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About Patterson Companies, Inc.

Patterson is a value-added specialty distributor serving the
dental, companion-pet veterinary and rehabilitation markets.

Q Patterson Dental, our largest business, provides a virtually
P ATTERS ON complete range of consumable dental products, equipment and
software, turnkey digital soiutions and value-added services to
DENTAL dentists and dental laboratories throughout North America.
QP’ Webster Veterinary is one of the nation’s largest distributors
WEBSTER of consumable veterinary supplies, equipment and software,
VETERINARY dlagnost.lc products, yaccmgsgnd pharmaceuticals to
 Pattersan Compary companion-pet veterinary clinics.
g™ 4 Patterson Medical is the world's leading distributor of
PATT] ERSON rehabilitation supplies and assistive patient products to the
MEDICAL physical and occupational therapy markets.
Progress in Fiscal 2008

* Sales of the CEREC® 3D dental restorative system strengthened significantly
during the second half of the year.

* Our Webster Veterinary business recorded another year of strong operating
results.

* Patterson Medical established a branch office structure as part of its plan to
strengthen its value-added platform.

* We returned $630 million to our shareholders through stock repurchases.




Financial Highlights

(In thousancls, except per share amounts)

Year Endizd 4/26/2008 4/28/2007 % Change  4/29/2006
Net sales $2,998,729 $ 2,798,398 7%  $2,615123
Gross prcfit 1,031,725 968,872 6% 914,429
Operating income* 359,203 335,690 7% 323,012
Net incore* 224,858 208,336 8% 198,425
Earnings oer share-diluted*® $ 169 $ 151 12% % 1.43
Cash and cash equivalents $ 308,164 $ 241,791 $ 224,392
Working capital 518,974 509,021 437,727
Total assets 2,076,373 1,940,320 1911,718
Total debt 655,034 180,024 300,041
Stockholcers’ equity 1,004,787 1,379,214 1,242 521

" Due to the adoption of FASE Statement No. 123(R), “Share Based Payment”, effective on April 30, 2006, operating income, net income and earnings
per share - ciluted were reduced by $7,723, $5,883 and $0.04, respectively, during the year ended 4/26/2008 and by $7,757, $6,253, and $0.05,

respectively, during the year ended 4/28/2007.

Strongly Profitable
Historic Growth

5-Year Cornpound Annual Growth Rates:
Sales: 13%
EPS: 15%
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To Our Shareholders

2008 was a year of substantial investment in Patterson's
future as we worked to further expand the market presence
and value-added capabilities of our three businesses and
increase the returns to our shareholders.

* We strengthened Patterson Dental’s competitive position
in the northeastern U.S. with the acquisition of a highly
respected regional dental distributor.

» Patterson Medical continued establishing a branch
office structure in selected markets through acquisitions
and internal start-ups.

¢ We acquired an industry-leading line of practice
management software for physical therapists to further
strengthen Patterson Medical's value-added platform.

e Webster Veterinary continued to expand its equipment
offerings, in addition to providing more product choices
for its customers.

¢ Webster holstered its presence in the growing
southwestern U.S. with the acquisition of an Arizona-
based veterinary distributor.

* We repurchased approximately 18 million Patterson
shares as part of our initiative to realign Patterson’s
capital structure,

These and other initiatives are components of our drive

to strengthen Patterson’s long-term operating results. As
part of this ongoing commitment, each of our businesses

is implementing additional strategies aimed at enhancing
their future growth and profitability. We expect to realize the
initial positive impact from these new strategies in fiscal
2009, which should be a year of improved performance for
Patterson.

Financial Review

Consolidated sales increased 7% in fiscal 2008 to $3.0
billion from $2.8 billion in fiscal 2007. Net income of
$224.9 million or $1.69 per diluted share was up 8% fram
$208.3 miliion or $1.51 in fiscal 2007.

During the second half of fiscal 2008, we repurchased
approximately 18 million shares under our 25 million-
share repurchase authorization. In the fourth quarter, we
also closed on $525 million of long-term debt financing,
part of which was used to acquire shares under an
accelerated share repurchase (ASR) program. The positive
impact of the accretion on Patterson’s earnings from our
share repurchases was largely offset by increased interest
expense and lower interest income on cash reserves in

fiscal 2008. However, the accretion from this buyback
activity is estimated at an incremental $0.06 per share in
fiscal 2009.

Investing in our three businesses remains our first priority
when it comes to capital deployment, but last year's stock
repurchasing and debt financing transactions accomplished
several objectives:

» We returned $630 million to our shareholders.

* By {aking advantage of excellent pricing in the debt
markets, we lowered our weighted average cost of
capital by about 100 basis points.

» We positioned Patterson to increase the returns to our
shareholders.

* We maintained our financial flexibility to take
advantage of acquisition opportunities.

Patterson Dental

Sales of Patterson Dental, our largest business, increased
6% in fiscal 2008 to $2.2 billion. Sales of consumable
dental supplies were solid throughout the year, reflecting
the continued strength of the North American dental
market. We are particularly encouraged by the strong
rebound in sales of the CEREC® 3D dental restorative
system during last year's second half. This growing sales
momentum reflected the positive impact of the new
software and crown milling chamber introduced late in
fiscal 2007. These enhancements have taken CEREC's
performance to a new level, which is drawing considerable
attention in the marketplace. We believe the sales progress
of our CEREC line should continue in fiscal 2009.

Sales of basic dental equipment, including digital x-ray
systems and related software, fluctuated significantly
between quarters during fiscal 2008, resulting in below-
forecasted levels for the full year. As the industry’s largest
distributor of dental equipment, Patterson Dental is
implementing new sales and marketing initiatives designed
to strengthen the performance of its entire equipment
offerings, including digital technology.

In April 2008, we acquired A. Leventhal & Sons, Inc.,

a full-service regional distributor of dental supplies and
equipment with annual sales of $18 million. The addition
of Leventhal, which serves customers in Pennsylvania,
New Jersey, New York, Defaware and Maryland, has
strengthened Patterson’s existing market position in the
northeastern U.S.




starting to realize its potential in the large and growing
rehabilitation market, is responding to strategies aimed
at implementing a more extensive value-added business
model. Patterson Medical has greatly expanded its

field sales force, which currently totals more than 200
representatives. In addition, it continued to establish a
full-service branch office structure. By the end of fiscal
2008, Patterson Medical had acquired or internally
started 12 branch offices around the country. Also during
fiscal 2008, Patterson Medical became the only national
distributor of the industry-leading line of Chattanooga
Medical Supply rehabilitation equipment.

Webster Veterinary

Fiscal 2008 marked another year of strong results for
Webster Veterinary, one of the nation’s largest distributors

of companion-pet veterinary supplies. Webster's sales

grew 12% to $446 million, fueled in part by the strong
performance of its consumable supply business. Our
strategic decision to provide more choices for our customers
in several key product categories, including vaccines and
fleattick and heartworm medications, is working as intended.

Webster's fiscal 2008 performance also benefited from its
strategic emphasis on equipment and practice management
software, which represents a major component of this unit’s
drive to further strengthen its value-added platform, Webster
is now selling such equipment as digital x-ray systems,
tables, kennels and cabinetry in its markets. This initiative
is supported by Webster’s steadily expanding capabilities in
local technical support and financing. During fiscal 2009,
Webster will focus a significant porticn of its attention on
refining and further expanding its relatively new equipment
business.

In November 2007, we acquired PTOS software, a
leading line of practice management software for physical
therapists. Endorsed by the largest provider networks

in the rehabilitation market, PTOS software is enabling
Patterson Medical to garner new customers and deepen
its relationships with existing customers.

Fiscal 2008 was a year of investment and progress, and
more work remains ahead of us. We are confident about

Associated Medical Supply, Inc., a veterinary distributor
serving companion-pet veterinarians in Arizona and
Utah, was acquired late in fiscal 2008. This transaction
was of strategic importance, since it strengthened
Webster's competitive position in the southwestern U.S.
The acquisition of New England X-Ray, Inc., a specialty

getting this job done due to the quality and commitment
of our many outstanding employees. We thank our people
for their hard work, and we also appreciate the continued
support of our shareholders, valued customers and
business partners.

Sincerely,

equipment and service business in the greater Boston
market, provided a platform for expanding Webster's
eguipment business in this important region.

Y . |

James W. Wiltz
President and Chief Executive Officer

Patterson Medical

Patterson Medical, the world’s leading distributor of
rehabilitation supplies and equipment, reported sales
growth of 11% to $371 million. This business, which is

A
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Business Overview

Patterson Dental is one of North America’s largest dental distributors with an
estimated 32% share of this large and growing market. This business accounted for
73% of Patterson’s consolidated total sales in fiscal 2008.

With operations in the U.S. and Canada, our dental
business has attained a position of industry leadership by
deploying a full-service, value-added strategy focused on
meeting a virtually complete range of dental office needs,
QOur long-term success also is grounded in our recognition
that we are engaged in a relationship business with our
customers. Patterson Dental's more than 1,500 field
representatives, comprising the largest sales force in the
industry, work closely with sole practitioners and small
dental offices to provide unsurpassed customer service.
Patterson Dental's operations are also highly decentralized
with 87 branches. This decentralization places decision-
making close to the customer, in addition to resutting in
greater local accountability.

Competitive Strengths

Patterson Dental’s full-service, value-added strategy
enables this business to provide dental offices with

a virtually complete range of consumable supplies,
equipment and software, and value-added services in a
cost-effective and highly efficient manner.

¢ Consumables. We provide the industry’s broadest range
of consumable products and front office supplies.
These supplies, which generate a large base of
recurring revenues, are marketed not only by our sales
force, but also through a highly efficient electronic
order/entry system at the disposal of our customers.

* Equipment and software. Patterson Dental is the
industry’s largest distributor
@\ , of basic and new technology
B i equipment. We have
%,’x | attained this position
i through our long-

; established
reputation for
unmatched
credibility

with dental
practitioners
and by offering
leading equipment
manufacturers
unparalleled local

Patierson Dental is the only
national distributor of A-dec
chairs, the most widely used by
the dental profession.

technical support and market experience. As the table
below indicates, Patterson Dental holds the largest
market share of the industry’s leading equipment lines
in virtually every major equipment category, from dental
chairs and lights to CAD/CAM systems and digital
radiography. Our equipment and software business is
supported by the unique capabilities of the Patterson
Technology Center, which is responsible for providing
dentists with a total digital solution through software
development, support and integration and office
networking,

» Value-added services. Patterson Dental's full-service
business model extends to a broad range of services
required by its customers. These value-added services
include: equipment financing; technicat service {local
equipment repair, installation and customer support,
networking and customer training); dental office
design; electronic patient education services; electronic
order-entry; and eBusiness solutions such as electronic
claims and customer statements.

Dental Market Growth

We estimate the North American dental market at more
than $6 billion and growing at a 5%-6% annual rate.
According to the Centers for Medicare and Medicaid
Services, total U.S. dental expenditures are expected to

The Clear Industry 502 | o4
Leader in Dental Dental | Competitor
Equipment #1|#2 [#3 |41 [#2 |43
Chairs ]
Cabinetry A
Units |
Digital X-ray: Intraoral d
Digital X-ray: Extraoral O OJ
Handpieces OJ
CAD/CAM

FPatterson Dental sells more dental equipment and represents
more of the industry-leading equipment manufacturers in the
primary equipment categories than any other dental distributor.

Patterson Dental




continue growing at approximately 7% each year through
2015. It also is estimated that the growth of dental
expenditures during this period will rise roughly twice as fast
as the forecasted growth of the U.S. economy as measured
by gross domestic product.

Fueling the growth of the dental market are a series of
powerful factors:

Favorable Demographics

Similar to overall health care, rising demand for dental
services will be generated by an expanding adult population,
whose numbers are growing three times the rate of the
general population. Older patients are retaining their natural
teeth longer, which will require more dental services over an
extended period of time.

Cosmetic and Specialty Procedures

Patient demand for specialty and cosmetic dental
procedures has increased in recent years, and this growth
is expected to continue

over the foreseeable future,
Procedures like tooth
whitening, orthodontic
treatment for adults and
veneers— aimed at improving
the patient's appearance—
have become increasingly
popular,

Technology

Converting to new dental
procedures based on digital
and CAD/CAM technologies
also is fueling the growth of
the dental market. Digital
x-rays and the CEREC® 3D
crown restoration system are
increasing the efficiencies '
of dental offices, while improving dental outcomes and the smees ™
overall patient experience. The efficiency-enhancing aspects
of these new technolcgies are particularly critical in view of
the declining number of dentists per capita. The looming
shortage of dental practitioners will place an increasing
premium on technologies that enable dentists to treat more r
patients within the same number of weekly office hours.

Insurance

Dental insurance has increased the percentage of the
general population that can routinely access dental care,
resulting in additional demand for dental services.

Patterson Dental is the industry leader at introducing important new
dental technologies, including wireless digital radiography (pictured
above) and the CEREC® 30 dental restorative systerm (below), which
is based on CADYCAM techinology.,

Key Business Strategies
To further strengthen our ability to capitalize on the

attractive opportunities that we see in the North American also tead prospective customers to purchase consumable
dental market, Patterson Dental recently implemented a supplies and other dental equipment from us, will enable
series of related growth strategies. Patterson Dental to more fully capitalize on the digital
» The commission structure of Patterson Dental's sales radiography opportunity, which is the fastest growing
force has been revamped to better align compensation product niche in dentistry.
with the growth objectives and strategies of the ¢ Qur customer loyaity program, now called Patterson
organization. Advantage™, has been redesigned to incent customers to
* Patterson Dental is offering its EagleSoft® practice partner with Patterson Dental to meet all of their needs,
management software free of charge to any dentist with * The selection process and training of field sales
the goal of converting non-Patterson customers to our representatives have been materially strengthened with 9 ]
digital x-ray solution. We believe this strategy, which could the goal of attracting and retaining the best people.




Business Overview

Webster Veterinary is one of the nation’s largest distributors of companion-pet
veterinary supplies, equipment and pharmaceuticals with an estimated 15% national
market share. Accounting for 15% of Patterson’s consolidated sales in fiscal 2008,
Webster is the leading companion-pet veterinary distributor in the eastern half of the
U.S. and is establishing a steadily growing presence west of the Mississippi.

Expanding Value-Added Platform

Over the past few years, Webster has focused on
strengthening its full-service, value-added business
platform, with the goal of functioning as a single-source
solution for companion-pet veterinarians. Webster's
progress on this front is evident in its solid growth during
this period of time. As a result, we believe that Webster,
which remains the industry’s top financial performer,
represents the vehicle for establishing a leading national
position in the companion-pet veterinarian market.

Growing Sales Force

By the end of fiscal 2008, Webster’s sales force had
grown to more than 180 field sales representatives
operating from 12 branch offices. In addition to growth
in numbers, Webster's sales force has also become
increasingly specialized to include equine, equipment
and technology specialists. Webster's sales force also

is augmented by a large group of knowledgable and
experienced inside customer service representatives, who
consistently rank as the best in the industry.

Extensive Product Choice

In the area of consumable supplies, Webster offers the
widest range of products in the industry. Moreover, the
strategic decision to provide more pharmaceutical choices
for our customers in several key product categories,
including vaccines, fleattick, and heartworm is working as
planned. As a result of this initiative, Webster currently
supports offerings from Fort Dodge Animal Health,
Intervet/Schering-Plough, Eli Litly, Novartis, Bayer, Virbac
and other leading pharmaceutical manufacturers. Webster
also offers its customers a full range of front office
business forms and supplies.

Expanding Equipment Business

As part of its plan to strengthen its full-service platform,
Webster is strongly focusing on sales of veterinary
equipment. Webster is now seiling an expanding range
of equipment, including digital x-ray systems, tables,
kennels, and cabinetry, in most of its markets. Webster
is supporting this initiative through its steadily expanding
capabilities in local technical service. in addition, several
Webster branches include equipment showrooms.

Webster is also developing a more open architecture for its
IntraVet® practice management software, which will enable
veterinary professionals to integrate digital x-ray images, as
weil as lab results from other equipment, into a digitized
patient record. By leveraging the full capabilities of the
Patterson Technology Center, Webster will be the only
veterinary distributor capable of offering a single-source
digital solution. Other practice-enhancing functionalities
are being evaluated for integration into IntraVet software.

Growing Range of Value-Added Services

Webster is expanding its offerings of value-added services
in order to meet a more complete set of customer needs.
These services currently include veterinary clinic and
hospital design, equipment financing, electronic order/
entry and customer education programs.

Total U.S Pet Industry Expenditures

Sourpe; American Pet Products Manufacturers Association

$50 Bil $43.4
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Many households consider their pets a part of the family and are
spending more on pef care, products and services.

- Webster Veterinary




As part of its plan to strengthen its full-service,
value-added platform, Websler is focusing on sales
of veterinary equipment, Webster is now selling an
expanding range of equipment, including digital
x-ray systems, tables, kennels, and cabinetry, in
most of its markels.

Efficient Distribution

A significant portion of Webster's distribution has been
consolidated into combined, full-service veterinary, dental
and rehabilitation facilities in the Northeast, Middle
Atlantic and Northwest regions under the management of
Patterson Logistics Services. Veterinary products will be
integrated into an expanded multi-use distribution center
in California later this fiscal year, which will support
Webster's growing position in this key market. Webster's
remaining stand-alone distribution centers have been
functionally separated from its branch offices under
Patterson Logistics.

Attractive Market Characteristics
The U.S. companion-pet market

is estimated at approximately $3
billion, encompassing approximately
24,000 veterinary practices. As

the fastest growing segment of

the overall veterinary market,

the companion-pet market is

being fueled by highly attractive
demographics and consumer
spending trends.

* Industry sources estimate that
63% or 71 million households
OwWn one or more companion pets,
including dogs, cats and horses.
This ownership level is up from
56% of all U.S. households in
1988.

* Households have significantly
increased spending on veterinary
care as a percentage of their real
disposable income. Many households consider their
pets a part of the family and are willing to pay for
advanced and intensive veterinary care. Reflecting
this concern for their pets, household expenditures
on veterinary care have increased from $28.5 billion
in 2001 to $38.5 billion in 2006, representing a 6%
compound annual growth rate.

Fiscal 2009 Goals

During the coming fiscal year, Webster will be
communicating more actively its position as a single-
source solution for the companion-pet veterinary market.
At the same time, Webster will be expanding and refining
its relatively new equipment business. This effort will
include further development of its technical service
capabilities. Webster alsc will remain alert to attractively
priced acquisition opportunities that would result in
expansion into new geographic markets or product
offerings.




Business Overview

Patterson Medical is the world’s leading distributor

of supplies, equipment and assistive living product
focused on rehabilitation and sports medicine
specialists. With an estimated 6% share of this global
market, which reflects the highly fragmented nature
of this market, Patterson Medical accounted for 12%

of Patterson’s consolidated sales in fiscal 2008.

Patterson Medical is the only one-stop shop in the
rehabilitation market, providing its customers with the
convenience of a single source of supply for virtually

all of their product needs. The business is significantly
larger than its nearest competitor, and no other distributor
can match the scope of Patterson Medical's offerings.

It manufactures approximately 25% of the products it
distributes and owns many of the leading brands in the
global rehabilitation market, including Sammons Preston
in the Americas, Medco in the U.S. sports medicine
market and Homecraft Rolyan in Europe and Asia. During
fiscal 2008, Patterson Medical afso began distributing
Chattanooga Medical Supply’s
industry-leading line of rehabilitation
equipment on a national basis.

With operations in North America
| and the U.K., Patterson Medical
i serves a wide range of customers
| on a global basis. Outside the U.S.,
| Patterson Medical's products are sold
. to customers in 70 countries through
. a network of 200 dealers. Physical
and occupational therapists working
| in hospitals and clinics constitute
! Patterson Medical's largest base
i of customers. This unit also sells
| rehabilitation supplies and equipment to athletic directors
and sports trainers, long-term care facilities, schools, local
equipment dealers and end-user consumers. A wide range
of sales channels is used to reach this diverse customer
base, including the industry's largest direct mail catalog
operation; a growing sales force; contracts, some exclusive,
| with virtually every major national healthcare purchasing
group; telemarketing; country-specific distributors; and the
internet.

Patterson Medical does not engage in third-party

billing. Instead, it sells to and collects directly from its
customers, who provide third-party services. In addition,
Patterson Medical's products generally are not subject to
reimbursement pressures from Medicare and Medicaid.

Fatterson Medical owns many of the leading
brands o the global rehabilitation market,
including Sammaons Preston in the Americas,
Medco in the U.S5. sports medicine market and
Homecraft Rolyan in Europe and Asia.

Expanding Value-Added Platform

Over the past few years, Patterson Medical has been
implementing plans and strategies aimed at strengthening
and expanding its value-added business platform.
Increasing the size and guality of its field sales force and
establishing a branch office structure rank among the most
important of these strategies.

Growing Field Sales Force

Back in 2005, Patterson Medical’s U.S. field sales force
totaled 85 representatives, which was already the largest
in the rehabilitation industry. At the end of fiscal 2008,
this sales force had more than doubled to over 200
representatives worldwide. The rationale for this strategy
is based on the fact that rehabilitation, like dentistry and
veterinary medicine, is a relationship business. Physical

- Patterson Medical
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The aging baby boomer generation will generate growing demand far rehabilitation supplies and equ;pment

Physical and occupational therapists working in hospitals
and clinics constifute Patterson Medical’s largest base of
customers.

and occupational therapists and athletic trainers want
relationships with sales representatives based on product
knowledge, industry expertise and quality service. Patterson
Medical's growing sales force has been augmented by
electronic orderfentry and the launch of a customer loyalty

program.

Branch Office Structure

Patterson Medical has been establishing a branch office
structure through acquisitions and internal start-ups over
the past two years. At the end of fiscal 2008, the unit

was operating 12 branches, serving such major markets

as New York, Atlanta, Chicago, Dallas, Houston and San
Francisco. Each branch deploys a full-service, value-added
model, based upon a commissioned sales staff, equipment
showrooms, and a service department for equipment
installation, repair and warranty service. Through this

strategy, the local sales staff is able to build strong
customer relationships, while locally-based decision-making
results in greater accountability. Branch office equipment
showrooms and availability of local technical service have
provided Patterson Medical with an added measure of
credibility among manufacturers of premium equipment
lines.

Market Growth Drivers

The growth of the estimated $6 billion rehabilitation market
is being fueled by a combination of factors. Perhaps most
importantly is the aging baby boomer population. The U.S.
Census Bureau estimates that the population over the age
of 65 will double in size between 2000 and 2030, growing
from 35 million to 72 million. Aging population trends

in the UK., Patterson Medical's largest overseas market,
mirror those in the U.S. It is estimated that the U.K.'s over-
65 population will nearly double to almost 16.5 million
over the next 30 years. Moreover, the over-85 population

is projected to nearly triple over this same period. Growing
demand for rehabilitation services also is being generated
by today's more active lifestyles, resulting in growing
numbers of sparts and recreation-related injuries. in
addition, there is a trend toward less invasive treatment
and intervention, which frequently involves a rehabilitation
protocol for the recovery process.

Fiscal 2009 Goals

During the coming year, Patterson Medical will focus

on strengthening the operations of its branch structure,
including the implementation of Pattersen's management
systems at each branch. Additional branches wilt be
opened but probably at a slower rate than in fiscal 2008.
In addition, Patterson Medical will continue expanding its
field sales force. Patterson Medical also will continue to
evaluate acquisition opportunities, reflecting its market-
leading position as a consolidator of a highly fragmented
industry. Of particular interest would be local/regional
dealers and specialty distributors, including those serving
the sports medicine market. Finally, Patterson Medical wiil
work to continue strengthening its international operations
and extending its brands throughout the world.




Selected Consolidated Financial and Operating Data

(In thousands, except per share amounts)

‘ Year ended 4/26/08 4/28/07 4/29/06 4/30/05 4724104 4/26/03

Statement of Operations Data:

Net sales $2,998,729 $2,798,398 $2615,123 $2421,457 $1,969,349 $ 1,656,956
Cost of sales 1,967,004 1,829,526 1,700,694 1,558,946 1,267,005 1,082,370
Gross margin 1,031,725 968,872 914,429 862,511 702,344 574,586
Operating expenses (2) 672,522 633,182 591,417 560,375 459,844 395,638
Operating income 359,203 335,690 323,012 302,136 242,500 178,948
Other income (expense) — net (1,775) {6,082) (6,039) (8,689 ) {2,980 7,454
Income taxes 132,570 121,272 118,548 109,749 90,055 70,082

Income before cumulative effect of
accounting change $ 224868 $ 208336 $ 198425 $ 183698 $ 149465 % 116,320

Diluted earnings per share (1} (2) $ 1.69 % 151 % 143 % 132 % 1.08 $ 0.85

Weighted average shares and potentially
dilutive shares outstanding (1) 132,910 137,769 139,234 138,873 137,768 136,894

Dividends per common share — — — — —_ —

Balance Sheet Data:

Working capital $ 518974 $ 509,021 $ 437,727 $ 470,439 % 507,145 § 422,093
Total assets 2,076,373 1,940,320 1,911,718 1,685301 1,588,957 823,978
Total debt 655,034 180,024 300,041 321,557 499,587 274
Stockholders’ equity 1,004,787 1,379,214 1,242521 1,015,072 801,758 633,686
Operating Data:

{as of fiscal year-end)

Number of sales representatives 1,998 1,923 1,864 1,683 1,682 1,353
Number of employees 6,857 6,577 6,438 5,948 5,741 4,772
Number of service technicians 1,217 1,143 1,124 1,037 991 076

(1) Amounts are adjusted for two-for-one stock splits on September 14, 2004 and June 13, 2000,

(2) Reflects the adoption of FASB Statement No. 142 “Goodwill and Other Intangible Assets” in fiscal year 2003. Had this standard been
adopted at the beginning of fiscal 1999, income in fiscal years 1999 through 2002 would have been positively impacted by no more than
$0.02 per diluted share. In addition, FASB Statement No. 123(R) "Share-Based Compensation” was adopted at the beginning of fiscal
year 2007 and reduced diluted earnings per share by $0.04 and $0.05 in fiscal years 2008 and 2007, respectively, All prior years in this
summary do not reflect expense under Statement 123(R).

(3) See the Notes to the Consolidated Financial Statements included in item 8. of the Annual Report on Form 10-K.

Market Information

The Company’s common stock trades on the NASDAQ Global Select Fiscal 2008 Fiscal 2007
Market® under the symbol PDCO.
High Low High Low

The following table sets forth the range of high and low sale prices First Quarter $38.27 $33.81 $36.13 $31.51
for the Company's common stock for each full quarterly period within Second Quarter  $40.08 $35.03 $34.25 $29.61
the two most recent fiscal years. Such quotations reflect inter-dealer Third Quarter $39.93 $28.32 $38.29 $31.80
prices, without retail mark-up, mark-down or commission, and may Fourth Quarter $37.78 %30.89 $39.76 $31.71
not necessarily represent actual transactions.




4/27/02 4/28/01 4/29/00 4/24/99
$1,415515 $1,156,455 $1,045883 $883,268
921,335 747,301 678,766 571,698
494,180 409,154 367,117 311,570
347,000 294,039 269,668 234,098
147,180 115,115 97,459 77,472
5,043 7,081 5,540 2,239
56,933 45,721 38,527 29,815

$ 95290 76,475 $ 64,472 $ 4989%
$ 0.70 056 $ 048 $§ 037
136,402 135,526 135,088 133,986

$ 331413 310,046 $ 238,502 $ 187,952
718,376 549,180 451,976 373,250
976 990 1,719 2,097
514,360 408,515 330,470 265,199
1,308 1,087 1,046 986

4,637 3,853 3,789 3,623

911 807 793 721

Unaudited Quartery Resuits

{In thousands, except per share amounts})

Quarterly results are determined in accordance with the accounting
policies used for annuat data and include certain items based upon
estimates for the entire year. All fiscal quarters include results for
13 weeks. The following table summarizes results for fiscal 2008

and 2007.
Fiscal 2008
Quarter Fourth Third Second First
Net sales $778,388 $776,946 $741,992 $701,403
Gross profit 273,154 269,138 252,299 237,134
Operating income 101,269 97,114 85613 75,207
Net income 63,209 60,364 53,741 47,544
Earnings per share
basic $ 052% 045 % 040 % 035
diluted $ 051 % 045 % 039 % 035
Fiscal 2007
Quarter Fourth Third Second First
Net sales $739,143 $709,494 $694,273 $655,488
Gross profit 260,563 250,266 235,629 222414
Operating income 96,446 92,686 78,021 68,537
Net income 59,924 58591 48237 41,584
Earnings per share
basic $ 044 % 043 $ 035 % 0.30
diluted $ 044 % 043 % 035 % 030
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PART1

Item 1. BUSINESS

Certain information of a non-historical nature contained in Items 1, 2, 3 and 7 of this Form 10-K includes
forward-looking statements. Reference is made to Item 7—Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Factors that May Affect Future Operating Results, for a discussion of
certain factors that could cause the Company’s actual operating resulls to differ materially from those expressed
in any forward-looking statements.

General

In June 2004, the Company changed its corporate name from Patterson Dental Company to Patterson
Companies, Inc. (“Patterson” or the “Company”). Patterson retained its existing Nasdaq stock symbol—PDCO.
The corporate name change was adopted to reflect Patterson’s expanding base of business, which now
encompasses the veterinary and rehabilitation supply markets, as well as its traditional base of operations in the
dental supply market. Patterson’s operating units include Patterson Dental, Webster Veterinary and Patterson
Medical.

Patterson is a value-added distributor serving three major markets:
»  North American dental supply;
+  U.S. companion-pet (dogs, cats and other common household pets) and equine veterinary supply;

= and the worldwide rehabititation and assistive producls supply market.

Unless otherwise indicated, all references to Patterson or the Company include its subsidiaries: Patterson
Dental Holdings, Inc., Direct Dental Supply Co., Patterson Dental Canada Inc., Patterson Dental Supply, Inc.,
Webster Veterinary Supply, Inc., PDC Funding Company, LLC, PDC Funding Company I1, LLC, Patterson
Technology Center, Inc., Pauerson Office Supplies, Inc., Webster Management LP, Intra Corp., Patterson
Medical Holdings, Inc., Patterson Medical Supply, Inc., Sammons Preston Canada, Inc., AO Liquidation, Inc.,
Tumble Forms, Inc., Midland Manufacturing Company Inc., Patterson Logistics Services, Inc., Accu-Bite, Inc.,
Accu-Bite Products Limited Liability Company, Williamston Industrial Center, LLC, Strategic Dental
Marketing, Inc., AbilityOne Homecraft Limited, AbilityOne Limited, AbilityOne Kinetec SA, Theraquip, Inc.,
Metro Medical, Inc., and Advance Practice Systems LLC.

Patterson-began distributing dental supplies in 1877. The modern history of the business dates to May 1985,
when the Company’s management and certain investors purchased the Company from a subsidiary of The
Beatrice Companies, Inc. Patterson became a publicly traded company in October 1992. The Company is a
corporation organized under the laws of Minnesota.

The Company historically reported under one operating segment, dental supply. In July 2001, the Company
purchased the veterinary supply assets of J. A, Webster, Inc., which became a reportable business segment. Then
in September 2003, the Company acquired Patterson Medical (formerly AbilityOne Products Corp.), creating a
third business segment which serves the rehabilitation supply market.

The Company’s three repontable segments, dental supply, veterinary supply and rehabilitation supply, are
strategic business units that offer similar products and services to different customer bases. Each business is a
market leader with a strong competitive position, serves a fragmented market that offers consolidation
opportunities and offers relatively low-cost consumable supplies, making the Company’s value-added business
proposition highly atiractive to customers.

Shared Services Initiative

To streamline Patterson’s cost structure, the Company continues to consolidate its distribution infrastructure
and business systems. With respect to the distribution infrastructure, in late fiscal 2005 a facility in
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Columbia, SC was opened that replaced the individual dental and veterinary distribution centers that were
serving this region. In fiscal 2006, separate dental and veterinary facilities in Seattle, WA were consolidated into
a new shared distribution center. In addition, certain high-volume Patterson Medical inventory was being stocked
at shared distribution facilities in Dinuba, CA, Jacksonville, FL. and Fort Worth, TX.

During fiscal 2007, a new distribution center in eastern Pennsylvania was opened that replaced nearby,
separate dental and veterinary facilities. Patterson Medical moved into this new distribution center and closed its
former primary distribution facility in Bolingbrook, IL.

In fiscal 2008, the Company began to expand the existing facility in Dinuba, CA. In fiscal 2009, this
location will be the second in the distribution system to service customers of all three business units.

The first shared sales branch office locations have been established and the Company plans to leverage
additional branch locations by sharing between two or three business units in select markets during fiscal 2009.

Dental Supply
Overview

As Patterson’s largest business, Patterson Dental is one of the two largest distributors of dental products in
North America. The business has operations in the United States and Canada. Patterson Dental, a full-service,
value-added supplier to dentists, dental laboratories, institutions, and other healthcare professionals, provides:
consumable products (including x-ray film, restorative materials, hand instruments and sterilization products);
basic and advanced technology dental equipment; practice management and clinical software; patient education
systems; and office forms and stationery. Patterson Dental offers its customers a broad selection of dental
products including more than 90,000 stock keeping units (“SKUs™) of which approximately 4,000 are private-
label products sold under the Patterson name. Patterson Dental also offers customers a full range of related
services including dental equipment installation, maintenance and repair, dental office design and equipment
financing. Patterson Dental markets its dental products and services through approximately 1,450 direct sales
representatives, 391 of whom are equipment specialists. ' '

Patterson Dental has over 125 years of experience providing quality service to dental professionals. Net
sales of this segment have increased from $165.8 million in fiscal 1986 to approximately $2.2 billion in fiscal
2008 and profitability has increased from an operating loss in fiscal 1986 to operating income of $281.9 million
in fiscal 2008,

Patterson estimates the dental supply market it serves to be approximately $6.8 billion annually and that its
share of this market is approximately 32%. The underlying structure of the dental supply market consists of a
sizeable geographically dispersed number of fragmented dental practices and is attractive for the Company’s role
as a value-added, full-service distributor. According to the American Dental Association, there are over 160,000
dentists practicing in the United States in approximately 135,000 dental practices. In Canada, there are
approximately 18,000 licensed dentists according to the Canadian Dental Association. The average general
practitioner generated approximately $560,000 in annual revenue in 2003, while the average speciaity
practitioner produced about $800,000. The Company believes that a dentist uses between 5% and 7% of annual
revenue to purchase consumable supplies used in the daily operations of the practice. This translates into between
$28,000 and $39.000 of supplies being purchased by the average practice each year. The Company believes the
average dental practitioner purchases about 40% of their supplies from their top supplier.

Total expenditures for dental services in the United States increased from $31 billion in 1990 to $92 billion
in 2006. Domestic dental care expenditures are projected by the Centers for Medicare & Medicaid Services to
grow 6% annually, reaching $116 billion by the year 2010. The Company believes that the demand for dental
services, equipment and supplies will continue 1o be influenced by the following factors:

*  Demographics. The U.S. population grew from 235 million in 1980 1o 302 million in 2007, and is
expected to reach 309 million by 2010. The median age of the population is also increasing and the
Company believes that older dental patients spend more on a per capita basis for dental services.
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s« Dental products and technigues. Technological developments in dental products have contributed to
advances in dental techniques and procedures, including cosmetic dentistry and dental implants.

»  Demand for certain dental procedures. Demand is growing for preventive dentistry and specialty
services such as periodontic (the treatment of gums), endodontic (root canals), orthodontic (braces),
and other dental procedures that enable patients to keep their natural teeth longer and improve their
appearance, ' )

s Increased dental office productivity. The number of dentists per 100,000 persons in the U.S. is
forecasted to decline over the next two decades. As a result, the number of patients per dental practice
is expected to grow. For this reason dentists are showing an increased willingness to invest in dental
equipment and office infrastructure that can strengthen the productivity of their practices.

o Demand for infection control products. Greater public awareness as well as regulations and guidelines
instituted by OSHA, the American Dental Asscciation and state regulatory authorities have resulted in
increased use of infection control (asepsis) products such as protective clothing, gloves, facemasks, and
sterilization equipment to prevent the spread of communicable diseases such as AIDS, hepatitis and

_ herpes.

»  Coverage by dental plans. An increasing number of dental services are being funded by private dental
insurance. The Centers for Medicare & Medicaid Services statistics on expenditures for dental services
in the United States indicate that private denta) insurance paid approximately 50% of the $892 billion
in tota} expenditures for 2006. :

Strategy

Patterson’s objective is t6 remain a leading national distributor of supplies, equipment and related services
in the market while continuing to improve its profitability and enhance its value to customers. To achieve this
objective, Patterson has adopted a strategy of emphasizing its value-added, full-service capabilities, using
technology to enhance customer service, continuing to improve operating efficiencies, and growing through
internal expansion and acquisitions.

Emphasizing Value-Added, Full-Service Capabilities. Patterson Dental is positioned to meet virtually all of
the needs of dental practitioners by providing a full range of consumable supplies, equipment and software, and
value-added services. The Company believes that its customers value full service and responsive delivery of
quality supplies and equipment. Customers also increasingly expect suppliers to be knowledgeable about
products and services, and generally a superior sales representative. can create a special relationship with the
practitioner by providing an informational link to the overall industry. The Company’s knowledgeable sales
representatives assist customers in the selection and purchase of supplies and equipment. In addition, the high
quality sales force allows Patterson to offer broader product lines. Since most dental practices lack a significant
degree of back office support, the convenience of our full-service capabilities enables dentists to spend more time
with patients and, thus, generate additional revenues. .

Patterson meets its custorner’s requirements by delivering frequent, small quantity orders rapidly and
reliably from its strategically located distribution centers. Equipment specialists, technology representatives, and
service technicians also support the Company’s value-added strategy in the dental supply market. Equipment
speciatists offer consultation on office design, equipment requirements and financing. Technology
representatives provide guidance on integrating technology solutions including practice management and clinical
software, digital radiography, custom hardware and networking into the dental practice. The Company’s
experienced service technicians perform equipment installation, maintenance and repair services including
services on products not purchased through Patterson. '

Using Technology to Enhance Customer Service. As part of its commitment to providing superior customer
service, the Company offers its customers easy order placement. The Company has offered electronic ordering
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capability to its dental supply segment since 1987 when it first introduced Remote Order Entry (REMOSM). The
Company believes that its computerized order entry systems help to establish relationships with new customers
and increase loyalty among existing customers. The remote order entry systems permit customers to place orders
from their offices directly to Patterson 24 hours a day, 7 days a week. Over the years, the Company has continued
to introduce new order entry systems designed to meet the varying needs of its customers. Today the Company
offers four systems to the dental supply segment, eMAGINE®, REMOSM, PDXpress® and
www.pattersondental.com. Customers, as well as the Company’s sales force, use these systems. Over the years,
the number of orders transmitted electronically has grown steadily to approximately 65% of Patterson’s
consumable dental product volume or $790 million in fiscal year 2008,

In fiscal 2002, the Company introduced its newest order entry system, eMAGINE®, eMAGINE® has
become the standard platform for the sales representative and includes many new features and upgrades
including: up to three years of order history for the customer’s reference, faster searches for products and reports,
order tracking, instant information on monthly product specials, descriptions and photographs of popular
products and an electronic custom catalog, including a printable version with scannable baf codes.

For those dental customers not using eMAGINE®, the Company offers two alternative order entry products.
REMOSM gives customers direct and immediate ordering access through a personal computer to a database
containing Patlerson’s complete inventory. PDXpress® is a handheld order entry system that eliminates
handwritten order forms by permitting a user to scan a product bar code from an inventory tag system or from
Patterson’s bar-coded catalog. These systems, including eMAGINE®, are provided at no additional charge to
customers who maintain certain minimum purchase requirements.

The goal of the Company’s Internet strategy is to distribute information and service related products over
the Internet to enhance customers’ practices and to increase sales force productivity. The Company’s Internet
environment includes order entry, access to “Patterson Today” articles and manufacturers’ product information.
Additicnally, Patterson utilizes a tool, InfoSource, to provide real time customer and Company information to the
Company’s sales force, managers and vendors via the Internet.

In addition to enhancing customer service, by offering electrenic order entry systems to its customers, the
Company enables its sales representatives to spend more time with existing customers and to call on additional
customers. '

The Company’s proprietary practice management and clinical software, EagleSofi®, is developed and
maintained by the Patterson Technology Center {PTC). The Company believes the PTC differentiates Patterson
Dental from the competition by positicning Patterson Dental as the only company providing a single-source
solution for the high-growth area of digital radiography. This technology, which the Company expects to be
installed eventually in most dental offices, has a current market penetration of approximately 30%. Among its
many specialized capabilities, the PTC provides system configuration, as well as the seamless integration of all
digital operatory components with clinical software, including our EagleSoft® line. This integration creates an
electronic patient database that combines the patient’s front office record with digital information from the
clinical x-ray, intra-oral camera, CEREC and other digital equipment. The PTC also will network the digital
x-ray system throughout the entire office and provide all required custom computer hardware for the system. In
addition, the PTC provides installation and customer training, as well as a call center for troubleshooting
customer problems and arranging for local service,

Software and digital radiography customers also have access to the support capabilities of the PTC. The PTC
provides support for our proprietary products as well as select branded product from our manufacturers. In addition
to troubleshooting problems through its customer call center, the PTC designs and configures local area networks
and assembles custom hardware. The PTC also develops and supports the Company’s order entry systems.

Continuing to Improve Operating Efficiencies. Patterson continues to implement programs designed to
improve operating efficiencies and allow for continued sales growth over time. These programs include a wide
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variety of initiatives from investing in management information' systems to consolidating distribution centers.
Recent initiatives include upgrading the Company’s communications architecture, developing a new technical
service system, and implementation of the shared services concept.

The Company has improved operating efficiencies by converting its communications architecture to faster,
higher capacity data lines that combine voice and data transmissions while reducing overall communication
costs. The Company has made substantial progress in the development of a new field service management tool
for its technical service operations. This new tool will allow the Company to fundamentally change its technical
service business processes, improving the Company’s ability to coordinate the actions of its service technicians
and enhancing customer service while reducing the overall cost of operations.

An integral part of the Company’s shared services concept is the consolidation and leveraging of
distribution centers between the segments of the Company, which began in fiscal 2005, As of April 2008, the
dental segment shares six distribution centers with one or both of the other operating units. In addition, the
Company has begun to establish shared sales branch office locations between multiple segments, with the first
location established in northern California in late fiscal 2007. As a result of these and other efforts, the:Company
expects to continue to improve its operating leverage and efficiencies going forward.

Growing Through Internal Expansion and Acquisitions. The Company intends to continue to grow by o
opening additional sales offices, hiring established sales representatives, hiring and training college graduates as
territory sales representatives, and acquiring other distributors in order to enter new markets and expand its
customer base. The Company believes that it is well positioned to take advantage of expected continued
consolidation in the dental distribution market. Over the past 20 years the Company has made a number of

acquisitions, including the following:

Dental distribution acquisitions in the United States

+  In August 1987, Patterson acquired the D.L. Saslow Co., which at the time was the third largest
distributor of dental products in the United States. Between 1989 and 2005, Patterson acquired certain
assets of 25 smaller dental dealers throughout the United States. During fiscal 2002, the Company
acquired Thompson Dental Company of Columbia, SC, a leading value-added distributor of dental
supplies, equipment and services in the mid-Atlantic and southeastern U.S. Thompson ranked among
the 10 largest dental distributors in the country. In September 2005, the Company acquired Accu- Blte
Inc., a Michigan-based dental distributor with approximately 60 field sales representatives. In April’
2008, a full-service regional distributor serving customers in the northeastern U.S., Leventhal & Sons
Inc., was acquired.

Dental distribution acquisitions in Canada

+  In October 1993, Patterson Dental completed the acquisition of Healthco International, Inc.’s Canadian
subsidiary, Healthco Canada, Inc. In August 1997, the Company acqu1red Canadian Dental Supply
Ltd., which expanded the Company’s market share in British Columbia, Alberta, Saskatchewan and
Ontario. In July 2002, the Company acquired Distribution Quebec Dentaire, Inc., augmenting the
Company’s market share in Quebec. As a combined operation known as Patterson Dental Canada Inc.,
this subsidiary, which the Company believes is one of the two largest full-service dental products
distributors in Canada, employs approximately 520 people, 150 of whom are sales representatives.

Printed office products acquisitions

+  In October 1996, Patterson acquired the Colwell Systems division of Deluxe Corporation. Cotwell - ;
Systems, now known as Patterson Office Supplies, produces and selis a variety of printed office
products used in medical, dental and veterinary offices, as well as other clinical based settings.

Software acquisitions .
+  InJuly 1997, Patterson Dental acquired EagleSoft, Inc.; a developer and marketer of Windows®-based

practice management and clinical software for dental offices. EagleSoft’s operation, now known as the
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Patterson Technology Center, is located in Effingham, [llinois. In December 2001, the Company
purchased Modern Practice Technologies, a company that provides custom computing solutions to the
dental industry. This acquisition helped Patterson to position itself to provide all of the custom
hardware and networking required for interfacing the entire dcntal office.

= . In May 2004, Patterson Dental acquired CAESY Education Systems Inc., the leadmg provider of
electronic patient education services to dental practices in North America. Headquartered in
Vancouver, Washington, CAESY provides dental practices with a range of communications media that
educate patients about professional dental care, procedures and treatment alternatives with the goal of
influencing patient decisions aboul dental services and increasing the productivity of the dental
professional. Educational materials are communicated through CD/DVD media, computer programs
and the dentist’s web site. These materials can be used within the dental waiting room, at chair side and
in the patient’s home :

Products and Services

The following table sets forth the sales by principal categories 6f products and services offered to dental
segment customers:

2008 2007 2006

Consumable and printed products ......... .. .. .. i i, S 56% 56% 55%
Equipmentand software . ............ ... i i 34 35 36
Other () e e w9 9

TOBY .o .. 100% 100% 100%

(1} Consists of other value-added products and services including technical service and software maintenance.

Consumable and Printed Products

* Dental Supplies. Patterson offers a broad product line of consumable dental supplies such as x-ray film and
solutions; impression materiais; restorative materials (composites and alloys); hand instruments; sterilization
products; anesthetics; infection control products such as protective clothing, gloves and facemasks; paper, cotton
and other disposable products; toothbrushes and a full line of dental accessories including instruments, burs, and
diamonds. In addition 1o representing a wide array of branded products from numerous manufacturers, Patterson
also markets its own private label line of dental supplies including anesthetics, instruments, preventive and
restorative products, and cotton and paper products. The private label line is used to compliment the branded
products where the customer is seeking a lower-cost alternative ‘on a product that has become commoditized in
the market. Compared to most name brand supplies, the private label line provides lower prices for the
Company’s customers and higher margins for the Company.

Printed Office Products. Patterson Dental provides a variety of printed office produects, office filing
supplies, and practice management systems to office-based healthcare providers including dental, veterinary and
medical offices. Products include custom printed products, insurance and billing forms, stationéry, envelopes and
business cards, labels, file folders, appointment books and other stock office supply products. Products are sold
through two channels:

«  The Company’s dental and veterinary supply sales force .
*  Direct mail catalogs distributed to over 100,000 customers several times a year

A staff of telemarketing personnel located in Champaign, Illinois supports both channels. Orders are
received by telephone, through the mail or electronically from the dental and veterinary distribution order
processing system. ' :




Equipment and Sofrware

Dental Equipment. Patterson Dental is the largest supplier of dental equipment in the U.S. and Canada. It
offers a wide range of dental equipment products including x-ray machines, high-and low-speed handpieces,
dental chairs, dental handpiece control units, diagnostic equipment, sterilizers, dental lights and compressors. The
Company also distributes newer technology equipment that provides customers with the tools to improve
productivity and patient satisfaction. Examples of such innovative and high-productivity products include the
CERECS® family of pro‘duct‘s., a chair-side restoralion system; digital x-rays; and inter-oral cameras.

Software. Patterson develops and markets its'own proprietary line of practice management and clinical
software for dental professionals. Products include software for scheduling, billing, charting and capture/storage/
retrieval of digital images. The Company also sells software products developed by third parties including .
Sidexis by Sirona and Dimax2 by Planmeca. These value-added products are designed to help achieve office
productivity improvements, which translate into higher profitability for the customer.

 Hardware. Patterson Dental offers custom hardware and networking solutions required for integrating the
entire'dental office. This product offering is available to all of the Company’s dental customers. This initiative
marked another step in Patterson’s overall strategy of providing customers with the convenience and cost-
effectiveness of a virtually complete range of products and value-added services and is one of the newest
componems of Pauerson s single-source solution for dental ofﬁces

Patient Education Services. The CAESY Education Systems line of products offers patient education
products and services. These communications lools are designed to influence pauent decisions about services in
an efficient, cost-effective manner.

Other

Sdftware Services. The Company offers a variety of services to complement its software products such as
service agreements, software training, electronic claims processing and billing statement processing. These -
services provide value to customers by allowing them to keep software products current, or receive payments
more rapidly while obtaining greater productivity.

Equipment Installation, Repair and Maintenance. To keep their practices running efficiently, dentists
require reliable performance from their equipment. All major equipment sold by Patterson includes installation
and Patterson’s 90-day labor warranty at no additional charge. Patterson also provides complete repair and
maintenance services for all dental equipment, whether or not purchased from Patterson, including 24-hour
handpiece repair service. In addition to service technicians who provide installation and repair services on basic
dental equipment, the-Company has also invested in personnel who specialize in installing and troubleshooting
issues with technology solutions such as practice management software, digital imaging products, hardware and
networking. The goal of this group, which is comprised of both local service technicians and the Patterson
Technology Center, is to help customers integrate newer technology into their dental practices. The Patterson
Technology Center helps the customer minimize costly downtime by offering a single point of contact for post-
sale technology related issues.

Dental Office Design. Patterson provndes demal office layout and design services through the use of a
computer-aided design (CAD) program. Equipment specialists can create original or revised dental office designs
in a fraction of the time required to produce conventional drawings. Customers purchasing major equipment
items receive dental office design services at no additional charge.

Equipment Financing. Patterson Dental provides a variety of options to fulfill its customers’ financing
needs. For qualified purchasers of equipment, the Company will arrange financing for the customer through
Patterson or a third party. For non-equipment related needs, such as for working capital or real estate, customers
are referred to a third party organization. This alternative allows the Company to offer its customers convenience
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while still meeting their diverse financing needs. In fiscal 2008, the Company originated nearly $300 million of
equipment finance contracts. The Company, or its vendor partner, financed approximately 36% of the equipment
purchased by customers during fiscal 2008. ‘

Since November 1998, Patterson has maintained one or more finance referrat agr'eemenis with an outsic'ie
finance company to provide a more extensive selection of finance opportunities fo its customers. This might
include financing for practice transactions, working capital, leasing, real estate and long-term capital. Currently
this service is provided by GE Healthcare Financial Services. There are no recourse provisions under this
agreement. Patterson receives referral fees under this agreement and GE Healthcare Financial extends credit and
services the accounts. .

Patterson generally does not hold the finance contracts initiated on equipment transactions. These contracts
are sold to either a commercial paper conduit managed by JPMorgan Chase Bank, N.A., or to a group of banks
led by U.S. Bank National Association. ‘ '

_.Patterson created a special purpose entity (“SPE™), PDC Funding Company, LLC, a wholly-owned and fully
consolidated subsidiary, and entered into a Receivables Purchase Agreement in order to participate in the
commercial paper conduit. The Company transfers finance contracts to the SPE. In turn, the SPE sells the
contracts to the commercial paper conduit. The limit under this agreement is $440‘rr'1illi9h of contract purchasés.
There is no recourse to the Company for contracts purchased by the commercial paper conduit, but there is a
holdback by the conduit equal to 10% of the principal of these contracts. .

A second SPE, PDC Funding' Company II, LLC, can seli contracts through a Contract Purchase Agreement
to a group of banks led by U.S. Bank. The agreement operates similarly to the Receivables Purchase Agreement
described above, except that the holdback is equal to 6% of the principal and the capacity is $110 million.

Patterson services the customer contracts under both of the preceding arrangements for which it receives a
fee that approximates its cost for providing the service.

¢

Sales and Marketing ' ;

During fiscal 2008, Patterson Dental sold products or services to over 120,000 customers in the U.S. and
Canada who made one or more purchases during the year. Patterson Dental’s customers include dentists,,
laboratories, institutions and other healthcare professionals. No single customer accounted for more than 1% of
sales during fiscal 2008, and Patterson is not dependent on any single customer or geographic group of .
customers. The Company’s sales and marketing efforts are designed to establish and improve customer
relationships through personal interaction with its sales representatives and frequent direct marketing contact,
which underscores the Company’s value-added approach. |

Patterson Dental has over 90 local offices throughout the U.S. and Canada so that it can provide a presence
in the market and deciston making near the customer. These offices, or branches, are staffed with a complete .
compliment of Patterson Dental capabilities, including sales, customer service and technical service personnel, as
well as a local manager who has broad decision making authority with regard to customer related transactions
and issues. The branches are grouped into seven regions in the U.S. and one in Canada.

A primary component of Patterson’s value-added approach is its sales force. Due to the fragmented nature
of the dental supply market, Patterson believes that a large sales force is necessary to reach potential customers
and to provide full service. Sales representatives provide an informational link to the overall industry; assist
practitioners in selecting and purchasing products and help customers efficiently manage their supply inventories.
Each sales representative works within an assigned sales territory under the supervision of a location (branch)
manager. Sales representatives are all Patterson employees and are generally compensated on a commission
basis, with some, less experienced, representatives receiving a base salary and commission.
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* To assist its sales representatives, Patterson Dental publishes a variety of catalogs and fliers containing
product and service information. Dental customers receive a full-line product catalog containing over 30,000
inventoried items. The catalog includes pictures of products, detailed descriptions and specifications of products
and is utilized by practitioners as a reference source. Selected consumable supplies, new products, specially
priced items and high-demand items such as infection control products are promoted through merchandise fliers
printed and distributed bi-monthly to the dental supply market. In addition, dental equipment sold by Patterson is
featured in Patterson's tri-yearly publication, Parterson Today, which also includes articles on dental office
design, trends in dental practice, products and services offered by Patterson and information on equipment
maintenance.

'

To enhance the total value it brings to its customers, Patterson Dental created a value-added benefit program
for its preferred customers. The Patterson PlusS™ program entitles its best dental customers to priority technical
services, automated supply management systems at no charge, a variety of product discounts and reduced rates
on financial products, practice management software and technical services.

Distribution

Patterson Dental believes that responsive delivery of quality supplies and equipment is a key element to
providing complete customer satisfaction. Patterson ships dental consumable supplies from eight strategically
located distribution centers in the U.S. and Canada. Orders for consumable dentat supplies can be placed by
telephone or electronically 24 hours a day, seven days a week. Printed office products are shipped from the
Company’s manufacturing and distribution facility in Illinois.

All orders are routed through Patterson’s centralized computer ordering, shipping and inventory
management systems, which are linked to each of the Company’s strategically located distribution centers. If an
item is not available in the distribution center nearest to the customer, the computer systemn autematically directs
shipment of the item from another center. Rapid and accurate order fulfillment is ancther principal component of
the Company’s value-added approach. Patterson Dental estimates that 98% of its consumable goods orders are
shipped to the customer on time, which is generally within 24 hours.

In order to assure the availability of Patterson Dental’s broad produél lines for prompt delivery to
customers, Patterson must maintain sufficient inventories at its distribution centers. Purchasing of consumables
and standard equipment is centralized and the purchasing department uses a real-time perpetunal inventory system
to manage inventory levels. The Company’s inventory consists mostly of consumable supply items. By utilizing
its computerized inventory management and ordering systems, the Company is able to accurately predict
inventory turns in order to minimize inventory levels for each item.

Patterson Dental’s more than 90 dental sales offices are generally configured with display areas where the
latest dental equipment can be demonstrated. Dental equipment is generally custom ordered and is staged at the
Company’s sales offices before delivery to dental offices for installation,

Sources of Supply

Effective purchasing is a key strategy the Company has adopted in order to achieve its objective of
continuing to improve profitability. The Company has a program to effectuate electronic data interchange (EDI)
with its major vendor partners. In fiscal 2008, the Company processed 70% of its invoices from dental vendors -
using EDI capabilities. In addition, 60% of Patterson’s dental purchase order volume was conducted employing
EDI, which represented 65% of dental purchase order dollars placed during the fiscal year. Utilizing EDI allows
the Company to improve efficiencies and reduce administrative costs.

Patterson Dental obtains products from approximately 1,100 vendors in the dental segment. Patterson has
exclusive distribution agreements with several quality dental equipment manufacturers including Sirona Dental
Systems, Inc. for CEREC® dental restorative systems and digital x-rays. The Company is the only national dealer
for A-dec equipment, including chairs, units and cabinetry. A-dec is the largest manufacturer of dental equipment
in the U.S, . '
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While the Company makes purchases from many-suppliers and there is generally more than one source of
supply for most of the categories of products sold by the Company, the concentration of business with key
suppliers is considerable. The Company’s top ten supply vendors accounted for approximately 41% of the cost of
dental products sold in both fiscal years 2008 and 2007. Of these ten, the top two vendors accounted for 9% each
of both fiscal 2008 and fiscal 2007 cost of sales.

Competition

The highly competitive U.S. dental products distribution industry consists principally of national, regional
and local full-service and mail-order distributors. The dental supply market is extremely fragmented. In addition
to Patterson and one other national, full-service firm, Sullivan-Schein Dental, a unit of Henry Schein, Inc., there
are at least 18 full-service distributors that operate on a regional level, and hundreds of small local distributors.
Also, some manufacturers sell directly to end-users.

The Company approaches its markets by emphasizing and delivering a value-added model to the
practitioner. To differentiate itself from its competition it deploys a strategy of premium customer service, a
highly qualified and motivated sales force, experienced service technicians, an extensive breadth and mix of
products and services, accurate and timely delivery of product, strategic location of sales offices and distribution
centers, and competitive pricing.

The Company also experiences compétition in Canada in the dental supply market. The principal competitor
is a national, full-service dental distributor, Henry Schein Ash Arcona, a unit of Henry Schein, Inc. The
Company believes it competes in Canada on essentially the same basis as in the United States.

Veterinary Supply
Overview .-

Webster Veterinary, or “Webster,” is the leading distributor of veterinary supplies to companion-animal
(dogs, cats and other common household pets) veterinary clinics in the eastern United States. Management
believes Webster is the second largest distributor of companion-animal veterinary supplies nationally. In
addition, through its fiscal 2005 acquisition of Milburn Distributions, Inc., Webster is the leading national equine
distributor in the United States. Webster provides products used for the diagnosis, treatment and/or prevention of ,
diseases in companion pets and equine animals. Founded in 1946 and headgquartered in Sterling, Massachusetts,
Webster has developed a strong brand identity as a value-added, full-service distributor of a virtually complete
range of consumable supplies, equipment, diagnostic supplies, biologicals (vaccines) and pharmaceuticals.
Webster's product offering, totaling more than 11,000 items, is sold by approximately 175 field sales
representatives. In addition to its core business of distributing veterinary products, Webster has a significant
agency commission business with a few large pharmaceutical manufacturers. Under the agency relationships,
Webster typically eamns a commission for soliciting orders through its sales force. In the agency relationship,
Webster processes the order to the manufacturer but handles none of the product nor does Webster bill and
collect from the customer. The agency commissions that Webster earns range from 3% to 10%, a portion of
which is shared with the direct sales personnel, Webster’s agency commissions accounted for less than 1% of its
net sales in fiscal 2008. Net sales by Webster in fiscal 2008 were $446.4 million. Operating income totaled $24.7
million.

The Coinpany estimates the market for pharmaceuticals and supplies sold tc companion animal and equine
veterinarians through distribution is approximately $2.8 billion on an annual basis. Based upon the estimated
$2.8 billion market, the Company believes its share of this market is approximately 14%. Similar to the dental
supply market, the veterinary supply market is fragmented and geographically diverse. There are approximately
79,000 veterinarians practicing at 27,000 animal health clinics. The vast majority, approximately 67% of -
veterinarians, work in private animal health clinics specializing in small animals, predominately companion pets.
The average private veterinary practice generates approximately $770,000 of annual revenue. These practices
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purchase between $80,000 and $120,000 of supplies each year, and similar to the dental practitioner, do not
maintain a large supply of inventory on hand. The typical veterinary practice purchases approximately 80% of its
supplies from its top two suppliers. The average purchase of consumables by the veterinary practice is noticeably
higher than that of the dental practitioner due predominately te pharmaceutical products which are administered
and dispensed by veterinarians. '

According to a market study prepared by KPMG LLP for three veterinary professional.organizations in
1999, the demand for veterinary services has historically grown significantly faster than growth in the overall
economy. Total expenditures for veterinary services in the United States grew at an inflation adjusted real annual
rate of 7.2% from 1980 through 1997, and are projected to grow 5% on a real basis annually, through the year
2015. The companion pet segment is the fastest growing area of the overall U.S. veterinary supply market. The
Company believes this growth is sustainable due to the following favorable factors:

*  Number of households with companion animalis. The number of households with companion animals is
steadily expanding which increases the demand for veterinary services. Today, 63% of U.S. households
own a companion pet compared with 56% in 1988. Overall, 45% of all households in the U.S. own
more than one pet. '

= Veterinary expenditures per household. The amount pet owners are willing to spend caring for their
pets is increasing substantiaily. The American Pet Products Manufacturers Association estimates that
pet owners will spend $38.4 billion in 2008 to care for the American pet population, or $555 per
household. This is a 125% increase over the $17 billion spent in 1994, -

»  Veterinary products and techniques. Many new therapeutic and preventive products are being
developed for the companion animal market. Technological developments have resulted in new
innovative veterinary products and advances in veterinary services.

Strategy

Webster’s objective is to build a leading national position in the companion animal veterinary market
through internal expansion and acquisitions, while continuing to improve its profitability and enhance its value to
customers. Its key strategies and priorities for accomplishing this are to open new geographic markets, make
acquisitions that expand-market share, emphasize value-added capabilities, consistently improve operating
efficiencies and broaden the product offering.

Growing Through Internal Expansion and Acquisi_tion.i In April 2004, Webster acquired the assets of
ProVet, which was the companion animal veterinary supply division of Lextron, Inc. ProVet was a distributor
with locations in Indianapolis, Kansas City, Houston, Denver and Seattle. Management believes this acquisition
made Webster the second largest distributor of companion-animal veterinary supplies in the U.S. This acquisition
added 44 sales representative territories expanding Webster's geographic coverage to include the states of
Indiana, Illinois, Missouri, Kansas, Oklahoma, Colorado, Nevada, Idaho and Oregon. In addition, the acquisition
increased market coverage in Washington state and Texas where Webster already had a presence.

In October 2004, Webster acquired Milburn Distributions, Inc., the largest distributor specializing in the
U.S. equine veterinary supply market. Milburn’s annualized sales exceed $50 million. The company operates
facilities in Arizona, Pennsylvania, Kentucky, Texas and Florida. Most companion-animal and large animal
veterinary supply distributors have not successfully served the nation’s equine veterinarians due to the highly
specialized nature of this niche market. Milburn has capitalized on this opportunity by focusing exclusively on
the unique needs of equine veterinarians. ‘

In fiscal 2006, Webster grew through both an acquisition and greenfield expansion. In December 2003, it
acquired Intra Corp., one of the nation’s leading developers of veterinary practice management software that is
marketed under the IntraVet brand name. IntraVet has more than 2,000 software installations nationwide and
furthers Webster’s strategy of establishing a value-added business platform similar to that of Patterson Dental.
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Also in fiscal 2006, Webster developed business through a program of internal start-ups, including
operations in Ohio, Michigan and California. The expansion into California, which had been Webster’s largest
unserved market, was particularly successful and has made a solid contribution to Webster’s sales results.

During fiscal 2008, Webster acquired New England X-Ray, Inc. in the first quarter and Associated Medical
Supply, Inc. in the fourth quarter. New England X-Ray expanded product and service offerings and Associated
Medical Supply, Inc. strengthened Webster’s competitive position in the soulhwastem U.S. Further expansion of
Webster's geographic markelplace is anticipated in the future.

Emphasizing Value-Added, Full-Service Capabilities. Webster believes that veterinary customers value full
service and responsive delivery of product, in addition to competitive prices. Customers also increasingly expect
suppliers to be knowledgeable about products and services, and generally a superior sales representative can
create a special relationship with the practitioner by providing an informational link to the overall industry,
Webster's knowledgeable sales representatives assist customers in the selection and purchasing of supplies. Most
veterinarians are independent, or small unit based, practitioners who are unable to store and manage large
volumes of supplies in their offices. Webster meets its customer’s requirements by delivering frequent, small
quantity orders rapidly and reliably from its strategically located distribution centers.

Continuing to Improve Operating Efficiencies. Webster continuously pursues opportunities to lower costs
and improve efficiencies. As of April 2008, Webster shares three distribution facilities with one or both of the
other operating units. In addition, a customer system that can be used by multiple business segments but
maintains the same look and feel of the eMAGINE® system has been fully deployed within the unit. The new
system provides customer éuppon staff with integrated customer information on one screen.

Broaden the Product Line, Webster continuously seeks to broaden its portfolio of product offerings to
maximize the opportunities within its existing customer base. For example, in the past two years Webster’s
expansion of its product offerings included the entire line of Pfizer Animal Health equine products, Rimadyl®
canine analgesic, Vetsulin™ canine insulin, Continnum™ small animal vaccines, equine anti-inflammatory
Surpass®, feline nutraceutical Enisyl-F™ and canine nutraceutical Welactin™, Alphatrack blood glucose
monitor, Cislak dental instruments, Previcox® canine analgesic, Mometamax otic preparation, Genesis topical
spray, SCA2000 blood coagulation analyzer, Polymune equine plasma, Solitude feed-through fly preventive,
SNAP Bile Acid diagnostic test.

Webster also strives 1o consistently introduce innovative products. In fiscal 2005, Webster successfully
launched its private label initiative to supply veterinary customers with quality consumable goods (white goods,
exam gloves, sutures, surgical blades and microscope slides) at value prices. Private label offerings have been
expanded since the initial launch and are expected 1o continue to grow. Management believes that product
innovation allows Webster to maintain its competitive position and helps fuel internal growth. Management also
believes that its emphasis on new product offerings enables its sales force to remain effective in creating demand
among veterinarians.

Broadening the product line also includes bringing new, innovative services to the customer to allow them
10 generate greater revenues and profitability from their practice. As Webster continues to expand and build its
equipment business, it has added clinic and hospital design capabilities and technical service personnel to install
and repair equipment that 1s sold by Webster as well as by -others. With the fiscal 2006 acquisition of the IntraVet
practice management software product, new services and revenue opportunities become possible. In addition,
with the growth in the equipment and software business, there is an opportunity for additional financing
transactions.




Products and Services

The following table sets forth the sales by principal categories of products and.services offered to veterinary
segment customers: =~ - , -

* ° [

, 2008 2007 2006

. Consumable and printed products . ... ... . e 92% . 91% 93%
Equipment and software . . ......... ... o i s 7 7 5
71 11 e 12 2

17 [ 100% 100% 100%

Consumable and Printed Products

Webster offers its customers a broad selection of veterinary supply products including consumable supplies,
pharmaceuticals, diagnostics, and biologicals. Consumable supplies distributed by Webster include lab supplies,
various types and sizes of paper goods, needles and syringes, gauze and wound dressings, sutures, latex gloves,
orthopedic and casting products. Webster's pharmaceutical products include anesthetics, antibiotics, injectibles,
ointments and nutraceuticals. The diagnostics product category includes on-site testing products for heartworm,
FIV, FELV and Parvo- virus. Biological products are comprised of vaccines and injectibles. Many, of lhe office
supply products sold to the dental supply market are also offered to the veterinary supply market.

Equipment and Software

Webster sells equipment for hospital, laboratory and general surgical use within the veterinary practice.
Fiscal 2008 equipment sales accounted for 7% of veterinary segment sales. Webster offers innovative, quality
equipment that differentiates Webster from the competition. About 50% of veterinary equipment orders are drop
shipped directly to the customer, of which 15% are custom ordered from the manufacturer. The other half
veterinary equipment is distributed in a manner similar to consumable supplies.

Other

Other products and services include commissions on agency sales, equipment repair revenues, software
mamtenance contract revenue and freight recovery on shipments to customers.

or 1
'

Sales and Marketing - .

‘.

A primary-component of Webster’s value-added approach is its sales force. Due to the fragmented nature of
the veterinary supply market, Webster believes that a large sales force is necessary to reach potential customers
and to provide full service. Sales representatives provide an informational link to the overall industry, assist
practitioners in selecting and purchasing products, and help customers efficiently manage their supply
inventories. Each representative works within an assigned sales territory under the supervision of a location
(branch) manager. Sales representatives are employees and are generally compensated on a commission basls '
with some, less experienced, represenlalwes receiving a base salary and commission.

To assist its salcs representatives, Webster publishes a catalog, which contains approximately 11,000 SKUs.
This catalog includes detailed descriptions and specifications of products and is utilized by practitioners as a
reference source. Selected consumable supplies, new products, specially priced items and high-demand items are
promoted through merchandise fliers printed and distributed monthly. !

Webster’s website was built upon the proven technology of the Patterson Dental website and the site allows
customers the ability to order items twenty-four hours a day, seven days a week. The website also incorporates
value-added functions that permit customers to check their invoice, payment and credit history, build a “shopping
list” of frequently purchased items and track their order status. ‘. veo
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Distribution

As of April 26, 2008, veterinary products were stocked and shipped out of 13 distribution centers within the
Patterson Logistics distribution network. The distribution of veterinary products is complemented by telesales
representatives who are responsible for processing approximately 70% of customer orders in this segment. In
order to meet the rapid delivery requirements of customers, most consumable products are delivered within 24
hours. Webster estimates that approximately 98% of its consumable orders are delivered 1o the customer on time.

Sources of Supply

Webster obtains products from nearly 550 vendors. While Webster makes purchases from many suppliers
and there is generally more than one source of supply for most of the categories of products, the concentration of
business with key suppliers is considerable. In fiscal 2008 and 2007, Webster's top 10 veterinary supply .
manufacturers comprised 62% and 63%, respectively, and the single largest supplier comprised 17% ancl 19%,
respectively, of the total cost of veterinary supply sales.

Competition

Within the “companion pet” market segment, competitors range from small local distributors to large
national and regional full-service companies, and to a lesser extent, mail order distributors or buying groups.
Webster also competes directly with pharmaceutical companies who seli certain products directly to the
customer.

The Company approaches its markets by emphasizing and delivering a value-added model to the
practitioner. To differentiate itself from its competition it deploys a strategy of premium customer service, a
highly qualified and motivated sales force, an extensive breadth and mix of products and services, accurate and
timely delivery of product, strategic location of sales offices and compelitive pricing.

Rehabilitation Supply
Overview

Patterson Medical is headquartered in Bolingbrook, linois and is the world’s leading distributor of
rehabilitation medical supplies and non-wheelchair assistive products. Patterson Medical believes it offers the
most comprehensive range of distributed and self-manufactured rehabilitation products to health care
professionals globally. Its mission is to provide health care professionals and their patients with access to
products that improve peoples’ lives by helping them to attain their highest achievable level of independence,
safety and comfort. Patterson Medical operates as Sammons Preston Rolyan in North America and Homecraft in |
international markets. :

Patterson Medical serves as the gateway through which over 30,000 rehabilitation products originating from
more than 2,000 suppliers and manufacturers are sold to a diverse customer base with an emphasis on physical
therapists (“PTs”) and occupational therapists (“OTs”). It offers its customers a “one-stop shop” through what it
betieves to be the most comprehensive catalog in the industry, the largest direct sales force and the category’s
most efficient customer service and distribution operations, Major channels of distribution are acute care
hospitals, long-term care facilities, rehabilitation clinics, dealers and schools. In addition, Patterson believes
Patterson Medical’s reputation, global market presence and hlghly transferable business model will facilitate
entry into new markets. :

Patterson Medical offers a wide range of differentiated, non-invasive products and expertise to users and
their health care providers, while focusing on niches, worldwide, where its capabilities, reputation and customer:
partnerships can result in a compelitive advantage. Its goal is to become its customers’ first choice for
rehabilitation medical supplies and assistive products in each of its chosen markets.
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Patterson Medical is highly diversified with no single product, customer or purchasing group representing a
significant percentage of total revenue. In addition; given the relatively small average and median order size
(approximately $225 and $70, respectively), Patterson Medical’s products often do not represent a major expense
category for its customers.

In March 2002, Patterson Medical completed the acquisition of the Smith & Nephew Rehabilitation
(“SNR™) division of Smith & Nephew plc, and in doing so, acquired the Rolyan, Homecraft-and Kinetec brand
names. The SNR acquisition added 3,500 additional products, as well as a broad array, of other brand names and
proprietary products. The acquisition of SNR combmed the two leading distributors of rehabilitation medical
supplies to create what Paiterson believes is the only * ‘One- stop shop” in the industry. Patterson Medical
manufactures or has exclusively manufactured for it products representmg approximately 25%.of its total
revenue and purchases products representing the remaining 75%. Appr0x1mately 80% of its revenue is in North
America, . . .,
. . Patterson Medlcal believes the rehabthtatlon medlcal supplies and assistive products industry is
approximately $4.6 billion in the U.S. and $6.2 billion worldwide and is expected to grow 6% to 8% over the -
next several years. Industry growth js driven by strong growth in the physical and occupational therapy markets
and favorable demographic trends associated with the aging of the baby-boom generation. Patterson Medical
does not compete in motorized-wheelchairs or scooters, a market estimated to be a combined $2.2 billion
worldwide. Therefore, Patterson Medical’s addressable market (defined as the collective market for products sold
by Patterson Medical) is approximately $4.0 billion worldwide. Patterson Medical believes that it has an industry
leading market share of approximately 6% in a highly fragmented rehabilitation and assistive products market.

Patterson Medical believes that-the demand for rehabilitation products will continue to be influenced by the
following factors:

e Favorable Deniographics. Favorable demographic trends such as extended life éxpectancy, activé
lifestyles and a general willingness to spend dlscreuonzuy income on health care and well being, are
_ expected to contribute to increased demand for productq distributed by Patterson Medlcal Specificaily,
the agmg baby-boomer population, together with lhelr increased disposable i mcome and desire for
1ndependence will fuel product purchases to ass1st w1th the frznlues assomated ‘with old age and
provide sustained sales growth.

The U.S. Census Bureau has projected the 85 and older population in the U.S. to more than triple from
four million in 2000 to 14 million by 2040. The 65 to 84 year old population is expected to more than

" double Quring the same time period. Current trends indicate that these age groups represent the
majomy of home and community-based health care patients.

The aging of the populauon is a revenue growth driver because approximately 10% of people over the
age of 65 and approximately 50% of people over the age of 85 need assistance with everyday activities.
Patterson Medical believes it is well positioned to benefit from this trend by providing aids to daily
llvmg, namely dressing devices; toileting, dining, bathmg aids; and grooming devices, all of which
promote greater patient independence, improved patient responsibility and improved responsiveness o
treatment.

s [Increasing Number of PTs and OTs, Patterson Medical's Primary User Groups. According to the U.S:
Department of Labor Occupational Outlook Handbook, there were approximately 132,000 PTs and
78,000 OTs in the U.S. in 2000. Approximately two-thirds of PTs were employed in either hospitals or

..« - .offices of physical therapists. The remaining one-third .of PTs was employed-in home health agencies,
outpatient rehabilitation clinics, physician offices and nursing homes. The majority of OTs work in
hospitals, including many in rehabilitation and psychiatric hospitals. The remaining OTs work in
outpatient occupational therapy offices and clinics, schools, home health agencies, nursing homes,
community mental health centers, adult day care programs, job training services and residential care

17




facilities. The demand for PTs and OTs is expected to remain strong largely driven by the (i) increase
in the number of individuals with disabilities or limited function requiring therapy services; (ii) rapidly
growing elderly population which is particularly vulnerable to chronic and debilitating conditions that-
require therapeutic services; (iii) baby-boom generation which is entering the prime age for heart -
attacks and strokes, increasing the demand for cardiac and physical rehabilitation; (iv) advances in
medical tech «ology which permit treatment of more disabling conditions; and (v) widespread interest
-in health promotion. | .o

* Increasing F requency of Reconstructive and Implant Surgery. Another important driver of the growth
" in the PT market is the growmg need for rehabilitation products resulting from the increasing

frequency of reconstructive implant procedures, including hip and knee replacements. The worldwide
reconstructive implant market is currently in excess of $5.0 billion and expected to grow between 7%
and 8% annually. This growth trajectory is largely driven by favorable demographics, as patient
populations are expanding at both ends of the age spectrum. Among seniors, more active lifestylés and
longer life expectancies are responsible for the increasing frequency of reconstructive implants.
Younger patients are opting for reconstructive implants over less invasive alternatives due to improved
and longer lasting implant technology. Patterson Medical believes it is well positioned to benefit from
the growth in reconstructive implants, by providing orthopedic products, namely Continuous Passive
Motion machines and splinting, which are critical to post-operatory rehabilitation.

International Operations

Patterson Medical’s international operations are based in the United Kingdom (*U.K.”) and are made up of
two divisions: Homecraft in the U.K. and Kinetec in France. The international operations broadly reflect the
same business model as used in the North Amertcan market. In the U.K., Homecraft operations include sales and
marketing, customer service, distribution, purchasing and administration. In France, Kinetec is a self-contained
manufacturing unit with limited sales and marketing, distribution, admini'stration and purchasing.

Homecraft is a leading supplier of aids to daily living (“ADL”) and rehabilitation products in the UK., and a
significant player in the international markets. Having developed and designed many proprietary products
Homecraft is the prime source for numerous established and market leadmg ADL brands, including products sold
under the Sammons Preston Ro]ydn brand. The Homecraft catalog offers a broad line of ADL, therapy,
rehabilitation and pediatric products containing over 10,000 items. Their catalog is c1rculated to PTs, OTs, loan
cquipment stores and private clinics, trade outlets and the general public,

Homecraft’s central sales and markeung strategy is to provide a “one-stop shop” proposition to hospitals,
local government and trade customers throughout the U.K. Customers are reached through a combination of mail
order, a 12 person sales force, telemarketing and in-market promotional and exhibition activity.

Kinetec consists of two operations, the manufacturing and distribution of Continuous Passive Motions
machines (“CPMs”) for sale on a worldwide basis and the sale and distribution of Sammons Preston Rolyan and
Homecraft products in France. Products are marketed to customers through product brochures, mailings, tele-
marketing and a 6 person sales force that covers the French rehabilitation market.

Strategy

Patterson Medical's objective is to be the customers’ first choice for rehabilitation medlcal supplies and
non-wheelchair assistive products in each of its chosen markets. It intends to grow through internal expansion
* and acquisitions in both rehabilitation and related products. In the second half of fiscal 2006, a new management
team was installed and is responsible for accelerating the unit’s adoption of Patterson’s value-added strategy.
Emphasizing Value-Added, Full-Service Capabilities. Patterson Medical currently offers their customer a
“one-stop shop” for products through their industry-leading catalog with over 20,000 items, focused primarily on
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physical and occupational therapy products. Patterson Medical adds new products each year Lo its ever- expanding
catalog and is committed to doing so long-term. Consistent with Patterson Medical’s current product offenng,
some of these new products are branded, exclusive or self-manufactured

Patterson Medical recognizes that dlfferent customer groups have very different economic, product,
distribution channel requirements and treatment goals. Patterson Medical proactively attempts to anticipate and
flexibly respond to the diverse needs of its customers, while focusing on niches, worldwide, where its
capabilities, reputation and customer partnerships can result in a competitive advantage. As such, Patterson
Medical foresees an on-going evolution of its product offerings 10 meet the ever-increasing demands of its
diverse customer segments.

Improving Operating Efficiencies. Patterson Medical’s proprietary products, which consist of self-
manufactured products, products manufactured for Patterson Medical and products sold through exclusive
distribution arrangements represent approximately 30% of total revenues. Over the past two years, Patterson
Medical made investments in new sales and marketing programs as a part of its accelerated adoption of
Patterson’s value-added strategy, including the expansion of its sales force and the establishment of a branch
office structure. The Company believes these investments will result in additional sales and operating efficiencies
into the future.

As of April 2008, the unit is dlsmbutmg products from four shared distribution facilities that distribute
products of two or all three Patterson operating units. In addition, the first ‘shared branch office location was
created late in fiscal 2007 in Northern California. This branch location includes both dental and rehabllnauon
segment personnel, while allowing the two units to share in certain common expenses.

Growing Through Internal Expansion and Acquisitions. Patterson Medical believes it is well positioned to
expand in its core markets. Patterson Medical’s market presence, clinical understanding and close customer
relationships allow Patterson Medical to anticipate and flexibly respond to the diverse needs of its customers.
Patterson Medical believes its market knowledge, strong vendor relationships and manufacturing capabilities will
continue to drive the delivery of value-added solutions through the continual enrichment of its product mix.
Additionally, Patterson Medical believes its broad portfolio of national accounts and commitment to expand its
sales force will enhance Patterson Medical’s growth and penetration within its current and new customer base.

Patterson Medical acquired Homecraft and Kinetec as part of the SNR transaction. Patterson Medical is
leveraging this platform to accelerate international expansion, in terms of both product lines and geographic
regions. Since the SNR transaction, Patterson Medical has added over 550 pages of new products to the
Homecraft catalog. Homecraft and Kinetec brought with them a proven capability to source products at very
favorable costs and at high levels of quality from China; which has resulted in meaningful cost savings. Paiterson
Medical’s management team believes its business model is transferable to other countries, and is using
Homecraft to cultivate new relationships through an enhanced product array, sales effort, distribution capabilities
and catalog expertise.

In May 2004, Patterson Medical acquired the assets of Medco Supply Company, Inc., or “Medco,” from
NCH Corporation. With sales of approximately $40 million, Medco is one of the nation’s leading sports
medicine distributors and is based in Buffalo, New York. In addition to its sports medicine business, it seils first
aid, safety and medical consumable products to commercial and institutional customers, as well as consumable
supplies and equipment to podiatrists. The complete product offering includes approximately 10,000 SKUs that
are sold through direct mail catalogs and 15 territory sales people. Medco markets o athletic trainers, schools
and school nurses, daycare providers and healthcare professionals including podiatrists, chiropractors and
physical therapists.

Over the past two years, the unit has opened twelve branch offices through acquisitions and internal
start-ups in desirable locations throughout the U.S. In November 2007, Patterson Medical acquired PTOS
software, a leading line of practice management software for physical therapists.
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Patterson Medical operates in the highly fragmented rehabilitation medical supplies and non-wheelchair
assistive products industry. Patterson Medical’s competition is generally either [ocaily or regionaily focused.
Patterson Medical intends to opportunistically pursue expansion opportunities in order to add products,
customers and capabilities, which wiil turther differentiate Patterson Medical from its competition.

Products and Services

The following table sets forth the sales by principal categories offered to rehabilitation segment customers;

2008 2007 2006

Consumable and printed products . ....... ... .. ... .. 70% T2% T2%

Equipment ... ... e 25 23 23

Other . o 5 5 5
Total e 100% 100% 100%

Consumable and Printed Products
Patterson Medical offers a large selection of supply products that can be categorized as follows:
« Aidsto Daily Living—dressing devices, toileting, dining, bathing aids and grooming devices

* Onthopedic Soft Goods / Splints—braces, splints and orthonics for protecting, supporting and
positioning

* Clinical—products that assist in the examination and treatment of patients, such as exercise bands,
putty, weights balls and mats

*  Mobility—walkers, canes and wheelchair accessories such as gloves, trays and carrying bags

* Pediatric Seating and Positioning—rolls, wedges, specialty seating and standers and mobility
assistance products for special needs children. This category also includes sensory motor stimulation
products such as toys, crafts and devices to assist with balance.

*  Modalities—products for heating and cooling therapies, electrical stimulation, laser, ultrasound,
paraffin, iontophoresis and therapeutic creams and lotions

Equipment and Software

Rehabilitation equipment consists of exercise, examination, treatment and therapy equipment and furniture,
These products include parallel bars, treatment tables, mat platforms, treadmills, stationary bicycles and CPMs.
The November 2007 acquisition of PTOS software added a line of practice management software to Patterson
Medical’s wide array of product offerings. In addition, certain acquisitions over the past two years have given the
unit access to premium equipment lines that were previously unavailable to Patterson Medical.

Sales and Marketing

Its customers generally know Patterson Medical as Sammons Preston Rolyan in the U.S. and Canada, and
Homecraft in the remainder of the world. The Sammons Preston Rolyan and Homecraft business models, which
Patterson Medical employs in the U.S., Canada and the U.K., have successfully driven revenue growth and
profitability.

A core element of Sammons Preston Rolyan’s strategy is to maintain the most comprehensive single catalog
of rehabilitation products and supplies. The catalog, published for over 50 years, is considered the gold standard
of the industry and features the most comprehensive product offering with longstanding industry-leading
positions and recognized brand names.
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Patterson Medical has an experienced sales force, national account contracts with major customer groups,
unmatched customer service within the industry and the proven ability to introduce new praducts each year,
allowing Patterson Medical to compete across the entire spectrum of the rehabilitation medical supplies and
non-wheelchair assistive products industry. .

A key priority has been the expansion of the field sales force, which has grown by more than 75 sales
representatives since late in fiscal 2006 and now totals more than 200 worldwide. New sales representatives are
generally hired from the ranks of physicat and occupational therapists, manufacturer representatives and others
with extensive industry knowledge.

Patterson Medical began developing a branch office structure in fiscal 2007 through a combination of
internal start-ups and dealer/distributor acquisitions. Similar to a dental branch, these offices have a showroom,
commissioned sales staff and service department that provides equipment installation, repair and warranty
service for equipment manufacturers. As of April 2008, twelve branches had been established and this structure
will continue to expand in fiscal 2009.

Sammons Preston Rolyan’s national accounts group collaborates with its sales force to meet the changing
needs of its expanding account base. The product management group works closely with customers, suppliers
and the sales force to evaluate new products for inclusion in Sammons Preston Rolyan’s product offering.
Sammons Preston Rolyan adds approx1mately 2,500 new products to the catalog each year. Sammons Preston
Rolyan’s U.S. national accounts programi is staffed by seasoned professionals who have developed a
comprehensive portfolio of contracts. Furthermore, the integrated Sammons Preston Rolyan organization has
national contracts with major purchasing groups within each submarket, including hospitals, nursing homes and
dealers.

For many years, Sammons Preston and SNR had the only national sales forces in the U.S. dedicated to the
clinical education and sale of products to institutionally based PTs and OTs. With the acquisition and integration
of SNR, Patterson Medical’s clinical presence and sales capability have been enhanced with a broader product
offering and a more complete range of proprietary brands. The Patterson Medical sales professionals, many of
whom are therapists, are located throughout the U.S. and Canada. These sales professionals have utilized the
extensive product line and the comprehensive national contracts portfolio to establish direct sales to U.S.
hospitals, nursing homes and rehab clinics. Patterson Medical also sells to national healthcare distributors and
local dealers.

The rehabilitation medical supplies and non-wheelchair assistive products that Patterson Medical offers are
generally not subject to direct reimbursement pressures from Medicare and Medicaid. Patterson Medical does not
engage in third-party billing and collection activities, but sells to customers, including dealers, who provide this
service.

The rehabilitation medical supplies and non-wheelchair assistive products industry is highly fragmented. No
one manufacturer, distributor or customer represents a significant portion of Patterson Medical's revenue.

Distribution

Patterson Medical’s distribution process centers on its ability to fill small unit size and small dotlar amount
orders, In the U.S., over 5,000 packages ship daily from five locations. A majority of products are shipped out of an
eastern Pennsylvania distribution center that is shared between all three Patterson operating units. Patterson Medical
moved into this facility during fiscal 2007, at which time an existing distribution center located in Bolingbrook, IL
was closed. Certain high volume product is distributed from other multi-segment facilities within the Patterson
Logistics distribution network. Approximately 95% of the packages in the U.S. ship via UPS.

Patterson Medical’s call center operates from 7am — 7pm Monday through Friday, processing in excess of
4,000 calls per day. Order entry capability from 7pm — 7am from Monday through Friday and weekends exists
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through an offsite, third-party contractor with limited systems access. The combination of in-house staff,
supplemented with contracted, third party services, provide customers with 24 hours a day, seven days a week
ordering capabilities. In addition, fax orders and EDI capabilities support the larger, more technologically
advanced customers, including dealers, hospitals and long-term care facilities. While Internet ordering
capabilities currently exist, customer reception to ordering products via the Internet is currently small, but
growing. :

Sources of Supply

Among Patterson Medical’s core strengths is its ability to obtain premier products from vendors. Patterson
Medical purchases its products from over 2,000 suppliers and manufacturers. Although no single supplier
accounted for 10% or more of Patterson Medical’s total purchases in fiscal 2008, Patterson Medical frequently is
the largest single customer of these manufacturers. Suppliers view the ability to distribute their products through
Sammeons Preston Rolyan and Homecraft positively due to reputation, longstanding industry-leading position,
comprehensive catalogs, national account contracts, and sales force presence and distribution capabilities.
Patterson Medical continually works at strengthening its supplier relationships through the introduction of
supplier programs. :

Competition

Patterson Medical believes it is the only national player to offer, “one-stop shopping” to its customers.
Patterson Medical’s competition is generally highly fragmented, locally or regiconally focused and without the.
product offering necessary to be a “one-stop shop.” Patterson Medical’s national and international scale and
purchasing power provide Patterson Medical with a favorable cost position and strong pricing trends relative to
its competition.

For further information on each of the Company’s three operating segments, and operations by geographic
area, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations™ in.Item 7 of
this document and Note 11 to the Consolidated Financial Statements.

.

Patterson Companies, Inc.
Trademarks

Patterson has registered with the United States Patent and Trademark Office the trademarks ‘‘Patterson®,”
“PDXpress®,” “EagleSofte " and “eMAGINE®.” With the addition of Patterson Medical, the Company acquired
the marks Sammons, Preston, Roylan, Homecraft and numerous other tradenames and trademarks. The Company
beligves that these trademarks are well recognized within their respective industries, and are therefore valuable
assets of the Company,

Employees '

As of April 26, 2008, the Company had approximately 6,850 employees. Patterson has not experienced a
shortage of qualified personnel in the past, and believes that it will be able to attract such employees in the future.
None of Patterson’s employees are subject to collective bargaining agreements or represented by a union. The
Company considers its relations with its employees to be good. :

Website

The Company makes available, free of charge, on its website, its Annual Report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports as soon as reasonably
practicable after the material is electronically filed with or furnished to the Securities and Exchange
Commissions. This material may be accessed by visiting the Investor Relations section of the Company’s website
at www.pattersoncompanies.com.
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Information relating to corporate governance at Patterson, including our Principles of Business Conduct and
Code of Ethics and information concerning our executive officers, directors and Board committtees, Emd
transactions in Patterson securities by directors and officers, is available on or through our website
www.pattersoncompam'es.com under the “Corporate Governance™ and “Investor Relations™ captions.

Information maintained on our website is not being mcluded as a part of, or incorporating it by reference
into, our Annual Report on Form 10- K :

4 .
* ]

Governmental Regulation

The marketing, distribution and sale of certain products sold by the Company are subject to the
requirements of various federal, state and local laws and regulations. The Company is subject to regulation by the
Federal Food and Drug Administration, the Drug. Enforcement Administration and the U.S. Department of,
Transportation. Among the federal laws which impact the Company are the Federal Food, Drug and Cosmetic
Act, which regulates the advertising, record keeping, labeling, handling, storage and sale of drugs and medical
devices which are distributed by the Company, and which requires the Company to be registered with the Federal
Food and Drug Administration; the Safe Medical Devices Act, which imposes certain reporting requirements on
the Company in the event of an incident involving serious illness, injury or death caused by a medical device
distributed by the Company; and the Controlled Substance Act, which regulates the record keeping, handling,
storage and sale of certain drugs sold by the Company, and which requires the Company to be registered with the
Drug Enforcement Administration. In addition, the transportation of certain products distributed by the Company
that are considered hazardous materials, is subject to regulation by the U.S. Department of Transportation:

The Company also is required to be licensed as a distributor of drugs and medical devices by each siatt_: in
which it conducts business. In addition, several state Boards of Pharmacy require the Company to be licensed in
their state for the sale of animal health products within their jurisdiction. The Company is also subject to the
requirements of foreign laws and regulations, which impact the Company’s operations in those foreign countries
where the Company conducts business.

While the Company believes it is in substantial compliance with the laws and regulations which regulate its
business, and that it possesses all the licenses required in the conduct of its business, the failure to comply with
any of those laws or regulations, or the 1mposmon of new laws or regulations could ncgauve]y lmpact the
Company’s business.

Executive Officers of the Registrant

Set forth below is the name, age and position of the executive officers of the Company as of June 25, 2008.

James W. Wiltz .. ................. 63 President and Chief Executivé Officer—Pa;terson Companies, Inc.
Peter L. Frechette ................. 70 Chairman of the Board—Patterson Companies, Inc. .
R. Stephen Armstrong ... ........... 57 Executive Vice President, Chief Financial Officer and Treasurer—
Patterson Companies, Inc.
Daniel H. Peckskamp .............. 48  Vice President, Operations and Shared Servi¢es—Patterson’
: Companies, Inc. ' ‘
Lyon E. Askew ................... 45 Vice President, Manégemenl Information Sysiems;Patterson
' Companies, Inc.
Jerome E. Thygesen ............... 50 Vice President, Human Resources—Patterson Companies, Inc.
Scott P. Anderson ................. 41 President—Patterson Dental Supply, Inc.
George L. Henniques .. ............. 47 President—Webster Veterinary Supply, Inc.
DavidP.Sproat ................... 41 President—Patterson Medical Products, Inc.

The officers of the Company are elected annuaily and serve at the discretion of the Board of Directors.

23




Background of Executive Officers

James W. Wiltz was named the Company’s Chief Executive Officer in May 2005. Mr. Wiltz had held the
position of President and Chief Operating Officer since April 2003. Upon being elected Chief Executive Officer,
Mr, Wiltz retained the title of President, however the Company eliminated the Chief Operating Officer position.
Mr. Wiltz also served as a Vice President of the Company from 1986 to 2003 and as President of Patterson
Dental Supply, Inc., from 1996 to 2003. Patterson has employed him since Seplember 1969, initially as a
territory sales representative. Mr. Wiltz was appointed to the Board of Directors in March 2001.

Peter L. Frechette currently serves as our Chairman of the Board and has held that position since May of
1985. He served as Chief Executive Officer from September 1982 through May 2005 and as President from
September 1982 to April 2003. He has been one of our directors since March 1983. Prior to joining Patterson,’

Mr. Frechette was employed by American Hospital Supply Corporauon for 18 years, the ldst seven of which he
served as President of its Scientific Products Division, - o

R. Stephen Armstrong was elected Executive Vice President, Chief Financial Officer and Treasurer of the -
Company effective July 1999. Before joining Patterson, Mr. Armstrong had been an Assurance Partner with
Emst & Young LLP. Ernst & Young LLP is currently the Compdny’s independent-registered public accoummg
firm.. Mr. Armstrong has been a dlI'CCIOI’ of Delphax Technologles Inc. since 2000.

Danie] H. Peckskamp became Vice President, Operations and Shared S‘er\uces, in June 2008. Prior to
joining Patterson, Mr. Peckskamp was with ADC Telecommunications, Inc. in a variety of positions since 1985,
most recently as Vice President of Global Operanons from 2006 to 2008, Vice Presndent of Operations fr0m
2001 to 2006 and Vice President of [ntematmnal Operaucms from 2000 to 2001

Lynn E. Askew became Vice President, Management Information Systems, in September 1999. Mr. Askew
joined Patierson in 1994 as Manager Distributed Systems, and was promoted to Director, Systems and
Development in 1996. Before joining Patterson, Mr. Askew provided advanced techriology consulting and
project management services to various organizations, including Patterson.

Jerome E. Thygesen became Vice President, Human_Resour'ces, in March 2006. Prior to joinin;g Patterson,
Mr. Thygesen was Vice President, Organizational Development for Fairview Red Wing Health Services from
September 2001 to February 2006, and Director of Human Resources for Red Wing Shoe Company from March”
1987 to June 2001. .

Scott P. Anderson was named President of the Company’s subsidiary Patterson Dental Supply, Inc., in June
2006. Mr. Anderson most recently held the position of Vice President, Sales of Patterson Dental Supply, Inc. and
prior to that was the unit’s Vice President of Marketing. Mr. Anderson Joined Patterson in 1993 and currently
serves on the board of directors of the Dental Trade Alliance, the trade association of dental manufacturérs,
distributors and laboratories.

George L. Henriques was named President of Webster Veterinary Supply, Inc. in August 2006.
Mr. Henriques previously served as chief information officer of Webster Veterinary since 2000 and also serves
on the board of directors of the American Veterinary Distributors Association.

David P. Sproat was named President of Patterson Medical Products, Inc¢. in September 2005. Mr. Sproat
joined Patterson Companies in 1997 and has served in various sales and marketing capacities, including Vice
President, Sales of the Patterson Dental Supply, Inc. unit from June 2004 through September 2005.
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Itém 1A. RISK FACTORS - « - _—_—

The following list describes several risk factors that are unique to our company. The risk factors described
below should be carefully considered, together with the information included elsewhere in this Annual Report on
Form 10-K and other documents filed with thé SEC. These risks factors are being disclosed based on instructions
set forth in Item 503(c) of Regulation S-K. ’ !

We compete in distribution industries that are highly competitive and we may not be able to compete
successfully: : - ‘

Our competitors include numerous manufacturers and distributors. Some of our competitors may have
different resources than we do, which could allow them to compete more successfully. Many of our products are
available from several resources and our customers tend te have relationships with several different distributors.
Competitors could obtain exclusive rights to market particular products, which we would then be unable to
market. Our failure to compete effectively may limit and/or reduce our revenues, profitability and cash flow.

Acquis.itions of businesses could negatively impact our profitability and return on invested capital.

As a part of our business strategy, we have acquired businesses in the ordinary course and expect to
continue acquiring businesses in the future. These acquisitions can involve a number of risks and challenges, any
of which could cause significant operating inefficiencies and adversely affect our growth and profitability. Such
risks and challenges include underperformance relative to our expectations and the price paid for the acquisition;
unant1c1pated demands on our management and operational resources; difficulty in integrating personnel,
operations. and systems; retention of customers of lhe combined businesses; assumption of conungem llablimes
and acquisition-related eammgq charges.

Our international operations are snbject to risks that could adversely affect our operating results.

There are a number of risks inherent in foreign operations, which include regulatory, economic and political
requirements and changes. Additionally, foreign operations expose us to foreign currency fluctuations that could
impact our results of operations and financial condition based on the movements of the applicable foreign
currency exchange rates in.relation to the U.S. Dollar. . '

Qur future operating results can be affected by our relationships with our sales representatives and
vendors and manufacturers of products that we distribute.

The mablllty to attract or retain qualified sales personnel or blllld or maintain relatmnshlps with vendors and
manufacturers of products that we distribute may have an adverse effect on our business.

We sell products that could be subject to market and technological obsolescence. |

We carry over 100,000 dlfferent product stock keeping units. Some of these products are subject 0"
technological obsolescence that | may not be within the control of the Company sincé we do not manufacture the
products. If we were no longer able to sell these products due to customers making decisions not to buy them, we
may have to récord expense related to the diminution in value of ifiventories we have in stock that would '
adversely impact our operating results.

Audits by tax authorities could result in additional tax payments for prmr penods.

The amount of income taxes we pay is subject to ongoing audits by U.S. federal, state and local tax
authorities and by non-U.S. tax authorities. If these audits result in assessments different from our reserves, our
future results may include unfavorable adjustments to our tax liabilities.
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We are subject to a variety of litigation that could adversely affect our results of operations and financial
condition,

We are subject to a variety of litigation incidental to our business, including claims for damages arising out
of the use of products we distribute, claims relating to intellectual property matters, and claims involving
employment matters. We are also subject to securities litigation.

The defense of these lawsuits may divert our management's attention, we may incur significant expenses in
defending these lawsuits, and we may be required to pay damage awards or settlements or become subject to
equitable remedies that could adversely affect our finrancial condition and results of operations. Any insurance or
indemnification rights that we may have may be insufficient or unavailable to protect us against potential loss
exposures.

Leadership Development and Succession Planning

Our business could suffer if it loses key personnel unexpectedly or fails to provide for an orderly
ranagement succession. Our success depends, in large part, on our ability to recruit skilled personnel for the
business, and then identify and train our personnel for their transition into key roles to support the long-term
growth of the business. While our board of directors and management actively monitor our succession plan and
processes, any sudden change at the senior management level may adversely affect our business.

We may be required to record a significant charge to earnings if our goodwill or other intangible assets
become impaired. ' '

Our balance sheet includes goodwill and other identifiable intangible assets. Under U.S. generally accepted
accounting principles, if impairment of our goodwill or other identifiable intangible assets is determined we may
be required to record a significant charge to eamings in the period of such determination.

We are exposed to the risk of changes in interest rates.

Our balance sheet includes variable rate long-term debt and certain non-current assets that are sensitive 1o
movements in short-term interest rates, The variable rates are comprised of LIBOR plus a spread and reset on
certain dates, as prescribed by the respective agreements. In addition, our balance sheet includes fixed rate long-
term debt, whose fair value could be adversely affected by movements in interest rates.

Item 1B. UNRESOLVED STAFF COMMENTS

The Company has received no written comments regarding our periodic or current reports from the staff of
the SEC that were issued 180 days or more preceding the end of our 2008 fiscal year that remain unresolved.

Item 2. PROPERTIES

The Company owns its principal executive offices in Si. Paul, Minnesota, and the majority of its distribution
and manufacturing facilities. Leases of other distribution, manufacturing and administrative facilities generally are
on a long-term basis, expiring at various times, with options to renew for additional periods. Most sales offices are
leased for varying and usually shorter periods, with or without renewal options. The Company believes its
properties are in good c?perating condition and are suitable for the purposes for which they are being used.

Patterson Logistics Services

Effective at the beginning of fiscal 2007, the majority of the assets used to distribute product that were