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· Good morning and thanks for participating in our third 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 2011 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 to our third quarter results, Patterson’s performance was consistent with the news release that we issued on February 18 regarding our third quarter outlook.

· Consolidated sales of $824.7 million were up slightly from $820.1 million in last year’s third quarter. 

· Net income of $55.4 million or $0.47 per diluted share was essentially unchanged from $56 million or $0.47 per diluted share in the year-earlier period. 

· We are disappointed with our third quarter performance, make no mistake about it.

· As we indicated in this morning’s release, the cause of our third quarter sales and earnings shortfall was largely isolated to our dental technology equipment business, where sales of our CEREC and various digital offerings were much softer than planned.

· In contrast, dental consumables sales grew 3% during this period, an indication that the underlying dental market is gradually strengthening. 

· Earlier in the year, we made the decision to reduce promotional activities for our CEREC and digital products during the latter half of fiscal 2011.

· This decision was based upon our assumption that the market was regaining sufficient strength to sell our technology offerings without additional incentives. 

· This assumption proved premature.

· As a result, our technology sales fell short of planned levels, causing Patterson Dental’s third quarter sales to decline 3% from the year-earlier level.

· And this, in turn, was primarily responsible for Patterson’s flat consolidated sales and earnings for this period.

· In response, we are now revising certain technology marketing programs, which, we believe, will start rebuilding sales momentum for this equipment category in the fourth quarter. 

· Patterson Dental’s sales organization is fully committed to this goal.

· Turning now to Patterson Medical, sales of our rehabilitation supply and equipment unit increased 22% to $117.9 million in the third quarter.
· Although the rehabilitation businesses acquired in June of this year from DCC Healthcare accounted for the majority of this unit’s third quarter sales growth, we were encouraged by the internal growth of 6% that Patterson Medical recorded for this period. 

· Internally-generated sales of equipment and software were particularly strong, growing 14% from the year-earlier level. 

· Patterson Medical’s overall results for this period were affected somewhat by weakness in its U.K. sales due to budgetary constraints being imposed by the British government on its National Health Service. 

· The impact of this situation has lessened, and we believe this will continue to be the case.

· But despite the U.K. austerity moves, Patterson Medical’s sales continued to grow nicely.

· Expenses related to the acquired DCC units also had an impact on Patterson Medical’s third quarter performance, but these expenses are expected to diminish significantly in the fourth quarter as the integration of these businesses proceeds on schedule.

· In all, we are generally pleased with Patterson Medical’s performance thus far in fiscal 2011 and believe this unit is well positioned, domestically and internationally, as an ongoing growth driver.

· Turning to Webster Veterinary, sales of our veterinary unit declined 1% to $149.7 million in the third quarter.
· The year-over-year comparability of Webster’s sales continued to be affected by previously reported changes in the distribution arrangements for certain pharmaceuticals, which reduced Webster’s third quarter sales growth by an estimated three percentage points.

· This changeover is expected to have no further material impact on Webster’s sales going forward. 

· Even though the third quarter marks the seasonally lowest sales period of the year for Webster, we were encouraged by the unit’s equipment and software sales during this period, which increased a strong 11%. 

· In addition, early demand for a number of new combination products in the flea/tick and heartworm category has been strong. 

· Given these factors, we believe Webster’s performance should strengthen in this year’s fourth quarter.

· Regarding our financial outlook contained in this morning’s release, we have revised our full year guidance to $1.86 to $1.88 per diluted share from the previously-issued guidance of $1.89 to $1.99.

· This revision reflects both our third quarter results and outlook for the fourth quarter.

· Despite the difficulties that we encountered in the third quarter, we remain optimistic about Patterson’s future.

· Our served markets are strengthening and have attractive long-term fundamentals.

· Looking ahead to fiscal 2012, we believe the markets for our three businesses will grow by an estimated 1% to 3%.

· Within this context, each of our businesses is well-positioned to capitalize upon their market opportunities.

· Moreover, we are generating strong operating cash flows, providing us with ample resources for supporting our various growth initiatives.

· Thank you. Now, Steve Armstrong will review some financial highlights from our third quarter results.
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· Thank you, Scott.

· I’ll begin with two housekeeping notes on our sales performance.

· On a consolidated basis, acquisitions accounted for two percentage points of our revenue growth for the quarter, while currency exchange had a 20 basis point positive impact.

· Our consolidated gross margin in the third quarter improved by 40 basis points from the prior year’s quarter as a result of product mix in the Dental segment and the higher relative contribution to our consolidated results from the Medical segment.

· With a higher percentage of its sales from consumables during the quarter, the Dental segment improved its product margins by 70 basis points in the quarter.

· Because the Medical segment has the highest gross margin of our three segments, Medical’s 22% sales growth in the fourth quarter had a positive impact on our consolidated gross margins. 

· Our ratio of consolidated operating expenses in relation to sales increased 60 basis points in the quarter.

· The reduced level of Dental sales had an adverse impact on this segment’s expense leverage for the quarter despite actual expenses being lower than in the prior year period.

· The increased expenses of integrating the recent acquisitions from DCC Healthcare within the Medical segment caused its expense ratio to also increase in the quarter.

· The expense ratios of these acquisitions are higher than our historical Medical operations, and, in addition, included in the current period expenses were approximately $1.1 million of redundancy costs which will not recur.

· We expect that the expense ratios of these acquisitions will approach our norms as we get further into the integration, and will have much less impact on the Medical ratio beginning with the fourth quarter.

· By segment, our third quarter operating margins were 13.2% for Dental, 10.9% for Medical and 4.1% for Veterinary.

· In addition to the integration impact of the DCC acquisitions on the Medical segment operating margin, the impact of the British government’s austerity measures on Medical’s U.K. sales contributed about 20 basis points to the decline in that segment’s operating margins for the quarter.

· During the quarter, the Veterinary segment took a non-recurring, non-cash charge of $1.4 million arising from certain equity transactions at VetSource prior to our investment in this veterinary pharmaceutical services company.

· Since we account for this investment under the equity method, this charge is reported in the other income and expense section of the income statement.

· For the current quarter, we had favorable discrete tax items that lowered our tax rate for the quarter.

· In addition, we have been able to realize certain net operating loss carry-forwards on our U.K. tax returns that were acquired in the purchase of the Mobilis entities in 2009.

· Overall, our tax rate for fiscal 2011 is estimated to be approximately 36.7% as the dividends that we pay provide a beneficial tax treatment from the shares held by the Company’s Employee Stock Ownership Plan. 

· Our DSO stands at 44 days, compared to 45 in the prior year, while inventory turns are 6.9 compared to 7.2 a year ago.

· The DSO excludes the impact of the finance contracts that have been generated during our various finance promotions over the past year or so.

· We generated cash flow from operations of approximately $84 million in the third quarter, compared to $98 million in the year-earlier period.

· The cash flow from operations in the third quarter of last year did benefit from a larger sale of promotional finance contracts than did the current quarter.

· As a reminder, and as reported in our public filings, early in the third quarter we completed a modification of our funding agreements that we use to provide financing for our customers.

· The previous agreements did not meet certain accounting provisions that would have allowed us to report the customer contracts as sold and remove them from our balance sheet when they were transferred to the funding sources. 

· As a result, at the end of the second quarter we reported approximately $122 million of transferred contracts as a current asset and current liability on our balance sheet, and the statement of cash flow reported the transfer as a reduction of operating cash flow and an increase in financing cash flow.

· With the modifications in place, the $122 million of contracts has been removed from the balance sheet and the proceeds from the sale are included in operating cash flow.

· The $84 million of cash flow from operations in the current quarter that I just provided, excludes the impact of these accounting machinations.

· We are estimating that capital expenditures will total approximately $35 million for the full fiscal year.

· The major projects for the fiscal year include the new Midwestern distribution center build-out, and the replacement facility for the Patterson Technology Center, which should be occupied in the early fall.

· With that, I’ll turn it back to the conference operator, who will poll you for your questions.
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