactions contemplated hereby require no action by or in respect of, or filing with, any Governmental Authority other than (i) compliance with any
applicable requirements of the HSR Act and the 1934 Act; (ii) compliance with any applicable requirements of non-United States Antitrust Laws; and
(iii) any such action or filing as to which the failure to make or obtain would not have a Material Adverse Effect.

 
Section 3.04. Noncontravention. The execution, delivery and performance by Seller of the Transaction Documents and the consummation of the

transactions contemplated hereby and thereby do not and will not (i) violate the certificate of incorporation or bylaws of Seller or either of the Companies,
(ii) assuming compliance with the matters referred to in Section 3.03, violate in any material respect any Applicable Law, (iii) except as disclosed in
Schedule 3.04, require any consent or other action by any Person under, constitute a material default under, or give rise to any right of termination,
cancellation or acceleration of any right or obligation of Seller, any Company or any Subsidiary under any provision of any Material Contract or (iv) result in
the creation or imposition of any Lien on any material asset of any Company or any Subsidiary, except for any Permitted Liens.

 
Section 3.05. Capitalization. (a) Schedule 3.05(a) sets forth the authorized capital stock and, as of the date hereof, the outstanding capital stock of

each Company.
 



(b)                                 All outstanding shares of capital stock of each Company have been duly authorized and validly issued and are fully paid and non-
assessable. Except as set forth in this Section 3.05, there are no outstanding (i) shares of capital stock or voting securities of any Company, (ii) securities of
any Company convertible into or exchangeable for shares of capital stock or voting securities of such
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Company or (iii) options or other rights to acquire from any Company, or other obligation of any Company to issue, any capital stock, voting securities or
securities convertible into or exchangeable for capital stock or voting securities of any such Company (the items in clauses 3.05(b)(i), 3.05(b)(ii) and 3.05(b)
(iii) being referred to collectively as the “Company Securities”). There are no outstanding obligations of any such Company or any Subsidiary to repurchase,
redeem or otherwise acquire any Company Securities. There are no “phantom” stock or equity rights outstanding pursuant to which either Company or any of
the Subsidiaries could be required to issue Company Securities or make payments measured by or with respect to Company Securities.

 
Section 3.06. Ownership of Shares. Each of Seller or its Affiliate named on Schedule 3.06 is the record and beneficial owner of the Shares set forth

opposite the name of Seller or any such named Affiliate on Schedule 3.06, free and clear of any Lien, and Seller will transfer and deliver, or cause to be
transferred and delivered, to Buyer at the Closing valid title to the Shares free and clear of any Lien.

 
Section 3.07. Subsidiaries. (a) Each Subsidiary is a corporation or limited liability entity duly incorporated or organized, validly existing and in good

standing (or the local law equivalent) under the laws of its jurisdiction or organization of incorporation and has all material corporate or limited liability entity
powers and all material governmental licenses, authorizations, permits, consents and approvals required to carry on its business as now conducted. All
Subsidiaries and their respective jurisdictions of incorporation or organization are identified on Schedule 3.07.

 
(b)                                 All of the outstanding capital stock or other voting securities or ownership interests of each Subsidiary is owned by one of the Companies

or an Affiliate of Seller as set forth on Schedule 3.06, directly or indirectly, free and clear of any Lien. After giving effect to the transactions contemplated by
this Agreement, all of the outstanding capital stock or other voting securities or ownership interests of each Subsidiary shall be owned by Buyer or its
designee. There are no outstanding (i) securities or ownership interests of any Company or any Subsidiary convertible into or exchangeable for shares of
capital stock or voting securities of any Subsidiary or (ii) options or other rights to acquire from any Company or any Subsidiary, or other obligation of any
Company or any Subsidiary to issue, any capital stock, voting securities or securities convertible into or exchangeable for capital stock or voting securities of
any Subsidiary (the items in clauses 3.07(b)(i) and 3.07(b)(ii) being referred to collectively as the “Subsidiary Securities”). There are no outstanding
obligations of any Company or any Subsidiary to repurchase, redeem or otherwise acquire any outstanding Subsidiary Securities. There are no “phantom”
stock or equity rights outstanding pursuant to which either Company or any Subsidiary could be required to issue Subsidiary Securities or make payments
measured by or with respect to Subsidiary Securities.
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Section 3.08. Financial Statements. (a) The unaudited consolidated balance sheet as of December 31, 2005 and the related unaudited consolidated

statements of income and cash flows for the year ended December 31, 2005 and the Balance Sheet and the related unaudited interim consolidated statements
of income and cash flows for the quarter ended April 1, 2006 of the Business, true and complete copies of which are set forth in Schedule 3.08, fairly present,
in conformity with GAAP, consistently applied (except as otherwise indicated in such statements), the financial position of the Business as of the dates thereof
and its consolidated results of operations and cash flows for the periods then ended (subject to normal year-end adjustments in the case of any interim
financial statements and the absence of notes).

 
(b)                                 The audited consolidated balance sheet as of December 31, 2005 and the related consolidated statements of income and cash flows for the

year ended December 31, 2005 of the Business (together, the “Audited Financial Statements”) when delivered to the Buyer shall fairly present, in
conformity with GAAP, consistently applied (except as otherwise indicated in the notes thereto), the combined financial position of the Business as of the
dates thereof and its consolidated results of operations and cash flows for the period then ended.

 
Section 3.09. Absence of Certain Changes. Except as set forth on Schedule 3.09, since the Balance Sheet Date, the Business has been conducted in

the ordinary course consistent with past practices and there has not been:
 

(a)                    any event, occurrence or development which has had, individually or in the aggregate, a Material Adverse Effect;
 
(b)                   any amendment of any term of the constituent documents or any outstanding security of any Company or any Subsidiary;
 
(c)                    any incurrence, assumption or guarantee by any Company or any Subsidiary of any indebtedness for borrowed money other than

in the ordinary course of business consistent with past practices, but not in any event (other than accounts payable in the ordinary course of business)
exceeding $250,000 in the aggregate outstanding at any time;

 
(d)                   any making of any loan, advance or capital contributions to or investment in any Person other than loans, advances or capital

contributions to or investments made in a Subsidiary and loans and advances to employees in the ordinary course of business consistent with past
practices (including with respect to quantity and frequency);

 
(e)                    any transaction or commitment made, or any contract or agreement entered into, by any Company or any Subsidiary relating to its

assets or business, in either case, material to the Companies and the Subsidiaries, taken as a whole, other than transactions and commitments in
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the ordinary course of business consistent with past practices and those contemplated by this Agreement  (including with respect to quantity and
frequency);

 



(f)                      any acquisition of property other than (i) inventory, capital expenditures and accounts receivable in the ordinary course of business
consistent with past practice or (ii) in an aggregate amount not exceeding $250,000;

 
(g)                   any disposition of property other than (i) merchandise or inventory, each in the ordinary course of business consistent with past

practice, (ii) obsolete, inoperative or replaced equipment or (iii) in an aggregate amount not exceeding $250,000;
 
(h)                   any material change in any method of accounting or accounting practice by any Company or any Subsidiary except for any such

change required by reason of a concurrent change in GAAP; or
 
(i)                       any (i) employment, deferred compensation, severance, retirement or other similar agreement entered into with any senior

manager of any Company or any Subsidiary (or any amendment to any such existing agreement), (ii) grant of any severance or termination pay to
any senior manager of any Company or any Subsidiary, or (iii) change in compensation or other benefits payable to any senior manager of any
Company or any Subsidiary pursuant to any severance or retirement plans or policies thereof, in each case other than in the ordinary course of
business consistent with past practices.

 
Section 3.10. No Undisclosed Material Liabilities. There are no liabilities of any Company or any Subsidiary of any kind, other than:
 

(a)                    liabilities provided for in the Balance Sheet or disclosed in the notes thereto;
 
(b)                   liabilities not required under GAAP to be shown on the Balance Sheet for reasons other than the contingent nature thereof or the

difficulty of determining the amount thereof;
 
(c)                    liabilities disclosed in the Disclosure Schedules;
 
(d)                   liabilities arising under this Agreement or any other agreement or instrument between the parties hereto;
 
(e)                    liabilities incurred in the ordinary course of business since the Balance Sheet Date; or
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(f)                      other undisclosed liabilities which, individually or in the aggregate, do not have a Material Adverse Effect.
 

Section 3.11. Material Contracts. (a) Except as set forth on Schedule 3.11 (each listed item, a “Material Contract”), none of the Companies or any
Subsidiaries is a party to or bound by:

 
(i)                       any lease (whether of real or personal property) providing for annual rentals of $250,000 or more that cannot be terminated on not

more than 60 days’ notice without payment by any Company or any Subsidiary of a penalty or termination fee;
 

(ii)                    any agreement for the purchase of materials, supplies, goods, services or equipment providing for annual payments by any
Company or any Subsidiary of $250,000 or more or that cannot be terminated on not more than 60 days’ notice without payment by any such
Company or any Subsidiary of a penalty or termination fee;

 
(iii)                 any agreement for the provision of clinical trials monitoring and management services by any Company or any Subsidiary that

provides for payments in the aggregate to any such Company or Subsidiary of $2,500,000 or more, except for any such agreement having a term of
180 days or less or that can be terminated by the other party thereto on not more than 180 days’ notice;

 
(iv)                any partnership, joint venture or other similar agreement or arrangement pursuant to which any of the Companies or any

Subsidiary has unlimited liability or any other material partnership, joint venture or other similar agreement or arrangement;
 

(v)                   any agreement relating to the acquisition or disposition of any business (whether by merger, sale of stock, sale of assets or
otherwise);

 
(vi)                any agreement relating to indebtedness for borrowed money or the deferred purchase price of property (in either case, whether

incurred, assumed, guaranteed or secured by any asset), except any such agreement (A) with an aggregate outstanding principal amount not
exceeding $250,000 or (B) entered into subsequent to the date of this Agreement as permitted by Section 3.09(c);

 
(vii)             any agreement that limits in any material respect the freedom of any Company or any Subsidiary to compete in any line of

business or with any Person or in any area; or
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(viii)          any agreement with Seller or any of its Affiliates or any director or officer of Seller or any of its Affiliates.

 
(b)                                 Each agreement, contract, plan, lease, arrangement or commitment required to be disclosed pursuant to this Section is a valid and binding

agreement of a Company or Subsidiary, as the case may be, and is in full force and effect, and none of the Companies, any Subsidiaries or, to the knowledge
of Seller, any other party thereto is in default or breach in any material respect under the terms of any such agreement, contract, plan, lease, arrangement or
commitment.

 
Section 3.12. Litigation. There is no action, suit, investigation or proceeding pending against, or to the knowledge of Seller, threatened against or

affecting, any Company or any Subsidiary or any of their respective properties or involving any TUPE Transferring Employee before any arbitrator or any
Governmental Authority which is reasonably likely to result in damages, fines or penalties exceeding $250,000 or otherwise have a Material Adverse Effect.

 



Section 3.13. Compliance with Laws. (a) None of any Companies or any Subsidiaries is in violation in any material respect of any Applicable Law.
 
(b)                                 Without limiting the generality of clause (a):

 
(i)             The Companies and the Subsidiaries are, and at all times have been, in material compliance with all relevant federal, state or

foreign civil or criminal health care laws applicable to the Company, any of the Subsidiaries or their respective businesses, including, to the extent
applicable, the federal Food, Drug and Cosmetic Act (21 U.S.C. § 301 et seq.) (“FFDCA”) and the Controlled Substances Act (21 U.S.C. § 801 et
seq.) and the regulations promulgated pursuant to such laws, and comparable state laws, accreditation standards and all other state, federal and
foreign federal laws and regulations relating to the regulation of the business of the Company or any of its Subsidiaries (collectively, “Health Care
Laws”).

 
(ii)          The Companies and the Subsidiaries have (i) all material licenses, consents, certificates, permits, authorizations, approvals,

registrations and qualifications from, and has made all declarations and filings with, all applicable Governmental Authorities (each, an
“Authorization”) necessary to engage in the business conducted by it, and (ii) not received notice and has no knowledge that any Governmental
Authority is considering suspending, adversely amending or revoking any such Authorization. All such Authorizations are valid and in full force and
effect and each Company and its Subsidiaries is in material compliance with the terms and conditions of all such Authorizations and with the
rules and regulations of the regulatory authorities having jurisdiction with respect to such Authorizations.
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(iii)       None of the Companies or the Subsidiaries bills, receives payment from or otherwise participates as a healthcare provider or

supplier in any Third Party Payor Program. For purposes of this Agreement, “Third Party Payor Program” means any private, state or federal
government program that pays or reimburses healthcare providers and suppliers for health care services rendered to individuals, including, without
limitation, Medicare, Medicaid, commercial health insurance, a health maintenance organization, an employer-sponsored health benefits plan and a
similar healthcare reimbursement or payment program.

 
(iv)      The Companies and the Subsidiaries have received and maintain accreditation in good standing and without limitation or

impairment by all applicable accrediting organizations, to the extent required by Law (including any foreign law or equivalent regulation).
 
(v)         All analyses, studies, tests and clinical trials conducted by each of the Companies and the Subsidiaries are being and were, if

completed, conducted in material compliance with experimental protocols, procedures and controls pursuant to accepted professional scientific
standards and applicable local, state, provincial and federal laws, rules, regulations, policies, directives and guidance (such as Good Clinical
Practice), including, but not limited to, the FFDCA and its implementing regulations at 21 C.F.R. Parts 11, 50, 54, 56, 312 and 314 and the CSA and
its implementing regulations, to the extent applicable to the Companies and Subsidiaries based on the obligations assumed by each of them pursuant
to their contracts or subcontracts with the sponsors of such analyses, studies, tests and clinical trials. None of the Companies or the Subsidiaries have
received any notices, correspondence or other communication from the FDA or other Governmental Authority requiring the termination, suspension
or material modification of any study, test or clinical trial currently being conducted by the Companies and the Subsidiaries.

 
Section 3.14. Government Contracts. Except as set forth on Schedule 3.14, none of the Companies or any Subsidiaries are party to any contract or

agreement with the United States federal government.
 
Section 3.15. Properties. (a) The Companies and the Subsidiaries have good title to, or in the case of leased property and assets have valid leasehold

interests in, all material personal property and assets (whether tangible or intangible) reflected on the Balance Sheet or acquired after the Balance Sheet Date,
free of any Liens other than Permitted Liens, except for property and assets sold since the Balance Sheet Date in the ordinary course of business consistent
with past practices.

 
(b)                                 The Companies and the Subsidiaries do not own any real property.
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Section 3.16. Intellectual Property. (a) Schedule 3.16(a) contains a list of all registrations and applications for registration included in the Business

Intellectual Property Rights (the “Business Registered Intellectual Property Rights”).
 
(b)                                 Schedule 3.16(b) sets forth a list of all material agreements (excluding licenses for commercial off-the-shelf computer software that are

generally available on non-discriminatory pricing terms) to which any Company or any Subsidiary is a party and pursuant to which (i) any Person is
authorized to use any Business Intellectual Property Right or (ii) any Company or any Subsidiary is licensed to use any Intellectual Property Right of any
other Person.

 
(c)                                  No Business Intellectual Property Right is subject to any outstanding judgment, injunction, order, decree or agreement restricting in any

material respect the use thereof by the Companies or any Subsidiaries or restricting in any material respect the licensing thereof by the Companies or any
Subsidiaries to any Person.

 
(d)                                 The Companies and Subsidiaries own and possess or have the right to use pursuant to a valid and enforceable written license, sublicense,

agreement, or permission all the Business Intellectual Property Rights necessary for the operation of the Business as presently conducted. Except as set forth
on Schedule 3.16(d), each Business Intellectual Property Right currently used by the Company or any of the Subsidiaries immediately prior to the Closing
will be owned or available for use by the Companies or the Subsidiaries immediately subsequent to the Closing.

 
(e)                                  To the knowledge of Seller, neither the Companies nor any of the Subsidiaries has infringed upon or misappropriated any Intellectual

Property Rights of any other Person, and Seller has not received any written claim, demand or notice alleging any such infringement or misappropriation from
using any Intellectual Property Rights of any other Person. To the knowledge of Seller, no third party has infringed upon or misappropriated any Business
Intellectual Property Rights of the Companies or any of the Subsidiaries.

 



Section 3.17. Finders’ Fees. Except for Credit Suisse Securities (USA) LLC whose fees will be paid by Seller, there is no investment banker, broker,
finder or other intermediary which has been retained by or is authorized to act on behalf of Seller or any Company or any Subsidiary who might be entitled to
any fee or commission in connection with the transactions contemplated by this Agreement.

 
Section 3.18. Employee Benefit Plans. (a) In relation to the US Company Employees:
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(i)             Schedule 3.18(a)(i) sets forth a list of each “employee benefit plan”, as defined in Section 3(3) of ERISA, each employment,

severance or similar material contract, plan arrangement or policy and each other material plan or arrangement (written or oral) providing for
compensation, bonuses, profit-sharing, stock option or other stock related rights or other forms of incentive or deferred compensation, vacation
benefits, insurance (including any self-insured arrangements), health or medical benefits, employee assistance program, disability or sick leave
benefits, workers’ compensation, supplemental unemployment benefits, severance benefits and post-employment or retirement benefits (including
compensation, pension, health, medical or life insurance benefits) which is maintained, administered or contributed to by any Company or any
Affiliate and covers any US Company Employee or former US Company Employee of the plans (and, if applicable, related trust or funding
agreements or insurance policies) and all amendments thereto and written interpretations thereof have been furnished to Buyer together with the
most recent annual report (Form 5500 including, if applicable, Schedule B thereto) and Form 990, if applicable, prepared in connection with any
such plan or trust. Such plans are referred to collectively herein as the “US Plans”.

 
(ii)          None of the Companies who employ US Company Employees nor any ERISA Affiliate of any such Company has (i) engaged in,

or is a successor or parent corporation to an entity that has engaged in, a transaction described in Sections 4069 or 4212(c) of ERISA or (ii) incurred,
or reasonably expects to incur prior to the Closing Date, any liability under Title IV of ERISA arising in connection with the termination of, or a
complete or partial withdrawal from, any plan covered or previously covered by Title IV of ERISA.

 
(iii)       None of the Companies who employ US Company Employees, any ERISA Affiliate of such Companies and any predecessor

thereof contributes to, or has in the past contributed to, any multiemployer plan, as defined in Section 3(37) of ERISA.
 
(iv)      Each US Plan which is intended to be qualified under Section 401(a) of the Code has received a favorable determination letter, or

has pending or has time remaining in which to file, an application for such determination from the Internal Revenue Service, and Seller is not aware
of any reason why any such determination letter should be revoked or not be reissued. The Seller has made available to Buyer copies of the most
recent Internal Revenue Service determination letters with respect to each such US Plan. Each US Plan has been maintained in material compliance
with its terms and with the requirements prescribed by any and all statutes, orders, rules and regulations, including ERISA and the Code, which are
applicable to such US Plan. Full payment has been made
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of all amounts that are required under the terms of Seller’s 401(k) Plan to be paid as contributions or premiums with respect to all periods prior to
and including the last day of the most recent fiscal year of such plan on or before the date of this agreement, and all periods thereafter prior to the
Closing Date. All material filings required by ERISA and the Code as to each US Plan have been timely filed, and all material notices and
disclosures to participants required by either ERISA or the Code have been timely provided. Other than routine individual material claims for
benefits submitted by participants or beneficiaries, no material claim against or legal proceeding involving any US Plan is pending or to the
knowledge of the Seller, is threatened. No corrections have been made under any voluntary compliance program or self-correction program with the
Internal Revenue Service or the Department of Labor. No material events have occurred with respect to any US Plan that could result in payment or
assessment by or against the Company of any material excise taxes under Sections 4972, 4975, 4976, 4977, 4979, 4980B, 4980D, 4980E or 5000 of
the Code.

 
(v)         Neither the Companies nor any Subsidiaries has any current or projected liability in respect of post-employment or post-retirement

health or medical or life insurance benefits for retired, former or current employees of the Companies or any Subsidiaries, except as required to avoid
excise tax under Section 4980B of the Code.

 
(b)                                 In relation to UK Company Employees, Seller has made available to the Buyer particulars of the terms of employment (including all

emoluments) together with copies of the standard terms and conditions of employment, staff handbooks and other applicable policies, any collective
agreements, agreements with trade unions, staff associations and other representative bodies and elected representatives of UK Company Employees, details
of any profit sharing, bonus arrangements, share schemes or other incentive arrangements and details of any benefits that are payable on retirement (including
participation in the UK Pension Plans), on death or in the event of disability, accident or sickness (including any medical expenses scheme or loss of earnings
indemnity) (each, a “UK Plan”) and Seller has at all relevant times been in material compliance with all of its obligations arising out of or in connection with
a UK Plan.

 
(c)                                  In relation to Company Employees who are not US Company Employees or UK Company Employees (“International Employees”), Seller

has made available to Buyer summaries of material employment and benefit arrangements (each such arrangement, an “International Plan”) for such
International Employees who are located in countries with more than 25 International Employees. Each International Plan has been maintained in substantial
compliance with its terms and with the requirements prescribed by any and all applicable statutes, orders, rules and regulations (including any special
provisions relating to qualified plans where such International Plan was intended
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to so qualify) and has been maintained in good standing with applicable regulatory authorities.

 



(d)                                 Except as set forth in Schedule 3.18(d), no Company Employee will become entitled as a result of a contract with Seller to any bonus,
severance, or similar benefit, or any acceleration or vesting of any such benefit as a result of the transactions contemplated hereby.

 
Section 3.19. Environmental Matters. (a) Except as to matters that would not reasonably be expected to have a Material Adverse Effect:
 

(i)             (x) no written notice, order, request for information, complaint or penalty has been received by Seller, any Company or any
Subsidiary, and (y) there are no judicial, administrative or other actions, suits or proceedings pending or, to the knowledge of Seller, threatened, in
the case of each of (x) and (y), which allege a violation of any Environmental Law and relate to the Business;

 
(ii)          each Company and each Subsidiary have all environmental permits necessary for their operations to comply with all applicable

Environmental Laws and are in compliance with the terms of such permits and with all other applicable Environmental Laws;
 
(iii)       (x) no real property currently and no real property formerly owned or operated by any Company or Subsidiary is listed or, to the

knowledge of Seller, proposed for listing on the National Priority List established by CERCLA, or any other similar state hazardous site list and (y)
no Company or Subsidiary nor any Person on behalf of any Company or Subsidiary has transported, disposed of, or arranged for disposal of any
Hazardous Substance to or at any such site; and

 
(iv)      to the knowledge of Seller, there is no obligation of any Company or Subsidiary under Environmental Laws to investigate, remove,

remediate or cleanup any Hazardous Substance from the soil, groundwater or surface water at, on or under any real property currently or formerly
owned or operated by any Company or Subsidiary.

 
(b)                                 Except as set forth in this Section 3.19, no representations or warranties are being made with respect to environmental matters.

 
Section 3.20. Significant Customers; Backlog. (a) Except as set forth on Schedule 3.20, none of the customers listed on Schedule 3.20 of either

Company or of any of the Subsidiaries has delivered any written notice to either Company or any of the Subsidiaries that any such customer has terminated or
intends to terminate any contract or agreement with either Company or any of the Subsidiaries.
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(b)                                 Schedule 3.20(b) sets forth the backlog of the Companies and the Subsidiaries as of April 1, 2006, as determined by Seller in good faith

based, with respect only to studies and projects included in the backlog that are in process but that have not been completed, on Seller’s revenue recognition
policies (which comply with GAAP) and, with respect to all studies and projects included in the backlog, based on assumptions that Seller believes to be
reasonable and using the methodologies, practices and principles consistent with those used by Seller in its determination of its backlog as disclosed in its
filings pursuant to the 1934 Act.

 
(c)                                  Except as set forth in Schedule 3.20(c), to the knowledge of Seller, as of April 1, 2006 there were no material ongoing customer projects

with respect to the Business for which the projected completion costs would reasonably be expected to exceed the budgeted costs for such projects by
amounts that, individually or in the aggregate, would have a material effect on the backlog amount set forth on Schedule 3.20(b), as determined by Seller in
the exercise of its reasonable judgment applying the principles, practices and methodologies referred to above and taking into account expected changes in
scope of such projects in the ordinary course of business.

 
Section 3.21. Employees And Labor Controversies. (a) In relation to the UK Company Employees:
 

(i)             Other than (A) PAYE and National Insurance contributions in respect of the current payroll period, (B) accrued but untaken
holiday leave, (C) benefits, commission or fees accrued but not yet payable and (D) the reimbursement of expenses, no material amount due to any
present or former UK Company Employees or director is in arrears or is owing and there are no outstanding loans or advances from any Company or
Subsidiary to any present or former UK Company Employee or director (whether of money or any other asset). None of the Companies, Subsidiaries
or TUPE Employers are under any obligation to increase the rates of remuneration or increase bonuses with respect to UK Company Employees
other than in the ordinary course consistent with past practice.

 
(ii)          All the UK Company Employees  employed under contracts of service can be terminated on six months’ notice or less without

payment of compensation or damages (other than UK statutory rights to payments of compensation), and there is no policy, arrangement or
agreement (whether legally binding or not) in relation to which any of the UK Company Employees is or may be entitled to any payment or benefit
in addition to his or her statutory entitlements to redundancy pay on termination of employment by reason of redundancy or redeployment.

 
(iii)       Schedule 9.01(c) includes the following details for each TUPE Transferring Employee: name, job title or description, age, date of

commencement of continuous employment, employing company, location,
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full time or part time status, notice entitlement, salaries/rates of remuneration, and benefits (whether financial or otherwise) actually provided or
which the applicable employer has agreed to provide whether now or in the future.

 
(iv)      Seller has provided particulars of the terms of the contracts of service for all directors, including name, position, date appointed,

fees, remuneration, benefits (whether financial or otherwise) which the Companies or Subsidiaries are obliged to pay or provide, amount of time
devoted to the relevant Companies or Subsidiaries and notice entitlement (of the Companies or Subsidiaries and the director) and/or expiry date of
the appointment. No person is a shadow director of the Company. There have been no changes to these terms in the 6 months preceding this
Agreement and there are no obligations on the Companies or Subsidiaries to make any changes.

 
(v)         During the three years preceding the date of this Agreement, there has been no trade dispute (as defined in section 218 of

TULR(C)A 1992) or industrial action involving any UK Company Employee, former UK Company Employee trade union (whether recognized or
not), staff association, worker representatives or any other body representing employees, and the Companies and Subsidiaries are not involved in any



such dispute and there are no present circumstances or facts to Seller’s knowledge which are likely to give rise to any such dispute and no industrial
action involving the UK Company Employees (official or unofficial and including but not limited to strike, slowdown, work stoppage or lockout) is
now occurring or threatened nor has any industrial relations or employment matter been referred by the Companies or Subsidiaries, any of the UK
Company Employee or by any trade union, staff association or any other body representing employees to ACAS for advice, conciliation or
arbitration.

 
(vi)      The Company and Subsidiaries have not received and do not anticipate receiving any request for statutory recognition under the

Trade Union and Labour Relations (Consolidation) Act 1992 or any request to negotiate an agreement in respect of information and consultation
under the Information and Consultation of Employees Regulations 2004.

 
(vii)   The only bonus, incentive and commission arrangements covering UK Company Employees are those set forth in

Schedule 3.21(a)(vii).
 
(viii)  As of the date of this Agreement, (A) no more than 20 outstanding offers of employment or consultancy have been made to work

in the Business in the United Kingdom which have not been accepted, and
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(B) there are no more than 20 UK Company Employees working out their notice or who are receiving or are entitled to receive pay in lieu of notice
or on garden leave (in both cases where the basic annual salary or fees payable to such person by any Company or any Subsidiary exceeds £25,000).

 
(ix)        As of the date of this Agreement, no UK Company Employee is subject to a current disciplinary final written warning and there is

no pending, anticipated or ongoing action under any of the grievance procedures of any Company or any Subsidiary.
 
(x)           Neither the Companies nor any Subsidiary is subject to any existing, threatened or pending claims by present or former UK

Company Employees, directors, consultants or third parties, nor any outstanding orders, awards or rulings in relation to present, former or
prospective UK Company Employees, directors or consultants, and there are no circumstances which can be reasonably foreseen, to Seller’s
knowledge, as likely to give rise to any such claims or disputes.

 
(b)                                 Except as set forth on Schedule 3.21(b), (i) without limiting the generality of Section 3.13, the Companies and each of the Subsidiaries have

complied in all material respects with all Applicable Laws respecting employment and employment practices, terms and conditions of employment, wages
and hours, and neither the Companies nor any Subsidiary is liable for any arrears of wages or any taxes or penalties for failure to comply with any such laws,
rules or regulations; (ii) there are no material controversies pending or, to the knowledge of Seller, threatened between the Companies or any of the
Subsidiaries and any of their respective employees; (iii) neither the Companies nor any Subsidiary is a party to any collective bargaining agreement or other
labor union contract applicable to US Company Employees or UK Company Employees, nor are there any activities or proceedings of any labor union to
organize any such employees, except in the case of either of the foregoing as would not result in a material liability to either Company; (iv) there are no unfair
labor practice complaints pending or, to the knowledge of Seller, threatened against the Companies or any Subsidiary before the National Labor Relations
Board or similar body in the UK or any current union representation questions involving US Company Employees or UK Company Employees; (v) there is
no strike slowdown, work stoppage or lockout existing, or, to the knowledge of Seller, threatened, by or with respect to any employees of the Companies or
any Subsidiary; (vi) no charges are pending or, to the knowledge of Seller, threatened before the Equal Employment Opportunity Commission or any state,
local or foreign agency responsible for the prevention of unlawful employment practices with respect to the Companies or any Subsidiary; (vii) there are no
material claims pending against the Companies or any Subsidiary before any workers’ compensation board in the US; (viii) neither the Companies nor any
Subsidiary has received notice that any federal, state, local or foreign agency responsible for the enforcement of labor or
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employment laws in the US or UK intends to conduct an investigation of or relating to the Companies or any Subsidiary and no such investigation is in
progress; and (ix) neither the Companies nor any Subsidiary has received notice that any foreign agency responsible for the enforcement of labor or
employment laws in jurisdictions other than the US or UK intends to conduct an investigation of or relating to the Companies or any Subsidiary and no such
investigation is in progress, except in the case of either of the foregoing as would not result in a material liability to any Company or any Subsidiary.

 
(c)                                  Neither the Companies nor any Subsidiary have any obligation to provide those Persons who have been treated as consultants or contractors

or have otherwise performed services for the Companies or any Subsidiary other than in an employment capacity with benefits under any Plan, nor do the
Companies or any Subsidiary have any obligation to provide such Persons with any life insurance or medical benefits except as required under applicable law,
or any additional compensation, whether pursuant to a Plan or otherwise.

 
(d)                                 The Companies and each Subsidiary have properly classified for all purposes (including, without limitation, for all Tax purposes and for

purposes of determining eligibility to participate in any employee benefit plan) all employees, leased employees, consultants and independent contractors, and
has withheld and paid all applicable Taxes and made all appropriate filings in connection with services provided by such persons to the Companies and each
Subsidiary.

 
Section 3.22. Tupe Transferring Employees. Seller warrants that each of Charles River Laboratories Pre-Clinical Services Edinburgh Limited (“CRL

Pre-Clinical”) and Charles River Laboratories Clinical Services Limited (“CRL Clinical” and together with CRL Pre-Clinical, the “TUPE Employers”) is
in material compliance with all applicable legal requirements and terms of employment, including pursuant to contracts of employment, with respect to the
TUPE Transferring Employees. Prior to and until the Closing Date, each of the TUPE Employers will comply with the obligations set forth in the preceding
sentence and its obligations under TUPE. Specifically, each of the TUPE Employers will comply in all material respects with the Information and
Consultation requirements under Regulations 13-16 of TUPE in connection with the transfer and/or assignment to and/or employment of the TUPE
Transferring Employees by Charles River Laboratories Clinical Services International Limited and any transfer of such employees to Buyer, as applicable.

 
Section 3.23. Euro. The computer financial systems that are used or relied on by the Companies or the Subsidiaries (i) are capable of performing all

appropriate functions necessary to process more than one currency and any common currency adopted by one or more of the European Union (the “Euro”),



(ii) comply with all legal requirements applicable to the Euro in any jurisdiction, including the rules on conversion and rounding set out in applicable
European Community regulations, and (iii) are capable of displaying and printing, and
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incorporate in all relevant screen layouts, all symbols and codes adopted by any government or any other European Union body in relation to the Euro.

 
Section 3.24. Disclosure. To the knowledge of Seller, as of the date of this Agreement, the documents made available to Buyer in the electronic data

site relating to the transactions contemplated hereby do not contain any misstatement of fact that is material to the Business taken as a whole, taking into
account any supplementary, modifying or otherwise reasonably related information made available to Buyer in connection with the transactions contemplated
hereby; provided that the foregoing representation shall not apply to (i) any forward-looking information such as forecasts or projections or (ii) any item the
subject matter of which is addressed by the Disclosure Schedules or any other provisions of this Agreement.

 
ARTICLE 4

REPRESENTATIONS AND WARRANTIES OF BUYER
 

Buyer represents and warrants to Seller as of the date hereof and as of the Closing Date that:
 
Section 4.01. Corporate Existence and Power. Buyer is a corporation duly incorporated, validly existing and in good standing under the laws of

Ohio and has all corporate powers and all material governmental licenses, authorizations, permits, consents and approvals required to carry on its business as
now conducted.

 
Section 4.02. Corporate Authorization. The execution, delivery and performance by Buyer of the Transaction Documents and the consummation of

the transactions contemplated hereby are within the corporate powers of Buyer and have been duly authorized by all necessary corporate action on the part of
Buyer. This Agreement constitutes a valid and binding agreement of Buyer, and the other Transaction Documents when executed and delivered by Buyer will
constitute, valid and binding agreements of Buyer.

 
Section 4.03. Governmental Authorization. The execution, delivery and performance by Buyer of this Agreement and the consummation of the

transactions contemplated hereby require no material action by or in respect of, or material filing with, any Governmental Authority other than compliance
with any applicable requirements of the HSR Act and compliance with any applicable requirements of non-United States Antitrust Laws.

 
Section 4.04. Noncontravention. Except as set forth on Schedule 4.04, the execution, delivery and performance by Buyer of this Agreement and the

consummation of the transactions contemplated hereby do not and will not (i) violate the articles of incorporation or regulations of Buyer, (ii) assuming
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compliance with the matters referred to in Section 4.03, violate any Applicable Law, (iii) require any consent or other action by any Person under, constitute a
default under, or give rise to any right of termination, cancellation or acceleration of any right or obligation of Buyer or to a loss of any benefit to which
Buyer is entitled under any provision of any agreement or other instrument binding upon Buyer or (iv) result in the creation or imposition of any material
Lien on any asset of Buyer.

 
Section 4.05. Financing. True and correct copies of commitment letters from UBS Loan Finance LLC and UBS Securities LLC and the related term

sheets and conditions precedent are attached hereto as Schedule 4.05 (all such documents, the “Commitment Letters”) (such financing, the “Debt
Financing”). The Commitment Letters have been duly executed by all parties thereto, and are in full force and effect. As of the date hereof, the Commitment
Letters have not been amended or terminated, and there is no breach existing thereunder. Buyer, as of the date hereof, does not have knowledge of any
existing fact, occurrence or condition that would cause the commitments provided in such Commitment Letters to be terminated or ineffective, any of the
conditions contained therein not to be met or the financing contemplated by the Commitment Letters not to be consummated. Except for the conditions
described in the Commitment Letters, there are no other conditions precedent to the Debt Financing. Buyer has fully paid any and all commitment or other
fees required by the Commitment Letters to be paid on or before the date hereof. The Debt Financing, when funded in accordance with, and subject to the
terms and conditions of, the Commitment Letters will provide Buyer with funds which, together with Buyer’s cash on hand, will be sufficient to pay the
Purchase Price and any other amounts to be paid by it in connection with the transactions contemplated hereby.

 
Section 4.06. Solvency of the Companies. Immediately after giving effect to the transactions contemplated by this Agreement (including the

financings to be undertaken in connection therewith), assuming the truth and accuracy of the representations and warranties set forth in Sections 3.08, 3.09
and 3.10 of this Agreement, (i) no Company or Subsidiary will have incurred debts beyond its ability to pay such debts as they mature or become due, (ii) the
then present fair salable value of the assets of each Company and Subsidiary will exceed the amount that will be required to pay its probable liabilities
(including the probable amount of all contingent liabilities) and its debts as they become absolute and matured, (iii) the assets of each Company and
Subsidiary, in each case at a fair valuation, will exceed its respective debts (including the probable amount of all contingent liabilities) and (iv) none of the
Companies or Subsidiaries will have unreasonably small capital to carry on its business as presently conducted or as proposed to be conducted. No transfer of
property is being made and no obligation is being incurred in connection with the transactions contemplated by this Agreement with the intent to hinder, delay
or defraud either present or future creditors of any Company or Subsidiary.
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Section 4.07. Purchase for Investment. Buyer is purchasing the Shares for investment for its own account and not with a view to, or for sale in

connection with, any distribution thereof. Buyer (either alone or together with its advisors) has sufficient knowledge and experience in financial and business
matters so as to be capable of evaluating the merits and risks of its investment in the Shares and is capable of bearing the economic risks of such investment.

 



Section 4.08. Litigation. There is no action, suit, investigation or proceeding pending against, or to the knowledge of Buyer threatened against or
affecting, Buyer before any arbitrator or any Governmental Authority which in any manner challenges or seeks to prevent, enjoin, alter or materially delay the
transactions contemplated by this Agreement.

 
Section 4.09. Finders’ Fees. Except for UBS Securities LLC whose fees and expenses will be paid by Buyer, there is no investment banker, broker,

finder or other intermediary that has been retained by or is authorized to act on behalf of Buyer who might be entitled to any fee or commission in connection
with the transactions contemplated by this Agreement.

 
Section 4.10. Inspections; No Other Representations. Buyer has undertaken such investigation and has been provided with and has evaluated such

documents and information as it has deemed necessary to enable it to make an informed decision with respect to the execution, delivery and performance of
this Agreement. Buyer acknowledges that Seller has given Buyer access to key employees and documents of the Companies and the Subsidiaries. Buyer will
undertake prior to Closing such further investigation and request such additional documents and information as it deems necessary. Buyer acknowledges that
Seller makes no representation or warranty with respect to any information or documents made available to Buyer or its counsel, accountants or advisors with
respect to the Companies, the Subsidiaries or the Business, except as expressly set forth in this Agreement.

 
ARTICLE 5

COVENANTS OF SELLER
 

Seller agrees that:
 
Section 5.01. Conduct of the Business. From the date hereof until the Closing Date, except as set forth on Schedule 5.01, Seller shall cause the

Companies and the Subsidiaries to conduct the Business in the ordinary course consistent with past practice and to use its reasonable efforts to preserve intact
its business organizations and relationships with third parties and to keep available the services of its present officers and employees. Without limiting the
generality of the foregoing, from the date hereof until the Closing Date, except as disclosed
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on Schedule 5.01 or as contemplated by any of the Transaction Documents, Seller will not permit the Companies or any Subsidiaries to:

 
(a)       adopt or propose any change in its certificate of incorporation or bylaws or other organizational documents;
 
(b)      merge or consolidate with any other Person or acquire a material amount of assets from any other Person;
 
(c)       sell, lease, license or otherwise dispose of any material assets or property except (i) pursuant to existing contracts or commitments

or (ii) otherwise in the ordinary course consistent with past practice;
 
(d)      take any action that would make any representation or warranty of Seller in Sections 3.06, 3.07 and 3.09 inaccurate in any material

respect at the Closing Date;
 
(e)       amend, modify, extend, renew or terminate any existing lease in any material respect for the use or occupancy of any real

property, or enter into any new lease, sublease, license or other agreement for the use or occupancy of any real property;
 
(f)       take any action that would result in a knowing and material violation of Applicable Law;
 
(g)      knowingly enter into any customer contract that, if in existence at the date hereof, would be required to be disclosed pursuant to

Section 3.20(c);
 
(h)      with respect to any Tax with respect to which a Company or Subsidiary files a Separate Return, make or change any election,

change an annual accounting period, adopt or change any accounting method, file any amended Tax return, enter into any closing agreement, settle
any Tax claim or assessment relating to the Companies or any of the Subsidiaries, surrender any right to claim a refund of Taxes, consent to any
extension or waiver of the limitation period applicable to any Tax claim or assessment relating to the Companies or any of the Subsidiaries, or take
any other similar action relating to the filing of any Tax return or the payment of any Tax, if such election, adoption, change, amendment, agreement,
settlement, surrender, consent or other action would have the effect of increasing the Tax liability of the Companies or any of the Subsidiaries for any
period ending after the Closing Date; or

 
(i)        agree or commit to do any of the foregoing.
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Section 5.02. Access to Information. (a) From the date hereof until the Closing Date, Seller will (i) give, and will cause each Company and each

Subsidiary to give, Buyer, its counsel, financial advisors, auditors and other authorized representatives reasonable access to the offices, properties, books and
records of Seller, each Company and each Subsidiary relating to the Business, (ii) furnish, and will cause each Company and each Subsidiary to furnish, to
Buyer, its counsel, financial advisors, auditors and other authorized representatives such financial and operating data and other information relating to the
Business as such Persons may reasonably request and (iii) instruct the employees, counsel and financial advisors of Seller or any Company or any Subsidiary
to cooperate with Buyer in its investigation of the Business, including (without limitation) any Phase I environmental investigations relating to properties used
in the Business. Any investigation pursuant to this Section shall be conducted in such manner as not to interfere unreasonably with the conduct of the business
of Seller or the Business. Notwithstanding the foregoing, unless required by TUPE, Buyer shall not have access prior to the Closing Date to personnel records
of any Company or any Subsidiary relating to individual performance or evaluation records, medical histories or other information which in Seller’s good
faith opinion is sensitive or the disclosure of which could subject any Company or any Subsidiary to risk of liability.

 
(b)           On and after the Closing Date, Seller will afford promptly to Buyer and its agents reasonable access to its books of account, financial and

other records (including accountant’s work papers), information, employees and auditors to the extent necessary or useful for Buyer in connection with any



audit, investigation, dispute or litigation or any other reasonable business purpose relating to the Business; provided that any such access by Buyer shall not
unreasonably interfere with the conduct of the business of Seller. Buyer shall bear all of the out-of-pocket costs and expenses (including attorneys’ fees, but
excluding reimbursement for general overhead, salaries and employee benefits) actually and reasonably incurred in connection with the foregoing.

 
(c)           Sellers and the Companies agree to provide such cooperation as may be reasonably requested by Buyer in timely obtaining the Debt

Financings contemplated by the Commitment Letters, including, without limitation, (A) assisting in the preparation of offering circulars,  confidential
information memoranda and rating agency presentations with respect to the Debt Financings, (B) using reasonable efforts to prepare and deliver such
financial and statistical information relating to the Business as may be reasonably requested in connection with the Debt Financings, (C) making appropriate
employees, accountants and advisors of the Companies available for due diligence meetings and for participation in meetings with rating agencies and
prospective lenders and investors, (D) providing timely access to diligence materials and appropriate personnel to allow lenders and their representatives to
complete all reasonably required diligence and (E) providing reasonable assistance with respect to the
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review and granting of security interests in collateral for the Debt Financings. All reasonable out-of-pocket expenses incurred by Seller, the Companies or any
Subsidiaries in connection with the foregoing shall be paid or reimbursed promptly following demand therefor, by Buyer.

 
Section 5.03. Notices of Certain Events. Seller shall promptly notify Buyer of:
 

(a)       any notice or other communication from any Person alleging that the consent of such Person is or may be required in connection
with the transactions contemplated by this Agreement;

 
(b)      any notice or other communication from any Governmental Authority in connection with the transactions contemplated by this

Agreement;
 
(c)       any actions, suits, claims, investigations or proceedings commenced relating to Seller or any Company or any Subsidiary that, if

pending on the date of this Agreement, would have been required to have been disclosed pursuant to Section 3.12 or Section 3.19; and
 
(d)      any notice from any customer listed on Schedule 3.20 that, if pending on the date of this Agreement, would have been required to

be disclosed pursuant to Section 3.20.
 

Section 5.04. Resignations. Seller will deliver to Buyer the resignations of all officers and directors of each Company and each Subsidiary who will
be officers, directors or employees of Seller or any of its Affiliates (other than the Companies and Subsidiaries) after the Closing Date from their positions
with each such Company or Subsidiary at or prior to the Closing Date.

 
Section 5.05. Financial Statements. (a) Seller will use its reasonable efforts to prepare, or cause to be prepared, and to deliver to Buyer:  (i) as

promptly as practicable, but in no event later than June 15, 2006, the Audited Financial Statements; and (ii) promptly upon completion, but in any event no
later than 40 days after the end of the applicable fiscal quarter, financial statements of the Business for each fiscal quarter ending on or after June 30, 2006,
consisting of a consolidated balance sheet and related statements of income and cash flows (the “Quarterly Financial Statements”).

 
(b)           Seller shall also use its reasonable efforts to prepare, or assist Buyer in causing to be prepared, as promptly as practicable and at Buyer’s

expense, and in any event no later than 65 days following the Closing Date, any financial statements that Buyer is required to file pursuant to Rule 3-05 or
Article 11 of Regulation S-X under the 1934 Act.
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Section 5.06. Exclusivity. Seller will not (and will not cause or permit the Companies or any of the Subsidiaries to) (i) solicit, initiate, or encourage

the submission of any proposal or offer from any Person relating to the acquisition of any capital stock or other voting securities, or any substantial portion of
the assets, of the Companies or any of the Subsidiaries (including any acquisition structured as a merger, consolidation, or share exchange) or (ii) participate
in any discussions or negotiations regarding, furnish any information with respect to, assist or participate in, or facilitate in any other manner any effort or
attempt by any Person to do or seek any of the foregoing.

 
Section 5.07. Software Matters. Prior to the Closing, Seller shall use reasonable efforts to assist Buyer, at Buyer’s expense, in obtaining any

computer software or information systems, including entering into new or supplemental license agreements to be effective as of the Closing, as Buyer may
reasonably request and in form and substance reasonably satisfactory to Buyer, to ensure that, after the Closing, the Companies and the Subsidiaries have full
use of all computer software and information systems used by the Companies and the Subsidiaries prior to the Closing.

 
Section 5.08. Registration. To the extent that Seller is unable to cause all of the ownership interests held by Charles River Laboratories, Inc. in each

of Charles River Laboratories Servicos Clinicos Ltda. and Charles River Laboratories Clinical Services Argentina SRL to be transferred at or prior to Closing
to a designee identified by Buyer, Seller shall take such actions to effectuate such transfers as soon as practicable after the Closing.

 
Section 5.09. Assignment Of Confidentiality Agreements. At Closing, Seller shall assign to Buyer all of Seller’s right, title and interest in and to the

confidentiality and non-disclosure agreements entered into by Seller and Seller’s representatives with the several parties that expressed interest in acquiring
the Business.

 
ARTICLE 6

COVENANTS OF BUYER
 

Buyer agrees that:
 
Section 6.01. Confidentiality. Prior to the Closing Date and after any termination of this Agreement, Buyer and its Affiliates will hold, and will use

their best efforts to cause their respective officers, directors, employees, accountants, counsel, consultants, advisors and agents to hold, in confidence,



pursuant and to the terms of the Confidentiality Agreement dated as of March 31, 2006, between Buyer and Seller (the “Confidentiality Agreement”), all
confidential documents and information concerning the Companies, any Subsidiary or the Business furnished to Buyer or its Affiliates in connection with
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the transactions contemplated by this Agreement. If this Agreement is terminated, Buyer and its Affiliates will, and will use their best efforts to cause their
respective officers, directors, employees, accountants, counsel, consultants, advisors and agents to, destroy or deliver to Seller, upon request, all documents
and other materials, and all copies thereof, obtained by Buyer or its Affiliates or on their behalf from Seller or the Companies or any Subsidiary in connection
with this Agreement that are subject to such confidence to the extent required by the Confidentiality Agreement. For a period of three years following the
Closing Date, Buyer will cause the Company Employees to keep confidential and not use or disclose to any third party or to any other employee of  Buyer or
any Affiliate of Buyer all non-public or proprietary information of Seller or its Affiliates that is unrelated to the Business and is known by such individuals at
the Closing Date, including any financial, operational or strategic information and any information regarding potential acquisitions or dispositions outside the
scope of the Business.

 
Section 6.02. Access. Buyer will cause each Company and Subsidiary, on and after the Closing Date, to afford promptly to Seller and its agents

reasonable access to their properties, books, records, employees and auditors to the extent necessary to permit Seller to determine any matter relating to their
rights and obligations hereunder or to any period ending on or before the Closing Date; provided that any such access by Seller shall not unreasonably
interfere with the conduct of the business of Buyer. Seller will hold, and will use its best efforts to cause its officers, directors, employees, accountants,
counsel, consultants, advisors and agents to hold, in confidence, unless compelled to disclose by judicial or administrative process or by other requirements of
Applicable Law, all confidential documents and information concerning the Companies or any Subsidiaries provided to it pursuant to this Section.

 
Section 6.03. Trademarks; Tradenames. Buyer shall be permitted to use existing stocks of supplies, advertising and marketing materials, technical

data sheets and any similar materials of the Business bearing any of the trademarks and tradenames set forth on Schedule 6.03 (the “Seller Trademarks and
Tradenames”) until the earlier of three months after the Closing Date and the date existing stocks are exhausted; provided that Buyer complies with all
Applicable Laws in any use of all supplies, advertising and marketing materials, technical data sheets or any other materials of the Business containing any of
the Seller Trademarks and Tradenames. From and after such date, Buyer shall not use any such materials for any purpose and shall destroy such supplies,
advertising materials, technical data sheets and other materials of the Business upon Seller’s request. Buyer shall use its reasonable efforts to cease using the
Seller Trademarks and Tradenames on buildings, cars, trucks and other fixed assets as soon as possible, and in any event, within a period not to exceed three
months after the Closing Date. Except as set forth in this Section 6.03, after the Closing, Buyer shall not use any of the Seller Trademarks and Tradenames.
As soon as reasonably practicable following the Closing, Buyer shall change the
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name of each Company and Subsidiary so that it does not include any of the Seller Trademarks and Tradenames.

 
Section 6.04. Financing Matters. Buyer shall comply with its obligations under the Commitment Letters and shall use its reasonable efforts to

consummate the Debt Financing on the terms and conditions described in the Commitment Letters, including using its reasonable efforts to (i) negotiate
definitive agreements with respect to the Debt Financing on the terms and conditions contained in the Commitment Letters and (ii) satisfy all conditions to the
Debt Financing to the extent the satisfaction of such conditions is within the control of Buyer. If any portion of the Debt Financing becomes unavailable on
the terms and conditions contemplated in the Commitment Letters, Buyer will seek in good faith to arrange to obtain such portion from alternative sources on
terms and conditions that are equivalent or more favorable to Buyer as promptly as practicable. Buyer will give Seller prompt notice of any material breach
by any party of the Commitment Letters or any termination of the Commitment Letters. To the extent reasonably requested by Seller, Buyer will keep Seller
informed on a current basis in reasonable detail of the status of its efforts to consummate the Debt Financing. Buyer will not agree to any material amendment
or modification to, or grant or seek any waiver under, the Commitment Letters without first consulting with Seller and, if such amendment, modification or
waiver would or would reasonably be expected to adversely affect or delay in any material respect Buyer’s ability to consummate the Debt Financing or the
Closing, receiving Seller’s prior written consent.

 
ARTICLE 7

COVENANTS OF BUYER AND SELLER
 

Buyer and Seller agree that:
 
Section 7.01. Reasonable Best Efforts; Further Assurances. (a) Subject to the terms and conditions of this Agreement, Buyer and Seller will use their

respective reasonable best efforts to take, or cause to be taken, all actions and to do, or cause to be done, all things necessary or desirable under Applicable
Law to consummate the transactions contemplated by this Agreement. Seller and Buyer agree, and Seller, prior to the Closing, and Buyer, after the Closing,
agree to cause each Company and Subsidiary, to execute and deliver such other documents, certificates, agreements and other writings and to take such other
actions as may be necessary or desirable in order to consummate or implement expeditiously the transactions contemplated by this Agreement.

 
(b)           In furtherance and not in limitation of the foregoing, each of Buyer and Seller shall make an appropriate filing of a Notification and Report

Form pursuant to the HSR Act with respect to the transactions contemplated hereby as
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promptly as practicable and, in the case of such Notification and Report Form pursuant to the HSR Act,  in any event within ten Business Days of the date
hereof. Each of Buyer and Seller shall supply as promptly as practicable any additional information and documentary material that may be requested pursuant
to the HSR Act and any other Applicable Law, including any non-United States Antitrust Law, to take all other actions necessary to cause the expiration or
termination of the applicable waiting periods under the HSR Act and any other Applicable Law, including any non-United States Antitrust Law, as soon as
practicable.

 



(c)           If any objections are asserted with respect to the transactions contemplated hereby under any Antitrust Law or if any action, suit or other
proceeding is instituted or threatened by any Governmental Authority or any private party challenging any of the transactions contemplated hereby as
violative of any Antitrust Law, Buyer and Seller shall use their respective reasonable best efforts promptly to resolve such objections. Without limiting the
generality of the foregoing, Buyer shall agree to hold separate or to divest any of the businesses or properties or assets of Buyer or any of its Affiliates
(including, following the Closing, any of the Companies and/or Subsidiaries), as may be required (i) by the applicable Governmental Authority in order to
resolve such objections as such Governmental Authority may have to such transactions under any Antitrust Law, or (ii) by any domestic or foreign court or
other tribunal, in any action, suit or other proceeding brought by a private party or Governmental Authority challenging such transactions as violative of any
Antitrust Law, in order to avoid the entry of, or to effect the dissolution, vacating, lifting, altering or reversal of, any order that has the effect of restricting,
preventing or prohibiting the consummation of the transactions contemplated by this Agreement; provided that Buyer shall not be required to take any action
in respect of the foregoing if such action would have a Material Adverse Effect  in the aggregate on the Buyer or the Business.

 
(d)           Buyer and Seller shall use their respective reasonable best efforts to keep the other parties informed in all material respects with respect to

any communication given or received in connection with any filing, submission, investigation or proceeding relating to the transactions contemplated hereby.
 

Section 7.02. Certain Filings. Seller and Buyer shall cooperate with one another (i) in determining whether any action by or in respect of, or filing
with, any Governmental Authority is required, or any actions, consents, approvals or waivers are required to be obtained from parties to any material
contracts, in connection with the consummation of the transactions contemplated by this Agreement and (ii) in taking such actions or making any such filings,
furnishing information required in connection therewith and seeking timely to obtain any such actions, consents, approvals or waivers.
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Section 7.03. Public Announcements. The content and timing of any initial press release with respect to this Agreement or the transactions

contemplated hereby (whether issued as a joint press release or as individual press releases by each of Seller and Buyer) shall be agreed to by each of Seller
and Buyer and thereafter Seller and Buyer agree to consult with each other before issuing any press release or making any public statement with respect to
this Agreement or the transactions contemplated hereby and, except for any press releases and public announcements the making of which may be required by
Applicable Law or any listing agreement with any national securities exchange, will not issue any such press release or make any such public statement prior
to such consultation.

 
Section 7.04. Intercompany Accounts. All intercompany accounts between Seller or its Affiliates, on the one hand, and any Company or any

Subsidiary, on the other hand, as of the Closing shall be settled (irrespective of the terms of payment of such intercompany accounts) in the manner provided
in this Section. At least five Business Days prior to the Closing, Seller shall prepare and deliver to Buyer a statement setting out in reasonable detail the
calculation of all such intercompany account balances based upon the latest available financial information as of such date and, to the extent requested by
Buyer, provide Buyer with supporting documentation to verify the underlying intercompany charges and transactions. All such intercompany account
balances shall be settled in full on or prior to the Closing.

 
Section 7.05. Preparation Of Financial Statements. The parties shall cooperate fully and use reasonable efforts to cause the condition in Section

10.02(f) to be satisfied, including providing the auditors selected by Seller to prepare the financial statements described in Section 5.05(b) all reasonably
necessary resources, including appropriate personnel, to complete such financial statements in a timely manner.

 
ARTICLE 8

TAX MATTERS
 

Section 8.01. Definitions. The following terms, as used herein, have the following meanings:
 
“Post-Closing Tax Period” means any Tax period beginning after the Closing Date; and, with respect to a Tax period that begins on or before the

Closing Date and ends thereafter, the portion of such Tax period beginning after the Closing Date.
 
“Pre-Closing Tax Period” means any Tax period ending on or before the Closing Date; and, with respect to a Tax period that begins on or before the

 
36

 
Closing Date and ends thereafter, the portion of such Tax period ending on the Closing Date.

 
“Seller Group” means, with respect to federal income Taxes, the affiliated group of corporations (as defined in Section 1504(a) of the Code) of

which Seller is a member and, with respect to state, local or foreign income or franchise Taxes, the consolidated, combined, unitary or other group of which
Seller or any of its Affiliates is a member.

 
“Tax” means (i) any tax, governmental fee or other like assessment or charge of any kind whatsoever (including, but not limited to, withholding on

amounts paid to or by any Person), together with any interest, penalty, addition to tax or additional amount imposed by any governmental authority (domestic
or foreign) responsible for the imposition of any such tax (a “Taxing Authority”) and (ii) any liability for the payment of any amount of the type described in
the immediately preceding clause (i) as a result of any Company being a member of an affiliated, consolidated, combined or other group with any other
corporation at any time on or prior to the Closing Date.

 
“Tax Asset” means any net operating loss, net capital loss, investment tax credit, research and development tax credit, foreign tax credit, charitable

deduction or any other loss, relief, credit, right to repayment of Tax or Tax attribute that could be used (including being carried forward or back) to reduce
Taxes (including, without limitation, deductions and credits related to alternative minimum Taxes) and losses or deductions deferred by the Code or other
applicable law.

 
“Separate Returns” means, separate Returns required to be filed by any Company or any Subsidiary, or by any combined, consolidated, affiliated,

unitary or other group the members of which include only the Companies and the Subsidiaries.
 



Section 8.02. Tax Representations. Seller represents and warrants to Buyer as of the date hereof and as of the Closing Date that, except as set forth in
the Balance Sheet (including the notes thereto) or on Schedule 8.02, (i) all Tax returns, statements, reports and forms  that are material and required to be filed
with any Taxing Authority on or before the Closing Date with respect to any Pre-Closing Tax Period by, or with respect to, any Company or any Subsidiary
(collectively, the “Returns”) have been, or will be, timely filed on or before the Closing Date; (ii) the Companies and the Subsidiaries have timely paid, or
will timely pay, all Taxes shown as due and payable on the Returns that have been or will be filed on or before the Closing Date; (iii) the Returns that have
been or will be filed on or before the Closing Date are true, correct and complete in all material respects, (iv) the charges, accruals and reserves for Taxes with
respect to the Companies and Subsidiaries reflected on the books of the Companies and its Subsidiaries (including, but not limited to, the Quarterly Financial
Statements) are
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adequate to cover material Tax liabilities accruing through the end of the last period for which the Companies and the Subsidiaries ordinarily record items on
their respective books; (v) there is no action, suit, proceeding, investigation, audit or claim now proposed or pending against or with respect to any Company
or any Subsidiary in respect of any material Tax; (vi) neither the Companies nor any of the Subsidiaries is a party to any agreement, contract, arrangement or
plan that has resulted or would result, separately or in the aggregate, in the payment of any “excess parachute payment” within the meaning of Code § 280G
(or any corresponding provision of state, local or foreign Tax law); and (vii) to Seller’s knowledge, neither the Companies nor any of the Subsidiaries have
any liability for the Taxes of any Person other than the Seller Group or any other Company or Subsidiary under Treasury Regulations Section 1.1502-6 (or
any similar provision of state, local or foreign Tax law), as a transferee or successor, by contract, or otherwise..

 
Section 8.03. Tax Covenants. (a) For all Pre-Closing Tax Periods, Seller shall include the income of the Companies and the Subsidiaries (including

any deferred items triggered into income by Treasury Regulations Section 1.1502-13 and any excess loss account taken into income under Treasury
Regulations Section 1.1502-19) in Seller’s income Tax returns for Pre-Closing Tax Periods filed on a consolidated, combined or unitary group basis to the
extent eligible under Applicable Law and file such returns and  pay any Taxes attributable to such income in a timely manner (taking into account any
extensions of a required filing date). For all Pre-Closing Tax Periods, Buyer shall cause the Companies and the Subsidiaries to join in Seller’s income Tax
returns filed on a consolidated, combined or unitary group basis to the extent eligible to do so under Applicable Law and, in jurisdictions requiring separate
reporting from any Company or Subsidiary, to file Separate Returns in a timely manner (taking into account any extensions of a required filing date). All such
Tax returns shall be prepared and filed in a manner consistent with prior practice, except as required by changes in Applicable Law. Buyer shall cause the
Companies and the Subsidiaries to furnish information to Seller as reasonably requested by Seller to satisfy its obligations under this Section and shall submit
to Seller each Separate Return with respect to a Pre-Closing Tax Period of any Company or Subsidiary (together with schedules, statements and, to the extent
requested by Seller, supporting documentation) at least 30 days prior to the due date (including extensions) of any such Separate Return. Seller shall have the
right to review all work papers and procedures used to prepare any such Separate Return. Buyer shall reflect on such Separate Return all reasonable
comments made by any Seller, to the extent such comments relate to or affect the Pre-Closing Tax Period. To the extent Seller’s comments are reflected on
such Separate Returns, Seller’s obligation to indemnify Buyer under Section 8.06 shall be determined without regard to the last provisio of Section 8.06(a).
Buyer shall include the Companies and the Subsidiaries in its consolidated federal income Tax returns for all Post-Closing Tax Periods to the extent eligible to
do so for federal income tax purposes.
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(b)           Buyer covenants that, except as otherwise expressly provided herein or as agreed by Seller in writing, it will not cause or permit any

Affiliate of Buyer, or, effective upon the Closing, any Company or any Subsidiary (i) to take any action on or after the Closing Date other than in the ordinary
course of business, including but not limited to the distribution of any dividend or the effectuation of any redemption, that could give rise to any Tax liability
or reduce any Tax Asset of the Seller Group or give rise to any loss of the Seller or the Seller Group under this Agreement, (ii) to make any election or
deemed election under Section 338 of the Code or any comparable provision under applicable law, or (iii) to make or change any Tax election, amend any
Return or take any Tax position on any Return, take any action, omit to take any action or enter into any transaction, merger or restructuring that results in any
increased Tax liability or reduction of any Tax Asset of any Seller or the Seller Group.

 
(c)           Buyer shall promptly pay or cause to be paid to Seller all refunds of Taxes and interest thereon received by Buyer, any Affiliate of Buyer,

any Company, or any Subsidiary attributable to Taxes paid by Seller, any Company or any Subsidiary (or any predecessor or Affiliate of Seller) with respect
to any Pre-Closing Tax Period, except to the extent that such refund is reflected in the Closing Statement and taken into account in the determination of Final
Working Capital. If, in lieu of receiving any such refund, any Company or any Subsidiary reduces a Tax liability with respect to a Post-Closing Tax Period or
increases a Tax Asset that can be carried forward to a Post-Closing Tax Period, Buyer shall promptly pay or cause to be paid to Seller the amount of such
reduction in Tax liability or the amount of any benefit resulting from such increase in Tax Assets, as the case may be. The benefit resulting from an increase in
a Tax Asset shall be calculated on the same basis as applicable to Tax Benefits pursuant to Section 8.06.

 
(d)           All transfer, documentary, sales, use, stamp, registration and other such Taxes and fees (including any penalties and interest) incurred in

connection with transactions contemplated by this Agreement (including any real property transfer Tax and any similar Tax but excluding any income Tax and
any similar Tax) shall be borne and paid one half (½) by Seller and one half (½) by Buyer, and Buyer will, at its own expense, file all necessary Returns and
other documentation with respect to all such Taxes and fees, and, if required by applicable law, Seller will, and will cause its Affiliates to, join in the
execution of any such Returns and other documentation.

 
(e)           Notwithstanding Section 8.06(a), Buyer agrees that Seller is to have no liability for any Tax resulting from any action, referred to in

Section 8.03(b), of any Company or Buyer or any of its subsidiaries or any Affiliate of Buyer, and agrees to indemnify and hold harmless Seller and its
Affiliates against (i) any such Tax (together with any interest, penalty, addition to Tax or additional amount), (ii) any Tax or Damages incurred or suffered by
Seller or any of its Affiliates, arising out of a breach of any other covenant or agreement contained in
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this Article 8, (iii) any Tax imposed on the Company or any Subsidiary that is not subject to Seller’s indemnification obligation under Section 8.06(a) and (iv)
any liabilities, costs, expenses (including, without limitation, reasonable expenses of investigation and attorney’s fees and expenses), losses, damages,



assessments, settlements or judgments arising out of or incident to the imposition, assessment or assertion of any Tax described in clause (i), (ii) or (iii) above.
Seller agrees to give prompt notice to Buyer of the assertion of any claim, or the commencement of any action or proceeding, in respect of which indemnity
may be sought under this Section 8.03(e). Buyer may participate in any such suit, action or proceeding at its own expense and the parties hereto shall
cooperate in the defense or prosecution thereof.

 
(f)            Seller shall file a timely election under Treasury Regulations Section 1.1502-95(c) and 1.1502-95(f) to allocate a portion of the Seller

Group’s Code Section 382 limitation from prior ownership changes to the Companies and the Subsidiaries (“382 Allocation Amount”). Prior to the Closing,
Seller and Buyer shall cooperate in the determination of the 382 Allocation Amount, which shall be a fair and equitable allocation from the Seller Group to
the Companies and Subsidiaries. At Seller’s request, Buyer shall cause any of the Companies or Subsidiaries to join with Seller in making any election
required under Treasury Regulations Section 1.1502-95(f).

 
(g)           Buyer shall elect to waive carry-back to any Pre-Closing Tax Period of a Tax Asset of any Company or Subsidiary arising in a Post-Closing

Tax Period. Notwithstanding the preceding sentence, with respect to any Tax Asset of any Company or Subsidiary arising in a Post-Closing Tax Period that is
required to be carried back to a Pre-Closing Tax Period or with respect to which no election to waive carry-back is possible, Seller shall promptly pay to
Buyer the amount of any tax refund (or reduction in tax liability) resulting from carry-back of such Tax Asset into the Seller Group consolidated tax return for
a Pre-Closing Tax Period, net of any tax incurred as a result of such refund, when such refund (or reduction) is received or realized, as the case may be, by the
Seller Group.

 
Section 8.04. Tax Sharing. Seller represents and warrants to Buyer that neither Company nor any Subsidiary is a party to any Tax sharing agreements

or Tax groupings between any Company or any Subsidiary and any member of the Seller Group. This Agreement shall be the sole Tax sharing agreement
relating to any Company or any Subsidiary for all Pre-Closing Tax Periods.

 
Section 8.05. Cooperation on Tax Matters. Buyer and Seller agree to furnish or cause to be furnished to each other, upon request, as promptly as

practicable, such information (including access to books and records) and assistance relating to each Company as is reasonably necessary for the filing of any
return, for the preparation for any audit, and for the prosecution or defense of any claim, suit or proceeding relating to any proposed adjustment. Buyer and
Seller agree (i) to retain or cause to be retained all books and records pertinent to
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each Company and Subsidiary until the applicable period for assessment under applicable law (giving effect to any and all extensions or waivers) has expired,
and to abide by or cause the abidance with all record retention agreements entered into with any Taxing Authority and (ii) to give the other party reasonable
notice prior to transferring, discarding or destroying any such books and records relating to Tax matters and, if the other party so requests, Buyer and
Company, or Seller, as the case may be, shall allow the other party to take possession of such books and records. Buyer and Seller shall cooperate with each
other in the conduct of any audit or other proceedings involving any Company for any Tax purposes and each shall execute and deliver such powers of
attorney and other documents as are necessary to carry out the intent of this subsection.

 
Section 8.06. Indemnification by Seller. (a) Seller hereby indemnifies Buyer, its Affiliates and, effective upon the Closing, any Company or any

Subsidiary, against and agrees to hold them harmless from any (i) Tax of Seller (or any predecessors), any of its Affiliates (or any predecessors), or any
Company or any Subsidiary relating to a Pre-Closing Tax Period, (ii) any loss or damage actually incurred or suffered by Buyer or any of its Affiliates and,
effective upon the Closing, any Company or any Subsidiary, arising out of a breach of any covenant or agreement made or to be performed by Seller pursuant
to this Article 8 and (iii) liabilities, costs, expenses (including, without limitation, reasonable expenses of investigation and attorneys’ fees and expenses),
arising out of or incident to the imposition, assessment or assertion of any such Tax loss or damage described in clause (i) and (ii) above, including those
incurred in the contest in good faith in appropriate proceedings relating to the imposition, assessment or assertion of any such Tax described in clause (i)
above, in each case incurred or suffered by Buyer, any of its Affiliates or, effective upon the Closing, any Company, or any Subsidiary (the sum of (i), (ii) and
(iii) being referred to as a “Loss”); provided, however, that Seller shall have no liability for the payment of any Loss attributable to or resulting from any
action described in Section 8.03(b) hereof, including, but not limited to, an election made or deemed made by Buyer under Section 338 of the Code or any
comparable provision of applicable law; provided, further, that Seller shall have no obligation to make any payment pursuant to this Section 8.06 if at the time
the Loss is incurred or suffered by any Company or any Subsidiary, as the case may be, Buyer no longer owns, directly or indirectly, such Company or such
Subsidiary, as the case may be; and provided, further, that Seller shall be obligated to make payments to Buyer pursuant to this Section 8.06 only to the extent
that the cumulative amount that would otherwise be payable by Seller pursuant to this Section 8.06(a) (notwithstanding this proviso and the succeeding
proviso) exceeds the aggregate amount of the provisions for Tax liabilities reflected in the Closing Statement and taken into account in the determination of
Final Working Capital; and provided, further, that the amount of any Loss determined for purposes of this Section 8.06(a) shall be determined without regard
to any Tax Asset of the Buyer or any of its Affiliates other than any Company or any Subsidiary attributable to a Pre-Closing
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Tax Period; and provided, further, that Seller shall not be obligated to make any payment to Buyer pursuant to this Section 8.06(a) in respect of a Loss arising
from any adjustment to Taxes if the amount of such individual adjustment is less than or equal to $50,000.

 
(b)           For purposes of this Section 8.06, in the case of any Taxes that are imposed on a periodic basis and are payable for a Taxable period that

includes (but does not end on) the Closing Date, the portion of such Tax related to the portion of such Taxable period ending on the Closing Date shall (x) in
the case of any Taxes other than Taxes based upon or related to income, be deemed to be the amount of such Tax for the entire Taxable period multiplied by a
fraction the numerator of which is the number of days in the Taxable period ending on the Closing Date and the denominator of which is the number of days
in the entire Taxable period, and (y) in the case of any Tax based upon or related to income, be deemed equal to the amount which would be payable if the
relevant Taxable period ended on the Closing Date. Any credits, reliefs and rights to repayment of Tax relating to a Taxable period that begins before and ends
after the Closing Date shall be taken into account as though the relevant Taxable period ended on the Closing Date. All determinations necessary to give
effect to the foregoing allocations shall be made in a manner consistent with prior practice of the Companies and the Subsidiaries.

 
(c)           If Seller’s indemnification obligation under this Section 8.06 arises in respect of an adjustment which makes allowable to Buyer, any of its

Affiliates or, effective upon the Closing, any Company or any Subsidiary any deduction, amortization, exclusion from income or other allowance (a “Tax
Benefit”) which would not, but for such adjustment, be allowable, then any payment by Seller to Buyer shall be an amount equal to (x) the amount otherwise
due but for this subsection (c), minus (y) the present value of the Tax Benefit multiplied by the maximum federal, state or other as the case may be, corporate



Tax rate in effect at the time the relevant adjustment is made or, in the case of a credit, by 100 percent. The present value referred to in the preceding sentence
shall be determined using a discount rate equal to the mid-term applicable federal rate in effect at the time the relevant adjustment is made and assuming that
the Tax Benefit will be used at the earliest date or dates allowable by applicable law.

 
(d)           Any payment by Seller pursuant to this Section 8.06 shall be made not later than 30 days after receipt by Seller of written notice from

Buyer stating that any Loss has been paid by Buyer, any of its Affiliates or, effective upon the Closing, any Company or any Subsidiary and the amount
thereof and of the indemnity payment requested.

 
(e)           If any audit, claim, action, demand, litigation or proceeding (including any Tax audit) with respect of Taxes (a “Tax Claim”) in respect of

which indemnity may be sought pursuant to this Section 8.06 is commenced or asserted in writing against Buyer, any of its Affiliates or, effective upon the
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Closing, any Company or any Subsidiary, Buyer shall notify Seller of such Tax Claim promptly, and shall give Seller such information with respect thereto as
Seller may reasonably request. Seller may discharge, at any time, its indemnification obligation under this Section 8.06 by paying to Buyer the amount
payable pursuant to this Section 8.06, calculated on the date of such payment. Whether or not any party hereto chooses to defend or prosecute any Tax Claim
pursuant to this Section 8.06(e), all of the parties hereto shall cooperate in the defense or prosecution thereof. With respect to any Tax Claim relating to a Pre-
Closing Tax Period, Seller may, at its own expense, participate in and, upon notice to Buyer, assume the defense of such Tax Claim; provided, however, Seller
shall not, without Buyer’s consent (which shall not be unreasonably withheld, delayed or conditioned), agree to any settlement with respect to any Tax Claim
if such settlement could adversely affect the Tax liability of Buyer, any of its Affiliates or, upon the Closing, the Company or any Subsidiary. If Seller assumes
such defense, Seller shall have the sole discretion as to the conduct of such defense and Buyer shall have the right (but not the duty) to participate in the
defense thereof and to employ counsel, at its own expense, separate from the counsel employed by Seller. With respect to any Tax Claim relating to a tax
period beginning prior to the Closing Date and ending after the Closing Date, Seller may, at its own expense, participate in and, upon notice to Buyer, assume
joint control with the Buyer of the defense of such Tax Claim.

 
(f)            Seller shall not be liable under this Section 8.06 for (i) any Tax the payment of which was made without Seller’s prior written consent,

which consent shall not be unreasonably withheld, or delayed or conditioned, or (ii) any settlements effected without the consent of Seller, which consent
shall not be unreasonably withheld, or delayed or conditioned, or resulting from any claim, suit, action, litigation or proceeding with respect to which Seller
was not notified pursuant to Section 8.06(e).

 
Section 8.07. Purchase Price Adjustment and Interest. Any amount paid by Seller or Buyer under Article 8 or Article 11 will be treated as an

adjustment to the Purchase Price.
 
Section 8.08. Exclusivity; Survival. The provisions of this Article 8 shall be the exclusive provisions of this Agreement with respect to

indemnification involving Taxes and none of the provisions of Article 11 shall apply to a claim for indemnification involving Taxes. Notwithstanding
anything in this Agreement to the contrary, the covenants and agreements contained in Article 8 shall survive for the full period of all statutes of limitations
(giving effect to any waiver, mitigation or extension thereof).
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ARTICLE 9

EMPLOYEE BENEFITS
 

Section 9.01. Transfer of Certain Employees. (a) All Company Employees will become employees of Buyer or one of its Affiliates as of the Closing
Date, as a result of the transactions contemplated hereby or pursuant to an offer of employment by Buyer, as applicable.

 
(b)           Schedule 9.01(b) sets forth the list of employees who shall be transferred in or out of the Companies and the Subsidiaries prior to the

Closing Date (the “Designated Employees”). The list set forth in Schedule 9.01(b) may be modified upon the mutual agreement of Buyer and Seller between
the date hereof and the Closing Date.

 
(c)           Seller agrees to use commercially reasonable efforts to give effect to the recruitment and hiring efforts listed in Schedule 5.01, consistent

with the current budget for such efforts.
 

Section 9.02. Application Of TUPE And Related Matters. (a) It is the parties intention that the TUPE Transferring Employees will be assigned to the
Business and become employees of Charles Rivers Laboratories Clinical Services International Limited on or before Closing, and Seller undertakes to use its
reasonable efforts to effect such assignment and employment; provided that reasonable efforts shall not require Seller to make payments to such employees to
effect the transfer. In the event that such employment is not effected, the parties acknowledge and agree that the sale of the Business will constitute a transfer
for the purposes of TUPE and accordingly any of the contracts of employment of the TUPE Transferring Employees shall be transferred to the Buyer pursuant
to TUPE with effect from the Closing Date which shall be the time of transfer under TUPE.

 
(b)           From the date hereof until the Closing Date, Seller shall cause each of the TUPE Employers to use its reasonable efforts to keep available

the services of the TUPE Transferring Employees. Specifically, Seller shall cause each of the TUPE Employers to refrain from, without Buyer’s consent
which consent shall not be unreasonably withheld, (i) making any material changes to the terms of employment of the TUPE Transferring Employees, other
than in ordinary course or as set forth in Section 9.02(a) or (ii) terminating, transferring or redeploying any of the TUPE Transferring Employees, other than
for cause or for reasonable business purposes or as set forth in Section 9.02(a).

 
(c)           Seller shall indemnify Buyer, on the terms set forth in Article 11, for any action, proceeding, costs, claim, expenses, demands and liabilities

becoming payable or arising with respect to any of the following:
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(i)    the breach of its obligations under this Section 9.02 or its representation in Section 3.22,
 
(ii)   any claim by or on behalf of a TUPE Transferring Employee arising from his or her employment or termination of employment

prior to the Closing Date, and
 
(iii)  the employment or termination of employment of any employee other than a TUPE Transferring Employee whose employment is

transferred to Buyer pursuant to TUPE.
 

(d)           Buyer shall assume responsibility for the performance of all employment-related obligations, including obligations under TUPE, with
respect to the TUPE Transferring Employees with effect from the Closing Date. Buyer shall indemnify Seller, on the terms set forth in Article 11, with respect
to any and all actions, proceedings, costs, claims, expenses, demands and liabilities becoming payable or arising with respect to (i) the employment and
termination of employment of any TUPE Transferring Employee following the Closing Date and (ii) any breach by Buyer of its obligations under TUPE,
following the Closing Date or arising out of Buyer’s failure to comply with its obligations under Regulation 13(4) of TUPE.

 
Section 9.03. Comparability of Benefits. (a) For a period of at least one year following the Closing Date or as otherwise required by Applicable Law

or contract, Buyer shall, or shall cause the applicable Company to, provide Company Employees:
 

(i)    salary or wage and benefits (specifically excluding bonuses and other incentive compensation) that are substantially comparable in
the aggregate to those they received immediately prior to the Closing Date; and

 
(ii)   severance benefits to Company Employees no less favorable than those provided by Seller, any of its Affiliates, any Company or

any Subsidiary, as applicable to any such Company Employee, immediately prior to the Closing Date.
 

(b)           Buyer shall provide bonus opportunities to Company Employees for the year ending December 31, 2006 that are comparable to the bonus
opportunities provided to such Company Employees immediately prior to the Closing Date.

 
Section 9.04. Service. Each Company Employee will receive service credit for all periods of employment with Seller, any of its Affiliates, any

Company or any Subsidiary or any predecessor thereof prior to the Closing for purposes of vesting, eligibility and benefit levels with respect to vacation, paid
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time-off and severance (including accrual of benefits) with respect to any employee benefits which such Company Employee receives after the Closing, to the
extent that such service was recognized for purposes of any analogous employee benefits offered by Seller, any of its Affiliates, any Company or any
Subsidiary in effect immediately prior to the Closing; provided that no such service credit shall be given if it would result in a duplication of benefits.

 
Section 9.05. Preexisting Conditions and Deductibles. Buyer shall cause all pre-existing condition exclusions under any medical and dental plans

made available to Company Employees to be waived in respect of such employees. Buyer will use its reasonable efforts to take into account expenses
incurred by Company Employees under Seller’s medical and dental plans during the year that includes the Closing Date for purposes of satisfying deductible
provisions of Buyer’s medical and dental plans, to the extent applicable, in which Company Employees participate for such year.

 
Section 9.06. US Defined Contribution Plan. (a) Effective as of the Closing Date, Seller shall cause the active participation of US Company

Employees in the defined contribution plan in which such employees participate (the “Seller’s 401(k) Plan”) to cease as of the Closing Date.
 
(b)           On the Closing Date or as soon as practicable after the Closing Date, Seller shall (A) cause the trustee of Seller’s 401(k) Plan to segregate

the assets of the plan representing the full account balances of US Company Employees as of the Closing Date, (B) make any and all filings and submissions
to the appropriate governmental agencies arising in connection with such segregation of assets and (C) make all necessary amendments to Seller’s 401(k)
Plan and related trust agreement to provide for such segregation of assets and the transfer of assets as described below. The manner in which the account
balances of US Company Employees under the Seller’s 401(k) Plan are invested shall not be affected by such segregation of assets.

 
(c)           As soon as practicable after the Closing Date, Buyer shall establish or designate an individual account plan for the benefit of US Company

Employees (the “Buyer’s Plan”), shall take all necessary action, if any, to qualify such plan under the applicable provisions of the Code including without
limitation, Sections 401(a) and 401(k) of the Code, and shall make any and all filings and submissions to the appropriate governmental agencies required to
be made in connection with the transfer of assets described below. As soon as practicable following the delivery to Buyer of a favorable determination letter
from the Internal Revenue Service regarding the qualified status of the Buyer’s Plan, Seller shall cause the trustee of Seller’s 401(k) Plan to transfer in the
form of cash (or such other form as may be agreed between Buyer and Seller) the aggregate fair market value (as of the transfer date) of the account balances
of US Company Employees under the Seller’s 401(k) Plan as appropriate (the “Transferred Accounts”), to the appropriate trustee as designated by Buyer
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under the trust agreement forming a part of the Buyer’s Plan. Moreover, with respect to such Transferred Accounts, where appropriate, Buyer shall cause its
plan to preserve all optional forms of benefit protected under Section 411(d)(6) of the Code and all benefits, rights and features to the extent required by
Treasury Regulation 1.401(a)(4)-4(d)(1).

 
(d)           In consideration for the transfer of assets described herein, the Buyer’s Plan shall, effective as of the transfer date, assume and be solely

liable for all of the payment obligations of the Seller’s 401(k) Plan related to the Transferred Accounts, subject to Seller’s compliance with paragraph (c) of
this Section 9.06. Neither Buyer nor any of its Affiliates shall assume any other obligations or liabilities arising under or attributable to the Seller’s 401(k)
Plan.

 
Section 9.07. UK Retirement Plans. (a) Buyer shall comply with the requirements of the Pensions Act 2004 and the Transfer of Employment

(Pension Protection) Regulations 2005 in relation to the provision of retirement benefits for UK Company Employees on and after the Closing Date.



 
(b)           With respect to each defined contribution plan and defined benefit plan in which certain UK Company Employees participate (the “UK

Pension Plans”), as soon as practicable after the Closing Date, and in any event within 3 months from the Closing Date, subject to the election of the relevant
UK Company Employee, either,

 
(i)        transfer values will be calculated in respect of the applicable UK Company Employee in accordance with the current rules of the

applicable UK Pension Plan and transferred in accordance with such rules into an alternative retirement benefits scheme or arrangement;
 
(ii)       Seller shall cause accrued benefits to be paid in respect of the applicable UK Company Employee and such employee will

become a deferred member of such UK Pension Plan; or
 
(iii)      in the case of UK Company Employees who have less than 2 years pensionable service in the applicable UK Pension Plan, Seller

shall cause such employee’s contributions will be refunded by Seller to such employee, after deduction of appropriate tax, as provided for in
accordance with the current rules of such defined contribution plan.

 
(c)       Seller will take all necessary steps to comply with the election of the UK Company Employees in so far its controls and directs the “UK

Pension Plans”. Seller will indemnify Buyer for all claims, costs, expenses, damages and liabilities arising or becoming payable in respect of the UK Pension
Plans in respect of the UK Company Employees with respect to their accrued benefits up to the Closing Date and underfunding associated with the UK
Pension Plans
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consistent with the terms of Article 11, other than Section 11.01 and clause (ii) of Section 11.02(a).

 
(d)           Buyer undertakes to Seller that Buyer shall establish, at its election a defined contribution scheme or arrangement for the benefit of UK

Company Employees, or shall admit such employees into preexisting plans of Buyer, so that each UK Company Employee can participate in a defined
contribution plan.

 
Section 9.08. FUTA; FICA. Subject to Buyer determining in good faith that it is legally permitted to do so, Seller and Buyer shall treat Buyer as a

“successor employer” and each Seller as a “predecessor” within the meaning of Sections 3121(a)(1) and 3306(b)(1) of the Code with respect to US Company
Employees for purposes of Taxes imposed under the United States Federal Unemployment Tax Act (“FUTA”) or the United States Federal Insurance
Contributions Act (“FICA”).

 
Section 9.09. Vacation. Buyer shall, or shall cause the applicable Company to, assume vacation and other paid time off liabilities accrued but unpaid

as of the Closing Date with respect to Company Employees, and shall, with respect to accrued vacation, honor the terms of Seller’s vacation policy with
respect to such accrued vacation. For the year ending December 31, 2006, Buyer shall honor the terms of Seller’s vacation policy for future accrual of
benefits. Buyer will permit Company Employees to carry over accrued vacation consistent with the terms of Buyer’s plans.

 
Section 9.10. Flexible Spending Reimbursement Accounts. Buyer shall, or shall cause its subsidiaries to, assume flexible spending reimbursement

account balances on behalf of US Company Employees (with any associated assets). As of the Closing, Buyer shall, or shall cause its subsidiaries to, establish
flexible spending reimbursement accounts for medical and dependent care expenses under a new or existing plan (“Buyer’s FSA”) for each US Company
Employee who, on or prior to the Closing Date, is a participant in a flexible spending reimbursement account for medical and dependent care expenses under
a US Plan (“Seller’s FSA”) and who elects to participate in Buyer’s FSA. Subject to Buyer being provided all information reasonably necessary to permit the
administrator of Buyer’s FSA to accommodate the inclusion of the Company Employees in Buyer’s FSA on the basis described herein, Buyer shall, or cause
each Company to, credit or debit, as applicable, effective as of the Closing Date, the applicable account of each US Company Employee under Buyer’s FSA
with an amount equal to the balance of each such Company Employee’s account under Seller’s FSA as of immediately prior to the Closing Date. As soon as
practicable after the Closing Date, each Seller shall pay to Buyer or the Company the net aggregate amount of the account balances credited under Seller’s
FSA, if such amount is positive, and Buyer shall pay to any such Seller the net aggregate amount of the account balances credited under Buyer’s FSA, if such
amount is negative.
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Section 9.11. Allocation Of Employment Related Liabilities. (a) Buyer agrees that all liabilities and obligations that arise out of or relate to the

Company Employees to the extent attributable to the Company Employees’ employment after the Closing Date shall be the liability of the Buyer, and not the
Seller. Buyer shall be responsible for all workers’ compensation claims related to employment after the Closing Date by Company Employees under the terms
of the workers’ compensation program of Buyer and its Affiliates, and Seller shall be responsible for all workers’ compensation claims relating to
employment on or prior to the Closing Date by Company Employees that are payable under the terms of the workers’ compensation program of Seller and its
Affiliates. For purposes of the preceding sentence, a claim shall be deemed to be incurred on the date the event giving rise to the claim occurs, provided that
in the case of a claim where the event giving rise to the claim occurs over a period both prior to and following the Closing, the claim shall be allocated in
accordance with applicable law; provided, however, that to the extent that applicable law does not specify a methodology to allocate any such claim, such
claim shall be the joint responsibility and liability of Seller and Buyer and shall be equitably apportioned between Seller and Buyer based upon the relevant
periods of time that such event transpired prior to and following the Closing.

 
(b)           Notwithstanding any other provision of this Agreement to the contrary, Buyer shall be solely responsible for paying any liabilities that arise

under (i) the Retention Letters referred to on Schedule 3.18(d) and (ii) the Stay Bonus Programs referred to on Schedule 5.01; provided, however, the
maximum amount of all obligations and liabilities for which Buyer is responsible under clauses (i) and (ii) above, including all related costs and expenses,
shall not exceed $2,300,000.

 
Section 9.12. Foreign Law Obligations. Buyer agrees that it will abide by any Applicable Law regarding the assumption of liabilities or the

maintenance or transfer of employee benefits as it pertains to any Company Employees who are not located in the US.
 



Section 9.13. Employees On Leave. Schedule 9.13 contains a list of each Company Employee who is on short-term disability leave, long-term
disability leave, authorized leave of absence or military service and has been on such leave for a period of less than two (2) years (“On Leave Employee”) as
of the date hereof. Seller shall update Schedule 9.13 five (5) Business Days prior to the Closing Date. Each On Leave Employee as of the Closing Date shall
remain eligible to participate in US Plans, UK Plans or International Plans, to the extent such On Leave Employee was so eligible prior to the Closing Date
and as permitted by Applicable Law and the terms of the plan, until such authorized leave terminates; provided, however, that Buyer shall reimburse Seller for
any costs it incurs in this regard after the Closing Date with respect to such On Leave Employee, as such Company Employees shall become employees of
Buyer or one of its Affiliates as of the Closing Date as provided in Section 9.01(a); provided,
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further, no On Leave Employee shall have the right to continue employment if such On Leave Employee fails to return from such leave of absence or military
service within two (2) years of the Closing Date except if otherwise required by Applicable Law.

 
ARTICLE 10

CONDITIONS TO CLOSING
 

Section 10.01. Conditions to Obligations of Buyer and Seller. The obligations of Buyer and Seller to consummate the Closing are subject to the
satisfaction of the following conditions:

 
(a)       Any applicable waiting period under the HSR Act or any non-United States Antitrust Law relating to the transactions

contemplated hereby shall have expired or been terminated.
 
(b)      No provision of any Applicable Law shall prohibit the consummation of the Closing.
 
(c)       The consents, waivers and notices with respect to the agreements set forth on Schedule 10.01(c) shall have been, in the case of

consents and waivers, obtained from, and in the case of notices, given to the counterparties to such agreements, in each case in form and substance
reasonably satisfactory to Buyer and Seller.

 
Section 10.02. Conditions to Obligation of Buyer. The obligation of Buyer to consummate the Closing is subject to the satisfaction of the following

further conditions:
 

(a)       (i) Seller shall have performed in all material respects all of its obligations hereunder required to be performed by it on or prior to
the Closing Date, (ii) the representations and warranties of Seller contained in this Agreement and in any certificate or other writing delivered by
Seller pursuant hereto (disregarding all materiality and Material Adverse Effect qualifications therein) shall be true at and as of the Closing Date, as
if made at and as of such date (except for any representation or warranty made as of a specific date, which representation and warranty shall be true
at and as of such specific date), with only such exceptions as would not in the aggregate reasonably be expected to have a Material Adverse Effect
and (iii) Buyer shall have received a certificate signed by an appropriate officer of Seller to the foregoing effect.

 
(b)      Buyer shall have received all documents it may reasonably request relating to the existence of Seller and the authority of Seller for

this Agreement, all in form and substance satisfactory to Buyer.
 

50

 
(c)       Buyer shall have received the resignations, effective as of the Closing, of each director of the Companies and the Subsidiaries who

will remain an employee of the Seller or its Affiliates after the Closing.
 
(d)      Immediately prior to the Closing, Seller shall have caused Charles River Laboratories Clinical Services International Ltd. to have

become a direct wholly owned subsidiary of CRL Clinical Services Inc.
 
(e)       The parties shall have entered into a mutually acceptable agreement providing that for a period of up to five years following the

Closing Date, Buyer will be the preferred outsource provider to Seller’s Edinburgh, Scotland operations of MDS and other data management
services, provided in each case that (A) such services will be provided only to the extent required based on the demands therefor by customers of
Seller in relation to specific customer projects, (B)  the provider of services, which shall be in the Edinburgh region, shall provide the requisite level
of service and expertise for the project in question in accordance with good industry practices, (C) the prices offered by the service provider for such
services are consistent with commercially reasonable rates, and (D) such agreement shall be terminable based on customary breaches and failure to
perform, provided such agreement shall provide for a reasonable cure period for such breaches and failure.

 
(f)       The financial statements described in Section 5.05(b) are reasonably likely in Buyer’s reasonable judgment to be delivered within

60 days following the Closing Date, based upon the information provided by the auditors preparing such financial statements as to the status thereof.
 

Section 10.03. Conditions to Obligation of Seller. The obligation of Seller to consummate the Closing is subject to the satisfaction of the following
further conditions:

 
(a)       (i) Buyer shall have performed in all material respects all of its obligations hereunder required to be performed by it at or prior to

the Closing Date, (ii) the representations and warranties of Buyer contained in this Agreement and in any certificate or other writing delivered by
Buyer pursuant hereto shall be true in all material respects at and as of the Closing Date, as if made at and as of such date (except for any
representation or warranty made as of a specific date, which representation and warranty shall be true at and as of such specific date) and (iii) Seller
shall have received a certificate signed by an appropriate officer of Buyer to the foregoing effect.

 
(b)      Seller shall have received all documents they may reasonably request relating to the existence of Buyer and the authority of
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Buyer for this Agreement, all in form and substance reasonably satisfactory to Seller.

 
ARTICLE 11

SURVIVAL; INDEMNIFICATION
 

Section 11.01. Survival. The representations and warranties of the parties hereto contained in this Agreement or in any certificate or other writing
delivered pursuant hereto or in connection herewith shall survive the Closing until the date that is eighteen months after the Closing Date; provided that (i) the
representations and warranties contained in Sections 3.02 (Corporate Authorization), 3.05 (Capitalization), 3.06 (Ownership of Shares), 3.17 (Finders Fees),
4.02 (Corporate Authorization) and 4.09 (Finders Fees) shall survive indefinitely or until the latest date permitted by law and (ii) the representations and
warranties set forth in Article 8 (Tax Matters) shall not survive the Closing. The covenants and agreements of the parties hereto contained in this Agreement
or in any certificate or other writing delivered pursuant hereto or in connection herewith shall survive the Closing indefinitely or for the shorter period
explicitly specified therein, except that for such covenants and agreements that survive for such shorter period, breaches thereof shall survive indefinitely or
until the latest date permitted by law. Notwithstanding the preceding sentences, any inaccuracy or breach of representation, warranty, covenant or agreement
in respect of which indemnity may be sought under this Agreement shall survive the time at which it would otherwise terminate pursuant to the preceding
sentences, if notice of the inaccuracy or breach thereof giving rise to such right of indemnity shall have been given to the party against whom such indemnity
may be sought prior to such time.

 
Section 11.02. Indemnification. (a) Effective at and after the Closing, Seller hereby indemnifies Buyer and its Affiliates against and agrees to hold

each of them harmless from any and all damage, loss and expense (including reasonable expenses of investigation and reasonable attorneys’ fees and
expenses in connection with any action, suit or proceeding whether involving a third party claim or a claim solely between the parties hereto) (“Damages”)
actually suffered by Buyer or any of its Affiliates arising out of any misrepresentation, inaccuracy or breach of warranty (except representations and
warranties contained in Article 8 of this Agreement) (each such misrepresentation and breach of warranty a “Warranty Breach”) or breach of covenant or
agreement made or to be performed by Seller pursuant to this Agreement (except covenants or agreements contained in Article 8 of this Agreement as to
which the provisions of Article 8 shall govern); provided that with respect to indemnification by Seller for Warranty Breaches pursuant to this Section
11.02(a), (i) Seller shall not be liable unless the aggregate amount of Damages with respect to such Warranty Breaches exceeds 1% of Purchase Price and then
only to the extent of such excess and (ii) Seller’s maximum liability for all such Warranty Breaches shall not exceed 20%
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of Purchase Price; and (iii) no individual Warranty Breach (considering separate Warranty Breaches arising out of the same facts as one individual Warranty
Breach for purposes of this clause (iii)) shall be deemed to have occurred if the actual Damages incurred as a result thereof are less than $50,000 and no such
Warranty Breach shall be taken into account for purposes of determining whether the threshold set forth in clause (i) above has been reached . Any such
maximum liability of Seller (as specified in clause (ii)  above) shall not apply to the Seller’s indemnification of Buyer in respect of Section 9.07 of this
Agreement.

 
(b)           Effective at and after the Closing, Buyer hereby indemnifies Seller and its Affiliates against and agrees to hold each of them harmless from

any and all Damages actually suffered by Seller or any of its Affiliates arising out of any Warranty Breach or breach of covenant or agreement made or to be
performed by Buyer pursuant to this Agreement; provided that with respect to indemnification by Buyer for Warranty Breaches pursuant to this Section
11.02(b), (i) Buyer shall not be liable unless the aggregate amount of Damages with respect to such Warranty Breaches exceeds 1% of Purchase Price and
then only to the extent of such excess and (ii) Buyer’s maximum liability for all such Warranty Breaches shall not exceed 20% of Purchase Price; and (iii) no
individual Warranty Breach shall be deemed to have occurred if the actual Damages incurred as a result thereof are less than $50,000 and no such Warranty
Breach shall be taken into account for purposes of determining whether the threshold set forth in clause (i) above has been reached..

 
Section 11.03. Procedures. (a) The party seeking indemnification under Section 11.02 (the “Indemnified Party”) agrees to give prompt notice to the

party against whom indemnity is sought (the “Indemnifying Party”) of the assertion of any claim, or the commencement of any suit, action or proceeding
(“Claim”) in respect of which indemnity may be sought under such Section and will provide the Indemnifying Party such information with respect thereto
that the Indemnifying Party may reasonably request. The failure to so notify the Indemnifying Party shall not relieve the Indemnifying Party of its obligations
hereunder, except to the extent such failure shall have materially prejudiced the Indemnifying Party.

 
(b)           The Indemnifying Party shall be entitled to participate in the defense of any Claim asserted by any third party (“Third Party Claim”) and,

subject to the limitations set forth in this Section, shall be entitled to control and appoint lead counsel for such defense, in each case at its expense.
 

(c)           If the Indemnifying Party shall assume the control of the defense of any Third Party Claim in accordance with the provisions of this
Section 11.03,  (i) the Indemnifying Party shall obtain the prior written consent of the Indemnified Party (which shall not be unreasonably withheld) before
entering into any settlement of such Third Party Claim, if the settlement does not release the Indemnified Party from all liabilities and obligations with respect
to such Third Party Claim or the settlement imposes injunctive or other equitable relief against the Indemnified Party and (ii) the Indemnified Party shall be
entitled to participate in the defense of such Third
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Party Claim and to employ separate counsel of its choice for such purpose. The fees and expenses of such separate counsel shall be paid by the Indemnified
Party.

 
(d)           Each party shall cooperate, and cause their respective Affiliates to cooperate, in the defense or prosecution of any Third Party Claim and

shall furnish or cause to be furnished such records, information and testimony, and attend such conferences, discovery proceedings, hearings, trials or appeals,
as may be reasonably requested in connection therewith.

 
(e)           Each Indemnified Party shall mitigate in accordance with Applicable Law any loss for which such Indemnified Party seeks indemnification

under this Agreement. If such Indemnified Party mitigates its loss after the Indemnifying Party has paid the Indemnified Party under any indemnification



provision of this Agreement in respect of that loss, the Indemnified Party must notify the Indemnifying Party and pay to the Indemnifying Party the extent of
the value of the benefit to the Indemnified Party of that mitigation (less the Indemnified Party’s reasonable costs of mitigation) within two Business Days
after the benefit is received.

 
(f)            Each Indemnified Party shall use reasonable efforts to collect any amounts available under insurance coverage, or from any other Person

alleged to be responsible, for any Damages payable under Section 11.02.
 

Section 11.04. Calculation of Damages. (a) The amount of any Damages payable under Section 11.02 by the Indemnifying Party shall be net of any
(i) amounts recovered or recoverable by the Indemnified Party under applicable insurance policies or from any other Person alleged to be responsible therefor,
and (ii) Tax benefit realized by the Indemnified Party arising from the incurrence or payment of any such Damages. In computing the amount of any such Tax
benefit, the Indemnified Party shall be deemed to fully utilize, at the highest marginal tax rate then in effect, all Tax items arising from the incurrence or
payment of any indemnified Damages. If the Indemnified Party receives any amounts under applicable insurance policies, or from any other Person alleged to
be responsible for any Damages, subsequent to an indemnification payment by the Indemnifying Party, then such Indemnified Party shall promptly reimburse
the Indemnifying Party for any payment made or expense incurred by such Indemnifying Party in connection with providing such indemnification payment
up to the amount received by the Indemnified Party, net of any expenses incurred by such Indemnified Party in collecting such amount.

 
(b)           The Indemnifying Party shall not be liable under Section 11.02 for any (i) Damages relating to any matter to the extent that (A) there is

reflected in the Closing Statement a liability or reserve relating to such matter or (B) the
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Indemnified Party is otherwise compensated for such matter pursuant to the Purchase Price adjustment under Section 2.05, (ii) indirect, consequential, special
or punitive Damages or (iii) Damages for lost profits.

 
Section 11.05. Assignment of Claims. If the Indemnified Party receives any payment from an Indemnifying Party in respect of any Damages pursuant

to Section 11.02 and the Indemnified Party could have recovered all or a part of such Damages from a third party (a “Potential Contributor”) based on the
underlying Claim asserted against the Indemnifying Party, the Indemnified Party shall assign such of its rights to proceed against the Potential Contributor as
are necessary to permit the Indemnifying Party to recover from the Potential Contributor the amount of such payment.

 
Section 11.06. Exclusivity. Except as specifically set forth in this Agreement, effective as of the Closing Buyer waives any rights and claims Buyer

may have against Seller whether in law or in equity, relating to any Company or any Subsidiary or the Shares or the transactions contemplated hereby. The
rights and claims waived by Buyer include claims for contribution or other rights of recovery arising out of or relating to any Environmental Law (whether
now or hereinafter in effect), claims for breach of contract, breach of representation or warranty, negligent misrepresentation and all other claims for breach of
duty. After the Closing, Article 8 and Section 11.02 will provide the exclusive remedy for any misrepresentation, breach of warranty, covenant or other
agreement (other than those contained in Section 2.05) or other claim arising out of this Agreement or the transactions contemplated hereby; provided that this
Section shall not apply to claims of fraud.

 
ARTICLE 12

TERMINATION
 

Section 12.01. Grounds for Termination. This Agreement may be terminated at any time prior to the Closing:
 

(a)       by mutual written agreement of Seller and Buyer;
 
(b)      by either Seller or Buyer if the Closing shall not have been consummated on or before August 31, 2006; or
 
(c)       by either Seller or Buyer if consummation of the transactions contemplated hereby would violate any nonappealable final order,

decree or judgment of any Governmental Authority having competent jurisdiction.
 

The party desiring to terminate this Agreement pursuant to clauses 12.01(b) or 12.01(c) shall give notice of such termination to the other party.
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Section 12.02. Effect of Termination. If this Agreement is terminated as permitted by Section 12.01, such termination shall be without liability of

either party (or any stockholder, director, officer, employee, agent, consultant or representative of such party) to the other party to this Agreement; provided
that if such termination shall result from the willful (i) failure of either party to fulfill a condition to the performance of the obligations of the other party, (ii)
failure to perform a covenant of this Agreement or (iii) breach by either party hereto of any representation or warranty or agreement contained herein, such
party shall be fully liable for any and all Damages incurred or suffered by the other party as a result of such failure or breach. The provisions of Sections 6.01,
13.03, 13.05, 13.06 and 13.07 shall survive any termination hereof pursuant to Section 12.01.

 
ARTICLE 13

MISCELLANEOUS
 

Section 13.01. Notices. All notices, requests and other communications to any party hereunder shall be in writing (including facsimile transmission)
and shall be given,

 
if to Buyer, to:
 

Kendle International Inc.
700 Carew Tower
441 Vine Street
Cincinnati, Ohio  45202-2816



Attention:                                         Anthony L. Forcellini
Vice President, Strategic Development & Treasurer

Facsimile No.:  (513) 763-7762
 

with a copy to:
 

Keating Muething & Klekamp PLL
One East Fourth Street
Suite 1400
Cincinnati, Ohio  45202
Attention:                                         Edward E. Steiner, Esq.
Facsimile No.:  (513) 579-6578
 

if to Seller, to:
 

Charles River Laboratories International, Inc.
251 Ballardvale Street
Wilmington, MA  01887
Attention: Jody Acford, General Counsel
Facsimile No.: (978) 988-5665
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with a copy to:
 

Davis Polk & Wardwell
450 Lexington Avenue
New York, New York  10017
Attention: Paul R. Kingsley
Facsimile No.: (212) 450-3800
 

or such other address or facsimile number as such party may hereafter specify for the purpose by notice to the other parties hereto. All such notices, requests
and other communications shall be deemed received on the date of receipt by the recipient thereof if received prior to 5 p.m. in the place of receipt and such
day is a Business Day in the place of receipt. Otherwise, any such notice, request or communication shall be deemed not to have been received until the next
succeeding Business Day in the place of receipt.
 

Section 13.02. Amendments and Waivers. (a) Any provision of this Agreement may be amended or waived if, but only if, such amendment or waiver
is in writing and is signed, in the case of an amendment, by each party to this Agreement, or in the case of a waiver, by the party against whom the waiver is
to be effective.

 
(b)           No failure or delay by any party in exercising any right, power or privilege hereunder shall operate as a waiver thereof nor shall any single

or partial exercise thereof preclude any other or further exercise thereof or the exercise of any other right, power or privilege. The rights and remedies herein
provided shall be cumulative and not exclusive of any rights or remedies provided by law.

 
Section 13.03. Expenses. Except as otherwise expressly provided herein, all costs and expenses incurred in connection with this Agreement shall be

paid by the party incurring such cost or expense.
 
Section 13.04. Successors and Assigns. The provisions of this Agreement shall be binding upon and inure to the benefit of the parties hereto and their

respective successors and assigns; provided that no party may assign, delegate or otherwise transfer any of its rights or obligations under this Agreement
without the consent of each other party hereto; provided, however, that notwithstanding the foregoing, Buyer and Company may pledge or assign this
Agreement and the benefits hereunder to the lenders in connection with the Financings.

 
Section 13.05. Governing Law. This Agreement shall be governed by and construed in accordance with the law of the State of Delaware, without

regard to the conflicts of law rules of such state.
 
Section 13.06. Jurisdiction. The parties hereto agree that any suit, action or proceeding seeking to enforce any provision of, or based on any matter

arising
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out of or in connection with, this Agreement or the transactions contemplated hereby shall be brought in the United States District Court for the District of
Delaware or any Delaware State court, so long as one of such courts shall have subject matter jurisdiction over such suit, action or proceeding, and that any
cause of action arising out of this Agreement shall be deemed to have arisen from a transaction of business in the State of Delaware, and each of the parties
hereby irrevocably consents to the jurisdiction of such courts (and of the appropriate appellate courts therefrom) in any such suit, action or proceeding and
irrevocably waives, to the fullest extent permitted by law, any objection that it may now or hereafter have to the laying of the venue of any such suit, action or
proceeding in any such court or that any such suit, action or proceeding brought in any such court has been brought in an inconvenient forum. Process in any
such suit, action or proceeding may be served on any party anywhere in the world, whether within or without the jurisdiction of any such court. Without
limiting the foregoing, each party agrees that service of process on such party as provided in Section 13.01 shall be deemed effective service of process on
such party.

 
Section 13.07. WAIVER OF JURY TRIAL. EACH OF THE PARTIES HERETO HEREBY IRREVOCABLY WAIVES ANY AND ALL RIGHT TO

TRIAL BY JURY IN ANY LEGAL PROCEEDING ARISING OUT OF OR RELATED TO THIS AGREEMENT OR THE TRANSACTIONS



CONTEMPLATED HEREBY.
 
Section 13.08. Counterparts; Effectiveness; Third Party Beneficiaries. This Agreement may be signed in any number of counterparts, each of which

shall be an original, with the same effect as if the signatures thereto and hereto were upon the same instrument. This Agreement shall become effective when
each party hereto shall have received a counterpart hereof signed by the other party hereto. Until and unless each party has received a counterpart hereof
signed by the other party hereto, this Agreement shall have no effect and no party shall have any right or obligation hereunder (whether by virtue of any other
oral or written agreement or other communication). No provision of this Agreement is intended to confer any rights, benefits, remedies, obligations, or
liabilities hereunder upon any Person other than the parties hereto and their respective successors and assigns.

 
Section 13.09. Entire Agreement. This Agreement and the other Transaction Documents constitute the entire agreement between the parties with

respect to the subject matter of hereof and thereof and supersede all prior agreements and understandings, both oral and written, between the parties with
respect to the subject matter hereof and thereof.

 
Section 13.10. Severability. If any term, provision, covenant or restriction of this Agreement is held by a court of competent jurisdiction or other

Governmental Authority to be invalid, void or unenforceable, the remainder of the terms, provisions, covenants and restrictions of this Agreement shall
remain in
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full force and effect and shall in no way be affected, impaired or invalidated so long as the economic or legal substance of the transactions contemplated
hereby is not affected in any manner materially adverse to any party. Upon such a determination, the parties shall negotiate in good faith to modify this
Agreement so as to effect the original intent of the parties as closely as possible in an acceptable manner in order that the transactions contemplated hereby be
consummated as originally contemplated to the fullest extent possible.

 
Section 13.11. Disclosure Schedules. Seller has set forth information on the Disclosure Schedule in a section thereof that corresponds to the section

of this Agreement to which it relates. A matter set forth in one section of a Schedule need not be set forth in any other section so long as its relevance to such
other section of the Schedule or section of the Agreement is reasonably apparent on the face of the information disclosed therein to the Person to which such
disclosure is being made. The parties acknowledge and agree that (a) the Schedules to this Agreement may include certain items and information solely for
informational purposes for the convenience of Buyer and (b) the disclosure by any Seller of any matter in the Schedules shall not be deemed to constitute an
acknowledgment by such Seller that the matter is required to be disclosed by the terms of this Agreement or that the matter is material.
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly executed by their respective authorized officers as of the day

and year first above written.
 
 

 

KENDLE INTERNATIONAL INC.
  
  
 

By:   /s/ Karl Brenkert III
 

 

Name: Karl Brenkert III
  

Title: Senior Vice President -
Chief Financial Officer and
Secretary

 
 
 

CHARLES RIVER LABORATORIES
INTERNATIONAL, INC.

  
  
 

By:   /s/ James C. Foster
 

 

Name: James C. Foster
  

Title: Chairman, President and
Chief Executive Officer

 



Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

AND RULE 13a-14(a)/15d-14(a) OF THE EXCHANGE ACT OF 1934

I, James C. Foster, Chief Executive Officer of Charles River Laboratories International, Inc. (the Company) certify that:

1.                I have reviewed this quarterly report on Form 10-Q of the Company;

2.                Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this quarterly report;

3.                Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;

4.                The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a.                  designed such disclosure controls and procedures, or caused such disclosure controls and procedures be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this quarterly report is being prepared;

b.                 designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, 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;

c.                  evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures as of the end of the period covered by this report based on such evaluation; and

d.                 disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

5.                The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a.                  all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b.                 any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Dated: May 10, 2006 /s/ JAMES C. FOSTER
 James C. Foster

Chairman, Chief Executive Officer and President
Charles River Laboratories International, Inc.

 



Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

AND RULE 13a-14(a)/15d-14(a) OF THE EXCHANGE ACT OF 1934

I, Thomas F. Ackerman, Corporate Executive Vice President and Chief Financial Officer of Charles River Laboratories International, Inc. (the Company)
certify that:

1.                I have reviewed this quarterly report on Form 10-Q of the Company;

2.                Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this quarterly report;

3.                Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;

4.                The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a.                  designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this quarterly report is being prepared;

b.                 designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, 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;

c.                  evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures as of the end of the period covered by this report based on such evaluation; and

d.                 disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

5.                The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s auditors and the audit
committee of registrant’s board of directors (or persons performing the equivalent functions):

a.                  all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b.                 any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Dated: May 10, 2006 /s/ THOMAS F. ACKERMAN
 

Thomas F. Ackerman
Corporate Executive Vice President and Chief Financial Officer
Charles River Laboratories International, Inc.

 



Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report on Form 10-Q for the period ended April 1, 2006 of Charles River Laboratories International, Inc. (the
“Company”) as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned, James C. Foster, the Chairman, Chief
Executive Officer and President, and Thomas F. Ackerman, Corporate Executive Vice President and Chief Financial Officer, each hereby certifies, to the best
of his knowledge and pursuant to 18 U.S.C. Section 1350, that:

(1)         the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)         the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated:   May 10, 2006 /s/ JAMES C. FOSTER
 

James C. Foster
Chairman, Chief Executive Officer & President
Charles River Laboratories International, Inc.

 

Dated:   May 10, 2006 /s/ THOMAS F. ACKERMAN
 

Thomas F. Ackerman
Corporate Executive Vice President & Chief Financial Officer
Charles River Laboratories International, Inc.

 


