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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

Quarterly Report Pursuant to Section 13 or 15 (d) bthe Securities Exchange Act of 1934 for the

Quarterly period ended March 31, 2013

Commission File Number: 000-26926

P
7 SCan

ScanSource, Inc.

(Exact name of registrant as specified in its chaer)

SOUTH CAROLINA 57-0965380
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

6 Logue Court
Greenville, South Carolina, 29615
(Address of principal executive offices)
(864) 288-2432
(Registrant’s telephone number, including area code

Indicate by check mark whether the registranth@g filed all reports required to be filed by Sexti3 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for ssiobrter period that the registrant was requirefilécsuch reports), and (2) has been sul

to such filing requirements for the past 90 day¥es No O

Indicate by check mark whether the registrant liasmitted electronically and posted on its corpovedbsite, if any, every Interactive Data |
required to be submitted and posted pursuant te BRob of Regulation 3-(§ 232.405 of this chapter) during the precedi@gnonths (or fc

such shorter period that the registrant was reduoesubmit and post to such files. Y& No O

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-acelerated filer, or a smaller repori
company. See the definitions of “large accelerdiled” “accelerated filer,” and “smaller reportingompany” in Rule 1212- of the Exchanc

Act.
Large accelerated filer Accelerated filer O
Non-accelerated filer O (Do not check if a smaller reporting company) Serakporting company O

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the BExgje Act). Yes[

Indicate the number of shares outstanding of ehtitedssuer’s classes of common stock, as ofdtest practicable date.

Class Outstanding at April 30, 2013

No X

Common Stock, no par value per share 27,882,395 shares
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FORWARD-LOOKING STATEMENTS

The forward-looking statements included in the “lgement’s Discussion and Analysis of Financial Gtiordand Results of Operationahc
“Quantitative and Qualitative Disclosures About Ketr Risk” and “Risk Factorssections and elsewhere herein, which reflect owt
judgment based on factors currently known, invaligks and uncertainties. Words such“expects,” “anticipates,” “believes,” “intends,”
“plans,” “hopes,” “forecasts” and variations of suwords and similar expressions are intended tatiiyesuch forwardiooking statement
Except as may be required by law, we expresslylalimcany obligation to update these forwdwdking statements to reflect events
circumstances after the date of this Quarterly Repo Form 10Q or to reflect the occurrence of unanticipatednéseActual results cou
differ materially from those anticipated in thesewardiooking statements as a result of a number of fadgtecluding, but not limited to, tl
factors discussed in such sections and, in pastictihose set forth in the cautionary statemertkudted in “Risk Factorstontained in thi
Quarterly Report on Form 10-Q, our Quarterly Report~orm 10Q for the quarter ended December 31, 2012 and anu& Report on For
10-K for the year ended June 30, 2012 . The ford@o#ling information we have provided in this Qualy Report on Form 1@ pursuant t
the safe harbor established under the Private Biesuritigation Reform Act of 1995, should be evatled in the context of these factors.
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PART I. FINANCIAL INFORMATION
Iltem 1. Financial Statements

SCANSOURCE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(In thousands, except share information)

March 31, June 30,
2013 2012
Assets
Current assets:
Cash and cash equivalents $ 93,90f $ 29,17
Accounts receivable, less allowance of $30,996 atchl 31, 2013
and $27,349 at June 30, 2012 431,26: 470,80t
Inventories 407,09: 475,47!
Prepaid expenses and other current assets 42,04: 41,84¢
Deferred income taxes 14,68’ 14,62-
Total current assets 988,99( 1,031,93
Property and equipment, net 49,00¢ 48,78!
Goodwill 53,74: 53,88!
Other non-current assets, including identifiabkamgible assets 66,69¢ 67,20¢
Total assets $ 1,158,43" $ 1,201,800
Liabilities and Shareholders’ Equity
Current liabilities:
Short-term borrowings $ — $ 4,26¢
Accounts payable 325,65¢ 419,68:
Accrued expenses and other current liabilities 68,16¢ 67,77¢
Current portion of contingent consideration 4,52¢ 4,97¢
Income taxes payable 2,69¢ 1,69¢
Total current liabilities 401,05( 498,40:
Deferred income taxes 2,87¢ —
Long-term debt 5,42¢ 5,42¢
Long-term portion of contingent consideration 8,79 11,677
Other long-term liabilities 30,37: 33,98t¢
Total liabilities 448,52° 549,49}
Commitments and contingencies
Shareholders’ equity:
Preferred stock, no par value; 3,000,000 shardwemed, none issued — —
Common stock, no par value; 45,000,000 shares an#itp 27,872,395 and 27,604,840 shares
issued and outstanding at March 31, 2013 and Jon203.2, respectively 146,97 139,55
Retained earnings 582,42: 534,44!
Accumulated other comprehensive income (loss) (19,48¢) (21,699
Total shareholders’ equity 709,91: 652,31:
Total liabilities and shareholders’ equity $ 1,158,43" $ 1,201,80

June 30, 2012 amounts are derived from auditedotidased financial statements.

See accompanying notes to these condensed conedlfitfeancial statements.
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SCANSOURCE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED INCOME STATEMENTS (UNAUDITED )
(In thousands, except per share data)

Net sales
Cost of goods sold
Gross profit
Selling, general and administrative expenses
Change in fair value of contingent consideration
Operating income
Interest expense
Interest income
Other (income) expense, net
Income before income taxes
Provision for income taxes
Net income
Per share data:

Weighted-average shares outstanding, basic

Net income per common share, basic

Weighted-average shares outstanding, diluted

Net income per common share, diluted

Quarter ended

Nine months ended

March 31, March 31,
2013 2012 2013 2012
$ 682,96! $ 707,88! $ 2,164,28! $ 2,260,82
614,13: 638,61! 1,947,06. 2,032,63
68,83: 69,26¢ 217,22: 228,19°
47,93" 46,71 144,39:. 141,75:
10C 1,07z 1,39¢ 1,244
20,79¢ 21,48¢ 71,43 85,20(
10z 254 35€ 1,49(
(487) (780) (1,64¢) (2,239
4 20¢€ 34 3,36:
21,18( 21,80¢ 72,69 82,58(
7,20z 7,04¢ 24,71¢ 28,07"
$ 13,97¢ % 14,75¢ % 47977 $ 54,50:
27,84 27,48¢ 27,72¢ 27,29(
$ 05C $ 054 $ 1.7: 8 2.0C
28,02« 27,92¢ 27,96( 27,70¢
$ 05C $ 05z % 1.7z $ 1.97

See accompanying notes to these condensed conedlitteancial statements.
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SCANSOURCE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)
(In thousands)

Quarter ended Nine months ended
March 31, March 31,
2013 2012 2013 2012
Net income $ 13,97¢ $ 14,75¢ $ 47977 $ 54,50:
Unrealized gain on hedged transaction, net of tax — — — 13¢
Foreign currency translation adjustment (3,107 4,96¢ 2,20¢ (13,329
Comprehensive income $ 10,87: $ 19,72, $ 50,18: $ 41,31

See accompanying notes to these condensed conedlitteancial statements.
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SCANSOURCE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(In thousands)

Nine months ended

March 31,
2013 2012
Cash flows from operating activities:
Net income $ 47977 $ 54,50
Adjustments to reconcile net income to net caskigeal by (used in) operating activities:
Depreciation and amortization 6,86: 7,59
Provision for accounts and notes receivable 8,31 4,96¢
Share-based compensation and restricted stock 4,56¢ 5,51¢
Deferred income taxes (4,029 (5,387
Excess tax benefits from share-based payment amaets (849) (150
Change in fair value of contingent consideration 1,39¢ 1,24¢
Changes in operating assets and liabilities, natqgtiisitions:
Accounts receivable 33,60¢ 9C
Inventories 70,62¢ (44,859
Prepaid expenses and other assets (303) 1,42¢
Other non-current assets 3,65¢ (48€)
Accounts payable (94,95)) (297)
Accrued expenses and other liabilities (2,69€) 3,551
Income taxes payable 1,831 (2,649
Net cash provided by (used in) operating activities 76,00¢ 25,06¢
Cash flows from investing activities:
Capital expenditures (4,467) (20,187
Net cash provided by (used in) investing activities (4,467) (10,18
Cash flows from financing activities:
Borrowings (repayments) on short-term borrowingd, n (4,459 (2,949
Borrowings on revolving credit 515,26: 1,132,96:
Repayments on revolving credit (515,87) (1,117,31)
Debt issuance costs — (1,360
Repayments on long-term debt — (25,000
Contingent consideration payments (4,777) (2,000
Exercise of stock options 2,231 8,071
Excess tax benefits from share-based payment amaets 84¢ 15C
Net cash provided by (used in) financing activities (6,777) (7,439
Effect of exchange rate changes on cash and casvaénts (40) (1,907)
Increase (decrease) in cash and cash equivalents 64,73: 5,54¢
Cash and cash equivalents at beginning of period 29,17: 28,74"
Cash and cash equivalents at end of period $ 93,90 $ 34,29t

See accompanying notes to these condensed conedlfiteancial statements.
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SCANSOURCE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

(1) Business and Summary of Significant Accountingolicies
Business Description

ScanSource, Inc. and its subsidiaries (the “Compasw leading wholesale distributor of speciaktghnology products, providing valaetder
distribution sales to resellers in specialty tedbgp markets. The Company has tgeographic distribution segments: the North Ama
distribution segment serving the United States @adada from the Southaven, Mississippi distributenter, and an international segn
currently serving Latin America and Europe fromtriligition centers located in Florida, Mexico and#t, and in Belgium, respectively. E:
segment is managed around its geographic custamderemndor bases and is supported by its centralifegstructure, such as warehousing
back office operations as appropriate. The NorttreAcan distribution segment markets automatic ifieation and data capture (“AIDC'anc
point-of-sale (“POS”)products through its ScanSource POS and Barcods salit; voice, data, video and converged commitinits
equipment through its Catalyst Telecom sales unidgo conferencing, telephony and communicatiorsdpets through its ScanSou
Communications sales unit; and electronic seciribducts and wireless infrastructure products thihoits ScanSource Security sales unit.
international distribution segment markets AIDC,§2@ommunications and security products througBésnSource Latin America sales t
AIDC and POS products through its ScanSource PQISBamcode, Europe sales unit; and communicationluyams through its ScanSou
Communications, Europe sales unit.

Basis of Presentation

The accompanying unaudited condensed consolidateshcial statements of ScanSource, Inc. have beepaped by the Comparyy’
management in accordance with United States géyneretepted accounting principles ("US GAAP") faterim financial information ar
applicable rules and regulations of the Securkirshange Act of 1934, as amended. Accordingly, tdeyot include all of the information &
footnotes required by U.S. generally accepted addmy principles for annual financial statements®eTunaudited condensed consolid
financial statements included herein contain ajustthents (consisting of normal recurring and mecudrring adjustments) which are, in
opinion of management, necessary to present féidyfinancial position as of March 31, 2013 andeJ80, 2012 the results of operations
the quarters and nine months ended March 31, 20d2@12 , the statements of comprehensive incomeaéoquarters and nimaonths ende
March 31, 2013 and 2012 and the statements of ftmsh for the nine months ended March 31, 2013 20t . The results of operations
the quarters and nine months ended March 31, 28d2@12are not necessarily indicative of the results tekpected for a full year. The
financial statements should be read in conjuncidth the audited consolidated financial statememtsl notes thereto included in
Company’s Annual Report on Form 10-K for the fispadr ended June 30, 2012 .

We have restated the presentation of borrowingsr@payments on revolving credit and debt issuaostsdn the statements of cash flows
the nine months ended March 31, 201Related amounts had previously been presented pat basis, rather than on a gross ba:
accordance with Accounting Standards Codificatlét8C") Topic 230. The correction had no effect @t cash used in financing activities.

Summary of Sgnificant Accounting Policies

Except as described below, there have been no ialattyanges to the Company’s significant accounpigcies for the quarter ancine
months ended March 31, 2013 from the informatiasiuided in the notes to the Compamyonsolidated financial statements included it
Annual Report on Form 10-K for the fiscal year ethdene 30, 2012 . For a discussion of the Compasighificant accounting policies, ple
see the Company’s Annual Report on Form 10-K ferftbcal year ended June 30, 2012 .

Cash and Cash Equivalents

The Company considers all highly liquid investmenwith original maturities of three months or lesshie cash equivalents. The Comg
maintains some zerpalance, disbursement accounts at various finamegitutions in which the Company does not mamtsignifican
depository relationships. Due to the nature ofGloenpanys banking relationships with these institutiong @ompany does not have the r
to offset most if not all outstanding checks writfeom these accounts against cash on hand. Cheldesed but not yet cleared from tt
accounts in the amounts of $47.3 million and $48iftion are included in accounts payable as of Madt, 2013 and June 30, 2012
respectively.
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Recent Accounting Pronouncements

Effective for interim and annual reporting peridds fiscal 2013, the Company has implemented ActiognStandard Update ("ASU") 2011-
05, Presentation of Comprehensive Income . The objective of this update is to improve thenparability, consistency and transparenc
financial reporting and to increase the prominesfdéems reported in other comprehensive incomés Tipdate eliminates the option to pre
components of other comprehensive income as patteostatement of changes in shareholdeggsiity or in a separate footnote and req;
companies to present all nonowner changes in sbiaies’ equity either in a single continuous statementasfigrehensive income or in t
separate but consecutive statements. The Compamsidaed to present a separate condensed cornsdlgtatement of comprehensive incc

Effective for the annual goodwill impairment tesfiduring fiscal 2013, the Company will implement A2011-08,Testing Goodwill for
Impairment . The amendments in the update permit an entifydbassess qualitative factors to determine wéreithis more likely than not th
the fair value of a reporting unit is less thand&srying amount as a basis for determining wheith&r necessary to perform the twtef
goodwill impairment test described in ASC Topic 33bie more-likely-thamot threshold is defined as having a likelihoodhadre than 5
percent. The adoption of this amendment is not eepleto have an impact on the Company's condermgesblidated financial statements.

In July 2012, the Financial Accounting Standardsaf8o("FASB") issued ASU 2012-0Zesting Indefinite-Lived Intangible Assets for
Impairment . This amendment allows companies to first asseatative factors of impairment of all indefinitired intangible assets, simi
to the provisions in ASU 20108. The amendment becomes effective for annualiaedim impairment tests performed for fiscal y«
beginning after September 15, 2012, but early adops permitted. The Company has elected earlytiio for this amendment. The adopt
of this amendment did not have an impact on the @2oy's condensed consolidated financial statements.

(2) Earnings Per Share

Basic earnings per share are computed by dividaigncome by the weighteaverage number of common shares outstanding. Qikegening
per share are computed by dividing net income byathighted-average number of common and poterdiahwon shares outstanding.

Quarter ended Nine months ended
March 31, March 31,
2013 2012 2013 2012
(in thousands, except per share data)

Numerator:

Net Income $ 13,97¢ $ 14,75¢  $ 47977 % 54,50:
Denominator:

Weighted-average shares, basic 27,84" 27,48¢ 27,72t 27,29(

Dilutive effect of share-based payments 177 437 23t 41¢

Weighted-average shares, diluted 28,02« 27,92¢ 27,96( 27,70¢
Net income per common share, basic $ 050 % 054 $ 1.7 $ 2.0C
Net income per common share, diluted $ 05C $ 0.5: % 1.7z $ 1.97

For the quarter and nine months ended March 313 2Qhere were 1,119,940 and 1,097,6l€lghted average shares outstanding excl
from the computation of diluted earnings per shmeause their effect would be anti-dilutive. Far tuarter and nine months endédrch 31
2012 , there were 260,901 and 597,8v&ighted average shares outstanding excluded flmmcomputation of diluted earnings per s
because their effect would be anti-dilutive.
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(3) Restructuring Costs

In April 2013, the Company implemented a restruatyplan for its Communications business unit imdpe to support a strategy for profite
growth. In the March 2013 quarter, the Company méeo a liability for expected restructuring cost$d.2 millionrelated to the termination
employees for workforce reductions. This chargeniduded in selling, general and administrationtsds the accompanying conden
consolidated income statements. The liability, wtigcrecorded in accrued expenses and other cuiabilities in the accompanying conden
consolidated balance sheets, is expected to béastilpdly utilized by the end of fiscal 2013.

(4) Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensive income (loss) stssif the following:

March 31, June 30,
2013 2012
(in thousands)
Foreign currency translation adjustment $ (19,489 $ (21,69))
Accumulated other comprehensive income (loss) $ (19,489 $ (21,69)

(5) Goodwill and Other Identifiable Intangible Assds

The changes in the carrying amount of goodwilltfa nine months ended March 31, 2013, by repodaggnent, are as follows:

North American International
Distribution Distribution
Segment Segment Total
(in thousands)
Balance as of June 30, 2012 $ 20,08. $ 33,80: $ 53,88¢
Foreign currency translation adjustment — (142 (142
Balance as of March 31, 2013 $ 20,08 $ 33,66: $ 53,74

Included within other non-current assets in thedemsed consolidated balance sheets are net idbfdifintangible assets of $23.0 millianc
$27.1 million at March 31, 2013 and June 30, 20X2spectively. These amounts relate primarily ¢quired intangible assets includ
customer relationships, non-compete agreementke trames, distributor agreements and debt isst® cos

(6) Short-Term Borrowings and Long-Term Debt
Short-Term Borrowings

A subsidiary of the Company has a €6.0 milllove of credit, which is secured by the assetswfBuropean operations and is guarantee
ScanSource, Inc. This agreement can be withdrawthdyender with minimal notice. The subsidianeliof credit bears interest at the @@y
Euro Interbank Offered Rate (“EURIBOR”) plus a smtganging from 1.25% to 2.00% per annum. Theagbhe effect as oMarch 31, 201
was 1.25% . Additionally, the Company is assessgdngitment fees ranging from 0.10% to 0.275% on uatilized borrowing availability |
outstanding balances are below €3.0 million . Titerest rate spread and commitment fee rates detatihne €6.0 milliorine of credit refer t
the Leverage Ratio as defined by the Company's $30i@n multi-currency senior secured revolving credit facilithe outstanding balanc
at March 31, 2013 and June 30, 2012 are as follows:

March 31, June 30,

2013 2012
(in thousands)

Short-term borrowings $ — 3 4,26¢

10
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Revolving Credit Facility

On October 11, 2011 , the Company amended andedsta primary revolving credit facility. The Commy entered into a five -yeaB30(
million multi-currency senior secured revolving ditefacility (“Revolving Credit Facility”)pursuant to the terms of an Amended and Re:
Credit Agreement with JPMorgan Chase Bank, N.Aadministrative agent, and a syndicate of lendarsad therein. The Revolving Cre
Facility allows for the issuance of up to $50 moitlifor letters of credit and has a $150 millimccordion feature that allows the Compar
increase the availability to $450 millicubject to obtaining commitments for the incremkectgacity from existing or new lenders. In fig
year2012 , the Company incurred $1.4 million in delsuence costs that were capitalized to other awrent assets, including identifia
intangible assets, on the condensed consolidateddegsheet and are being amortized on a strdighthsis through October 11, 201the
maturity date of the Revolving Credit Facility.

At the Company's option, loans denominated in ddlars under the Revolving Credit Facility, othlan swingline loans, bear interest
rate equal to a spread over the London Interbarfkréd Rate (“LIBOR”)or prime rate depending upon the Company's ratitowi deb
(excluding accounts payable and accrued liabi)itieseasured as of the end of the most recent quaoteadjusted earnings before inte
expense, taxes, depreciation and amortization (TBR\") for the most recently completed four quartélise “Leverage Ratio”)The Leverag
Ratio calculation excludes the Company's subsidiafgrazil. This spread ranges from 1.00% to 2.26%IBOR-based loans and 0.008%
1.25% for prime rate-based loans. The spread ace#fs of March 31, 2013 was 1.00% for LIBOR-bdsads and 0.00% for prime rabase:
loans. Additionally, the Company is assessed comarit fees ranging from 0.175% to 0.40% , dependjmon the Leverage Ratio, on non
utilized borrowing availability, excluding swingknoans. Borrowings under the Revolving Credit Rgcare guaranteed by substantially al
the domestic assets of the Company as well asicdéoi@ign subsidiaries determined to be matenal a pledge of up to 65% capital stoc
or other equity interest in each Guarantor as ddfin the Revolving Credit Facility. The Companysvira compliance with all covenants un
the Revolving Credit Facility as of March 31, 201Bhere were no outstanding balances at March @13 2nd June 30, 201 Fluctuations i
functional currency rates are reflected in theawitvity.

The average daily balance during the nine monttogerended March 31, 2013 and 2012 was $12.5 midied $92.8 million , respectively.

Long-Term Debt

On August 1, 2007 the Company entered into an agreement with thee $if Mississippi in order to provide financing the acquisition ar
installation of certain equipment to be utilizedtz# Companys current Southaven, Mississippi distribution figgilthrough the issuance of
industrial development revenue bond. The bond reaton September 1, 2032 and accrues interest 80ttlay LIBOR rate plus a spread
0.85% . The terms of the bond allow for paymerintérest only for the first 19ears of the agreement, and then, starting on Séyatel, 201
through 2032, principal and interest payments are dntil the maturity date or the redemption of bend. As of March 31, 2013 the
Company was in compliance with all covenants urtkisrbond.

March 31, June 30,
2013 2012

(in thousands)

Industrial Development Revenue Bond, monthly paythehinterest only, 1.05% variable interest ra
at March 31, 2013 $ 542¢ $ 5,42¢

11
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(7) Derivatives and Hedging Activities

The Companys results of operations could be materially impadig significant changes in foreign currency exg®arates and interest ra
These risks and the management of these risksiszasded in greater detail below. In an effort tanage the exposure to these risks
Company periodically enters into various derivaiiveruments. The Comparsyaccounting policies for these instruments aredas whethe
the instruments are designated as hedge othadge instruments in accordance with US GAAP. Them@any records all derivatives on
balance sheet at fair value. Derivatives that atelasignated as hedging instruments or the in@ffeportions of cash flow hedges are adju
to fair value through earnings in other income arpense.

Foreign Currency — The Company conducts a portion of its businesgnat®nally in a variety of foreign currencies. Téeposure to mark
risk for changes in foreign currency exchange ratees from foreign currency denominated assetdiahilities, and transactions arising fr
non-functional currency financing or trading adie$. The Company’s objective is to preserve trenemic value of norfunctional currenc
denominated cash flows. The Company attempts tgehrdnsaction exposures with natural offsets édftliest extent possible and, once tl
opportunities have been exhausted, through forwandracts or other hedging instruments with thiadties. These contracts will periodic:
hedge the exchange of various currencies, incluthiegU.S. dollar, euro, British pound, CanadianlaiplMexican peso and Brazilian re
While the Company utilizes foreign exchange corigrac hedge foreign currency exposure, the Compdnyeign exchange policy prohit
the use of financial instruments for speculativgppses.

The Company had contracts outstanding with notiGmabunts of $89.2 million and $62.3 millido exchange foreign currencies a:
March 31, 2013 and June 30, 201@spectively. To date, the Company has choserondésignate these derivatives as hedging instnts
and accordingly, these instruments are adjustddito/alue through earnings in other income andease. Summarized financial informat
related to these derivative contracts and chamgteeiunderlying value of the foreign currency esyres are as follows:

Quarter ended Nine months ended
March 31, March 31,
2013 2012 2013 2012
(in thousands)

Net foreign exchange derivative contract (gainssés $ (2,097 $ (1,666 $ (759 $ 2,86:
Net foreign currency transactional and re-measun¢fgains)
losses 2,23 1,38¢ 1,085 70€

Net foreign currency (gains) losses $ 145 % 28C $ 328 $ 3,571

Net foreign exchange gains and losses consistrefgio currency transactional and functional curyere-measurements, offset by net fore
exchange derivative contract gains and losses.igfoexchange losses and gains are generated assthle of fluctuations in the value of -
British pound versus the euro, the U.S. dollar wetthe euro, U.S. dollar versus the Brazilian agal other currencies versus the U.S. dollar.

In the prior year, the majority of foreign currerlogses were associated with exposures betwedd. helollar and Brazilian real. In Septerr
2011, the Company incurred a $2.5 millimss in conjunction with an unfavorable forward leaiege contract to purchase Brazilian reais.
Company decided to pre-fund a portion of the caygint earnout payments associated with the acquisiti CDC Brasil, S.A. ( “ CDC")This
contract was designed to preserve the currencyaegehfor the few weeks required to transfer thé taBrazil. From the time the Comp:
entered into the contract through settlement, da¢ devalued from the contractual rate by 11.8%imately resulting in a $2.5 milliotoss
Further contributing to the prior year quarter fgreexchange loss, the Brazilian business incusigdificant losses on the remeasureme
U.S. dollar denominated transactions that wereheolged at the time. Subsequently, the Company éas including these exposures ir
ongoing hedging activities.

12
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The Company has the following derivative instrunselotated on its condensed consolidated balancst, sidized for the risk managem
purposes detailed above:

As of March 31, 2013

Fair Value of Fair Value of
Derivatives Derivatives
Designated as Hedge Not Designated as Hedge
Instruments Instruments

(in thousands)
Derivative asset$?

Foreign exchange contracts $ — 3 24¢
Derivative liabilities:®
Foreign exchange contracts $ — 3 20c

(&) All derivative assets are recorded as prepaid esggeand other current assets in the condensedlidatsd balance she
(b) All derivative liabilities are recorded as accreegbenses and other current liabilities in the casdd consolidated balance s

(8) Fair Value of Financial Instruments

Accounting guidance defines fair value as the ptiie¢ would be received to sell an asset or paidatesfer a liability in an orderly transact
between market participants at the measurement Jaiger this guidance, the Company is requiredlagsify certain assets and liabilil
based on the fair value hierarchy, which groupsvaiue measured assets and liabilities based thgofollowing levels of inputs:

* Level 1 -Unadjusted quoted prices in active markets thabacessible at the measurement date for identinagstricted assets
liabilities; and

* Level 2 —Quoted prices in markets that are not active, puti® which are observable, either directly or iedily, for substantial
the full term of the asset or liability; and

* Level 3 —Prices or valuation techniques that require inplés are both significant to the fair value measent and unobserval
(i.e. supported by little or no market activity).

The assets and liabilities maintained by the Comythat are required to be measured at fair valua ogcurring basis include the Company’
various debt instruments, deferred compensatiom iplestments, outstanding foreign exchange forveardracts and contingent considera
owed to the previous owners of CDC. The carryinigeraf debt is considered to approximate fair vahssthe Compang’debt instruments &
indexed to LIBOR or the prime rate using the mar&pproach (Level 2 criteria). The following tablansnarizes the valuation of 1
Company'’s remaining assets and liabilities measatédir value on a recurring basis as of March21,3 :

Quoted Significant
prices in other Significant
active observable unobservable
markets inputs inputs
Total (Level 1) (Level 2) (Level 3)
(in thousands)
Assets:
Deferred compensation plan investments, curreninand
current portion $ 13,82: $ 13,82: $ — 3 —
Forward foreign currency exchange contracts 24¢ — 24¢ —
Total assets at fair value $ 14,07¢ $ 13,82: % 24t $ —
Liabilities:
Deferred compensation plan investments, curreninamnd
current portion $ 13,82: $ 13,82: $ —  $ —
Forward foreign currency exchange contracts 20C — 20C —
Liability for contingent consideration, current amoin-current
portion 13,32: — — 13,32:
Total liabilities at fair value $ 27,34 % 13,82 $ 20C $ 13,32:
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The following table summarizes the valuation of @@mpanys remaining assets and liabilities measured aw/fdire on a recurring basis a:
June 30, 2012 :

Quoted Significant
prices in other Significant
active observable unobservable
markets inputs inputs
Total (Level 1) (Level 2) (Level 3)
(in thousands)
Assets:
Deferred compensation plan investments, currennaine
current portion $ 11,63t $ 11,63 $ — $ —
Forward foreign currency exchange contracts 21 — 21 —
Total assets at fair value $ 11,65¢ $ 11,63t $ 21 $ —
Liabilities:
Deferred compensation plan investments, currennaine
current portion $ 11,63t $ 11,63 $ — $ —
Forward foreign currency exchange contracts 11C — 11C —
Liability for contingent consideration, current anain-
current portion 16,65 — — 16,65
Total liabilities at fair value $ 28,39¢ $ 11,63t $ 11C $ 16,65:

The investments in the deferred compensation plameld in a rabbi trust and include mutual fundd eash equivalents for payment of nor
qualified benefits for certain retired, terminatedactive employees. These investments are recdodeetpaid expenses and other current &
or other nonecurrent assets depending on their correspondirtiiiated distributions to recipients, which arpaged in accrued expenses
other current liabilities or other long-term lidabds, respectively.

Foreign currency forward contracts are measureggusie market approach on a recurring basis corisgléoreign currency spot rates
forward rates quoted by banks or foreign curreneglers (Level 2). Foreign currency contracts aasdified in the condensed consolidi
balance sheet in prepaid expenses and other cuassets or accrued expenses and other currenitigsbidepending on the respec
contracts’ favorable or unfavorable positions.

The Company recorded a contingent consideratidsilitia at the acquisition date of CDC representthg amounts payable to former C
shareholders, as outlined under the terms of tlaeeSurchase and Sale Agreement, based upon tlevemient of projected earnings, ne
specific pro forma adjustments. The current and-cument portions of this obligation are reportegasately on the condensed consolid
balance sheet. The fair value of contingent comatd® (Level 3) is determined using a discountashcflow model. Subsequent changes il
fair value of the contingent consideration lialilére recorded to the change in fair value of cg@nt consideration line item in the condel
consolidated income statements. Fluctuations duforigign currency translation are captured in otbemprehensive income through
changes in foreign currency translation adjustmiémésitem in other comprehensive income.

The table below provides a summary of the changéaii value of the Company’contingent consideration (Level 3) for the CD@neat fol
the quarters and nine months ended March 31, 2042612 :

Contingent consideration for the Contingent consideration for the nine month
quarter ended ended
March 31, March 31,
2013 2012 2013 2012
(in thousands)

Fair value at beginning of period $ 13,09C $ 20,00 $ 16,65: $ 23,79
Payments (62) (2,000 (4,777) (2,000
Change in fair value of contingent consideration 10C 1,07z 1,39¢ 1,24¢
Foreign currency translation adjustment 192 665 49 (3,299
Fair value at end of period $ 13,32. % 19,73¢  $ 13,32 $ 19,73¢
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The fair value of the liability for the contingetrinsideration recognized at March 31, 2013 was3bdflion of which $4.5 millionis classifie:
as current. The fair values of amounts owed arerdsd in “current portion of contingent considesatiand “longterm portion of continge
consideration” in the Comparg/'condensed consolidated balance sheet. The Ul& dmounts of actual disbursements made in cdron
with future earnout payments are subject to chasgine liability is denominated in Brazilian rearsd subject to foreign exchange fluctua
risk. The Company will revalue the contingent cdesation liability at each reporting date througk tast payment, with changes in the
value of the contingent consideration reflectedhim “change in fair value of contingent considengtiline item on the Company’condense
consolidated income statement that is includechéndalculation of operating income. The fair vabighe contingent consideration liabil
associated with future earnout payments is basesteeral factors, including:

» estimated future results, net of pro forma adjustsiset forth in the Share Purchase and Sale Agnet
» the probability of achieving these results;
« adiscount rate reflective of the Compangteditworthiness and market risk premium assediatith the Brazilian marke

A change in any of these unobservable inputs aamfgiantly change the fair value of the contingeansideration. The change in fair valu
the contingent consideration recognized in the easdd consolidated income statement contributesgtdosf $0.1 million and $1.4 millicior
the quarter and nine months ended March 31, 2Q&3pectively. The change in the three and mmomth periods is largely driven by

recurring amortization of the unrecognized fairuealdiscount and changes in actual results. In iaddivolatility in the foreign exchan
between the Brazilian real and the U.S. dollardragen changes in the translation of this Brazilieal denominated liability. Although there
no contractual limit, total future undiscounted togent consideration payments are anticipatecatme up to $18.5 million based on tt
Company’s best estimate as the earnout is basadmritiple of adjusted earnings.

(9) Segment Information

The Company is a leading wholesale distributor mécialty technology products, providing valadded distribution sales to reseller:
specialty technology markets. The Company has reymrting segments, based on geographic locatibe. measure of segment profi
operating income, and the accounting policies ef segments are the same as those described inotee to the consolidated finant
statements included in the Company’s Annual Repofform 10-K for the fiscal year ended June 302201

North American Distribution

The North American distribution segment markets @&lBnd POS products through its ScanSource POS armbdie sales unit; voice, d:
video and converged communications equipment thratgyCatalyst Telecom sales unit; video confenegctelephony and communicatic
products through its ScanSource Communications sai@; and electronic security products and wsglenfrastructure products through
ScanSource Security sales unit. The Company semees than 14,000=sellers and integrators of technology producthiénUnited States a
Canada. No single account represented more thaof@h& Company’s worldwide net sales for the quarend nine months endéthrch 31
2013 or 2012 .

International Distribution

The international distribution segment markets AJORDS, communications and security products a®visli ScanSource Latin Amer
markets AIDC, POS, communications and security pets]l ScanSource POS and Barcode, Europe markBX€ Ahd POS products, wh
communication products are marketed through itsnSoearce Communications, Europe sales unit. The @ogngerves more thatd,80(
resellers and integrators of technology productSurope and Latin America. Of this segmsrgustomers, no single account represented
than 1% of the Company’s worldwide net sales dutirgquarters and nine months ended March 31, 202812. Operating income for tl
international distribution segment in the quarted aine months ended March 31, 2013 include $1lRomiin restructuring costs, as discus
in Note 3.
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Inter-segment sales consist primarily of saleshgyNorth American distribution segment to the in&tional distribution segment. All inter-
segment revenues and profits have been eliminatethéd accompanying condensed consolidated finast&ements. Selected finan
information of each reporting segment is preseagefbllows:

Quarter ended Nine months ended

March 31, March 31,
2013 2012 2013 2012
(I'n thousands)
Sales:
North American distribution $ 519,50 $ 541,04¢ $ 1,647,11 $ 1,699,101
International distribution 174,57: 178,03t 562,09: 594,58
Less intersegment sales (12,109 (11,209 (44,927) (32,86¢€)
$ 682,96! $ 707,88: $ 2,164,28 $ 2,260,82
Depreciation and amortization:
North American distribution $ 93¢ $ 93t % 2,90¢ % 2,971
International distribution 1,33¢ 1,81¢ 3,95¢ 4,61
$ 227¢ % 2,75¢  $ 6,86: $ 7,59¢
Operating income (loss):
North American distribution $ 2497 $ 21,47. $ 73,21¢  $ 77,50:
International distribution (4,17¢) 14 (1,787 7,69¢
$ 20,79 % 21,48t % 71,43t $ 85,20(
Capital expenditures:
North American distribution $ 97t % 334z % 3,697 $ 7,67(
International distribution 28t 1,33: 76€ 2,517
$ 1,26(C $ 4,675 % 4,46 $ 10,18°

March 31, 2013 June 30, 2012
(in thousands)

Assets:
North American distribution $ 797,37¢ $ 813,88
International distribution 361,06: 387,91
$ 1,158,43 1,201,80
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(10) Commitments and Contingencies

The Company and its subsidiaries are, from timéine, parties to lawsuits arising out of operatiochhough there can be no assurance, t
upon information known to the Company, the Comphalfeves that any liability resulting from an adserdetermination of such lawsi
would not have a material adverse effect on the [@omy's financial condition, results of operatiomsash flows.

During the Company's due diligence for the CDC #&itjon, several pre&cquisition contingencies were identified regardiagious Brazilia
federal and state tax exposures. The Company & tabrecord indemnification receivables that angoreed gross of the pr@equisitior
contingency liabilities as they were escrowed i@ 8hare Purchase and Sale Agreement. However, nigeataims can be made up to
entire purchase price, which includes the initeyment and all future earnout payments. The tadlledbsummarizes the balances and line
presentation of these pasquisition contingencies and corresponding indéoation receivables in the Company's condensedalaater
balance sheets:

March 31, 2013 June 30, 2012
(in thousands)

Assets

Prepaid expenses and other current assets $ 5,56¢ $ 3,88¢
Other non-current assets $ 3,19¢ $ 5,112
Liabilities

Other current liabilities $ 5,56¢ $ 3,88¢
Other long-term liabilities $ 3,19¢ $ 5,11:

The change in these contingent liabilities andivetses from June 30, 2012 driven by foreign currency translation and thgse of the statt
of limitations on a portion of the contingencies.

(11) Income Taxes

The Company had approximately $1.1 million and $hiBion of total gross unrecognized tax benefissal March 31, 2013 andune 3(
2012 . Of this total at March 31, 2013, approxirhat®0.7 million represents the amount of unrecognized tax bertéfitsare permanent
nature and, if recognized, would affect the anraffdctive tax rate. The Company does not beliewat tihe total amount of unrecognized
benefits will significantly increase or decreas¢hin twelve months of the reporting date.

The Company conducts business globally and, asuty@ne or more of its subsidiaries files incotar returns in the U.S. federal, vari
state, local and foreign jurisdictions. In the natroourse of business, the Company is subjectamn@ation by taxing authorities in count
and states in which it operates. With certain etioap, the Company is no longer subject to staté lacal, or nond.S. income ta
examinations by tax authorities for the years te010.

The Company’s policy is to recognize interest ardgities related to income tax matters in incomeetgpense. As of March 31, 2013he
Company had approximately $1.1 million accruediiterest and penalties.

Income taxes for the interim period presented Hmen included in the accompanying condensed calaged financial statements on the
of an estimated annual effective tax rate. In amidito the amount of tax resulting from applying #stimated annual effective tax rate to pre
tax income, the Company includes certain itemderkas discrete events to arrive at an estimatethtivax provision.

The Company'’s effective tax rate differs from tleeldral statutory rate of 35¢simarily as a result of income derived from taxigdictions
with varying income tax rates and state incomedaxe

During the quarter, the Company reviewed and medifis policy toward permanently reinvested foresginnings. Prospectively, the Comp
will provide for U.S. income taxes for the earningfits Canadian subsidiary. Earnings from allestiyeographies will continue to
considered retained indefinitely for reinvestmenhe tax effect of this accounting policy changerimaterial to the financial statements.

Recent financial results in Europe have generatedap losses, primarily the result of our Europearm@uunications business. To the ex
the Europe Communications business does not redyprofitability as expected, this could affect thaduation of certain deferred tax asset
the judgment of management, it is more likely thahthat the deferred tax asset will be realized.
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ltem 2. Management’s Discussion and Analysis of Financial @dition and Results of Operations
Overview

ScanSourcelInc., together with its subsidiaries (the “Companys a leading wholesale distributor of specialtyhtesiogy products, providir
valueadded distribution services to resellers in spgcidchnology markets. The Company distributes axprately 100,000 produc
worldwide. The Company has twgeographic distribution segments: the North Ameridéstribution segment serving the United Stated
Canada from the Southaven, Mississippi distributtenter, and an international segment currentlyisgrLatin America and Europe frc
distribution centers located in Florida, Mexico aBthzil, and in Belgium, respectively. Each segmisnmanaged around its geograj
customer and vendor bases and is supported bgritsatized infrastructure, such as warehousingteutt office operations as appropriate.
North American distribution segment markets autéeridentification and data captur‘AIDC”) and point-of-sale (“POS”products through i
ScanSource POS and Barcode sales unit; voice, \dd&m and converged communications equipment thrais Catalyst Telecom sales u
video conferencing, telephony and communicationsdpets through its ScanSource Communications sahéts and electronic secur
products and wireless infrastructure products thhoils ScanSource Security sales unit. The intemnalt distribution segment markets AIC
POS, communications and security products throtgyBdéanSource Latin America sales unit; AIDC an&R@oducts through its ScanSot
POS and Barcode, Europe sales unit; and commumicpatbducts through its ScanSource Communicatibampe sales unit.

The Company was incorporated in South Carolinaeadnber 1992 and is headquartered in GreenvillethSoarolina. The Company ser
North America from a single, centre-located distribution center located in Southaveigssigsippi, near the FedEx hub. The single waret
and management information system form the coroeesof the Company’s cost-driven operational sgate

The Company distributes products for many of itg %endors in all of its geographic markets; howesattain vendors only allow distributi
to specific geographies. The CompanKey vendors in its worldwide POS and Barcodessaldts include Bematech, Cisco, Datalc
Datamax-O’Neil, Elo, Epson, Honeywell, Intermec, thtmla, NCR, Toshiba and Zebra Technologies. Then@mys key vendors in i
worldwide communications sales units, includingaBadt Telecom include Aruba, Avaya, Audiocodes, Cisco, Dialodixtreme Network:
Meru Networks, Plantronics, Polycom and ShoreTkee Tompanys key vendors in its security sales units includecant, Axis, Bosch, Cisc
Datacard, Exacq Technologies, Fargo, HID, Marchagéits, Panasonic, Ruckus Wireless, Samsung, Sahyelora Card.

Our distribution agreement with Juniper Networksleghin the first quarter of this fiscal year. Aadioigly, sales of Juniper products, wt
were primarily distributed by our Catalyst Telecsales unit in North America and to a lesser extgnScanSource Communications Eur
have significantly declined in the nine months ehiarch 31, 2013 compared to prior periods.

Our Latin America subsidiary is experiencing a gigant drop in revenue in Venezuela due to incegasountryspecific risks. In Venezue
the Company's transactions are denominated inddlrs, however, our Venezuelan resellers arengadifficulties getting U.S. dollars to p
us since the government controls the available dioBars within the country. Hence, we have heighterisk of collectability in this count
At March 31, 2013, the Company held $3.2 millionaiccounts receivable and $0.7 million in resernyeiic to accounts receivable in t
country.

The Company announced the restructuring of its Comoations business unit in Europe to support atefiy for profitable growth. The ni
organizational structure will provide focused besis unit leadership, as well as dedicated merckiagdisales and technical support teams
scale for profitable growth. In addition, the Compawill move certain European support functionémtralized global teams in the Uni
States to gain efficiencies.

The annualized cost savings in connection withréetructuring, principally associated with the efiation of positions, are estimated tc
approximately $3.1 million. The Company incurregrapximately $1.2 million in associated costs, imlihg related severance expenses. T
restructuring costs, which were accrued as of M&th2013, are included in selling, general and iathtnation costs in the accompany
condensed consolidated income statements. Thétlialihich is recorded in accrued expenses andratbrrent liabilities in the accompany
condensed consolidated balance sheets, is expgededsubstantially utilized by the end of fiscal 3.
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We are developing an Enterprise Resource Plannmsters (“ERP”)that is intended to be used globally and standardiar process
throughout the world. Through our wholly-owned ddizsy Partner Services, Inc. (“PSI'\ve filed a lawsuit in the U.S. District Court
Atlanta, Georgia on January 2, 2013 against oumérERP software systems integration partner, Adanic. (“Avanade”).The lawsui
alleges, among other things, fraud, tortious migegntation and breach of contract on the partwain&de in connection with its performa
on the ERP project. PSI is seeking recovery of dmsdhat it has incurred and will continue to in@g a result of Avanade's misconduct.
Company had engaged a new systems integrationgpaftata Consultancy Services (“TCS”), to replacarade.

In March 2013, TCS presented an integrated prgjkct that included the time and costs to comple¢eproject. This plan indicated that
effort remaining was going to approach the $72iamllupper end of our previoustisclosed total project cost range. We are cury
evaluating our project plan. In April 2013, we mdwve significant number of Company team members wae working on our ERP proj
back into business roles and are evaluating oarredtives for next steps. During the third qua2@t3, SG&A expenses included $2.3 mil
in ERP related costs including internal personmsts: In the fourth quarter we expect to spend tless half of what we spent in the tt
quarter. We have incurred approximately $41.4 omllon the project from inception to date, whicHudes capital expenditures associated
the project of $28.6 million as of March 31, 2018eanwhile, our legacy ERP systems continue toowrbusiness successfully.

We face numerous challenges that require atterati@hresources. Certain of our business units andrgphies are experiencing incree
competition for the products we distribute. Thigngetition may come in the form of pricing, creditrhs, service levels, product availab
and in some cases, changes from a closed distibstiles model, in which resellers must purchaskisixely from one distributor, to an of
distribution sales model, in which resellers magage to purchase from multiple distributors. As ttwmpetition could affect both our mai
share and pricing of our products, we may changewategy in order to effectively compete in tharketplace.

Evaluating Financial Condition and Operating Performance

We place a significant emphasis on operating incanteReturn on Invested Capital (“ROIGH)evaluating and monitoring financial condit
and operating performance. We use ROIC, a@8iP measure, to assess efficiency at allocatipitalaunder our control to generate retu
ROIC is computed by the Company as net incomeiptasest expense, income taxes, depreciation amdtamation (“EBITDA”) annualized b
calendar days and divided by invested capital. dteg:capital is defined as average equity pluy daikrage funded debt for the period.

The following table summarizes annualized returinmested capital ratio for the quarters ended M&t, 2013 and 2012 , respectively:

Quarter ended March 31,
2013 2012
Return on invested capital ratio, annualized 13.2% 13.5%

The discussion that follows this overview expldins change in ROIC from the comparative period. &gEment uses ROIC as a performi
measurement because we believe this metric beahdes our operating results with asset and lighilianagement, excludes the result
capitalization decisions, is easily computed andewstood, and drives changes in shareholder vale.components of this calculation .
reconciliation to our financial statements are shaw the following schedule:

Quarter ended March 31,
2013 2012
(in thousands)

Reconciliation of EBITDA to net income:

Net income $ 13,97¢  $ 14,75¢
Plus: income taxes 7,20z 7,04¢
Plus: interest expense 10z 254
Plus: depreciation & amortization 2,27¢ 2,75¢

EBITDA (numerator) $ 23,55¢ $ 24 81
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Quarter ended March 31,
2013 2012
(in thousands)

Invested capital calculations:

Equity — beginning of the quarter $ 696,96( $ 616,10:
Equity — end of the quarter 709,91: 642,45(
Average equity 703,43t 629,27
Average funded delf? 15,67¢ 111,24
Invested capital (denominator) $ 719,11. % 740,52:
Return on invested capital (annualiz&d) 13.5% 13.5%

(@) Average funded debt is calculated as the @aigrage amounts outstanding on our short-ternicangdterm interesbearing deb

(b) The annualized EBITDA amount is divided by dayshia quarter times 365 days per year (366 during yemrs). There were 90 and 91 days in the cuaedtprior yee
quarters, respectively.

Our annualized return on invested capital was 13@%he quarter, down from 13.5% the same quarter of the prior year. The decrét
EBITDA is largely the result of lower sales volurmaewd an increase in SG&A expenses related to blaidedpenses and the restructuring ol
European operations.

Results of Operations
Currency

In this Management Discussion and Analysis, we nrakerences to "constant currency," a t@AAP performance measure, that exclude:
foreign exchange rate impact from fluctuationstie tveighted average foreign exchange rates betwerting periods. Certain financ
results are adjusted by translating current peragiilts from currencies other than the U.S. dallsing the comparable weighted avel
foreign exchange rates from the prior year peridds information is provided to view financial rdtsuwithout the impact of fluctuations
foreign currency rates, thereby enhancing complisabetween reporting periods.

Net Sales

The following table summarizes our net sales reguiét of inter-segment sales) for the quartersrand months ended March 31, 2041%
2012 , respectively:

Quarter ended March 31,

2013 2012 $ Change % Change
(in thousands)
North American distribution $ 508,39: $ 529,84 $ (21,45)) (4.0%
International distribution 174,57: 178,03t (3,467 (1.9%
Net sales $ 682,96! $ 707,88 $ (24,919 (3.5%

Nine Months ended March 31,

2013 2012 $ Change % Change
(in thousands)
North American distribution $ 1,602,19. $ 1,666,241 $ (64,04 3.8%
International distribution 562,09: 594,58" (32,499 (5.5%
Net sales $ 2,164,281 $ 2,260,82° $ (96,547) (4.9%
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North American Distribution

The North American distribution segment consistsieff sales to technology resellers in the UniteteStand Canada. For the quarter e
March 31, 2013 , net sales decreased $21.5 mitlich0% . For the nine months ended March 31, 2016 sales decreased $64.0 millmn
3.8% .

The North American distribution segment’'s POS aadctde product lines experienced modest growthal@ssin the current three améhe
month periods compared to the prior year. Meanwkiile ScanSource Security sales unit had highesidigfit year-overrear sales growth f
the quarter, largely driven by vendors such as RsidKireless and Axis Communications.

The Company has two North American sales unitsg@littommunications productsGatalyst Telecom and ScanSource Communications
combined net sales of these units decreased byolfidn the prior year quarter and 11.1% from thi@rmpyear ninemonth period. The:
decreases were largely attributable to lower Avapgerprise and Juniper sales. Our distribution emgent with Juniper Networks endec
September 2012. These declines however, were Ipadféset by increased volumes with our wirelesgntnunications products with vend
such as Aruba.

International Distribution

The international distribution segment markets PABRC, communications and security products in hatimerica and POS, AIDC a
communications products in Europe. For the quamteled March 31, 2013 , net sales for this segmeeredsed by $3.5 million or 1.9%om
the prior year quarter. On a constant currencyshasit sales were flat with the prior year quatst sales were down in Europe from the ¢
year quarter primarily due to the loss of Juniparenues and weaker deal volume in Germany, bothhafh affected our Communicatic
business. Meanwhile, Latin America POS & Barcodsiliess unit experienced a decrease in revenuestifi@mrior year driven by difficultit
in selling products in Venezuela and Argentina ttueconomic turmoil in both countries.

For the nine months ended March 31, 2013 , nes sidereased by $32.5 million or 5.5%he sales decrease over the prior year nine r
period is primarily driven by foreign currency extiye translation which had a $37.7 million unfabteampact on our net sales for the pe
ended March 31, 2013 . On a constant currency ,bastssales increased $5.2 million or 1% over therpyear ninemonth period. Ot
international segment's growth was driven by cbations from our Brazilian and other Latin Ameridausiness units.

Gross Profit

The following tables summarize the Company’s gprsdit for the quarters and nine months ended M&th2013 and 2012 , respectively:

% of Net Sales

Quarter ended March 31, March 31,
2013 2012 $ Change % Change 2013 2012
(in thousands)
North American distribution $ 51,34 $ 50,187 $ 1,15: 2.3% 10.1% 9.5%
International distribution 17,49: 19,08: (1,589 (8.9% 10.(% 10.7%
Gross profit $ 68,83: $ 69,26¢ $ (43€) (0.€)% 10.1% 9.8%
% of Net Sales
Nine Months ended March 31, March 31,
2013 2012 $ Change % Change 2013 2012
(in thousands)
North American distribution $ 158,17¢ $ 164,17t $ (5,999¢) (3.1% 9.%% 9.%%
International distribution 59,04¢ 64,02: (4,976 (7.9% 10.5% 10.8%
Gross profit $ 217,220 $ 228,190 $ (20,974 (4.8)% 10.(% 10.1%
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North American Distribution

Gross profit for the North American distributiongseent increased 2.3% or $1.2 million and decre&se¥ or $6.0 milliorfor the quarter ar
nine months ended March 31, 2018 spectively. As a percentage of net sales ferNbrth American distribution segment, our grossfit
increased to 10.1% from 9.5% in the prior year tpraand remained flat at 9.9% compared to the prine month period. The increase
margin percentage is primarily due to changes odpet and customer mix as well as timing of venglmgrams compared to the prior y
quarter.

International Distribution

In our international distribution segment, grossfiprdecreased 8.3% or $1.6 million and 7.8% o0$4illion for the quarter and nimaonth:
ended March 31, 2013respectively, compared to the prior periods. Aseecentage of net sales for the internationafitigion segment, o
gross profit decreased to 10.0% from 10.7% in tter year quarter and to 10.5% from 10.8% in thiempnine month period. The decline
gross margin is primarily due to weaker demandamdpetitive pricing pressures.

Operating Expenses

The following table summarizes our operating expsrisr the quarters and nine months ended MarcB(@13 and 2012 , respectively:

% of Net Sales
Quarter ended March 31, March 31,

2013 2012 $ Change % Change 2013 2012

(in thousands)
Selling, general and administrative

expense $ 47,937 $ 46,71. 3 1,22¢ 2.6% 7.C% 6.€%

Change in fair value of contingent

consideration 10C 1,07z (972) (90.1% 0.C% 0.2%
Operating expense $ 48,037 $ 47,78: $ 254 0.5% 7.C% 6.8%

% of Net Sales
Nine Months ended March 31, March 31,

2013 2012 $ Change % Change 2013 2012

(in thousands)
Selling, general and

administrative expense $ 14439. $ 141,750 $ 2,63¢ 1.9% 6.7% 6.2%

Change in fair value of

contingent consideration 1,39¢ 1,24¢ 152 12.2% 0.1% 0.C%
Operating expense $ 14578t $ 14299 $ 2,791 2.C% 6.7% 6.2%

Selling, general and administrative expense (“SGRiAtreased 2.6% or $1.2 million and 1.9% or $2ilion for the quarter and nineonth:
ended March 31, 2013 , respectively. As a percenti#gnet sales, SG&A totaled 7.0% and 6.7% for dbarter and ninenonths ende
March 31, 2013 , respectively, up from the prianennonths ended March 31, 2012. SG&A expenses foiMhaech 2013 quarter includ
approximately $1.2 million for restructuring costssociated with our Communications business uniurope. In addition, SG&A expen:
included increases to bad debt reserves, basedimavaluation of collectability of certain balandes Europe Communications and hig
countryspecific risk reserves in Venezuela. Accordinghe allowance for bad debts increased to $31.0anillit March 31, 2013 from $2!
million at December 31, 2012, while accounts reaklg declined. The increase compared to the pdar ginemonths included $2.1 million
costs associated with tax compliance and persaepécement costs in our Belgium office. Thesesostlude severance benefits, as we
tax accruals and professional fees. These increamstd were partially offset by lower employee sost

We have elected to present changes in fair valubeo€ontingent consideration owed to the formaraholders of CDC separately from o
selling, general and administrative expenses. éncilrrent quarter and nimeonth periods, we have recorded fair value adjustriasses ¢
$0.1 million and $1.4 million respectively. These losses are primarily thelreduthe recurring amortization of the unrecogiiZair value
discount and changes in actual results.
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Operating Income (L0ss)

The following table summarizes our operating incqfoss) for the quarters and nine months ended IMat¢ 2013 and 2012 , respectively:

% of Net Sales

Quarter ended March 31, March 31,
2013 2012 $ Change % Change 2013 2012
(in thousands)
North American distribution $ 24,97 % 21,47. % 3,502 16.2% 4.2 % 4.1%
International distribution (4,179 14 (4,19 (29,942.9% (2.9% 0.C%
$ 20,79 $ 21,48t $ (690) (3.2% 3.L% 3.C%

% of Net Sales

Nine Months ended March 31, March 31,
2013 2012 $ Change % Change 2013 2012
(in thousands)
North American distribution $ 73,21¢ $ 77,50. $ (4,285 (5.5% 4.€% 4.7%
International distribution (1,78)) 7,69¢ (9,480 (123.% (0.9% 1.3%
$ 71,438 $ 85,20( $ (13,765 (16.2% 3.5% 3.8%

For the North American distribution segment, opgatatncome increased 16.3% or $3.5 million and dased 5.5% or $4.3 millioinom the
prior year quarter and nine months, respectivefyerating income as a percentage of net sales sexulda 4.9% and decreased to 4f6¥ahe
quarter and nine months ended March 31, 20fspectively. The increase in operating incomegrgage in North America for the curr
quarter is primarily due to changes in product eanstomer mix as well as timing of vendor rebategprns and lower bad debt expenses.
decrease for the current nine month period is duevter sales volumes .

For the international distribution segment, opeggtlosses totaled $4.2 million and $1.8 million ftve quarter and ninenonths ende
March 31, 2013 respectively, compared with operating incometli@r prior year periods. The decreases internatioaat primarily due to tt
increases in operating expenses described edtberthe current quarter, decreases are primarigytdumargin issues described above, hi
bad debt expense and the restructuring chargelseirEtiropean Communications business as well asr lprviging in certain geographit
Furthermore, the year-tate operating income was also reduced by cosk&.afmillion for Belgian tax compliance and perselmeplacemel
in the second quarter fiscal 2013.

Total Other Expense (Income)

The following table summarizes our total other ¢me) expense for the quarters and nine months eMbrdh 31, 2013 and 2012
respectively:

% of Net Sales

Quarter ended March 31, March 31,
2013 2012 $ Change % Change 2013 2012
(in thousands)
Interest expense $ 10z $ 254 % (152) (59.8% 0.C% 0.C%
Interest income (483 (780) 297 (38.0)% (0.1)% (0.0%
Net foreign exchange (gains) losses 14& 28C (13%) (48.2% 0.C% 0.C%
Other, net (149 (79) (7%) 101.¢% (0.0% (0.00%
Total other (income) expense, ne$ (385 % (320 $ (65) 20.2% (0.1)% 0.C%
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% of Net Sales

Nine Months ended March 31, March 31,
2013 2012 $ Change % Change 2013 2012
(in thousands)
Interest expense $ 35€ $ 1,49C $ (1,139 (76.1)% 0.C% 0.C%
Interest income (1,64¢) (2,239 58t (26.29% (0.1)% (0.1)%
Net foreign exchange (gains) losses 32¢ 3,571 (3,247 (90.9% 0.C% 0.2%
Other, net (294) (20¢) (8€) 41.5% (0.0% (0.0%
Total other (income) expense, ne$ (1,25¢) $ 2,62( $ (3,87¢) (148.0% (0.2)% 0.1%

Interest expense reflects interest incurred ondvangs from the Company’s revolving credit faciléiyd other londerm debt borrowings,
well as non-utilization fees. Interest expense tfar quarter and nine months ended March 31, 2018 $@al million and $0.4 million
respectively. Interest expense was down 59.8% &nth4 from the prior year quarter and nimenths, respectively, largely from decrez
borrowings on our $300 million Revolving Credit Hey.

Interest income for the quarter and nine monthedrdarch 31, 2013 was $0.5 million and $1.6 milliorespectively, and includes intel
income generated on longer-term interest beariogivables and interest earned on cash and cashagents. Interest income decreaS&d1¥%
and 26.2% from the prior year quarter and mimanths, respectively. In September 2011, we traresfe522 million to our Brazilian subsidi:
to prefund a portion of the future earn-out paymetd finance current operations. With the usdisfdash for our annual eaont payment
for the purchase of CDC and short-term working dmpieeds in Brazil, interest income has declined.

Net foreign exchange losses consist of foreignenay transactional and functional currenc-measurements, offset by net foreign curr
exchange contract gains and losses. Foreign exeHasges and gains are generated as the reslltfdtions in the value of the British pot
versus the euro, the U.S. dollar versus the et |XS. dollar versus the Brazilian real, the Céaradollar versus the U.S. dollar and o
currencies versus the U.S. dollar. While we utifiaeeign exchange contracts and debt in fotetional currencies to hedge foreign curre
exposure, our foreign exchange policy prohibitsube for speculative transactions.

Net foreign exchange gains and losses for the guarntdnine months ended March 31, 2013 totaled $0.1aniliind $0.3 million respectively
Compared to the prior year nine months, net foreigchange loss decreased $3.2 millidn the prior year, we incurred a $2.5 milliondas
connection with an unfavorable forward exchangereahto purchase Brazilian reais. In August 2044 ,decided to prédnd a portion of th
estimated earnout payments associated with the &gGisition and finance current operations as raeatl above. This contract was desic
to preserve the currency exchange for the few westdgsired to transfer the cash to Brazil. Fromtthee we entered into the contract thro
settlement, the real devalued from the contracttal by 11.8%, ultimately resulting in a $2.5 moitliloss. Further contributing to the prior y
guarter foreign exchange loss, our Brazilian bussnacurred significant losses on the remeasureofedtS. dollar denominated transacti
that were not hedged at the time. Subsequenthhave been including these exposures in our ondoddging activities.

Provision for Income Taxes
For the quarter and nine months ended March 313 2@iicome tax expense was $7.2 million and $24lifom , respectively. The effective t
rate for the same two periods was 34.0%. The éffe¢ax rates in the quarter and nine months endi@ah 31, 2012vere 32.3% and 34.0'

respectively. The increase in the effective tag fedm the prior year quarter is due primarily toumulative adjustment in the prior year quz
to reduce tax expense.
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Liquidity and Capital Resources

Our primary sources of liquidity are cash flow framperations, borrowings under our $300 million feirg credit facility (the Revolving
Credit Facility”), borrowings under our industridgé¢velopment revenue bond, and borrowings undeEauwpean subsidiary’$émillion line of
credit. As a distribution company, our businessiies significant investment in working capitalrtp@ularly accounts receivable and invent
partially financed through our accounts payableeéndors and revolving lines of credit. Overall,as sales volume increases, our worl
capital needs typically increase, which, in generasults in decreased cash flow from operatingvities. Conversely, when sales volu
decreases, our working capital needs typically ekese, which, in general, results in increased ftashfrom operating activities.

Our cash and cash equivalent balance totaled $88i®n at March 31, 2013 , compared to $29.2 milliat June 30, 20120f which $24.
million and $18.7 million were held outside of tHeited States as of March 31, 2013 and June 3@, 2fdspectively.

Cash balances are generated and used in manyoleedkiroughout the world. Prior to this quarternagemens intent was to permaner
reinvest these funds in our businesses outsidetiited States to continue to fund growth in oueintaitional operations. During the quarter
reviewed and modified our policy toward permaneméinvested foreign earnings. Prospectively, then@any will provide for U.S. incon
taxes for the earnings of its Canadian subsidi&srnings from all other geographies will contirtonebe considered retained indefinitely
reinvestment. If these funds were needed in theadipes of the United States, we would be requiceecord and pay significant income te
upon repatriation of these funds.

As mentioned above, our business model typicalgldgi an inverse relationship between cash flows) foperating activities and our se
volumes. Net sales are down $96.5 million from fiier year ninemonth period. On a constant currency basis, nessale down $58
million. As a result, cash from operating acti\stiacreased to an inflow of $76.0 million versusriow of $25.1 million in the prior yearine
month period.

Our net investment in working capital has increage8587.9 million at March 31, 2013 from $533.9liom at June 30, 2013and increase
compared to the March 31, 2012 balance of $567IBomi. Net working capital has increased $54.4ligl since the June 30, 2012The
increase is largely attributable to increases incash balance generated by lower inventory, laweounts receivable and payable levels d
lower sales. Our net investment in working capgalffected by several factors such as fluctuatiorsales volume, net income before roast
charges, timing of collections from customers, éases and decreases to inventory levels, paynmenentors as well as cash generate
used by other financing and investing activities.

The number of days sales in receivables (DSO) wagays at March 31, 2013 , compared to 56 and $% daJune 30, 2012 amdarch 31
2012 , respectively. Inventory turned 5.6 timesiryithe third quarter of fiscal year 2013 versué &1d 5.Qtimes in the sequential and pi
year quarters

We are developing a new ERP system and have irttapproximately $41.4 million on the project froncéption through March 31, 201®t
the total amount incurred, $28.6 million has beapitalized. We believe that the total spend wifige from $58 million to $72 million, thou
this is currently under review. We expect to incasts and expenses in connection with the implemtientbeyond 2013, however, we expe
significant reduction in these costs in the foutiarter 2013 while our project is under review.

Through our wholly-owned subsidiary Partner Sersjdac. (“PSI”")we filed a lawsuit in the U.S. District Court inlanta, Georgia on Janu:

2, 2013 against our former ERP software systermegiation partner, Avanade, Inc. (“AvanadeThe lawsuit alleges, among other thii
fraud, tortious misrepresentation and breach ofraghon the part of Avanade in connection withpigsformance on the ERP project, and P
seeking recovery of damages that it has incurredvéh continue to incur, as a result of Avanadaisconduct. The Company had engag
new systems integration partner, TCS, to replacanade. In March 2013, TCS presented an integratgdqb plan that included the time ¢
costs to complete the project. This plan indicated the effort remaining was going to approach®f2 million upper end of our previously-
disclosed total project cost range. We are cuiyentaluating our project plan. In April 2013, we ved a significant number of Company te
members who were working on our ERBbject back into business roles and are evaluatingalternatives for next steps. During the t
quarter 2013, SG&A expenses included $2.3 milliofERP related costs including internal personnstsdn the fourth quarter we expec
spend less than half of what we spent in the thirarter. Meanwhile, our legacy ERP systems contiauan our business successfully.

Cash used in investing activities for the nine rherended March 31, 2013 was $4.5 million , comp#we®il0.2 millionused in the prior ye
period. Current and prior year investing cash flanes primarily attributable to the investment im aew ERP system.
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On October 11, 2011, we entered into a five-ye2@0$million multicurrency senior secured revolving credit facilitysuant to the terms of
Amended and Restated Credit Agreement (the “Creglitement”)with JPMorgan Chase Bank, N.A., as administratiyend and a syndice
of lenders named therein. The Credit Agreementwallfor the issuance of up to $50 million for lestesf credit and has a $150 mill
accordion feature that allows the Company to ireeethe availability to $450 million subject to abfag commitments for the incremer
capacity from existing or new lenders.

At our option, loans denominated in U.S. dollarslemthe Revolving Credit Facility, other than swing loans, shall bear interest at a
equal to a spread over the London Interbank Off&até (“‘LIBOR”) or prime rate depending upon our ratio of totaltdelscluding accoun
payable and accrued liabilities), measured as efdhd of the most recent quarter, to adjusted mgsnbefore interest expense, ta
depreciation and amortization (“EBITDA”), for theast recently completed four quarters (the “LeverRg¢io”). The Leverage Ratio excluc
the Company's subsidiary in Brazil. This spreadjesnfrom 1.00% to 2.25% for LIBOR-based loans af®@% to 1.25% for prime ratease:
loans. The spread in effect as of March 31, 2018 W&0% for LIBOR-based loans and 0.00% for Priatedrased loans. Additionally, we i
assessed commitment fees ranging from 0.175% t0%0.4 depending upon the Leverage Ratio, on uidized borrowing availability
excluding swingline loans. Borrowings under the &lewng Credit Facility are guaranteed by substdigtiall of our domestic assets as wel
certain foreign subsidiaries determined to be natender the Revolving Credit Facility and a pledsf up to 65%of capital stock or oth
equity interest in each Guarantor. We were in cégnpk with all covenants under the Revolving Cr&ditility as of March 31, 2013 .

For the nine months ended March 31, 2013 , casth msBnancing activities amounted to $6.8 millipin comparison to $7.4 milliom the
prior year period. The change in cash used in Gimgnactivities is primarily attributable to lessrbowing activity on our Revolving Cre
Facility as a result of lower sales volumes andptier year repayment of our $25.0 million unsecunete payable.

There were no outstanding borrowings on our $30Bamirevolving credit facility as of March 31, 285and June 30, 2012 . On

a gross basis, we borrowed $515.3 million and e$&15.9 million on our Revolving Credit Facility the nine months endédarch 31
2013 . In the prior year-to-date period, we borrdvid,133.0 million and repaid $1,117.3 million asdbitionally paid $1.4 milliorof deb
issuance costs. The average daily balance on thelNRey Credit Facility was $12.5 million and $92n8illion for the nine months end
March 31, 2013 and 2012, respectively. There werstandby letters of credits issued and outstandigf March 31, 2013 leaving $30
million available for additional borrowings.

In addition to our Revolving Credit Facility, a suthiary of the Company has a €6.0 milliiime of credit, which is secured by the assetsws
European operations and is guaranteed by ScanSduccd his agreement can be withdrawn by the lemdn minimal notice. Our subsidie
line of credit bears interest at the 30-day Eutertrank Offered Rate ("EURIBOR”) plus a spread ragdrom 1.25% to 2.00%er annun
The spread in effect as of March 31, 2013 was 1.23#ditionally, we are assessed commitment feaging from 0.10% to 0.275% on non-
utilized borrowing availability if outstanding balees are below €3.0 millionThe interest rate spread and commitment fee ratated to th
€6.0 million line of credit refer to the Leverage Ratio as dafirby our Revolving Credit Facility. There was natstanding balance
March 31, 2013 and $4.3 million was outstandinguate 30, 2012 .

In fiscal year 2011, we acquired all of the shae€DC Brasil, S.A. The purchase price was paidait initial payment of $36.2 million,
of cash acquired, assumption of working capitalaidgs and debt, and variable annual payments thr@atpber 2015, based on CDC's an
financial results. As of March 31, 2013, we hat8.8 million recorded for the contingent earnoutgation, of which $4.5 millions classifiet
as current. Future contingent earnout paymentsheifunded by cash on hand and our Revolving CFeitlity.

We believe that our existing sources of liquiditygluding cash resources and cash provided by tipgractivities, supplemented as neces

with funds under our credit agreements, will previlfficient resources to meet the present anagworking capital and cash requirem
for at least the next twelve months.
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Contractual Obligations

There have been no material changes in our confthobligations and commitments as disclosed inAnumual Report on Form 1K-as o
August 24, 2012.

Accounting Standards Recently Issued

Effective for interim and annual reporting periddsfiscal 2013, we have implemented ASU 2011 ®%sentation of Comprehensive Income .
The objective of this update is to improve the camapility, consistency and transparency of finan@porting and to increase the promine
of items reported in other comprehensive incomas Tipdate eliminates the option to present compisneinother comprehensive income
part of the statement of changes in shareholdepgtyeor in a separate footnote and requires comegatio present all noawner changes
shareholderseéquity either in a single continuous statementahprehensive income or in two separate but consecatatements. We ¢
presenting a separate condensed consolidated statefrcomprehensive income.

Effective for the annual goodwill impairment tesfiduring fiscal 2013, the Company will implement A2011-08,Testing Goodwill for
Impairment . The amendments in the update permit an entifydbassess qualitative factors to determine wéreithis more likely than not th
the fair value of a reporting unit is less thand&srying amount as a basis for determining wheih&r necessary to perform the twtef
goodwill impairment test described in ASC Topic 33bie more-likely-thamot threshold is defined as having a likelihoodhadre than 5
percent. The adoption of this amendment is not eepleto have an impact on the Company's condermgesblidated financial statements.

In July 2012, the Financial Accounting Standardsaf8o(“FASB”) issued ASU 2012-0ZTesting Indefinite-Lived Intangible Assets for
Impairment . This amendment allows companies to first asseatative factors of impairment of all indefinitired intangible assets, simi
to the provisions in ASU 20108. The amendment becomes effective for annualiaedim impairment tests performed for fiscal y«
beginning after September 15, 2012, but early adops permitted. The Company has elected earlytidio for this amendment. The adop!
of this amendment did not have an impact on the @2oy's condensed consolidated financial statements.

There are currently no new accounting standardshiénee been issued that are expected to have #icagh impact on our financial positic
results of operations and cash flows upon adoption.
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Critical Accounting Policies and Estimates

Critical accounting policies are those that are drtgnt to our financial condition and require magragnt's most difficult, subjective
complex judgments. Different amounts would be reggbrunder different operating conditions or undkeraative assumptions. We hi
evaluated the accounting policies used in the patijom of the consolidated financial statements hated notes and believe those policie
be reasonable and appropriate. See Note 1 of thesNo Consolidated Financial Statements in ouruahiReport on Form 18-for the yea
ended June 30, 2012 for a complete listing of @umificant accounting policies.

Goodwill

Gooduwill is not amortized but is tested annually ifopairment at a reporting unit level. Additiolyalgoodwill is tested for impairment on
interim basis if at any time facts and circumstanioglicate that an impairment may have occurred.

As discussed in Item 7 of the Company's 2012 Aniiegdort on Form 16 under Critical Accounting Policies, we performedr annue
goodwill impairment test for the Brazilian repodimnit as of June 30, 2012 and found that thevfalue of the reporting unit exceedec
carrying value by 7%.

We monitor results of this business on a quartbdgis, as missing estimated expectations or chatogdse projected future results of 1
operation could result in a future impairment obdwill for this reporting entity. The business s&d its projected results by a wider ma
than expected during the March 31, 2013 quarteneier, based on current projected future resulesde not believe there is a more lik
than not expectation that a goodwill impairmentsexi The goodwill associated with the Braziliartites unit as of March 31, 2018 $19.¢
million.

Recent financial results in Europe have generatedap losses, primarily the result of our Europe Caminations business. The ove
European results as a goodwill testing unit coddagate an impairment if this business unit comsnio miss projected results. The gooc
associated with the European goodwill testing agibf March 31, 2013 is $9.8 million.

ltem 3. Quantitative and Qualitative Disclosures About Market Risk

The Companys principal exposure to changes in financial mackeiditions in the normal course of its businessissult of its selective use
bank debt and transacting business in foreign naies in connection with its foreign operations.

Interest Rate Risk

The Company is exposed to changes in interest patesrily as a result of its borrowing activitieshich include revolving credit facilitir
with a group of banks used to maintain liquiditydeéond the Company’s business operations. The @and amount of the Compasydeb
will vary as a result of future business requiretsemarket conditions and other factors. A hypatiatL00 basis point increase or decrea
interest rates on borrowings on the Company’s rérglcredit facility, variable rate longerm debt and subsidiary line of credit for the rtger
ended March 31, 2013 would have resulted in a 0llion increase or decrease, respectively, intaseincome for the period.

The Company evaluates its interest rate risk angl usa interest rate swaps to mitigate the riskntdrest rate fluctuations associated witt
Company's variable rate long-term debt. At March&113, the Company had no interest rate swaps in plaesed, derivative instrumet
have the potential to expose the Company to cemtairket risks including the possibility of (1) tR@mpanys hedging activities not being
effective as anticipated in reducing the volatildfthe Company cash flows, (2) the counterparty not performitsgabligations under tl
applicable hedging arrangement, (3) the hedgingngement being imperfect or ineffective, or (4) taems of the swap or associated
changing. The Company seeks to lessen such riskaliypg established a policy to identify, controhd manage market risks which may ¢
from changes in interest rates, as well as limitiagounterparties to major financial institutions

Foreign Currency Exchange Rate Risk

The Company is exposed to foreign currency riskd #rise from its foreign operations in Canada, EexBrazil and Europe. These ri:
include transactions denominated in rfanetional currencies and intercompany loans witeign subsidiaries. In the normal course of
business, foreign exchange risk is managed by skeotiforeign currency forward contracts to hedwsé exposures as well as balance
netting of exposures. In addition, exchange ratetfiations may cause our international resultductdate significantly when translated i
U.S. dollars. These risks may change over timeauasbss practices evolve and could have a matamct on the Compangfinancial resuli
in the future.
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The Company’s Board of Directors has approved @idorexchange hedging policy to reduce foreignenay exposure. The Compaayjolicy
is to utilize financial instruments to reduce riskBere internal netting cannot be effectively ergplib and not to enter into foreign curre
derivative instruments for speculative or tradingpgmses. The Company monitors its risk associatitd thie volatility of certain foreig
currencies against its functional currencies artdrsrinto foreign exchange derivative contractsninimize shortterm currency risks on ce
flows. These positions are based on balance skpeseres and, in certain foreign currencies, otgdasted purchases and sales. The Con
continually evaluates foreign exchange risk and mater into foreign exchange transactions in aawrd with its policy. Actual varianc
from these forecasted transactions can adversghadimforeign exchange results. Foreign currencypggaind losses are included in o
(income) expense.

The Company has elected not to designate its foreigrency contracts as hedging instruments, aacktbre, the instruments are marked-tc
market with changes in their values recorded incthresolidated income statement each period. Thep@oy's foreign currencies are prima
British pounds, euros, Mexican pesos, Braziliad eeal Canadian dollars. At March 31, 2013 , the failue of the Compang’ currenc
forward contracts outstanding was a net receivabless than $0.1 million. The Company does ndizetifinancial instruments for trading
other speculative purposes.
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Iltem 4. Controls and Procedures

An evaluation was carried out under the supervisiod with the participation of the Compasyhanagement, including its Chief Execu
Officer (“CEQ"), Chief Financial Officer (“CFQO”) ath Principal Accounting Officer (“PAQO") of the efféeeness of the Compars/disclosur
controls and procedures as of March 31, 2013 . Basethat evaluation, the Compasyhanagement, including the CEO, CFO and F
concluded that the Company'’s disclosure controtsmocedures are effective as of March 31, 2018rirg the quarter and nimeonths ende
March 31, 2013 , there was no change in the Conmpanternal control over financial reporting thashaaterially affected, or is reasone
likely to materially affect, the Company’s intermaintrol over financial reporting.
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PART II. OTHER INFORMATION

Iltem 1A. Risk Factors

The Company has updated the following risk factorske into account recent developments relatinfp¢ Company's ongoing ERP projec
well as changes governing international trade mggs and enhanced disclosure obligations thatgareerally applicable to all pub
companies with international operations.

In addition to the risk factors discussed below andur other reports and statements that we fith tihe SEC, you should carefully consi
the factors discussed in Part I, Item 1A. “Risktee’ in our Annual Report on Form 10-K for the yesmded June 30, 20Ehd discussed
Part 11, Item 1A. . “Risk Factors” in our Quartefeport on Form 1@ for the quarter ended December 31, 2012, whicidomaterially affec
our business, financial condition and/or futurerafiag results. The risks described in our Annuap&t on Form 1@ and Quarterly Repot
on Form 10Q are not the only risks facing our Company. Addiéil risks and uncertainties not currently knowrthi® Company or that t
Company currently deems to be immaterial also mayerally and adversely affect the Companyusiness, financial condition, ant
operating results.

Systems and the transition to a new Enterprise Resource Planning System - Our ability to manage our business and monitor resultsis highly
dependent upon information and communication systems. A failure of these systems or a new ERP system could disrupt our business.

We are highly dependent upon a variety of intecmshputer and telecommunication systems to openatéusiness, including our enterp
resource planning (“ERP”$ystems. In order to continue support of our growtl are making significant technological upgratiesoul
information systems. We are in the process of dgpiet) a companwvide, single ERP software system and related pseset® perform variol
functions and improve on the efficiency of our gibbusiness. This is a lengthy and expensive psottest has and will continue to result
diversion of resources from other operations. Wk dreagaged a new systems integration partner, Tatau@tancy Services (“TCS”")n Marct
2013, TCS presented an integrated project planititdtded the time and costs to complete the ptojEeis plan indicated that the eff
remaining was going to approach the $72 millionargnd of our previouslgisclosed total project cost range. We are cuiyenthluating ot
project plan. In April 2013, we moved a significamimber of Company team members who were workingunERP project back in
business roles and are evaluating our alternaforesext steps. These actions will reduce our EBR<cfor the fourth quarter. Meanwhile,
legacy ERP systems continue to run our businessesstully.

Any continued disruptions, delays or deficiencieghie design and/or implementation of the new Effem, or in the performance of
legacy systems, particularly any disruptions, delay deficiencies that impact our operations, caddersely affect our ability to effectiv
run and manage our business and potentially forcostomers to access our price and product avétyabiformation. Further, as we ¢
dependent upon our ability to gather and prompdpsdmit accurate information to key decision makeus business, results of operations
financial condition may be adversely affected if mformation systems do not allow us to transmituaate information, even for a short pe
of time. Failure to properly or adequately addriese issues could impact our ability to performessary business operations, which c
adversely affect our reputation, competitive positibusiness, results of operations and financiatlition.

In addition, the information systems of companiesagquire may not be sufficient to meet our stasfglar we may not be able to success
convert them to provide acceptable information dimely and coseffective basis. Furthermore, we must attract ataim qualified people
operate our systems, expand and improve them,rateegew programs effectively with our existing gnams, and convert to new syst:
efficiently when required. Any disruption to ourdimess due to such issues, or an increase in gt mcover these issues that is greatel
what we have anticipated, could have an adversetah our financial results and operations.

Our customers rely increasingly on our electroniieding and information systems as a source fodygbinformation, including availabili
and pricing. There can be no assurance that otersgswill not fail or experience disruptions, amy aignificant failure or disruption of the
systems could prevent us from making sales, orgaaimd delivering products and otherwise conductingbusiness. Many of our custon
use our website to check raahe product availability, see their customizeccjpry and place orders. The Internet and individugsites hay
experienced a number of disruptions and slowdownaddition, some websites have experienced sgdumtakdowns. While our website |
not experienced any material disruptions or segtmeakdowns, any disruptions or breaches in sigcoria breach that compromises sens
information could harm our relationship with oumders, customers and other business partners. Astgrial disruption of our website or
Internet in general could impair our order proaegsir prevent our vendors and customers from acmeasformation and cause us to |
business.
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Additional costs, cost overruns and delays with a new ERP system - Significant additional costs, cost overruns and delays in connection with
a new partner or a new project plan may adversely affect our business and results of operations.

Our new ERP system has and will continue to invelwiestantial expenditures on system hardware dhadase, as well as design, developn
and implementation activities. We have experierezst overruns and project delays in connection thighprocess. Through our wholbywnec
subsidiary Partner Services, Inc. (“PSKg filed a lawsuit in the U.S. District Court inlAmta, Georgia on January 2, 2013 against our ft
ERP software systems integration partner, Avangue (“Avanade”).The lawsuit alleges, among other things, fraudidos misrepresentati
and breach of contract on the part of Avanade imeotion with its performance on the ERP projectl BSI is seeking recovery of dame
that it has incurred and will continue to incuraasesult of Avanade's misconduct. We are currestbluating our current project plan. Until
new ERP system is fully implemented, we expechtwi additional expenses and capital expenditareievelop and test the system. There
be no assurance that other issues relating to éhe ERP system will not occur. Our business andltesid operations have been and

continue to be adversely affected if we experieoperating problems, additional costs, unanticipditigghtion costs and expenses, or
overruns during the ERP process. To the extenttheaERP project can not be completed in a timaly eost efficient manner, or there
significant problems with the transition to a neRHRE system, the asset may be impaired. The capithlialance as of March 31, 2013

$28.6 million.

International operations - Our international operations expose us to risks that are different from, or possibly greater than, the risks we are
exposed to domestically.

We currently have facilities in eight countries side the United States and sell products in a nurabethers. A significant portion of @
revenue is derived from our international operatiorhese operations are subject to a variety ké tisat are in addition to the risks that we
domestically or are similar risks but with potelijigreater exposure. These risks include:

* Changes in international trade laws, such as tirthManmerican Free Trade Agreement, affecting oysarh and export activities, includi
export license requirements, restrictions on thpebof certain technology, and tariff changes;

» Difficulties in collecting accounts receivable dodger collection period

e Changes in, or expiration of, various foreign irtoers that provide economic benefits to

e Changes in labor laws and regulations affectingaduility to hire and retain employe

« Difficulties in staffing and managing operationsameign countrie:

» Fluctuations of foreign currency, exchange contamid currency devaluatiol

e Changes in the interpretation and enforcementve$ kn particular related to items such as duty @xdtion)

» Potential political and economic instability andanlges in governmen

» Compliance with foreign and domestic import angort regulations and argorruption laws, including the Iran Threat Reductiznc
Syria Human Rights Act of 2012, U.S. Foreign Cotr&pactices Act, or similar laws of other jurisdects for our business activiti
outside the U.S., the violation of which could fésu severe penalties including monetary finegmnaral proceedings and suspensio
export privileges;

» Terrorist or military actions that result in destiion or seizure of our assets or suspension ouplion of our operations or those of
customers;

» Potential regulatory changes, including foreigniemmental restrictions; al

» Different general economic conditio

The potential criminal penalties for violationsedfport regulations and ardgerruption laws, particularly the U.S. Foreign Gt Practices Ac

data privacy laws and environmental laws and reguia in many jurisdictions, create heightenedsifk our international operations. In the
event that a governing regulatory body determiihed we have violated applicable export regulatimnanti-corruption laws, we could be fine

significant sums, incur sizable legal defense cast§or our export capabilities could be restrictelich could have a material and adverse

effect on our business and reputation.

Because we have operations in Brazil, Canada, Mextid Europe, we are exposed to fluctuations ieigorcurrency exchange rates. We
manage our exposure to fluctuations in the valusuafencies using various derivative instrumentswelver, we may not be able to mitigate al
foreign currency related risk. In addition, exchamgte fluctuations may cause our internationallteso fluctuate significantly when transla
into U.S. dollars. Developing economies, such azBrcould have sudden and drastic changes ifgioexchange rates compared to others.

In addition, in foreign markets we are more dependeon third party providers of key services, sastthird party freight forwarders and third
party warehouses in Europe and Latin America. V8e edly on third party legal advisors to providédgmce on trade compliance issues and
information systems providers to provide serviedated to denied party screening. Adverse chamgasyi of these third party services could
have an adverse effect on our business, finaneiaiton, and results of operations. As we expanmdimternational operations, we expect tr
risks to increase.
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In addition, the value of our equity investmenfareign countries may fluctuate based on changésr@ign currency exchange rates. These

fluctuations may result in losses in the eventraifm subsidiary is sold or closed at a time whenforeign currency is weaker than when we
initially invested.
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Item 6. Exhibits
Exhibit
Number Description
31.1 Certification Pursuant to Rule 13a-14(a)/184ga) of the Securities Exchange Act of 1934, asrated, as Adopted Pursuan
Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification Pursuant to Rule 13a-14(a)/184a) of the Securities Exchange Act of 1934, asrated, as Adopted Pursuan
Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification Pursuant to 18 U.S.C. Secti8b(, as Adopted Pursuant to Section 906 of theabasOxley Act of 2002.
32.2 Certification Pursuant to 18 U.S.C. Secti8b(, as Adopted Pursuant to Section 906 of theabaOxley Act of 2002.
101 The following materials from our Quarterly Repon Form 109 for the quarter and nine months ended March B13 2formatte:

in XBRL (eXtensible Business Reporting Languagé@)the condensed consolidated balance sheets Manfh 31, 2013 an
June 30, 2012; (ii) the condensed consolidatedniecstatements for the quarters and nine monthsdevidech 31, 2013 and 201
(i) the condensed consolidated statements of cehgnsive income for the quarters and nine montdsa March 31, 2013 al
2012; (iv) the condensed consolidated statementast flows for the nine months ended March 31328d4d 2012; and (v) tt
notes to the condensed consolidated financialratatés.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causedréport to be signed on its behalf by
undersigned thereunto duly authorized.

ScanSource, Inc.

/sl MICHAEL L. BAUR
Michael L. Baur

Chief Executive Officer
Date: May 2, 2013 (Principal Executive Officer)

/s CHARLES A. MATHIS
Charles A. Mathis

Vice President and Chief Financial Officer
Date: May 2, 2013 (Principal Financial Officer)

/sl GERALD LYONS
Gerald Lyons

Senior Vice President of Finance and Principal Awdimg Officer
Date: May 2, 2013 (Principal Accounting Officer)
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EXHIBIT INDEX TO QUARTERLY REPORT ON FORM 10-Q

Exhibit
Number

Description

311

31.2

32.1

32.2

101

Certification Pursuant to Rule 13a-14(a)/18¢n) of the Securities Exchange Act of 1934, asraded, as Adopted Pursuan
Section 302 of the Sarbanes-Oxley Act of 2002.

Certification Pursuant to Rule 13a-14(a)/18¢a) of the Securities Exchange Act of 1934, asraded, as Adopted Pursuan
Section 302 of the Sarbanes-Oxley Act of 2002.

Certification Pursuant to 18 U.S.C. Secti8b(, as Adopted Pursuant to Section 906 of theabaOxley Act of 2002.
Certification Pursuant to 18 U.S.C. Secti8b(, as Adopted Pursuant to Section 906 of theabaOxley Act of 2002.

The following materials from our Quarterly Repon Form 109 for the quarter and nine months ended March B13 2formatte:
in XBRL (eXtensible Business Reporting Languagé@)the condensed consolidated balance sheets Manfh 31, 2013 an
June 30, 2012; (ii) the condensed consolidatedniecstatements for the quarters and nine monthsdevidech 31, 2013 and 201
(iii) the condensed consolidated statements of eehemsive income for the quarters and nine mombdee March 31, 2013 a
2012; (iv) the condensed consolidated statementast flows for the nine months ended March 31328d4d 2012; and (v) tt
notes to the condensed consolidated financialrattés.
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Exhibit 31.1

Certification Pursuant to Rule 13a-14(a) or 15da)4(
of the Exchange Act, as adopted Pursuant to Seg@arof the
Sarbanes-Oxley Act of 2002

[, Michael L. Baur, certify that:
1. | have reviewed this quarterly report on FoildHQof ScanSource, Ini

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omgtéde a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, néauisg with respect to t
period covered by this report;

3. Based on my knowledge, the financial statementd,ader financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4, The registrang’ other certifying officer(s) and | are responsitoieestablishing and maintaining disclosure cdstemd procedures {
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtifas defined in Exchange /
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls and proceduresgused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatiotatneg to the registrant, including its consolidhtsubsidiaries, is ma
known to us by others within those entities, pattidy during the period in which this report isihg prepared;

(b) Designed such internal control over financial réipgr;, or caused such internal control over finah@aorting to be design
under our supervision, to provide reasonable assareegarding the reliability of financial repodimand the preparation
financial statements for external purposes in atmuoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtisis report our conclusio
about the effectiveness of the disclosure contral$ procedures, as of the end of the period coveyetlis report based
such evaluation; and

(d) Disclosed in this report any change in theistegnt's internal control over financial reporting thatcoored during th
registrant’s most recent fiscal quarter (the regrdts fourth fiscal quarter in the case of an annuabrg that has material
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitacommittee of the registrast’board of directors (or persons performing egeiw
functions):

€) All significant deficiencies and material weaknesge the design or operation of internal controkrmfinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refinencia
information; and

(b) Any fraud, whether or not material, that involvesamagement or other employees who have a signifioalet in the
registrant’s internal control over financial repogt

/sl Michael L. Baur

Michael L. Baur, Chief Executive Officer (Princif
Executive Officer)

Date: May 2, 2013



Exhibit 31.2

Certification Pursuant to Rule 13a-14(a) or 15da)4(
of the Exchange Act, as adopted Pursuant to Seg@arof the
Sarbanes-Oxley Act of 2002

I, Charles A. Mathis, certify that:
1. | have reviewed this quarterly report on FoildHQof ScanSource, Ini

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omgtéde a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, néauisg with respect to t
period covered by this report;

3. Based on my knowledge, the financial statementd,ader financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4, The registrang’ other certifying officer(s) and | are responsitoieestablishing and maintaining disclosure cdstemd procedures {
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtifas defined in Exchange /
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls and proceduresgused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatiotatneg to the registrant, including its consolidhtsubsidiaries, is ma
known to us by others within those entities, pattidy during the period in which this report isihg prepared;

(b) Designed such internal control over financial réipgr;, or caused such internal control over finah@aorting to be design
under our supervision, to provide reasonable assareegarding the reliability of financial repodimand the preparation
financial statements for external purposes in atmuoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtisis report our conclusio
about the effectiveness of the disclosure contral$ procedures, as of the end of the period coveyetlis report based
such evaluation; and

(d) Disclosed in this report any change in theistegnt's internal control over financial reporting thatcoored during th
registrant’s most recent fiscal quarter (the regrdts fourth fiscal quarter in the case of an annuabrg that has material
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitacommittee of the registrast’board of directors (or persons performing egeiw
functions):

€) All significant deficiencies and material weaknesge the design or operation of internal controkrmfinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refinencia
information; and

(b) Any fraud, whether or not material, that involvesamagement or other employees who have a signifioalet in the
registrant’s internal control over financial repogt

/sl Charles A. Mathis

Charles A. Mathis, Vice President and Cl
Financial Officer (Principal Financial Officer)

Date: May 2, 2013



Exhibit 32.1

Certification of the Chief Executive Officer of St®ource, Inc.
Pursuant to 18 U.S.C. Section 1350, as AdopteduBintgo § 906
of the Sarbanes-Oxley Act of 2002

In connection with the quarterly report of Scan®euinc. (the “Company”) on Form 10-Q for the qeand nine months endédarch 31
2013 as filed with the Securities and Exchange C@msion on the date hereof (the “Reportfje undersigned officer of the Company certi
pursuant to 18 U.S.C. § 1350, as adopted pursad906 of the Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requiremeot$13(a) or 15(d) of the Securities Exchange @934 (the “Exchange Act"anc

2) The information contained in the Report fairly mess, in all material respects, the financial cbadiand results of operations of
Company.

Date: May 2, 2013 /sl Michael L. Baur

Michael L. Baur,

Chief Executive Officer
(Principal Executive Officer)

This certification is being furnished solely to qoisnwith the provisions of § 906 of the Sarbai@dey Act of 2002 and is not being filed
part of the accompanying Report, including for msgs of Section 18 of the Exchange Act, or as aragp disclosure document. A sig
original of this written certification required b$ection 906, or other document authenticating, askedging or otherwise adopting
signature that appears in typed form within thetedmic version of this written certification reged by Section 906, has been provided t
Company and will be rendered by the Company anughed to the Securities and Exchange Commissids etaff upon request.



Exhibit 32.2

Certification of the Chief Financial Officer of St@ource, Inc.
Pursuant to 18 U.S.C. Section 1350, as AdopteduBintgo § 906
of the Sarbanes-Oxley Act of 2002

In connection with the quarterly report of Scan®euyinc. (the “Company”) on Form 10-Q for the gaamnd nine months enddtarch 31
2013 as filed with the Securities and Exchange Cimsion on the date hereof (the “Reportf)e undersigned officer of the Company certi
pursuant to 18 U.S.C. § 1350, as adopted pursad906 of the Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requiremeot§13(a) or 15(d) of the Securities Exchange @934 (the “Exchange Act"anc

2) The information contained in the Report fairly mess, in all material respects, the financial cbadiand results of operations of
Company.

Date: May 2, 2013 /sl Charles A. Mathis

Charles A. Mathis
Vice President and Chief Financial Officer
(Principal Financial Officer)

This certification is being furnished solely to qoisnwith the provisions of § 906 of the Sarbai@dey Act of 2002 and is not being filed
part of the accompanying Report, including for msgs of Section 18 of the Exchange Act, or as aragp disclosure document. A sig
original of this written certification required b$ection 906, or other document authenticating, askedging or otherwise adopting
signature that appears in typed form within thetedmic version of this written certification reged by Section 906, has been provided t
Company and will be rendered by the Company anughed to the Securities and Exchange Commissids etaff upon request.



