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· Good morning and thanks for participating in our third quarter conference call. 

· Joining me today is Steve Armstrong, our executive vice president and chief financial officer.
·  Also with us is Scott Anderson, president of Patterson Dental Supply, and my successor to the CEO role at the end of the fiscal year.

· At the conclusion of our formal remarks, Steve, Scott 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 full-year 2010 in our press release earlier this morning. 
· Our 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 now to our third quarter results, Patterson performed generally in line with our expectations during this period.
· Consolidated sales rose 1% to $820.1 million.
· Third quarter earnings of $56 million, or $.47 per diluted share, were up 6% from $52.8 million, or $0.45 per diluted share, in the third quarter of 2009. 
· Over the past year, we have instituted a range of expense control measures in response to the economic downturn that have streamlined our cost structure and slowed our expense growth.
· These actions have benefited our third quarter earnings.
· Turning now to a brief review of our business unit performances, sales of Patterson Dental, our largest business, declined 2% to $572.1 million in the third quarter.

· Within Patterson Dental, sales of consumable dental supplies and printed office products rose 2% from last year’s third quarter.

· We are encouraged that internally-generated sales of consumables, excluding foreign currency adjustments and acquisitions, were up slightly, marking the first such consumables growth since the fall of 2008 when the economy started to deteriorate sharply.

· All in all, we feel that our consumable business has held up relatively well during the first nine months of 2010, when many patients have elected to defer high-end and cosmetic procedures for economy-related reasons.
· Sales of dental equipment and software declined 10% from the year-earlier level, which was consistent with our internal forecast for this period.

· We believe the purchasing decisions of dental practitioners for new equipment are continuing to be affected by the weak economy. 

· Sales of dental equipment also faced a difficult comparison with the third quarter of fiscal 2009, when we significantly outperformed the overall dental equipment market.
· As we have reported since then, the basic equipment market has been soft.
· Although sales of CEREC dental restorative systems were down modestly in the third quarter, sales were up on a sequential quarterly basis. 

· This was encouraging since new CEREC systems accounted for a substantial portion of our third quarter sales, as compared to the first half of the year when trade-ups to the new blue-cam, AC imaging unit represented the majority of the activity. 

· We believe the unequalled performance of CEREC has made it the most viable choice for dentists purchasing next-generation CAD/CAM equipment.

· Sales of Webster Veterinary increased 5% in the third quarter of 2010 to $151.8 million.
· Webster’s third quarter results reflect the fact that the winter months mark the seasonally softest period of the year for Webster due to reduced demand for flea, tick and heartworm medications.  

· Moreover, sales of veterinary equipment remained sluggish as many veterinary practices remain cautious about purchasing equipment. 

· The integration of Columbus Serum Company, a large value-added distributor serving the mid-Atlantic and Midwestern markets that was acquired in October 2008, should be largely complete by the end of our year.
· This will allow us to remove additional costs from the combined operation.
· The performance of Patterson Medical, our rehabilitation supply and equipment unit, also met our expectations in the third quarter.

· Sales rose 18% to $96.2 million, with the acquisitions of Mobilis Healthcare Group in April 2009 and Empi Therapy Solutions in June 2009 accounting for most of this increase.

· The integration of these businesses is proceeding on schedule, and we are pleased with their contributions to our third quarter performance.

· Patterson Medical continued to increase its share of the global rehabilitation market in the third quarter.

· We also believe that the overall rehabilitation market continued firming during this period. 

· All in all, we believe Patterson Medical’s prospects are encouraging.
· With only one more quarter left in 2010, we refined our full-year earnings guidance in this morning’s release to $1.74 to $1.78 per diluted share, from the previously reported $1.70 to $1.80.
· Looking farther down the road, we remain optimistic about Patterson’s future.
· Our three businesses are aggressively marketing their products. 
· We are generating substantial operating cash flows, providing us with ample resources for supporting our various growth initiatives. 
· And, now Scott Anderson will provide some perspective on the dental, veterinary and rehabilitation markets as we move into the next fiscal year. 
Scott Anderson, President
Patterson Dental Supply
· Thank-you, Jim.
· As I transition into my new responsibilities, I want to take a few minutes this morning to present my perspective on Patterson’s future, and our priorities for continuing to build on its success.
· My style will be different than Jim’s, that’s natural, but my core philosophies for leading and managing this business are very much in alignment with Jim and Pete Frechette, our chairman.
· We will continue to take care of our customers; create opportunities for our employees; and build on our strong history of profitable operations to create value for our shareholders.
· We are in three very strong markets today and in time, and with the right opportunity, we could enter additional specialty markets, but that is not a high priority in the near-term.
· Our strategy for serving our markets will remain the same, and is comprised of five key elements:
· A value-added, single-source of supply for goods and services;
· Building strong relationships with our customers through a knowledgeable, dedicated sales force;
· Bringing new, innovative products to the practitioner that allow them to treat more patients with improved outcomes;
· Investing in systems and services that provide solutions to the practitioner’s business needs; and
· Operating with a decentralized organizational structure, placing decision making close to the customer and providing local autonomy and accountability.
· We believe that the dentist, veterinarian or therapist entering their professions today, and in the future, will be embracing technology at an ever increasing pace.
· To serve them and our existing customers, we have committed to a new, 100,000 square-foot, state of the art technology center that will replace our current facility, allowing our over 300 staff to continue to provide industry leading products, services and support to customers and vendors.
· Turning now to some key priorities as I move into the leadership role of Patterson.
· We are in difficult economic times, and each of our business units is feeling the effect to some degree.
· But as the economy begins to recover, our first priority is to re-establish our historical industry leading operating performance.
· Over the past several years, we have made numerous strategic investments in the Company, both internally in people, systems and programs, and externally in acquisitions.
· In various ways, these investments have dampened our operating performance.
· We now need to sharpen our execution focus and deliver returns on these investments.
· Another priority will be creating better and more effective programs to train our people to meet the demands of our evolving customer needs.
· Our legacy is one of leadership and innovation in our markets, and we will continue to build on that history.
· This will include finding new products and services to bring to our customers, and building new systems that create competitive advantage for both our customers and our people.
· We are currently in our planning process to develop our operating strategies and programs for fiscal 2011, so we are not prepared to provide any specific guidance for the period, but it may be helpful to discuss briefly how we see our markets shaping up.
· In the dental arena, we saw signs of stabilization in our consumables business in the third quarter when we posted our first positive, internally-generated sales growth in five quarters.
· We see this trend continuing in fiscal 2011, although progress with our consumables business will likely be gradual as we continue to contend with high unemployment and soft consumer confidence.
· The market growth for consumables could be in the low single digits for the period.
· In the area of dental equipment, many dental practitioners postponed major office remodeling and expansion projects as a result of the weak economy.
· We believe that once dentists regain sufficient confidence in the economy, they will push forward with their plans and resume purchasing new equipment.
· If the overall economy sees modest growth in calendar 2010, we believe it is quite possible to see the dental equipment market grow mid-to-high single digits in our fiscal 2011.
· The companion-pet veterinary market is probably growing in the range of two to four percent, driven by steadily growing pet ownership and the fact that households tend to treat pets as integral parts of their family.
· We would see a continuation of this trend for fiscal 2011.
· A major focus for our veterinary unit for the next fiscal year will be building on their equipment and software business.
· The demands by the pet owner for more extensive services from the veterinarian will require capital investment by the practitioner to meet these demands.
· We see this as a terrific opportunity for this portion of our business.
· Patterson Medical’s experience with the recession has been somewhat mixed as well.
· Its consumable supply business has held up reasonably well, while equipment sales have been soft.
· Patterson Medical is strongly positioned to gain share from smaller competitors and continue making strategic acquisitions.
· Additional geographic expansion is planned, primarily through a green-field approach, a portion of which will be accomplished in a highly cost-effective manner by using space in our dental branches.
· Patterson Medical’s growth also will be driven by continued expansion of its sales force.
· We believe the rehabilitation and therapy market could see growth in the low single digits in our next fiscal year, and of course this is couched by whatever might come out of Washington in the way of healthcare legislation.
· Taken as a whole, we believe that all of our markets should gradually strengthen during the coming year, barring the possibility of further negative macro economic pressure.
· Let me conclude my comments by saying that it is an honor to be named as Jim Wiltz’s successor.
· Jim, having served in numerous management posts during his more than 40 years with Patterson, merits our sincere thanks for his many contributions to Patterson’s success.
· He also leaves large shoes to be filled, and I am pleased that we have an extremely deep, talented and capable management team to help lead Patterson into the years just ahead.
· Thank-you. Now, Steve will provide additional details on Patterson’s third quarter financial performance.
R. Steven Armstrong

Chief Financial Officer
· Thank you, Scott.
· Let me begin with a couple of comments on our sales performance.
· On a consolidated basis, acquisitions accounted for 2 percentage points of our revenue growth for the quarter, while currency exchange had a 1 point positive impact.
· Each of our operating units produced positive growth in sales of consumable supplies, but as Jim noted, capital goods remained soft.
· Our decline in equipment revenues was exacerbated this period by our relative strength in last year’s third quarter, particularly in the Dental segment, where we out-performed the market by 10-15 percentage points. 
· While the equipment market remains difficult and we are not immune to the economic conditions affecting it, we believe this market has stabilized.
· In addition, going forward the year-over-year comparisons become a bit easier. 
· Our consolidated gross margin in the third quarter improved by 50 basis points from the prior year’s quarter, primarily as a result of product mix.
· Both the Dental and Veterinary segments saw their product margins expand in the quarter.
· While the Medical segment experienced some erosion in its gross margin, we expect this effect will dissipate as acquisitions completed earlier this year are more fully integrated.
· Because the Medical segment has the highest gross margin of our three segments, and likely faster revenue growth until these acquisitions anniversary into our results, there will be a positive impact on our consolidated gross margins from this mix effect through the fourth quarter and into the first quarter of fiscal 2011. 
· Our operating expense leverage declined 30 bps in the quarter due to the expenses related to the integration of the Columbus Serum, Mobilis, Dolphin and Empi Therapy operations into our system, including the intangible amortization expense arising from the purchase accounting process.
· Again, we are expecting improvement in our expense leverage in the fourth quarter of the year.
· By segment, our third quarter operating margins were 13.1% for Dental, 13.4% for Medical and 3.9% for Veterinary.
· As we reported last quarter, we are now estimating an effective tax rate for the year of 37.8%.
· We have seen our effective state income tax rate increase this year at the same time that we have realized less benefit from our tax-free investment income.
· For the current quarter, we had favorable discrete tax items that lowered our tax rate slightly, and we anticipate a similar rate for the fourth quarter.
· Our balance sheet shows that our inventory levels are relatively consistent with this year’s second quarter levels.
· The increase of $32 million from the prior year-end balance resulted from normal seasonal increases in our warehouse inventories to improve service levels, along with some impact from the acquisitions we made.
· As we have historically done, we expect to work these inventories down before our year-end to minimize the impact from our LIFO valuation method.  
· Our DSO stands at 42 days, compared to 42 in the prior year, while inventory turns are 7.2 compared to 6.7 a year ago.
· The DSO excludes the impact of the finance contracts that have been generated during our CEREC promotions over the past year or so.
· These contracts will continue to be sold to our regular funding sources in the fourth quarter of this year and the first quarter of fiscal 2011.
· We generated cash flow from operations of approximately $98 million in the third quarter, compared to $15 million in the year-earlier period.
· For the first nine-months, our cash flow from operations was $153 million compared to $72 million for the same period last year.
· Most of the change in operating cash flow for both the current and year-to-date periods resulted from the sale of finance contracts in the third quarter versus the build-up of contracts that we reported in the third quarter of fiscal 2009.
· We are continuing to estimate that capital expenditures will total approximately $30 to $35 million for the full fiscal year.
· As I mentioned last quarter, we are negotiating the purchase of an existing facility that will accommodate the consolidation of several of our smaller Midwestern distribution centers.
· This initiative is part of our continuing program to consolidate our distribution functions.
· We had originally planned a build-to-suit project for fiscal 2011, but when an existing facility was identified, we decided to move the project forward into fiscal 2010.
· We expect to close this transaction in the fourth quarter.   
· With that, I’ll turn it back to the conference operator, who will poll you for your questions. 
