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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

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

For the quarterly period ended September 30, 2007

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 1-9810

Owens & Minor, Inc.
(Exact name of Registrant as specified in its charter)

Virginia 54-1701843
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

9120 Lockwood Boulevard, Mechanicsville, Virginia 23116
(Address of principal executive offices) (Zip Code)
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Post Office Box 27626, Richmond, Virginia 23261-7626
(Mailing address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code (804) 723-7000

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 is an accelerated filer (as defined in Rule 12b.2 of the Exchange Act).    Yes  x    No  ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

The number of shares of Owens & Minor, Inc.�s common stock outstanding as of October 31, 2007, was 40,836,285 shares.
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Part I. Financial Information

Item 1. Financial Statements
Owens & Minor, Inc. and Subsidiaries

Condensed Consolidated Statements of Income

(unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

(in thousands, except per share data) 2007 2006 2007 2006
Revenue $ 1,686,744 $ 1,319,179 $ 5,051,987 $ 3,881,493
Cost of revenue 1,508,487 1,174,699 4,522,206 3,459,594

Gross margin 178,257 144,480 529,781 421,899
Selling, general and administrative expenses 131,365 112,857 407,603 319,896
Depreciation and amortization 7,654 6,793 23,920 17,453
Other operating income and expense, net (1,704) (720) (4,174) (2,652)

Operating earnings 40,942 25,550 102,432 87,202
Interest expense, net 5,418 2,433 19,202 7,836
Loss on early extinguishment of debt �  �  �  11,411

Income before income taxes 35,524 23,117 83,230 67,955
Income tax provision 14,348 8,663 32,973 26,509

Net income $ 21,176 $ 14,454 $ 50,257 $ 41,446

Net income per common share � basic $ 0.53 $ 0.36 $ 1.25 $ 1.04

Net income per common share � diluted $ 0.52 $ 0.36 $ 1.23 $ 1.03

Cash dividends per common share $ 0.17 $ 0.15 $ 0.51 $ 0.45

See accompanying notes to condensed consolidated financial statements.
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Owens & Minor, Inc. and Subsidiaries

Condensed Consolidated Balance Sheets

(unaudited)

(in thousands, except per share data)
September 30,

2007
December 31,

2006
Assets
Current assets
Cash and cash equivalents $ 3,700 $ 5,090
Accounts and notes receivable, net of allowances of $27,228 and $24,860 508,746 539,178
Merchandise inventories 581,362 666,527
Other current assets 54,475 55,975

Total current assets 1,148,283 1,266,770
Property and equipment, net of accumulated depreciation of $72,316 and $64,527 74,456 70,853
Goodwill, net 271,699 259,670
Intangible assets, net 35,055 52,763
Other assets, net 38,765 35,694

Total assets $ 1,568,258 $ 1,685,750

Liabilities and shareholders� equity
Current liabilities
Accounts payable $ 567,582 $ 542,552
Accrued payroll and related liabilities 18,413 13,472
Other accrued liabilities 110,262 114,479

Total current liabilities 696,257 670,503
Long-term debt 231,142 433,133
Other liabilities 48,194 34,660

Total liabilities 975,593 1,138,296

Shareholders� equity
Preferred stock, par value $100 per share; authorized�10,000 shares Series A; Participating Cumulative
Preferred Stock; none issued �  �  
Common stock, par value $2 per share; authorized�200,000 shares; issued and outstanding � 40,743 shares
and 40,257 shares 81,487 80,515
Paid-in capital 157,368 143,557
Retained earnings 362,407 332,013
Accumulated other comprehensive loss (8,597) (8,631)

Total shareholders� equity 592,665 547,454

Total liabilities and shareholders� equity $ 1,568,258 $ 1,685,750

See accompanying notes to condensed consolidated financial statements.
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Owens & Minor, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows

(unaudited)

Nine Months Ended
September 30,

(in thousands) 2007 2006
Operating activities
Net income $ 50,257 $ 41,446
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation and amortization 23,920 17,453
Amortization of direct-response advertising 5,198 2,131
Loss on early extinguishment of debt �  11,411
Provision for LIFO reserve 7,500 5,070
Share-based compensation expense 5,167 4,141
Provision for losses on accounts and notes receivable 14,497 12,756
Deferred direct-response advertising costs (6,402) (7,250)
Changes in operating assets and liabilities:
Accounts and notes receivable 15,935 (50,545)
Merchandise inventories 61,315 (51,042)
Accounts payable 9,630 55,630
Net change in other current assets and liabilities 16,705 (9,513)
Other, net (1,679) (373)

Cash provided by operating activities 202,043 31,315

Investing activities
Additions to property and equipment (13,535) (14,169)
Additions to computer software (6,875) (4,982)
Acquisition of intangible assets 18 (10,777)
Net cash received (paid) related to acquisitions of businesses 14,133 (168,544)
Other, net 395 (686)

Cash used for investing activities (5,864) (199,158)

Financing activities
Net proceeds of issuance of long-term debt �  198,054
Repayment of long-term debt �  (210,459)
Cash dividends paid (20,690) (18,053)
Net proceeds from (payments on) revolving credit facility (200,800) 121,000
Proceeds from exercise of stock options 7,379 3,845
Excess tax benefits related to share-based compensation 2,892 1,447
Decrease in drafts payable 15,400 500
Other, net (1,750) 1,890

Cash provided by (used for) financing activities (197,569) 98,224

Net decrease in cash and cash equivalents (1,390) (69,619)

Cash and cash equivalents at beginning of period 5,090 71,897

Cash and cash equivalents at end of period $ 3,700 $ 2,278
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Owens & Minor, Inc. and Subsidiaries

Notes to Condensed Consolidated Financial Statements

(unaudited)

1. Basis of Presentation
In the opinion of management, the accompanying unaudited condensed consolidated financial statements contain all adjustments (which are
comprised only of normal recurring accruals and the use of estimates) necessary to present fairly the consolidated financial position of Owens &
Minor, Inc. and its wholly-owned subsidiaries (O&M or the company) as of September 30, 2007 and December 31, 2006, and the consolidated
results of operations for the three- and nine-month periods and cash flows for the nine-month periods ended September 30, 2007 and 2006, in
conformity with U.S. generally accepted accounting principles.

2. Interim Results of Operations
The results of operations for interim periods are not necessarily indicative of the results to be expected for the full year.

3. Reclassifications and Corrections
Amortization of direct-response advertising costs is included in selling, general and administrative expenses. This expense was previously
included in depreciation and amortization. All prior period amounts have been reclassified in order to conform to the current period presentation.
This reclassification has no effect on revenue or net income as previously reported.

On December 31, 2006, the company adopted Statement of Financial Accounting Standard No. (SFAS) 158, which requires the company to
recognize the funded status (i.e., the difference between the fair value of plan assets and the projected benefit obligations) of its benefit plans in
its December 31, 2006 consolidated balance sheet, with a corresponding adjustment to accumulated other comprehensive income. The company
incorrectly included the adjustment at adoption of $5.1 million ($3.1 million, net of tax) as part of comprehensive income for 2006 rather than as
a direct adjustment to accumulated other comprehensive income in the company�s Annual Report on Form 10-K for the year ended December 31,
2006. Comprehensive income as reported for the year ended December 31, 2006, was $48.9 million and as revised was $52.0 million. The
company will correct the presentation of comprehensive income in its Annual Report on Form 10-K to be filed for the year ending December 31,
2007. This correction has no effect on net income, shareholders� equity or accumulated other comprehensive loss as previously reported at
December 31, 2006.

4. Acquisitions
McKesson Acute-Care Business

Effective September 30, 2006, the company acquired certain assets, including inventory, fixed assets and customer contracts, and assumed
certain liabilities, including lease obligations, related to the acute-care medical and surgical supply distribution business of McKesson
Medical-Surgical Inc. (McKesson), a wholly-owned subsidiary of McKesson Corporation. McKesson and the company entered into a transition
services agreement pursuant to which McKesson provided ongoing operational support of the business during the transition period. This
transition period ended in March 2007, after which the company had no further obligation for transition service fees pursuant to the transition
services agreement.

During the third quarter of 2007, the company completed its allocation of the purchase price including the values assigned to a non-compete
agreement, acquired customer relationships, involuntary
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termination costs, and lease exit liabilities, including fixed asset disposals. These adjustments resulted in a $12.7 million increase to goodwill.
Additionally, during the third quarter, the company finalized the determination of the value of inventory transferred resulting in the receipt of a
cash payment of $16.5 million in the quarter.

The adjusted acquisition cost was approximately $152.1 million in cash, including transaction costs. The acquisition was financed with
borrowings under the company�s revolving credit facility and available cash. The following table presents the adjusted purchase allocation of the
estimated fair value of the assets acquired and liabilities assumed:

(in thousands)
Purchase Allocation
Assets acquired
Inventory $ 105,368
Fixed assets 1,511
Other current assets 405
Intangible assets 22,000
Goodwill 28,593
Other non-current assets 465

Total Assets Acquired 158,342

Liabilities assumed
Current liabilities 6,224

Total Liabilities Assumed 6,224

Net Assets Acquired $ 152,118

The acquisition is being accounted for as a business combination in accordance with SFAS 141, Business Combinations, and, as such, the
acquired assets and liabilities are recorded based on their estimated fair values as of the closing date.

The following unaudited pro forma information assumes that the company and the acquired business were combined at the beginning of the
periods presented. The data is presented for informational purposes only and does not purport to be indicative of the results that would have been
achieved if the acquisition had occurred at the beginning of the periods presented. The data does not reflect operating efficiencies expected to be
realized from the combined operations nor is it indicative of future operating performance.

(in thousands, except per share data)

Three Months Ended

September 30, 2006

Nine Months Ended

September 30,
2006

Revenue $ 1,593,467 $ 4,719,707
Net income $ 7,255 $ 23,002
Basic earnings per share $ 0.18 $ 0.58
Diluted earnings per share $ 0.18 $ 0.57

Note: Included in the pro forma results for the three- and nine-month periods ended September 30, 2006, are approximately $7 million of
non-recurring charges, incurred by McKesson Medical-Surgical Inc. in the third quarter of 2006, related to the divestiture of the acute-care
distribution business.

The unaudited pro forma amounts above include estimated adjustments for amortization of acquired intangible assets, depreciation of acquired
fixed assets, and interest expense on borrowings and loss of interest income on cash balances used to fund the purchase price, assuming the
acquisition occurred as of the beginning of the periods presented. Interest expense has been calculated at the company�s borrowing rate under its
credit facility based on rates available to the company during the periods presented. The unaudited pro forma net earnings above assume an
income tax provision at the company�s consolidated tax rate for the periods presented.
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Direct-to-Consumer Distribution Business

The company entered the direct-to-consumer (DTC) distribution business in January 2005, and during 2005 and 2006 completed a series of
acquisitions in the DTC distribution business. For the three-month periods ended September 30, 2007 and 2006, the DTC distribution business
contributed $26.6 million and $25.7 million of revenue, and $1.2 million of operating earnings and $4.7 million of operating loss to the
company. For the nine-month periods ended September 30, 2007 and 2006, the DTC distribution business contributed $81.5 million and $64.7
million of revenue, and $2.5 million of operating earnings and $4.7 million of operating loss to the company.

5. Direct-Response Advertising Costs
The company capitalizes the costs of direct-response advertising of its direct-to-consumer diabetic supplies that meet the capitalization
requirements of American Institute of Certified Public Accountants Statement of Position 93-7, Reporting on Advertising Costs. At
September 30, 2007 and December 31, 2006, deferred advertising costs of $11.0 million and $9.8 million, net of accumulated amortization of
$9.3 million and $4.1 million, were included in other assets, net, in the company�s condensed consolidated balance sheets. The company recorded
amortization of $1.7 million in the third quarter and $5.2 million in the first nine months of 2007, and recorded amortization of $0.9 million and
$2.1 million in the comparable periods of 2006.

6. Goodwill and Intangible Assets
The following table presents the activity in goodwill for the nine months ended September 30, 2007:

(in thousands)
Balance, December 31, 2006 $ 259,670
Purchase accounting adjustments 12,029

Ending Balance $ 271,699

Intangible assets at September 30, 2007 and December 31, 2006, are as follows:

September 30, 2007 December 31, 2006

(in thousands)

Weighted
average
useful

life
Gross

amount
Accumulated
amortization

Gross
amount

Accumulated
amortization

Customer relationships 8 years $ 49,200 $ 19,908 $ 57,019 $ 12,358
Other intangibles 6 years 8,791 3,028 9,791 1,689

Total $ 57,991 $ 22,936 $ 66,810 $ 14,047

Amortization expense for intangible assets was $2.6 million and $2.5 million for the three months ended September 30, 2007 and 2006, and $8.9
million and $6.1 million for the nine months ended September 30, 2007 and 2006.

Based on the carrying value of intangible assets subject to amortization, estimated future amortization expense is as follows: Remainder of
2007�$2.6 million; 2008�$9.1 million; 2009�$5.9 million; 2010�$3.6 million; 2011�$2.1 million.

8
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7. Debt
On January 29, 2007, the company amended its $250 million revolving credit facility, increasing its borrowing capacity by $100 million to $350
million.

8. Retirement Plans
The components of net periodic pension cost of the company�s retirement plans for the three months and nine months ended September 30, 2007
and 2006, are as follows:

Three Months Ended
September 30,

Nine Months Ended
September 30,

(in thousands) 2007 2006 2007 2006
Service cost $ 211 $ 215 $ 635 $ 644
Interest cost 788 767 2,361 2,299
Expected return on plan assets (440) (406) (1,321) (1,218)
Amortization of prior service cost 39 39 118 118
Recognized net actuarial loss 189 270 569 814

Net periodic pension cost $ 787 $ 885 $ 2,362 $ 2,657

9. Comprehensive Income
The company�s comprehensive income for the three months and nine months ended September 30, 2007 and 2006, is shown in the table below:

Three Months Ended
September 30,

Nine Months Ended
September 30,

(in thousands) 2007 2006 2007 2006
Net income $ 21,176 $ 14,454 $ 50,257 $ 41,446
Pension liability adjustment, net of tax 72 �  72 �  
Other comprehensive income � change in value of cash-flow hedge derivatives,
net of tax �  �  �  501
Reclassification of gain on cash-flow hedge derivative to net income, net of tax (12) (12) (37) (24)

Comprehensive income $ 21,236 $ 14,442 $ 50,292 $ 41,923

10. Net Income per Common Share
The following sets forth the computation of basic and diluted net income per common share:

Three Months Ended
September 30,

Nine Months Ended
September 30,

(in thousands, except per share data) 2007 2006 2007 2006
Numerator:
Numerator for basic and diluted net income per common share � net income $ 21,176 $ 14,454 $ 50,257 $ 41,446
Denominator:
Denominator for basic net income per common share � weighted average shares 40,318 39,908 40,180 39,835
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Effect of dilutive securities � stock options and restricted stock 636 489 690 515

Denominator for diluted net income common share � adjusted weighted average
shares 40,954 40,397 40,870 40,350

Net income per common share � basic $ 0.53 $ 0.36 $ 1.25 $ 1.04
Net income per common share � diluted $ 0.52 $ 0.36 $ 1.23 $ 1.03
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11. Adoption of FASB Interpretation No. 48
The company adopted the provisions of FASB Interpretation No. (FIN) 48, Accounting for Uncertainty in Income Taxes, on January 1, 2007. As
a result of the implementation of FIN 48, the company recognized a decrease of approximately $0.8 million in its liability for unrecognized tax
benefits, which was accounted for as an increase to the January 1, 2007 balance of retained earnings. At January 1, 2007, the liability for
unrecognized tax benefits was approximately $25.4 million.

Included in the balance at January 1, 2007, were $18.1 million of tax positions for which the ultimate deductibility is highly certain but for
which there is uncertainty about the timing of such deductibility. These tax positions are temporary differences that do not impact the annual
effective tax rate under deferred tax accounting. Any change in the deductibility period of these tax positions would impact the timing of cash
payments to taxing jurisdictions. The remaining $7.3 million of unrecognized tax benefits would impact the company�s effective tax rate, if
recognized.

Included in the net balance of unrecognized tax benefits at January 1, 2007, was $2.5 million related to tax positions for which it was reasonably
possible that the total amounts could significantly change during 2007. This amount represented a decrease in the company�s liability for
unrecognized tax benefits related to an expiration of a statute to assess tax which expired during the third quarter 2007.

The company recognizes accrued interest and penalties related to unrecognized tax benefits in income tax expense. The amount of interest
accrued at January 1, 2007, was $3.4 million, which is included in the $25.4 million liability for unrecognized tax benefits noted above. There
were no penalties accrued at January 1, 2007.

The company is subject to examination for federal and state purposes for the tax years 2001 through 2006, except the 2002 and 2003 tax years
are closed for federal purposes. The company has no tax years open prior to 2001.

12. Legal Proceedings
In September 2004, the company received a notice from the Internal Revenue Service (IRS) proposing to disallow, effective for the 2001 tax
year and all subsequent years, certain reductions in the company�s tax-basis last-in, first-out (LIFO) inventory valuation. The company filed an
appeal with the IRS in December 2004 to contest the proposed adjustment. If the company were unsuccessful, the adjustment would be effective
for the 2001 tax year and certain subsequent years (the 2002 and 2003 tax years are closed for federal purposes), and the company would have to
pay a deficiency of approximately $73.0 million for tax years through 2006, as well as interest calculated at statutory rates, of approximately
$13.5 million as of September 30, 2007, net of any tax benefits. No penalties have been proposed. The payment of the deficiency and interest
would adversely affect operating cash flow for the full amount of the payment, while the company�s net income and shareholders� equity would
be reduced by the amount of any liability for interest, net of tax.

During the third quarter of 2007, the company engaged in final settlement negotiations with the IRS Appeals Office and believes that, based on
currently available information, the ultimate resolution of this matter will not have a material impact on its net income, shareholders� equity or
operating cash flow.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis describes material changes in the financial condition of Owens & Minor, Inc. and its wholly-owned
subsidiaries (O&M or the company) since December 31, 2006. Trends of a material nature are discussed to the extent known and considered
relevant. This discussion should be read in conjunction with the consolidated financial statements, related notes thereto and management�s
discussion and analysis of financial condition and results of operations included in the company�s Annual Report on Form 10-K for the year
ended December 31, 2006.

Reclassifications

The company made changes to the presentation of its income statement effective January 1, 2007, by including amortization of direct-response
advertising costs in selling, general and administrative expense. This expense was previously included in depreciation and amortization. All
prior period amounts have been reclassified in order to conform to the current period presentation. This reclassification has no effect on revenue
or net income as previously reported.

Results of Operations

Third quarter and first nine months of 2007 compared with 2006

Overview. In the third quarter and first nine months of 2007, the company earned net income of $21.2 million and $50.3 million, improved from
$14.5 million and $41.4 million in the comparable periods of 2006. Net income per diluted common share was $0.52 for the third quarter and
$1.23 for the first nine months of 2007, increased from $0.36 and $1.03 in the comparable periods of 2006. The first nine-month period of 2006
includes a second quarter pre-tax charge of $11.4 million related to the early retirement of debt. Operating earnings, which were $40.9 million
and $102.4 million in the third quarter and first nine months of 2007, increased from $25.6 million and $87.2 million in the comparable periods
of 2006. As a percentage of revenue, operating earnings were 2.4% in the third quarter and 2.0% in the first nine months of 2007, as compared
with 1.9% and 2.2% in the comparable periods of 2006. Operating earnings for the third quarter 2006 included a $4.5 million charge to increase
the allowance for doubtful accounts in the direct-to-consumer (DTC) distribution business and approximately $1.3 million of expenses
associated with integrating the acquired acute-care distribution business of McKesson Medical-Surgical Inc. For the first nine-month period of
2007, operating earnings include dilution estimated to be approximately $8.1 million related to the acquired business. Dilution, as defined by the
company, represents the pre-tax net loss from the acquired acute-care distribution business.

Acquisitions. Effective September 30, 2006, the company acquired certain assets of the acute-care medical and surgical supply distribution
business of McKesson Medical-Surgical Inc. (McKesson), a subsidiary of McKesson Corporation. The adjusted purchase price, including
transaction costs, was approximately $152.1 million. The acquisition included inventory of approximately $105.4 million, acute-care customer
relationships, certain fixed assets, and the assumption of facility leases. The purchase agreement allowed for adjustment to the purchase price
upon a final determination of the value of inventory transferred. This was completed in the third quarter of 2007 and resulted in a reduction in
the purchase price of $17.2 million, of which $16.5 million in cash was received in the third quarter of 2007. The acquisition was financed under
the company�s revolving credit facility, as well as available cash. In connection with the acquisition, the company recorded $6.2 million of
estimated involuntary termination and lease-exit costs, including fixed asset disposals. During the third quarter of 2007, the company completed
its allocation of the purchase price, including its determination of the fair value of acquired intangibles. As a result, intangible assets, which are
comprised of customer relationships and a non-compete agreement, have been reduced by $8.8 million from the amounts recorded at the date of
acquisition. These adjustments resulted in an increase to goodwill.

11

Edgar Filing: OWENS & MINOR INC/VA/ - Form 10-Q

Table of Contents 16



Table of Contents

Since entering the DTC distribution business in January 2005, during 2005 and 2006, the company made supplemental acquisitions of seven
DTC distributors for a total of $22.7 million. These acquisitions were of stock or of certain assets consisting primarily of customer relationships.
In the third quarter and first nine months of 2007, DTC revenue was $26.6 million and $81.5 million, comparing favorably to revenue of $25.7
million and $64.7 million in the comparable periods of 2006. The company reports DTC revenue net of an estimate of contractual allowances to
third-party payors. Contractual allowances were $2.3 million and $7.1 million in the third quarter and first nine months of 2007, compared with
$1.0 million and $2.7 million in the comparable periods of 2006. The increase was due, in part, to the combined effect of lower expected
reimbursements and a slight shift in payor mix. For the third quarter of 2007, the DTC business had approximately 187,000 individual customers
compared to 155,000 customers in the third quarter of 2006. The company made no acquisitions of DTC distributors in the first nine months of
2007, while it acquired five DTC distributors in the first nine months of 2006. Operating earnings for the DTC distribution business were $1.2
million and $2.5 million in the third quarter and first nine months of 2007, comparing favorably to operating losses of $4.7 million in both the
third quarter and first nine months of 2006. Included in the three- and nine-month periods ended September 30, 2006, was a $4.5 million
increase in the allowance for doubtful accounts. Additional factors contributing to improved 2007 DTC operating earnings included the
reduction of costs associated with the transition to a new management team and facilities consolidation, as well as improved processes for
billing, collections and shipping.

Revenue. Revenue increased 27.9%, or $367.6 million, to $1.69 billion in the third quarter of 2007, from $1.32 billion in the third quarter of
2006. For the first nine months of 2007, revenue increased 30.2%, or $1.17 billion, over the comparable period in 2006. For the quarter, the
acquired McKesson business contributed $249 million in revenue; while for the year-to-date period, the acquired business contributed $793
million to revenue. The acquired McKesson business represented nearly 70% of the revenue increase in both periods; sales to existing customers
represented nearly 20% of the increase; approximately 10% of the increase resulted from net new business.

Gross margin. Gross margin as a percentage of revenue was 10.6% for the third quarter and 10.5% for the first nine months of 2007, down from
11.0% and 10.9% in the comparable periods of 2006. Gross margin dollars were $178.3 million for the third quarter and $529.8 million for the
first nine months, comparing favorably to $144.5 million and $421.9 million for the same periods of 2006. The decreases in gross margin as a
percentage of revenue resulted primarily from the effects of certain contract renewals with major group purchasing organizations, under which
the company offers more favorable pricing to customers as they purchase in greater volume, as well as increased sales to existing customers
under these and other contracts.

Selling, general and administrative (SG&A) expense. SG&A expenses were 7.8% of revenue in the third quarter and 8.1% in the first nine
months of 2007, as compared with 8.6% and 8.2% in the comparable periods of 2006. SG&A expenses were $131.4 million in the third quarter
and $407.6 million in the first nine months of 2007, increased from $112.9 million and $320.0 million in the comparable periods of 2006. Lower
SG&A expenses as a percentage of revenue in the third quarter of 2007 as compared with 2006 were primarily the result of a third quarter 2006
charge of $4.5 million to increase the allowance for doubtful accounts in the DTC business and third quarter 2006 integration expenses of
approximately $1.3 million associated with the McKesson acquisition. Combined, these account for nearly 60% of the improvement. Other
improvements in the quarter-over-quarter comparison resulted primarily from the company leveraging its infrastructure over higher sales volume
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and lower incentive plan expenses, partially offset by higher teammate costs. The comparative decrease in SG&A expenses as a percentage of
revenue in the first nine months of 2007 resulted primarily from the third quarter 2006 charge and integration expenses discussed above. Other
factors affecting the year-over-year comparison are 2007 costs associated with the integration of the acquired McKesson business, including
approximately $7 million in service fees paid to McKesson for operational support during the transition period, as well as additional costs of
converting customers and their contracts to O&M�s systems, and increases in the allowance for doubtful accounts of $2.4 million. This increase
in the allowance for doubtful accounts was primarily related to certain customers from the acquired McKesson business. These higher costs were
offset by the company leveraging its infrastructure over higher sales volume.

Depreciation and amortization expense. Depreciation and amortization expense for the third quarter and first nine months of 2007 was $7.7
million and $23.9 million, up $0.9 million and $6.5 million from the comparable periods of 2006. These increases were driven by greater
depreciation expense resulting from capital additions to accommodate the acquired McKesson business, and from certain information
technology assets capitalized pursuant to an amended outsourcing agreement effective during the third quarter of 2006.

Interest expense, net. Net interest expense was $5.4 million for the third quarter and $19.2 million for the first nine months of 2007, an increase
from $2.4 million in the third quarter and $7.8 million in the first nine months of 2006. These increases resulted from the company borrowing
under its revolving credit agreement to partially fund the purchase of the McKesson business, which occurred on September 30, 2006, along
with the related working capital needs of the acquired business. Interest expense, net, also increased due to lower cash and cash equivalents
balances available for investing.

Other operating expense (income), net. Other operating income increased $1.0 million and $1.5 million in the third quarter and first nine month
period of 2007 over the comparable periods of 2006. These increases were primarily the result of higher finance charge income and insurance
proceeds received in the third quarter 2007, of which $560,000 was recorded as other operating income.

Income taxes. The provision for income taxes was $14.3 million and $33.0 million in the third quarter and first nine months of 2007, compared
with $8.7 million and $26.5 million in the same periods of 2006. The effective tax rate was 40.4% and 39.6% for the third quarter and first nine
months of 2007, compared to 37.5% and 39.0% in the same periods of 2006. The higher effective rate quarter-over-quarter resulted from an
adjustment for an income tax accounting method change in the third quarter of 2006 and from an increase in tax accruals for interest related to
potential tax liabilities in the third quarter of 2007.

Third quarter of 2007 compared with second quarter of 2007

Overview. In the third quarter of 2007, the company earned net income of $21.2 million, improved from $18.3 million in the second quarter. Net
income per diluted common share was $0.52 for the third quarter of 2007, improved from $0.45 in the second quarter of 2007. These increases
resulted from a slight improvement in gross margin to 10.57% in the third quarter from 10.53% in the second quarter and a slight decrease in
SG&A expenses to $131.4 million, or 7.8% of revenue, in the third quarter from $133.5 million, or 7.9% of revenue, in the second quarter.
SG&A expense improvements resulted primarily from lower expenses for incentive and equity-based compensation of $3.8 million, partially
offset by higher selling and occupancy expenses of $1.8 million. Additionally, interest expense, net, decreased from $6.6 million in the second
quarter to $5.4 million in the third quarter, as the company paid down a significant portion of its revolving credit facility during the quarter.
Strong
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operating cash flows, resulting from improved asset management in the third quarter, allowed the company to reduce debt. Improved cash
collections and reduced inventory levels contributed to improved working capital in the third quarter.

Financial Condition, Liquidity and Capital Resources

Liquidity. In the first nine months of 2007, cash and cash equivalents decreased slightly by $1.4 million to $3.7 million at September 30, 2007.
In the first nine months of 2007, the company generated $202.0 million of cash flow from operations, compared with $31.3 million in the first
nine months of 2006. Cash flows in the first nine months of 2007 were positively affected by reductions in accounts receivable and inventory,
and the timing of certain payments, while cash flows in the first nine months of 2006 were positively affected by increases in accounts payable,
but negatively affected by increases in receivables and inventory. Strong operating cash flow in the first nine months of 2007 resulted from
improved asset management as the company completed the transition of the acquired McKesson business, reducing both accounts receivable and
inventory levels, while bringing on significant new business. Cash used for investing activities in the year-to-date period was $5.9 million, while
cash flow for investing activities in the same period of 2006 was $199.2 million. The company has not made any acquisitions in 2007, while it
funded $168.5 million of acquisitions in the first nine months of 2006. Capital expenditures were $20.4 million in the first nine months of 2007,
compared with $19.2 million in the first nine months of 2006. Cash used for financing activities was $197.6 million in the first nine months of
2007, as compared with cash provided by financing activities of $98.2 million in the same period of 2006. In the first nine months of 2006, the
company borrowed $121.0 million to partially fund the McKesson acquisition, while in the same period of 2007 the company reduced its net
borrowings by $200.8 million.

Accounts receivable days sales outstanding (DSO) at September 30, 2007, were 29.5 days, up from 27.0 days at September 30, 2006, and 28.0
days at June 30, 2007. Inventory turnover improved to 9.8 in the third quarter of 2007 from 9.7 in the third quarter of 2006, and from 9.4 in the
second quarter of 2007. When compared to the third quarter of 2006, both DSO and inventory turnover in the third quarter of 2007 were
negatively affected by the acquired McKesson business, but both measurements improved from the fourth quarter of 2006. After completing the
transition of the acquired McKesson business, the company began to realize improvements in asset management measurements.

In the second quarter of 2006, the company issued $200 million of 6.35% Senior Notes maturing April 15, 2016 (Senior Notes). The net
proceeds from the Senior Notes, together with available cash, were used to retire substantially all of the company�s $200 million of 8 1/2% Senior
Subordinated Notes. Interest on the Senior Notes is paid semiannually on April 15 and October 15. The company received an investment grade
rating of �BBB-� from Fitch Ratings for the new Senior Notes and an investment grade rating of �BBB-� from Standard & Poor�s, consistent with its
existing corporate credit rating, and a rating of �Ba2� from Moody�s.

In conjunction with the Senior Notes, the company entered into interest rate swap agreements in April 2006, under which the company pays
counterparties a variable rate based on the London Interbank Offered Rate (LIBOR), and the counterparties pay the company a fixed interest rate
of 6.35% on a notional amount of $100 million, effectively converting one-half of the notes to variable-rate debt. These swaps were designated
as fair value hedges under the provisions of SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities.
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The company believes its available financing sources will be sufficient to fund working capital needs and long-term strategic growth, although
this cannot be assured. At September 30, 2007, the company had $310.7 million of available credit under its revolving credit facility.

Forward-looking Statements

Certain statements in this discussion constitute �forward-looking statements� within the meaning of the Private Securities Litigation Reform Act of
1995. Although O&M believes its expectations with respect to the forward-looking statements are based upon reasonable assumptions within the
bounds of its knowledge of its business and operations, all forward-looking statements involve risks and uncertainties and, as a result, actual
results could differ materially from those projected, anticipated or implied by these statements. Such forward-looking statements involve known
and unknown risks, including, but not limited to:

� general economic and business conditions;

� the ability of the company to implement its strategic initiatives;

� dependence on sales to certain customers;

� the ability of customers to meet financial commitments due to the company;

� the ability to retain existing customers and the success of marketing and other programs in attracting new customers;

� dependence on suppliers;

� the ability to adapt to changes in product pricing and other terms of purchase by suppliers of product;

� changes in manufacturer preferences between direct sales and wholesale distribution;

� competition;

� changing trends in customer profiles and ordering patterns;

� the ability of the company to meet customer demand for additional value-added services;

� the availability of supplier incentives;

� access to special inventory buying opportunities;
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� the ability of business partners to perform their contractual responsibilities;

� the ability to manage operating expenses;

� the effect of higher fuel prices on delivery costs;

� the ability of the company to manage financing costs and interest rate risk;
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� the risk that a decline in business volume or profitability could result in an impairment of goodwill;

� the ability to timely or adequately respond to technological advances in the medical supply industry;

� the ability to successfully identify, manage or integrate acquisitions;

� the costs associated with and outcome of outstanding and any future litigation, including product and professional liability claims;

� the outcome of outstanding tax contingencies;

� the ability to manage reimbursements from Medicare, Medicaid, private healthcare insurers and individual customers;

� changes in government regulations, including healthcare laws and regulations; and

� changes in reimbursement guidelines of Medicare and Medicaid and/or reimbursement practices of private healthcare insurers.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
O&M provides credit, in the normal course of business, to its customers. The company performs ongoing credit evaluations of its customers and
maintains reserves for credit losses.

As of September 30, 2007, the company had $100 million of interest rate swaps under which the company pays counterparties a variable rate
based on LIBOR, and the counterparties pay the company a fixed interest rate of 6.35% on a notional amount of $100 million. A hypothetical
increase in interest rates of 100 basis points would result in a potential reduction in future pre-tax earnings of approximately $1.0 million per
year in connection with the swaps.

The company is exposed to market risk from changes in interest rates related to its revolving credit facility. On January 29, 2007, the company
amended its revolving credit facility to increase the aggregate commitment amount by $100 million to $350 million. The company had $28.3
million of outstanding borrowings under its revolving credit facility at September 30, 2007. A hypothetical increase in interest rates of 100 basis
points would result in a potential reduction in future pre-tax earnings of approximately $0.1 million per year for every $10 million of outstanding
borrowings under the revolving credit facility.

Item 4. Controls and Procedures
The company carried out an evaluation, with the participation of the company�s management, including its Chief Executive Officer and Chief
Financial Officer, of the effectiveness of the company�s disclosure controls and procedures (pursuant to Rule 13a-15(e) under the Securities
Exchange Act of 1934) as of the end of the period covered by this report. Based upon that evaluation, the Chief Executive Officer and Chief
Financial Officer concluded that the company�s disclosure controls and procedures are effective in timely alerting them to material information
relating to the company required to be included in the
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company�s periodic SEC filings. There has been no change in the company�s internal controls over financial reporting during the quarter ended
September 30, 2007, that has materially affected, or is reasonably likely to materially affect, the company�s internal control over financial
reporting.

Part II. Other Information

Item 1. Legal Proceedings
In September 2004, the company received a notice from the Internal Revenue Service (IRS) proposing to disallow, effective for the 2001 tax
year and all subsequent years, certain reductions in the company�s tax-basis last-in, first-out (LIFO) inventory valuation. The company filed an
appeal with the IRS in December 2004 to contest the proposed adjustment. If the company were unsuccessful, the adjustment would be effective
for the 2001 tax year and certain subsequent years (the 2002 and 2003 tax years are closed for federal purposes), and the company would have to
pay a deficiency of approximately $73.0 million for tax years through 2006, as well as interest calculated at statutory rates, of approximately
$13.5 million as of September 30, 2007, net of any tax benefits. No penalties have been proposed. The payment of the deficiency and interest
would adversely affect operating cash flow for the full amount of the payment, while the company�s net income and shareholders� equity would
be reduced by the amount of any liability for interest, net of tax.

During the third quarter of 2007, the company engaged in final settlement negotiations with the IRS Appeals Office and believes that, based on
currently available information, the ultimate resolution of this matter will have no material impact on its net income, shareholders� equity or
operating cash flow.

In addition to the foregoing matter, the company is subject to various other legal actions that are ordinary and incidental to its business,
including contract disputes, employment, workers� compensation, product liability, regulatory and other matters. The company establishes
reserves from time to time based upon periodic assessment of the potential outcomes of pending matters. In addition, the company believes that
any potential liability arising from employment, product liability, workers� compensation and other personal injury litigation matters would be
adequately covered by the company�s insurance coverage, subject to policy limits, applicable deductibles and insurer solvency. While the
outcome of legal actions cannot be predicted with certainty, the company believes, based on current knowledge and the advice of counsel, that
the outcome of these currently pending other matters, individually or in the aggregate, will not have a material adverse effect on the company�s
financial condition or results of operations.

Item 1A. Certain Risk Factors
Certain risk factors that the company believes could affect its business and prospects are described in the company�s Annual Report on Form
10-K for the year ended December 31, 2006. Through September 30, 2007, there have been no material changes in any risk factors reported in
such Annual Report.
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Item 6. Exhibits.

(a) Exhibits

31.1 Certification of Chief Executive Officer pursuant to Rule 13(a)-14(a) under the Securities Exchange Act of 1934, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer pursuant to Rule 13(a)-14(a) under the Securities Exchange Act of 1934, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Owens & Minor, Inc.
(Registrant)

Date November 8, 2007 /s/ CRAIG R. SMITH
Craig R. Smith
President and Chief Executive Officer

Date November 8, 2007 /s/ JAMES L. BIERMAN
James L. Bierman
Senior Vice President & Chief Financial Officer

Date November 8, 2007 /s/ OLWEN B. CAPE
Olwen B. Cape
Vice President & Controller

Chief Accounting Officer
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Exhibits Filed with SEC

Exhibit #
31.1 Certification of Chief Executive Officer pursuant to Rule 13(a)-14(a) under the Securities Exchange Act of 1934, as adopted

pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer pursuant to Rule 13(a)-14(a) under the Securities Exchange Act of 1934, as adopted pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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