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TO OUR SHAREHOLDERS

In 2010, we continued to take decisive action to address the persistent challenges and accelerating change in the 

biopharmaceutical market. Our initiatives focused on properly aligning our infrastructure with current demand, 

aggressively managing operating costs, and commencing a stock repurchase program. These were all aimed at 

increasing value for shareholders despite an environment characterized by uneven economic recovery, significant 

consolidation in the pharmaceutical and biotechnology industries, lack of available funding for biotechnology 

companies and uncertainty surrounding healthcare reform. 

Our actions included a net headcount reduction of approximately 6% of our workforce; further reductions in 

discretionary spending; closure of our preclinical facility in Massachusetts and a small, leased preclinical facility in 

Canada; and consolidation of our Discovery Services business in North Carolina. We also elected to pursue strategic 

alternatives for our U.S. Phase I clinic and our preclinical facility in China. In total, these actions are expected to result 

in cost savings of approximately $75 million in 2011.

While negative market factors moderated during the year and demand stabilized, conditions did not improve 

significantly. Our large pharmaceutical clients continued to focus on cost containment initiatives, which led to 

continued pressure on prices, and on clinical development of drugs nearest to market at the expense of therapies 

in preclinical development. As a result, we reported sales from continuing operations of $1.13 billion in 2010, 

compared to $1.17 billion in the previous year, and non-GAAP earnings per diluted share from continuing operations 

of $1.99, compared to $2.35 in 2009. Our diligent management of capital spending resulted in free cash flow of $155 

million (excluding a $30 million acquisition termination fee), higher than the $136 million generated in 2009, and 

importantly, we maintained our strong financial profile, ensuring our continued ability to support our clients with the 

same standards of quality and service that are the hallmarks of Charles River.

Certain positive trends in 2010 contributed to higher sales for the Research Models and Services (RMS) business. We 

know that our large pharmaceutical clients continued to invest in discovery of new drugs, because demand for certain 

rodent strains used primarily in discovery was relatively robust. In addition, our clients utilized research model services 
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such as Genetically Engineered Model Services and Discovery Services, which are used to support the application of 

models in research. However, many new drugs did not progress to preclinical development, resulting in lower sales for 

the Preclinical Services (PCS) business.

Looking ahead, we believe our clients will ultimately move new drug candidates into preclinical development, and also 

that they will choose to outsource many of the required services to contract research organizations (CROs) like Charles 

River. To ensure that we can capitalize on improving demand as it occurs, we are intensifying our focus on four key 

initiatives which we believe will position us well for these opportunities, and in the process, drive increased shareholder 

value. The four initiatives are: operating margin expansion, improved free cash flow generation, disciplined investment 

in existing businesses with the greatest potential for growth, and returning value to shareholders. Our goal is to improve 

the consolidated non-GAAP operating margin to 20% within three to five years by continuing to manage costs while 

benefiting from a recovery in PCS demand. The actions we took in 2009 and 2010 will be reinforced by our focus on 

continued aggressive cost controls, management of capacity utilization, emphasis on our Lean Six Sigma program, 

maximizing the benefit of our Enterprise Resource Planning (ERP) system, and maintaining our corporate overhead at a 

rate of approximately 6% of sales.

A higher operating margin and reduced capital expansion requirements lead to increased free cash flow. With excess 

capacity in the CRO and pharmaceutical industries, we do not anticipate any requirement to build additional capacity for 

several years. We have reduced our infrastructure to align it with current demand, but have sufficient capacity remaining 

to accommodate increased demand when it occurs. And as demand improves, driving sales and operating income, free 

cash flow will benefit.

The third initiative focuses on disciplined deployment of capital, targeting only those areas of our existing business with 

the most attractive potential returns. Although currently constrained in some of our business units, we believe there are 

* In accordance with Regulation G, reconciliations between GAAP and non-GAAP amounts can be found on page iv.
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a number of growth opportunities, particularly in Genetically Engineered Model Services (GEMS), Discovery Services 

(DS), Biopharmaceutical Services, and In Vitro products.

We are the largest provider of research model services, with a more extensive portfolio and larger footprint than any of 

our competitors. These services, including GEMS and DS, are utilized not only by biopharmaceutical clients, but by 

academic and government clients as well. Currently, we believe that combined penetration of this market is relatively 

low, and that as the pharmaceutical industry continues to reduce its infrastructure, it will increasingly choose to utilize 

CRO capacity. Furthermore, as large pharmaceutical companies invest more heavily in biotechnology companies and 

academia, which generally do not maintain in-house expertise, that will drive greater utilization of our services.

One of our more significant opportunities lies in our In Vitro business, and the Endosafe®-PTS™, or Portable Test 

System. In Vitro has been a growth engine over the last few years, and we expect it will continue to grow at a rate 

of 10% or better, through sales of the hand-held PTS unit, and increasingly through adoption of the multi-cartridge 

system, or MCS. The MCS enables us to penetrate our clients’ high-volume central testing laboratories, which in turn 

drives cartridge use.  We are also planning to accelerate the conversion from traditional testing to the premium-priced 

cartridge technology through the introduction of a fully automated MCS in late 2011. We will continue to invest in the 

PTS franchise, which we expect to continue to be a driver of sales and margin growth.

We believe that our Biopharmaceutical Services (BPS) business is poised for expansion. BPS is focused on safety 

testing and manufacturing support of large molecules, which are expected to represent an increasing percentage of 

drugs in development. Biotechnology companies are the primary developers of large molecules, and with more funding 

from large pharmaceutical companies, we expect to see more business from biotechnology companies, who are net 

outsourcers.

Historically, we have devoted a significant portion of our sales efforts to our large pharmaceutical clients, since they 

represented a greater proportion of research and development spending.  In the current environment, where these 

clients are more focused on clinical development, we have realigned our sales focus to dedicate additional resources 

to the academic and mid-tier biotechnology sectors, both of which are benefiting from increased investment by large 

pharmaceutical companies. Because mid-tier and academic clients do not maintain large infrastructures, they are 

relying on CRO partners such as Charles River to provide early-stage development services. We have established 

relationships with many clients in these sectors, and are strengthening those associations as well as expanding the 

number of clients with whom we do business.

Our fourth initiative is returning value to shareholders. Given persistently challenging market conditions and our cash 

position, during 2010 our Board determined that it was appropriate to deploy our resources toward short-term strategies 

to create value for shareholders. On July 29, 2010, our Board of Directors authorized a $500 million stock repurchase 

authorization, which was subsequently increased to $750 million on October 20, 2010.



charles river     iiicharles river     iii

Through open market purchases and a $300 million accelerated stock repurchase (ASR) program, we repurchased 

approximately 10.6 million shares through February 11, 2011, the date on which the first ASR was completed. On 

February 24, 2011, we announced a second $150 million ASR, through which we received approximately 3.8 million 

shares, and expect additional shares when the ASR is completed by the end of May. We intend to continue to allocate 

a portion of our free cash flow to stock repurchases under the $750 million authorization, which will drive shareholder 

value. This initiative was made possible in part because the capital was redeployed following the termination of the 

WuXi PharmaTech acquisition. 

To enhance our focus on creating shareholder value, in January 2011, two new directors joined our Board: Robert J. 

Bertolini and Richard F. Wallman. These experienced directors bring highly valuable industry knowledge and expertise 

in managing costs, driving operating efficiencies and strategically allocating capital that will greatly assist us in 

accomplishing our goals. We were very pleased to welcome these new directors, whose financial management and 

biopharmaceutical industry experience complements the combined skills of our current directors, and who share our 

commitment to advancing our four key initiatives.

We would also like to acknowledge our two departing directors: Dr. Nancy T. Chang and Douglas E. Rogers. Both have 

been instrumental in helping to establish Charles River as a global market leader in early-stage drug development, and 

we thank them for their significant contributions to Charles River.

Although demand has been dramatically impacted by macro-economic and industry-specific conditions for the 

past two years, we believe our clients still want the value and efficiency offered by our unique portfolio.  As our 

large pharmaceutical clients continue their pursuit of more productive drug development at a reduced cost, they are 

decreasing the universe of suppliers they use in favor of a limited number of larger, more strategic relationships. The 

choice of those partners is driven by who can deliver the best products and services and the most value. This is where 

we distinguish ourselves from the competition. The breadth of our integrated portfolio across the early-stage drug 

development continuum, our deep scientific expertise in in vivo biology, our global network of facilities and best-in-

class client service are the basis for both our clients’ reliance on us, as well as our expectation of improving operating 

performance in 2011 and beyond.

Such improvement would not be possible without the employees of Charles River, who are committed to our strategy, 

dedicated to our clients, and bring energy and enthusiasm to meeting the challenge of building our business.  

I particularly want to thank them, and as always, our shareholders for their support.

Sincerely,

James C. Foster 

Chairman, President and Chief Executive Officer
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(1)  Charles River management believes that supplementary non-GAAP financial measures provide useful information to allow investors to gain a meaningful understanding of our core operating results and future prospects, without the effect of one-time 
charges and other items which are outside our normal operations, consistent with the manner in which management measures and forecasts the Company’s performance.  The supplementary non-GAAP financial measures included are not meant to be 
considered superior to, or a substitute for results of operations prepared in accordance with GAAP.  The Company intends to continue to assess the potential value of reporting non-GAAP results consistent with applicable rules, regulations and guidance.

(2) Reported results in 2010 primarily include goodwill and asset impairments associated with the Company’s PCS business segment.  Additionally, these amounts were reduced by $4,297 to account for the portion of the asset impairment charge 
associated with the non-controlling interest in the company’s PCS facility in China.  Reported results in 2009 primarily include an asset impairment and costs associated with the Company’s planned disposition of its PCS facility in Arkansas, as well 
as additional miscellaneous expenses.  Reported results in 2008 primarily include a goodwill impairment related to the Company’s PCS business segment, as well as asset impairments and other charged related to the sale of the Company’s Vaccine 
business in Mexico and closure of the Company’s facility in Hungary; the disposition of and accelerated exit from the Company’s Worcester, MA facility; severance costs related to cost-saving actions and advisory fees incurred in connection with 
repatriation of accumulated foreign earnings.

(3)  Reported results in 2010, 2009 and 2008 include the impact of convertible debt accounting, which increased interest expense by $3,063, $11,892 and $11,102, respectively; capitalized interest by $10, $990 and $2,776, respectively; and 
depreciation expense by $53, $204 and $106, respectively.				  

CHARLES RIVER LABORATORIES INTERNATIONAL, INC.
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