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· Good morning and thanks for participating in our second quarter earnings conference call
· Joining me today is Steve Armstrong, our executive vice president and chief financial officer.
· At the conclusion of our formal remarks, Steve and I will be pleased to take your questions.
· Since Regulation FD prohibits us from providing investors with any earnings guidance unless we release that information simultaneously, we provided financial guidance for fiscal 2012 in our press release earlier this morning. 
· This guidance is subject to a number of risks and uncertainties that could cause Patterson’s actual results to vary from our forecasts.  
· These risks and uncertainties are discussed in detail in our Annual Report on Form 10-K and our other SEC filings, and we urge you to review this material.
· Turning to our second quarter results, consolidated sales of $856.9 million were virtually unchanged from the year-earlier period. 
· Net income of $49 million or $0.43 per diluted share included incremental expense of $0.03 per diluted share related to Patterson’s Employee Stock Ownership Plan, or ESOP. 
· Excluding this ESOP-related expense, second quarter earnings were $0.46 per diluted share, and as we have reported previously, the incremental ESOP expense will affect our fiscal 2012 earnings by an estimated $0.12 per share.
· We reported earnings of $53.4 million or $0.45 per diluted share in the second quarter of fiscal 2011. 
· As we indicated in this morning’s release, our second quarter sales and earnings were adversely affected by reduced sales of CEREC products and, to a lesser degree, by the soft equipment sales posted by our rehabilitation and veterinary businesses.
· This situation masks the good performance of the ongoing consumables businesses at our three units, which, we believe, indicates the fundamental stability of our markets and that patient traffic is continuing to increase at a modest rate.
· Now, for the next few minutes, I will provide some operational highlights of our three businesses.
· Sales of Patterson Dental, our largest business, declined 2% from last year’s second quarter to $550.6 million. 
· Sales of dental consumable supplies rose 2.4%, a 70 basis point improvement from our first quarter after adjusting for the extra week impact on that quarter.
· Demand for routine dental work appears to be continuing on a consistent basis, if not improving slightly.
· Sales of dental equipment and software increased 3.8% from the year-earlier level, after excluding CEREC® revenues. 
· Improved sales of basic dental equipment, software and digital radiography products were offset by the lower CEREC revenues. 
· Our CEREC results reflect a difficult year-over-year sales comparison related to the highly successful trade-up program that ran during last year’s second quarter.
· We are continuing to focus Patterson Dental’s marketing initiatives on boosting demand for capital equipment as we approach the seasonal peak for equipment purchasing decisions.
· These initiatives include our annual calendar year-end equipment and financing program and a new marketing program dedicated to CEREC products.
· Although economic headwinds will likely continue affecting our equipment business, we see attractive growth opportunities led by new-technology equipment, since improvements in dental office productivity will remain a pressing need for quite some time.
· Second quarter sales of Patterson Medical, our rehabilitation supply and equipment unit, rose 1% to $133.6 million.
· Sales of consumable supplies increased a very healthy 5%, but equipment sales, which constitute approximately 25% of Patterson Medical’s revenue stream, fell by 12.6%.
· We believe two factors are affecting this unit’s equipment business.
· First, we continue to believe that regulatory uncertainty related to the nation’s new health care legislation is adversely affecting Patterson Medical’s sales to domestic dealers. 
· And second, what I previously said about the impact of the economy on dental equipment sales is also at play in our rehabilitation business.
· Despite these short-term factors, we believe Patterson Medical is well positioned, domestically and internationally, as a long-term growth driver of our overall performance.
· Sales of the Webster Veterinary unit increased 7% from the year-earlier period to $172.7 million.
· The previously announced August 2011 acquisition of American Veterinary Supply Corporation, a full-service veterinary distributor located on Long Island that serves approximately 2,000 companion-pet veterinary practices and clinics, accounted for 2.5 percentage points of Webster’s sales growth for this period.
· This tuck-in acquisition was fully integrated into Webster’s operation by the end of the second quarter.
· Webster’s second quarter growth was driven primarily by a 7% increase in consumables sales, while sales of equipment and software were virtually unchanged from the year-earlier period.
· We plan to continue investing in Webster’s relatively new equipment and service business, since it further strengthens the unit’s full-service platform. 
· At the same time, Webster is investing in an expanding range of technology offerings aimed at strengthening the profitability of veterinary practices and forging stronger relationships between pet owners and their veterinarians.
· In a broader sense, we are continuing to make strategic investments in our business as exemplified by the opening of the new Patterson Technology Center facility during the second quarter.
· This new facility, which replaces an existing one, makes a strong statement to our current and future customers that we have established the infrastructure necessary to support them as they successfully convert their practices to the digital age.
· The Patterson Technology Center houses nearly 400 people dedicated to designing, testing, integrating, supporting and servicing industry-leading products, from digital radiography to CAD/CAM and software, for our dental, veterinary and rehabilitation customers.
· We believe the PTC’s capabilities are a significant differentiating factor between Patterson and our competition. 
· Finally, as reported in this morning’s release, we used internally-generated cash and bank lines to repurchase approximately 5.6 million shares during the second quarter under our 25 million-share, five-year buyback authorization that expires in 2016.  
· Approximately 15.5 million shares remain available for repurchase under this authorization.
· And, as we stated in this morning’s release, we revised our fiscal 2012 financial guidance to $1.90 to $1.97 per diluted share, which includes an estimated $0.12 per share impact from the ESOP expense. 
· In closing, I want to emphasize that Patterson’s businesses are well-positioned to capitalize upon their market opportunities.
· We are generating strong operating cash flows, providing us with ample resources for supporting our various growth initiatives.
· We are aggressively marketing our products and services.
· And, we are fully committed to delivering strong value to our shareholders.
· For these and other reasons, we are optimistic about Patterson’s long-term future.
· Thank you. Now, Steve Armstrong will review some financial highlights from our second quarter results.
	
R. Steven Armstrong
Chief Financial Officer	

· Thank you, Scott.
· I have just one additional point on our sales performance for the quarter.
· On a consolidated basis, currency exchange had a favorable 40 basis point impact on sales growth.
· Moving on to our consolidated gross margin, we saw an increase of 20 basis points from the prior year.
· This primarily was the result of mix, with the Dental and Medical segments having higher percentages of consumable sales in the period, which carry slightly higher margins than sales of equipment.
· Year-over-year, our operating expense ratio increased by 110 basis points, due to an incremental $6 million of ESOP expense as well as the transactional and integration expenses related to the acquisition of AVSC.
· Excluding the incremental ESOP expense and the impact of the AVSC acquisition, our operating expense ratio would have been flat for the quarter.
· In addition, we absorbed the start-up costs of the new Patterson Technology Center and the incremental expenses associated with the continued ramp-up of operating at the new South Bend distribution center. 
· By segment, our second quarter operating margins were 10.2% for Dental, 14.1% for Medical and 4.7% for Veterinary.
· On a comparable basis, the Dental segment margin would have been 11.3%, after giving effect to the incremental ESOP expense that has become part of the Company’s expense structure beginning in fiscal 2012.
· The Veterinary segment margin, which reflects the impact of the acquisition and integration expenses of AVSC, and would have been flat with the prior year absent those costs.
· Our balance sheet shows that inventory levels increased by approximately $11 million from the start of the fiscal year.
· The growth in inventories resulted from normal seasonal fluctuations, the ramp-up of Dental stock in the new South Bend DC, and the acquisition of AVSC during the quarter.  
· Our DSO stands at 45 days in the current period, consistent with the prior year, while inventory turns are 6.6 compared to 7.0 a year ago.
· The decline in turns reflects the relatively low level of CEREC inventory at the close of the prior year quarter following the successful trade-up program that Scott mentioned in his comments.
· We generated cash from operations of approximately $52 million in the second quarter, compared to $86 million in the year-earlier period.
· The year-over-year decrease is the result of our decision to fund the current year contribution to the ESOP by purchasing shares of the Company in the open market during the second quarter.
· We transferred $23 million to the ESOP, which then purchased 844,000 shares.
· Effectively, we converted the planned non-cash ESOP expense for the fiscal year to a cash expense, and the impact of that decision on operating cash flow occurred this period.
· The market conditions allowed us to fund the current year contribution for approximately $4 per share less than if we allocated shares from the tranche acquired in 2006.
· The economic benefit to the shareholder of this decision was approximately $3.5 million.
· The cash flow amount for the second quarter of last year that I provided adjusts for the impact of the gross-up of our customer financing operations that occurred in that quarter.
· You may recall that at this time last year we were amending our funding agreements to comply with a change in accounting standards.
· Until the funding agreements were amended, which occurred in the third quarter of last year, the cash that we did receive on the transfer of finance contracts was required to be reported as a financing activity and not an operating cash flow.
· Our CAPEX for the first half of the year includes the final payments on the new Patterson Technology Center, and we continue to estimate our CAPEX for the fiscal year to be approximately $30 million.
· With that, I’ll turn it back to the conference operator, who will poll you for your questions. 
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