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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

X          QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2018

or

__         TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from ____________ to ____________

Commission File Number:   0-27078 

HENRY SCHEIN, INC.

(Exact name of registrant as specified in its charter)

Delaware 11-3136595
(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

135 Duryea Road

Melville, New York
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(Address of principal executive offices)

11747

(Zip Code)

(631) 843-5500

(Registrant’s telephone number, including area code)

           Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes X  No  __

           Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web
site, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files).

Yes X  No  __

           Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated
filer, a smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,”
“accelerated filer,” “smaller reporting company,” and emerging growth company in Rule 12b-2 of the Exchange Act.

Large accelerated filer X  Accelerated filer __
Non-accelerated filer  __ (Do not check if a smaller reporting company) Smaller reporting company  __
   Emerging growth company  __

           If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended
transition period for complying with any new or revised financial accounting standards provided pursuant to Section
7(a)(2)(B) of the Securities Act. □
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            Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).

Yes __  

No  X 
As of July 30, 2018, there were 153,111,471 shares of the registrant’s common stock outstanding.
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PART I. FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

HENRY SCHEIN, INC.

CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share data)

June 30,
December
30,

2018 2017
(unaudited)

ASSETS
Current assets:
Cash and cash equivalents
..............................................................................................................................................................  $111,321 $174,658
Accounts receivable, net of reserves of $53,609 and $53,832
................................................................................................................  1,561,097 1,522,807
Inventories, net .............................................................................................................................................................................

1,930,202 1,933,803
Prepaid expenses and other
.............................................................................................................................................................  459,320 454,752
Total current assets ................................................................................................................................................................  4,061,940 4,086,020

Property and equipment, net
...............................................................................................................................................................  368,604 375,001
Goodwill
..........................................................................................................................................................................................  2,255,932 2,301,331
Other intangibles, net
.........................................................................................................................................................................  612,857 669,641
Investments and other
.......................................................................................................................................................................  510,453 432,002
Total assets ..........................................................................................................................................................................  $7,809,786 $7,863,995

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable .........................................................................................................................................................................  $1,117,925 $1,153,012
Bank credit lines ...........................................................................................................................................................................

1,179,334 741,653
Current maturities of long-term debt
.................................................................................................................................................  12,475 16,659
Accrued expenses:
Payroll and related ....................................................................................................................................................................  251,042 272,998
Taxes ......................................................................................................................................................................................  172,947 188,873
Other ......................................................................................................................................................................................  419,199 455,780
Total current liabilities ............................................................................................................................................................  3,152,922 2,828,975

985,385 907,756
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Long-term debt
.................................................................................................................................................................................  
Deferred income taxes
.......................................................................................................................................................................  48,126 50,431
Other liabilities
..................................................................................................................................................................................  407,458 420,285
Total liabilities ......................................................................................................................................................................  4,593,891 4,207,447

Redeemable noncontrolling interests
.....................................................................................................................................................  292,986 832,138
Commitments and contingencies
.........................................................................................................................................................  

Stockholders' equity:
Preferred stock, $.01 par value, 1,000,000 shares authorized,
none outstanding ......................................................................................................................................................................  - -
Common stock, $.01 par value, 480,000,000 shares authorized,
153,231,669 outstanding on June 30, 2018 and 240,000,000 shares
authorized, 153,690,146 outstanding on December 30,
2017.............................................................................................................  1,532 1,537
Retained earnings ..........................................................................................................................................................................

3,123,398 2,940,029
Accumulated other comprehensive loss
.............................................................................................................................................  (211,392) (130,067)
Total Henry Schein, Inc. stockholders' equity
.................................................................................................................................  2,913,538 2,811,499
Noncontrolling interests
..................................................................................................................................................................  9,371 12,911
Total stockholders' equity .......................................................................................................................................................  2,922,909 2,824,410
Total liabilities, redeemable noncontrolling interests and stockholders'
equity........................................................................................  $7,809,786 $7,863,995

See accompanying notes.
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HENRY SCHEIN, INC.

CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share data)

(unaudited)

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2018 2017 2018 2017

Net sales ....................................................................................................................................................................................
$3,326,676 $3,059,458 $6,547,115 $5,982,406

Cost of sales
...............................................................................................................................................................................  2,425,604 2,220,285 4,750,451 4,320,313
Gross profit ...........................................................................................................................................................................  901,072 839,173 1,796,664 1,662,093

Operating expenses:
Selling, general and administrative
................................................................................................................................................  677,216 628,511 1,359,127 1,257,463
Transaction costs related to Animal Health
spin-off.........................................................................................................................  7,611 - 11,388 -
Restructuring costs
....................................................................................................................................................................  14,896 - 18,658 -
Operating income ...................................................................................................................................................................

201,349 210,662 407,491 404,630
Other income (expense):
Interest income .........................................................................................................................................................................

5,108 4,107 10,266 8,411
Interest expense
........................................................................................................................................................................  (17,883) (12,198) (35,421) (23,628)
Other, net .................................................................................................................................................................................

(118) 728 (456) 683
Income before taxes and equity in earnings
of affiliates .........................................................................................................................................................................  188,456 203,299 381,880 390,096

Income taxes ..............................................................................................................................................................................
(46,919) (58,306) (94,683) (96,936)

Equity in earnings of affiliates
.......................................................................................................................................................  5,972 4,589 8,943 6,675
Net income
.................................................................................................................................................................................  147,509 149,582 296,140 299,835
Less: Net income attributable to noncontrolling interests
...................................................................................................................  (6,297) (13,527) (14,710) (23,032)
Net income attributable to Henry Schein, Inc.
...................................................................................................................................  $141,212 $136,055 $281,430 $276,803
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Earnings per share attributable to Henry Schein, Inc.:

Basic ......................................................................................................................................................................................  $0.92 $0.86 $1.84 $1.76
Diluted ....................................................................................................................................................................................

$0.92 $0.86 $1.83 $1.74

Weighted-average common shares outstanding:
Basic ......................................................................................................................................................................................  153,353 157,748 153,210 157,679
Diluted ....................................................................................................................................................................................

154,189 159,076 154,163 159,260

See accompanying notes.
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HENRY SCHEIN, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(in thousands)

(unaudited)

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2018 2017 2018 2017

Net income
.................................................................................................................................................................................  $147,509 $149,582 $296,140 $299,835

Other comprehensive income (loss), net of tax:
Foreign currency translation gain
(loss)...........................................................................................................................................  (129,796) 72,798 (95,572) 114,250

Unrealized gain (loss) from foreign currency hedging
activities ................................................................................................................................................................................  1,955 1,621 1,053 (1,240)

Unrealized investment loss
..........................................................................................................................................................  (1) - (1) -

Pension adjustment gain
(loss)......................................................................................................................................................  963 (794) 940 (710)

Other comprehensive income (loss), net of tax 
..................................................................................................................................  (126,879) 73,625 (93,580) 112,300
Comprehensive income
.................................................................................................................................................................  20,630 223,207 202,560 412,135
Comprehensive income attributable to noncontrolling
  interests:
Net income ............................................................................................................................................................................

(6,297) (13,527) (14,710) (23,032)
Foreign currency translation gain
(loss)........................................................................................................................................  13,375 (1,332) 12,255 (4,785)
Comprehensive income attributable to noncontrolling
  interests ............................................................................................................................................................................  7,078 (14,859) (2,455) (27,817)

Comprehensive income attributable to Henry Schein, Inc.
...................................................................................................................  $27,708 $208,348 $200,105 $384,318

See accompanying notes.
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HENRY SCHEIN, INC.

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

(in thousands, except share and per share data)

(unaudited)

Accumulated
Common Stock Additional  Other Total
$.01 Par Value Paid-in Retained ComprehensiveNoncontrollingStockholders'
Shares Amount  Capital Earnings  Income/(Loss) Interests Equity

Balance, December 30, 2017 ..............................................................................................................................................................  153,690,146 $1,537 $- $2,940,029 $(130,067) $12,911 $2,824,410
Cumulative impact of adopting new accounting standards (Note
2)..........................................................................................................................  - - - 2,594 - - 2,594
Net income (excluding $14,371 attributable to Redeemable
noncontrolling interests) .............................................................................................................................................................  - - - 281,430 - 339 281,769
Foreign currency translation loss (excluding loss of $11,535
attributable to Redeemable noncontrolling interests) ...................................................................................................................................  - - - - (83,317) (720) (84,037)
Unrealized gain from foreign currency hedging activities,
net of tax of $432.....................................................................................................................................................................  - - - - 1,053 - 1,053
Unrealized investment loss, net of tax of $0................................................................................................................................................  - - - - (1) - (1)
Pension adjustment gain, including tax of $370.............................................................................................................................................  - - - - 940 - 940
Dividends paid ..........................................................................................................................................................................  - - - - - (324) (324)
Other adjustments ........................................................................................................................................................................  - - (23) - - 740 717
Purchase of noncontrolling interests.......................................................................................................................................................  - - - - - (215) (215)
Change in fair value of redeemable securities ...............................................................................................................................................  - - (116,707) - - - (116,707)
Initial noncontrolling interests and adjustments related to
business acquisitions.................................................................................................................................................................  - - - - - (3,360) (3,360)
Repurchase and retirement of common stock ...............................................................................................................................................  (769,280) (8) (10,240) (43,107) - - (53,355)
Stock issued upon exercise of stock options ...............................................................................................................................................  151,516 2 3,020 - - - 3,022
Stock-based compensation expense .......................................................................................................................................................  419,445 4 23,341 - - - 23,345
Shares withheld for payroll taxes ..........................................................................................................................................................  (263,529) (3) (17,686) - - - (17,689)
Settlement of stock-based compensation awards ...........................................................................................................................................  3,371 - (222) - - - (222)
Deferred tax benefit arising from acquisition of
noncontrolling interest in partnership..................................................................................................................................................  - - 60,969 - - - 60,969
Transfer of charges in excess of capital.....................................................................................................................................................  - - 57,548 (57,548) - - -
Balance, June 30, 2018 ...................................................................................................................................................................  153,231,669 $1,532 $- $3,123,398 $(211,392) $9,371 $2,922,909

See accompanying notes.
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HENRY SCHEIN, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(unaudited)

Six Months Ended
June 30, July 1,
2018 2017

Cash flows from operating activities:
Net income ......................................................................................................................................................................................  $296,140 $299,835
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization ....................................................................................................................................................  103,578 92,538
Stock-based compensation expense .............................................................................................................................................  23,345 19,355
Provision for losses on trade and other accounts receivable
...............................................................................................................  5,642 4,049
Provision for (benefit from) deferred income taxes
..........................................................................................................................  (2,472) 4,415
Equity in earnings of affiliates .....................................................................................................................................................  (8,943) (6,675)
Distributions from equity affiliates ...............................................................................................................................................  9,344 9,678
Changes in unrecognized tax benefits ...........................................................................................................................................  757 (7,627)
Other ......................................................................................................................................................................................  (1,964) 5,015
Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable ...............................................................................................................................................................  (81,714) (118,116)
Inventories ...........................................................................................................................................................................  (31,157) 115,800
Other current assets ...............................................................................................................................................................  (25,125) (57,699)
Accounts payable and accrued expenses ...................................................................................................................................  (70,545) (184,429)

Net cash provided by operating activities
...............................................................................................................................................  216,886 176,139

Cash flows from investing activities:
Purchases of fixed assets ....................................................................................................................................................................

(38,720) (36,965)
Payments for equity investments and business
acquisitions, net of cash acquired .....................................................................................................................................................

(9,547) (149,586)
Other ..............................................................................................................................................................................................  (26,373) (4,872)
Net cash used in investing activities
.......................................................................................................................................................  (74,640) (191,423)

Cash flows from financing activities:
438,217 139,262
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Proceeds from bank borrowings
...........................................................................................................................................................  
Proceeds from issuance of long-term debt
..............................................................................................................................................  100,000 100,000
Debt issuance costs ............................................................................................................................................................................

(177) (1,133)
Principal payments for long-term debt
...................................................................................................................................................  (26,981) (59,184)
Proceeds from issuance of stock upon exercise of stock options
.................................................................................................................  3,022 4,701
Payments for repurchases of common stock
..........................................................................................................................................  (53,355) (100,006)
Payments for taxes related to shares withheld for employee
taxes...............................................................................................................  (17,665) (44,414)
Distributions to noncontrolling stockholders
...........................................................................................................................................  (12,604) (19,601)
Acquisitions of noncontrolling interests in subsidiaries
..............................................................................................................................  (652,725) (4,151)
Net cash provided by (used in) financing activities
...................................................................................................................................  (222,268) 15,474

Effect of exchange rate changes on cash and cash equivalents
..................................................................................................................  16,685 12,083
Net change in cash and cash equivalents
................................................................................................................................................  (63,337) 12,273
Cash and cash equivalents, beginning of period
.......................................................................................................................................  174,658 62,381
Cash and cash equivalents, end of period
...............................................................................................................................................  $111,321 $74,654

See accompanying notes.
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HENRY SCHEIN, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(in thousands, except per share data)

(unaudited)  

Note 1 – Basis of Presentation

Our consolidated financial statements include our accounts, as well as those of our wholly owned and majority owned
subsidiaries.  Certain prior period amounts have been reclassified to conform to the current period presentation.

Our accompanying unaudited consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States (“U.S. GAAP”) for interim financial information and with the
instructions to Form 10-Q and Article 10 of Regulation S-X.  Accordingly, they do not include all of the information
and footnote disclosures required by U.S. GAAP for complete financial statements.

The consolidated financial statements reflect all adjustments considered necessary for a fair presentation of the
consolidated results of operations and financial position for the interim periods presented.  All such adjustments are of
a normal recurring nature.  These unaudited interim consolidated financial statements should be read in conjunction
with the audited consolidated financial statements and notes to the consolidated financial statements contained in our
Annual Report on Form 10-K for the year ended December 30, 2017.

The preparation of financial statements in conformity with U.S. GAAP requires us to make estimates and assumptions
that affect the reported amounts of assets and liabilities, and disclosure of contingent assets and liabilities, at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting period.  Actual
results could differ from those estimates.  The results of operations for the six months ended June 30, 2018 are not
necessarily indicative of the results to be expected for any other interim period or for the year ending December 29,
2018.

On August 16, 2017, we announced that our Board of Directors approved a 2-for-1 split of our common stock. Each
Henry Schein, Inc. stockholder of record at the close of business on September 1, 2017 received a dividend of one
additional share for every share held.  Trading began on a split-adjusted basis on September 15, 2017 and has been
retroactively reflected for all periods presented in this Form 10-Q.  As a result of the stock split, we increased our
authorized common shares from 240,000,000 to 480,000,000, effective May 31, 2018.

Edgar Filing: HENRY SCHEIN INC - Form 10-Q

16



Note 2 –Accounting Pronouncements Adopted and Critical Accounting Policies and Estimates

Accounting Pronouncements Adopted

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) No.
2014-09, “Revenue from Contracts with Customers”, Accounting Standards Codification (“ASC”) 606 (“Topic 606”).  We
adopted the provisions of this standard as of December 31, 2017, on a modified retrospective basis.  We applied the
requirements of the new standard only to contracts that were not completed as of the adoption date. We recorded an
immaterial adjustment to the opening balance of retained earnings for the adoption of Topic 606. The comparative
information has not been restated and continues to be reported under the accounting standards in effect for those
periods.

The impact of the new standard on our consolidated statements of income, which we expect to be immaterial on an
ongoing basis, is primarily related to software sales and sales commissions and is described as follows:

Software Sales

For software licenses sold together with post contract support (PCS), we previously deferred software revenue if it did
not have vendor-specific evidence of fair value of the PCS.  Under Topic 606, the concept of vendor-specific objective
evidence is eliminated and there are no cases where revenue is deferred due to a lack of standalone selling price.  In
addition, we previously recognized revenue from term licenses ratably over the contract term.  Under Topic 606, such
licenses represent a right to use intellectual property and therefore require 
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HENRY SCHEIN, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(in thousands, except per share data)

(unaudited)  

upfront recognition.  Furthermore, certain upfront fees related to service arrangements were previously deferred and
recognized over the estimated customer life.  Under Topic 606, the period over which we will recognize these fees is
reduced, as the upfront fee represents additional contract price which will be allocated to the performance obligations
in the contract and recognized as those performance obligations are satisfied, rather than being amortized over the
estimated customer life. Based on the aforementioned changes, such software revenue will be recognized sooner than
under the previous revenue recognition standard.

Sales Commissions

We previously recognized sales commissions as an expense when incurred.  Under Topic 606, we defer such sales
commissions as costs to obtain a contract when the costs are incremental and expected to be recovered.  Deferred sales
commissions are amortized over the estimated customer relationship period.  We apply the practical expedient to
expense, as incurred, commissions with an expected amortization period of one year or less. 

The impact of adoption on our consolidated balance sheet and income statement was as follows:

As of
June 30, 2018

Balances Effect of
As Without Adoption Change

Balance Sheet Reported of Topic 606 Increase/(Decrease)
Assets:
Prepaid expenses and other ........................................................................................................................................  $459,320 $459,523 $(203)
Investments and other ...............................................................................................................................................  510,453 508,762 1,691
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