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LETTER TO OUR SHAREHOLDERS ‘sti&é?hhf‘;gg% i L

Dear Fellow Shareholders,

Bell Microproducts celebrated its 20-year anniversary in 2008. Since our founding in 1988, our Company has
grown steadily. During this time, Bell Micro has earned the recognition of being one of the leaders in the
distribution of storage and computing components, systems, and related hardware and software products. The
Company had 2,129 employees at year-end in over 50 locations in 14 countries in North America, Latin America
and Europe.

Bell Micro has grown rapidly in recent years, and in the last 10 years, we increased sales from $575 million in
11998 0 $3.6 billion in 2008, an increase of more than 600%. The Company has gained major market share over
the years, and is dedicated to continuing to improve market share in the future. We will seek to accomplish this
by offering exceptional customer service and product offerings. coupled with comprehensive and effective value-
added services. During 2008, we added selected product lines and expanded our service offerings to position the
Company for future growth.

After achieving record sales of $3.9 billion in 2007, sales in 2008 declined by 9% to $3.6 billion, marking the
first year in our history in which we experienced a decline in sales. This was primarily due to the global
recession. Information technology demand declined in many global markets in 2008, and the disk drive market
was particularly challenging. While overall demand was relatively strong early in 2008, we experienced weaker
demand in the second half of the year.

Despite the declining market and the impact of significant currency changes in 2008 that understated our relative
performance in the European and Latin American markets, we were able to significantly improve our gross profit
margins due to relative strength in our value-added. enterprise and single-tier businesses. While we experienced a
sales decline of $370 million in 2008, our gross profits were down by only $5 million as we prioritized profitable
businesses and deemphasized or eliminated unprofitable ones. We will continue to focus on profitable
opportunities and businesses as we continue to concentrate on improving our return on invested capital

In December 2008, we filed the Company’s 2006 Annual Report on Form 10-K with the SEC. This filing was the
culmination of an extensive process that began in late 2006. In this filing, we restated our operating results for
the period of 1997 through 2006. In June 2009, we filed our Annual Report on Form 10-K for 2008 and 2007.
These were major accomplishments and 1 would like to thank the many employees who worked countless hours
to help us reach this important milestone. Unfortunately, this process caused us to incur extraordinary audit and
legal costs necessary to complete the restatement and bring the recent aundits up to date. These exceptional costs
had a major impact on our reported results for 2008 and 2007. The process also demanded that we improve our
legal and financial infrastructure. which is expected to reap benefits for us in the future. We believe it is
important to note that these expenses are expected to drop dramatically in early 2009, and to return to more
typical public company levels in mid-2009.

We announced significant Josses on a GAAP basis for both 2008 and 2007. Of the combined $147 million of net
losses in 2008 and 2007. $137 million were due 1o two issues: (1) non-cash goodwill impairment charges and



(2) professional fees for the recent accounting-related investigations and restatement efforts. In 2008. we also
experienced approximately $10 million in currency losses and approximately $5 million in restructuring charges.

We plan to resume our regular on-time quarterly filing schedule when we report the results for the third quarter
of 2009. We are pleased to have completed this challenging process and can now return our complete attention to
growing our business profitability.

The Company has also made significant progress in our improvement in the management of assets. including
accounts receivable and inventory. We generated $42 million of cash from operations in 2008, which we used
primarily to pay down debt. Total debt declined 10% during 2008 to $405 million at year-end. and the
Company s asset management has continued to improve in the first half of 2009.

Our Jenders have continued to be very supportive of Bell Microproducts. Although the financial and banking
markets experienced unprecedented turmoil in 2008. we have maintained positive relationships throughout this
period with our key banks and lenders. In the past year, we completed new agreements with our major Jenders 10
revise our credit facilities to the benefit of the Company. Today. we are in compliance with all covenants of our
debt agreements.

T would like to thank our shareholders and lenders for their support over the recent years. I would also like to
express my appreciation to our diligent employees who are responsible for the success of Bell Microproducts.
Their exceptional contributions have made a significant difference. I also would like to express my appreciation
to our many key vendor partners and our customers for their continued positive support of our Company through
this challenging period.

Bell Micro remains committed to our objective of being one of the Jeading global suppliers of computing and
storage systems, subsystems. and components. We are focused on executing our business plan and realizing the
Company’s full potential. Our focus on computing and storage solutions for the broad market, as well as selected
vertical markets including the medical, video, security and surveillance, and telecom markets ideally positions us
for future profitable growth. We are committed to driving improved operating results and building on our
existing supplier and customer relationships as we move forward. We are encouraged by what appears to be a
more stable market as we go forward through 2009. Our team is deeply committed 1o the success of Bell
Microproducts and future growth in shareholder value. and we believe the Company is well-positioned to
produce greatly improved operating results going forward.

Finally, I would like 10 recognize the long-term contribution of Board of Directors member Glenn Penisten.
Glenn will retire from the Board this vear. He has been a member of the Board for 21 years and has been a key
contributor to our Company. We greatly appreciate his outstanding contributions and commitment to Bell

Microproducts over these years.

We hope vou will join us for the annual meeting of shareholders on August 19. 2009. Thank you for your
continued support.

Sincerely.
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W. Donald Bell
President and Chief Executive Officer

July 10. 2009
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Throughout this Annual Report on Form 10-K. all references to the “Company.” “Bell Micro.” “we.” "us.”
and “our” refer 1o Bell Microproducts Inc.. a California corporation. and its subsidiaries. unless otherwise
indicated or the context otherwise requires.

Explanatory Note

In accordance with relief granted to the Company by the Staff of the Securities and Exchange Commission
(the “SEC™), we are filing this comprehensive Annual Report on Form 10-K for the vear ended December 31,
2008 with expanded financial and other disclosures in lieu of filing a separate Annual Report on Form 10-K for
the vear ended December 31, 2007, and separate Quarterly Reports on Form 10-Q for the periods ended
March 31, 2007. June 30. 2007. September 30. 2007. March 31. 2008. June 30. 2008 and September 30. 2008.
This comprehensive report is being filed to facilitate the dissemination of current financial and other information
1o investors. The Company does not intend to file a separate Annual Report on Form 10-K for the year ended

December 31. 2007 or Quarterly Reports on Form 10-Q for the quarter]y periods in 2007 or 2008.

The Company s delay in filing its annual and guarterly reports was due 1o the previously announced
restatemnent of the Company s consolidated financial statements for the vears ended December 31. 2005. 2004
and prior years. For a summary of the investigations related to the restatement. see Part I — Item7 —
Management's Discussion and Analysis of Financial Condirion and Results of Operations in this Annual Report
on Form 10-K. For a more detailed description of the restatement. see the Company s Annual Report on Form
10-K for the vear ended December 31, 2006. which was filed on December 30. 2008.



FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933 and Section 21E of the Securines Exchange Act of 1934, as amended (the “Exchange Act™. You should not
place undue reliance on these statements. These forward-looking statements include statements that reflect the
current views of our semor management with respect to our financial performance and future events with respect
10 our business and our industry in general. Statements that include the words “expect.” “intend.” “plan.”
“beheve.” “project.” “forecast.” “estimate.” "may.” “should,” “anticipate” and similar statements of a future or
forward-Jooking nature identify forward-Jooking statements. Forward-looking statements address matters that
mvolve risks and uncertainties. Accordingly. there are or will be important factors that could cause our actual
results to differ materially from those indicated in these statements. We believe that these factors include. but are
not limited 1o, the following: our ability to comply with the financial covenants in our credit agreements: our
ability to achieve cost reductions and other benefits in connection with our strategic initiatives: the circumstances
resulting in the restatement of our consolidated financial statements for the vears ended December 31. 2003 and
2004 and the material weaknesses in our internal control over financial reporting and in our disclosure controls
and procedures: the fact that we are not presently current with the filing requirements of the Securities and
Exchange Commission (“SEC™) with respect 10 our periodic reports: the delisting of our common stock and our
ability to successfully regain a listing on a national securities exchange: loss or adverse effect on our supplier
relationships, including the reduction or elimination of rebates offered by our manufacturers: our ability to
accurately forecast cusiomer demand and order sufficient product quantities: competition in the markets in which
we operaie: the fact that the products we sell may not satisfy shifting customer demand or compete successfully
with our competitors” products; our reliance on third parties to manufacture the products we sell: our reliance on
credit provided by our manufacturers to finance our inventory purchases: risks related to our substantial
indebtedness. including the inability 1o obtain additional financing for our operations on terms acceptable 1o us or
at all: limitations on our operating and strategic flexibility under the terms of our debt agreements: our ability 10
arract and retain qualified personnel: risks associated with doing business abroad. including foreign currency
risks: inability 10 identify. acquire and integrate acquired businesses: the outcome of any pending or future
litigation or regulatory proceedings. including the current shareholder lawsuit and any claims or litigation related
10 the restatement of our consolidated financial statements: and the effects of a prolonged economic downturn.

The foregoing factors should not be construed as exhaustive and should be read together with the other
cautionary statements included in this Annual Report on Form 10-X. including under the caption Risk Faciors in
Item 1A of this Annual Report on Form 10-K. If one or more events related 1o these or other risks or
uncertainiies materialize. or if our underlying assumptions prove 1o be incorrect. actual results may differ
matenially from what we antcipate.



PARTI

Item 1. Business
General

Founded in 1987. Bell Microproducts, a California corporation. is 2 Jeading distributor and value-added
reseller of data storage and server products and solutions. computer component products and peripherals. as well
as a variety of software applications. We also design and integrate systems through our value-added division. and
provide customers with a vanery of services. such as system configuration. product installaton. post-sale service
and support and supply chain management. Bell Micro markets and distributes products at all levels of
integration. from components to fully integrated. tested and certified systems. We carry over 400 brand name
product lines worldwide. as well as our own proprietary Rorke® and Galaxy® data storage products and our
Markvision consumer electronics and computer products. Across our product lines. we emphasize our ability 10
combine our extensive product portfolio with comprehensive value-added and supply chain services.

We offer component-level products that include disk. tape and optical drives. processors. memory.
motherboard and computer VO products. flat panel displays and related products and other data storage and
custom-configured computer products. Our offerings also include value-added services such as system design.
integration, installation. maintenance and other consulting services combined with a variety of data storage.
server and other computer hardware and software products. We also offer supply chain services such as
consignment, bonding and end-of-life management programs. In addition. at the system level. we offer a variery
of data storage svstems. including direct attached storage (“DAS"). network attached storage ("NAS™) and
storage area network (“SANT) sysiems. as well as servers and other computer platforms. tape drive sysiems. 1ape
librades and related software. Our access to a wide range of products and technologies. together with our
extensive technical capabilities. allows us to tailor high-quality hardware. software and service solutions for each
customer s specific requirements. Customers can purchase Our COmMpONEents Or systems as stand-alone products.
or in combination with our value-added and supply chain services. We are organized to service different
customer needs with a specific sales team for each of the original equipment manufacturer ("OEM™). value-
added reseller (“VAR™). contract manufacturer ("CM™. integranon and end-user customer 1ypes.

Available Information

All reports filed electronically by us with the SEC. including our Annual Reports on Form 10-K. Quarierly
Reports on Form 10-Q. Current Reports on Form 8-K. proxy statements and other information and amendments
to those reports, are accessible at Do COst OB our web site at www bellmicro.com and are available by contacting
our Investor Relations Department at ir @bellmicro.com or (408) 451-9400. These filings are also accessible on
the SEC"s website at www.sec.gov. The public may read. and copy at prescribed raies. any materials filed by us
with the SEC at the SEC’s Public Reference Room located at 100 F Street. NE. Washingion. DC 20549. The
public may obtain information regarding the Public Reference Room by calling the SEC at (800) 732-0330.

Industry

The information technology (“IT™). OEM and consumer electronic markets for data storage. servers.
personal computers (“PCs™) and computer components have experienced significant growth over the past several
years. Market growth has been driven by increases in the demand for processing. storing. managing and the
security of data: the reduced cost of higher performing enterprise servers and data storage systems: lower cost
entry level servers. deskiop and laptop computers: increasing needs to meet corporate and government
compliance requirements: and in recent vears. the storage of digital audio and video files in varjous consumer
electronics.

Traditionally. suppliers have sold data storage. server and computer components directly 10 end-users and
through both direct and indirect distribution channels. The use of distribution channels continues to grow as the
computer products. IT and consumer electronics industries mature. Suppliers utilize distributors to not only



increase their reach in the marketplace. but 10 also allow the suppliers 1o focus primarily on their core strengths.
such as product design. development and marketing. Suppliers are increasingly relving on their partners in the
distribunon industryv 1o manage customer relationships. create demand and execute the sales transaction, The
indirect distribution channel has seen growth as the needs and demands of the suppliers” OEMs. VARs. CMs.
system integrators. and. most recently. major retailers. have increased. Suppliers are also driving the trend toward
indirect distribution due to the value-added and supply chain services that distributors can often provide. The
rapid growth of complex data processing and storage requirements and the need for sophisticated server and
networked storage systems have also increased the enterprise customer s dependence on value-added service
providers 1o assist in the design. integration, service and support of their data processing and storage needs.
These changes in the industry provide opportunities for distributors to differentiate themselves in the market
through product specialization and the value-added and supply chain services they offer.

The complexity of sophisticated server and storage solutions, combined with a shortage of qualified IT
personnel. and the cost-beneflt of outsourcing. often leads customers to outsource some or all of the research,
design. implementation and support of their IT servers and data storage solutions.

To increase their efficiencies. suppliers are continually reducing the number of distributors they use.
Distributors are also choosing to conselidate because of the competitive advantages derived from expanded
product offerings and economies of scale. The rapidly changing nature of the data storage. server and computer
components markets has required distributors to significantly expand both their customer base and product and
service offerings to compete effectively. To be successful within these markets. we believe distributors must
emphasize time-to-market and total cost reductions. in addition to focusing on specific markets through product
offerings, technical expertise and value-added and supply chain service capability. Distributors need to
distinguish themselves through a combination of value-added services. such as consulting, design, integration.
implementation and maintenance. as well as more knowledgeable service and technical support resources and
imnovative supply chain programs.

Segment and geographic information for the Company is contained in Noie 13 — Segmem and Geographic
Informarion 1n our notes to the consohdated financial statements included in this Annual Report on Form 10-K.

Our Strategy

Our goal is to expand our positon as a Jeading distributor of storage and server solutions and systems. as
well as computer component products and peripherals. We intend to achieve this goal by leveraging our strengths
and implementing the following strategies as described in the Products and Technologies and Marker Expansion
sections. below.

Products and Technologies

Continue to Focus on the Storage Marker. We plan to continue 10 take advantage of opportunities in the
storage market by maintaining our strategic focus on providing complete storage solutions to our customers. For
example. we have devoted significant resources to broadening our range of value-added services. expanding our
marketing efforts. improving the expertise of our sales force and offering an extensive range of technologically
advanced products in the data storage market. We believe that we are well-positioned to benefit from the future
growth of the storage market. In the markets we serve. as user needs grow more sophisticated and cost
efficiencies are demanded of storage infrasuructure providers, additional opportunities will arise in the storage.
management and security of data. benefiting our storage-centric strategy.

Expand our Siorage and Complemeniary Product Lines. We believe that our ability to offer customers an
extensive line of leading daia storage, server. other computer components and software across technologies and
suppliers will continue to be a strong competitive advantage for us. particularly as it relates to the storage
infrastructure. Our selection of products and technologies. 1ogether with our technology expertise. allows us 1o
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reliably deliver appropriate hardware and software solurions and services to meet the demands of our customers.
The addition of new product lines and application technology expertise 1s a continuous process at Bell Micro.

Enier Complemeniary Growth Markets. Our technology expertise. broad customer base and global
operations enable us 10 identify emerging market opportunities that are based upon storage-centric applications.
These opportunities are ofien based upon consumer demands. government regulations or cost efficiencies that
require the processing and storage of substantial data. Two emerging markets are digital signage for informaton
display and video surveillance. We offer product lines, application expertise and services to provide components.
subsystems and complete solutions for these markets. Jeveraging our design. integration. installation.
maintenance and supply chain capabilities. Our Rorke Data division is a specialist in the application of server and
storage products in the video and health care vertical markets. The market growth of digitized video generally
has opened new markets for these products and services in both broadcast and video surveillance.

Strengthen Relationships with Industry Leaders. We intend 1o utilize our position as a Jeading distributor of
storage solutions 1o broaden our existing strategic relationships with industry Jeaders and to creaie new strategic
relationships. We believe that distribution channels will continue 1o consolidate and leading suppliers will align
with those distributors that are best able to offer value-added services and access 10 DeWw CUSIOMErs in multiple
countries and markets. We believe that being aligned with leading suppliers will allow us 10 identify innovative
products, exchange critical information. gain access to new technologies and create cross-marketing
opportunities. We have developed strategic relationships with a number of suppliers. including Hewleu-Packard
Company (“HP"). Seagate Technology (“Seagate™). Hitachi Global Storage Technologies. Inc. and Hitachi Data
Svstems Corporation. Microsoft Corporation ( “Microsoft™). Western Digital Corporation (“WD"), International
Business Machines Corporation (“IBM 1. Cisco Systems. Inc. (“Cisco™). Symantec Corporation. Inte]
Corporation (“Inte]”) and Quantum Corporation.

As a consequence of our existing strategic relationships with industry Jeaders. we tend to rely on a relatively
small number of key suppliers for products that make up a significant portion of our sales. In 2008 and 2007.
Seagate. our single Jargest supplier. provided products that represented approximately 8% and 10%. respectively.
of our total sales. In 2006. HP. our single Jargest supplier. provided products that represented approximately 12%
of our total sales. Our top five suppliers provided products that represented 24%. 26% and 36% of our total sales
in 2008. 2007 and 2006, respectively. We believe that staying aligned with the industry Jeaders in the storage
solutions market is an important part of our strategy.

Market Expansion
Our long-term market expansion goals include the following:

Caprure New Marke! Opportunities. As profitable new market opportunities emerge that complement our
storage-centric strategy. we will determine the applicability of our technology expertise and expand into these
new markets organically or through acquisition. We continue 10 evaluate new market opportunities where the
application of our products and technical expertise will differentiate us from the rest and afford sizable volume
and profit opportunities. Our strategy 1s 10 gain early market share in new markets and Jeverage our position as
the market grows.

Expand our Domestic and International Presence. We intend 1o increase our presence in North America and
expand our coverage in the major international markets that we serve. primanly Latin America and Europe.
through organic growth and strategic acquisitions. As we expand our global presence. we believe that we will be
able 10 address the demands of multinational customers. gain further access 10 multinational suppliers and
Jeverage our expertise.

Products and Services

We market and distribute more than 400 brand name product lines of other companies, as well as our own
Rorke® and Galaxy® data siorage products and our Markvision consumer electronics and computer products. We
offer the following products and services as discrete COmMpONents or as part of our solutions offering.

/



Storage, Server, Networking and Related Software Infrastructure Products

Our storage solutions include DAS. NAS and SAN offerings. These solutions are comprised of fibre channel
and Ethernet networking products and svsiems, tape libranies, disk drive subsystems. tape subsystems and
storage-related software products. Additionally. we offer custom and standard configurations of server products
from various suppliers. We partner with leading storage and server suppliers in the industry to provide
comprehensive cost-effective solutions to customers in the worldwide IT and OEM markets. Our customer base
includes Jeading VARs and other resellers. independent software vendors (“ISVs™). major retailers. system
builders and OEMs. Our ProSys and TotalTec divisions provide storage. server and network infrastructure
solutions to Fortune 1000 end-user customers. Rorke Data provides data storage solutions in the video and health
care markets.

Disk and Tape Drives, Motherboards, Processors, and Other Computer Components

We distribute a variety of computer components. including disk and tape drives, DRAM and flash memory
modules, including our Markvision branded products. microprocessors. standard and custom motherboards.
graphics and video devices. network interface cards (“NICs™) and other board level products. computer power
supplies and chassis products.

Computer Peripherals, Monitor and Display Systems, Sofrware and Other Computer Products

Our computer peripherals include flat panel displays. monitors. keyboards. scanners. laptops and other
computer peripherals. Our software offerings include storage management. operating systems. data security.
systems management. middleware. database and replication products.

Value-Added Services

We offer our customers a vanery of value-added services. Customers employ these services to modify a
variety of standard products to meet the needs of their specific application requirements. Addiuonally. we offer a
wide range of supply chain services 10 support our customers’ logistical requirements.

Storage Server Solurions. Our storage server solution offerings include both hardware and support services
necessary for the implementation and effective utilization of that hardware.

Daita Storage and Server Subsysiems. We provide standard and custom subsystem products 1o our
customers. We integrate standard products to customize our Rorke® and Galaxy® data storage products. We also
configure. build and test custom products to meet the needs of customers that cannot be served by industry-
standard product offerings.

Soluiions Configurarion, Test. Insiallarion and Support. We offer a broad range of professional services.
including design and consultation. installation. training and on-site and remote managed service programs related
10 storage and server solutions. Networking solutions and services are offered through our ProSys division. We
have established several dedicated enterprise storage system teams that address the challenges associated with
data storage and management in the enterprise data center. Our service programs also offer customers feasibility
testing and fully integrated turnkey storage solutions. For example. we integrate SANs with fibre channel-based
technology including switches. bridges. archive libraries and network and data management software. For server
and storage solutions. we offer a wide range of support services that include design support and product
recommendanons. testing services. training programs and maintenance. Much of this expertise lies in our ProSys.
Rorke Data and TotalTec divisions. and is leveraged to support the needs of our distribution customers.

Componeni Product Services. We provide value-added services for a full range of storage and computer
products, including modifyving disk. tape and opucal dnves to meet specifications established by a customer's
specific application needs. For customers requiring supply chain services. we offer a full range of solutions.



including automated quotations. bonded inventory. consignment and end-of-life management. We also provide
image duplication. firmware modification. software downloading. special labeling and other hardware
modification services. For other computer product components. we provide various configuration $ervices.
testing and packaging. We provide a vanery of materials-manzgement solutions. including e-procurement
cervices. Internet-enabled real-time pricing and delivery guotations. electronic data interchange (“EDI )
programs. just-in-time (“JIT™) inventory programs. bonded inventories. on-site consignment inventory and
end-of-life management services.

Board and Blade Level Building Blocks. We provide both standard and custom configured board and blade
offerings geared for applications 1o include computers. servers. medical equipment. video/graphics. security. st
and measurement and nerworking products. These solutions are offered in a variery of industry standard form
factors. We also provide complete integration services. manufacturing. assembly. interoperability testing and
application support.

Retail Packaging. In addition, we provide value-added services 1o storage suppliers. combining the strengths
of our hard drive value capabilities with custom third-party packaging. Our retail packaging programs deliver
consumer-ready storage products. These products are produced in high volume and require high-quality software
duplication. testing and chassis assembly to meet demanding retail launch dates. The core materials planning and
Jogistics capabilities of our distribution operations enable us 1o deliver retail-ready products 10 our customers’
distribution centers or directly to their retail outlets.

Flar Panel Iniegrarion. We offer a comprehensive portfolio of flat panel displays. technologies and
integration services. These include off-the-shelf solutions for kiosks. point-of-sale (“POS™) displays. digital
display signage and medical instrumentation. Our display solutions also include custom designs 10 support
applications such as full sunlight readability and harsh environmental deployment.

Sales and Marketing

Our customer base primarily consists of OEMs. V ARs. system integrators, CMs. storage. server and
nerworking infrastructure, end-user Customers and major retailers. For customers primarily seeking our solution
offerings. our sales and marketing activities often involve efforts by our salespeople and field application
engineers over an extended period of tume. Sales and technical personnel focusing on these customers tend 10
spend a significant amount of ume assessing the customers” needs and developing solutions supported by our
technjcal capabilities and experience.

For customers seeking our components. Servers. storage subsystems and other related product offerings. our
sales and marketing efforts involve price and availability. angmented by our supply chain management programs.
consienment and bonded inventory programs and end-of-life management programs tailored 1o specific customer
needs. Sales of these offerings are principally driven by supply chain capabilities. our design and product
recommendation services, product breadth and depth. pricing. on-time and on-demand availability. and. often.
our hardware value-added capabilities.

For customers seeking end-user solutions. our ProSys. Rorke Data and TotalTec divisions work 1o
determine their server. data storage. data management. data security and network needs to enable them to make
decisions regarding their infrastructure. and to design systems 1o address these needs. Our consuling services
draw from our core competencies in enterprise server. storage and networked integrated solutions. We perform
tasks such as conduct storage audit and feasibility studies. as well as requirements analyses that lead to hardware
and software system recommendations. complete implementation project management and manage supplemental
subsets of customer-defined projects.

We also believe that our relationships with our suppliers provide us with significant opportunities 1o
increase our sales and customer base. We work closely with many suppliers 10 develop strategies to penetrate
hoth targeted markets and cusiomers. In some cases. our sales presentations 10 Customers are a joint effort with a
supplier’s sales representative.
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Electronic Commerce

Increasingly. customers rely on our electromc ordering and information systems as a source for product
information, availability and price. Through our website. customers can gain remote access 1o our information
systems to determine product availability and pnicing and to place orders. We actively market our website
capabilities to current and new customers, encouraging them to complete their purchases electronically. Some of
our larger customers utilize our electronic ordering, such as EDL extensible markup language (“XML") or file
transfer protocol (“FTP™) services. through which orders. order acknowledgments. invoices. inventory status
reports. customized pricing information and other industry standard electronic transactions are consummated on
line. With a broad suite of electronic commerce capabilities. we are able 10 increase efficiency and umeliness for
ourselves. as well as for our customers.

Competition

In the distribution of storage. server and related products and services. as well as computer components and
peripherals. we generally compete for customer relationships with numerous local. regional. national and
international authorized and unauthorized distributors. We also compete for customer relationships with the
suppliers we represent and with our own custorers. Consistent with our sales and marketing efforts, we tend to
view this competition, whether arising from the direct or indirect distribution channel. on a customer-category
basis. We believe that our most significant competition for customers seeking both products and value-added
services arises from Arrow Electronics. Inc. (“Arrow™). Avnet, Inc. (“Avnet”) and the Magirus Group
(“Magirus™). We believe that our most significant competition for customers seeking commodity products comes
from Ingram Micro Inc. (“Ingram Micro™). Tech Data Corporation (“Tech Data™). SYNNEX Corporation
("SYNNEX™). Actebis Group (“Actebis™) and Intcomex, Inc. (“Intcomex™ ). Many of our competitors possess
superior brand recognition and financial resources. In the area of storage products and solutions. however. we
believe that none of our competitors offer the full range of data storage products. combined with the solutions.
experuse and services that we provide.

A key competitive factor in the electronic component and computer product distribution industry, as a
whole. is the need to sustain a sufficient level of inventory to meet the rapid delivery requiremsants of cusiomers.
However. 1o minimize our exposure related to valuation of inventory on hand. the majority of our product lines
are purchased pursuant to non-exclusive distributor agreements. which provide certain protections to us for
product obsolescence and price erosion in the form of rights of return and price protection. Furthermore. these
agreements are generally cancelable upon 30 to 180 dayvs™ notice and. in most cases. provide for inventory return
privileges upon cancellation.

We enhance our competitive position by offering a variety of value-added services tailored 1o individual
customer specifications and business needs such as design support. testing. assembly. supply chain management
and materials management.

Business Segments

We operate in one industry: the business of providing distribution and value-added services for storage
products and systems. semiconductors and computer products and peripherals. Our seven reporiable segments are
U.S. Distribution. Europe. ProSys, TotalTec. Miami. Canada and Other (which primarily includes Rorke Data.
Mexico. Brazil and Chile). Management designates the internal reporting used by the chief executive officer for
making decisions and assessing performance as the source of our reportable segments. See Note 3 — Goodwill
and Other Intangible Assets and Note 13 — Segmenr and Geographic Informarion in our noles to the
consolidated financial statements included in this Annual Report on Form 10-K for additional information.

Acquisitions

We have completed a number of strategic acquisitions. Through these acquisitions. we have gained
additional expertise in storage solutions and greater access to international markets. In October 2006. we
acquired substantially all of the assets and liabilities of ProSys Informauon Systems Inc. (“ProSve™) based in
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Atlania. Georgia. which has broadened our position as a supplier of enterprise sOlutions 10 OUT CUSIOMETS. ProSys
provides storage. server, networking and IT infrastructure and consulting services. ProSys’ strategic partners
include HP. Cisco. Teradata Corporation. Microsoft and IBM. as well as a diverse group of other Jeading soluuon
providers. ProSys will continue 10 focus on large enterprise accounts as a separate reportable segment.

In December 2003. we acquired certain assets and assumed certain liabilities of MCE Computer Peripherie
GmbH. MCE Computer Vertriebs Products GmbH. MCE Computer Technology Inc. and MCE Limited
(collectively, “MCE"}. Based in Munich. Germany. MCE is a European distributor of disk drives and
components, and IBM enterprise sales in Germany. MCE's customer base includes the enterprise VARs. sysiem
builders and industrial customers. This acquisition has expanded our geographic footprint and enabled us to
continue to expand our growth in value-added siorage products and services in key markets in Continental
Europe and the United Kingdom. and has also provided additional experienced management, sales and marketing
resources as part of our Europe reportable segment.

In Julv 2005. we acquired Net Storage Computers. Lida (“Net Storage™). a company headquartered in
Alphaville. Sao Paulo. Brazil. with sales offices throughout Brazil. Net Storage is a distributor of computer
components. storage products and peripherals to VARs and system integrators in Brazil. Net Storage’s strategic
partners include Intel. Seagate. WD. Acer Inc. and Super Micro Computer. Inc. This acquisition enabled us 10
expand our presence in Latin America and provides the opportunity 1o strengthen our relationships with key
suppliers and expand our overal] product and service offerings as a part of our Other reportable segment.

Employees

As of May 31, 2009. we had a total of 1.973 employees. consisting of 909 in sales and marketing funcuons.
333 in general administrative functions. 327 in warehousing and operadons and 384 1n technical and value-add
integration funcuons. Of our total employees. as of May 31. 2009. 622 were Jocated at our faciliies outside of
the United States. including 403 in the United Kingdom. 134 in Germany. 98 in Mexico. 86 in Brazil and 201 in
other locations. None of our emplovees are represented by a Jabor union. We have not experienced any work
stoppages and consider our relanons with our emplovees to be good.

Item 1A. Risk Factors

1n addition to the other information included in this Annual Report on Form 10-K. vou should carefully
consider the risk factors described below.

Risks Related to Our Internal Control Over Financial Reporting and the Restatement of Our Previously
Issued Financial Statements

We have identified various material weaknesses in our internal control over financial reporting that
resulted in material misstatements in our consolidated financial statements that were issued prior to
December 31, 2006. These weaknesses could continue to adversely affect our ability to report our resuls of
operations and financial condition accurately and in a timely manner.

Our management is responsible for maintaining internal control over financial reporting designed to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of consolidated financial
staternents for external purposes in accordance with GAAP. Our management assessed the effectiveness of our
internal contro) over financial reporting as of December 31. 2008 and identified various material weaknesses.
primarily related to our failure to maintaip an effective control environment. As a result of these material
weaknesses. our management concluded that our internal control over financial reporting was not effective as of
December 31. 2008 Further, we believe that our internal control over financia) reporting remains ineffectuve as

of the date of the filing of this Annual Report on Form 10-K. See Ttem 9A — Conirols and Procedures.
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A material weakness 1s a deficiency. or combination of deficiencies. in internal conwrol over financial
reporting that creates a reasonable possibility that a material misstatement of our annual or interim consolidated
financial statements will not be prevented or detected on a timely basis. We are in the process of implementing &
plan to remediate the identified material weaknesses. Our efforts have been and will continue to be time-
consuming and expensive. We cannot give any assurance that the measures we are taking 1o remediate the
identified material weaknesses will be effective. We also cannot assure you that other material weaknesses will
not arise as a result of our failure 10 maintain adequate disclosure controls and procedures or that circumvention
of those controls and procedures will not occur. Additionally. even if we succeed in improving our controls and
procedures. those controls and procedures may not be adequate to prevent or identify errors or irregularities or
ensure that our financial statements are prepared in accordance with generally accepted accounting principles.

The investigations by the Board of Directors (the “Board”) into some of our historical accounting practices
and the determination of various other accounting adjustinents, which resulted in the restatement of our
previously issued consolidated financial statements, have been time-consuming and expensive and have had
a material adverse effect on our financial condition, results of operations and cash flows.

During 2007 and 2008. we devoted snbstantial interna) and external resources to the completion of a
restatement of certain of our historical consolidated financial statements. During 2009. we have devoted
substantial additional resources to preparing the audited consolidated financial statements included in this Annual
Report on Form 10-K. As a result of these efforts. as of May 31. 2009. we have incurred in excess of $90.0
million in fees and expenses. primarily for additional accounting. tax. legal and related consulting costs. and
$11.1 million in fees related to obtaining covenant waivers, including an 8.5% special interest payment of a $9.4
million under our $110.0 million of outstanding convertible notes. We expect 1o continue to incur significant
additional fees and expenses until we are in compliance with our SEC reporting requirements and have
remediated the existing material weaknesses in our internal control over financial reporting. These costs. as well
as the substantial management time devoted 1o address these issues, have materially adversely affected our
financial conditon. results of operations and cash flows.

We are the subject of an ongoing SEC non-public fact-finding inquiry relating to our historical accounting
practices. This inquiry could result in penalties and/or other actions that could have a material adverse
effect on our financial condition and results of operations.

In February 2008. independent counsel 10 the Board. accompanied by counsel for the Company. self-
reported to the SEC the findings of the independent investigations conducted by special commitiees of the Board.
As aresult. the SEC commenced a non-public fact-finding inquiry into our historical accounting practices. We
have cooperated with the SEC in connection with this inquiry and will continue to do so. We cannot predict the
outcome of this inquiry or whether we will face additional government inquiries. investigations or other actions
related to our historical accounting practices. An adverse ruling in any SEC enforcement action or other
regulatory proceeding could impose upon us fines. penalties or other remedies. which could have a matenal
adverse effect on our results of operations and financial condition.

We believe the delisting of our common stock from The NASDAQ Global Market has had an adverse effect
on the liguidity and market price of our common stock. We cannot assure you as to when we will be able 10
relist our common stock on a national securities exchange.

In March 2008, our common stock was delisted from The NASDAQ Global Market. or Nasdag. as a result
of our failure to comply with SEC reporting obligations. Our common stock 1s currently quoted on the Pink OTC
Market, or Pink Sheets. which is an over-the-counter securities market. We believe the delisting of our common
stock has materially adversely affected: (1) the Liquidity of our common stock. (2) the market price of our
common stock. (3) the number of insututional and other investors that will consider investing in our common
stock. (4) the availability of information concerning the trading prices and volume of our common stock. (3) the
number of broker-dealers willing 1o execute trades in shares of our common stock and (6} our ability 10 obtain
equity financing.
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Unless and until we are able to successfully relist our common stock on Nasdaq or another national
securities exchange, you may not be able to sell shares of our common stock without a considerable delay or
significant adverse effect on the sale price. Furthermore. we cannot assure you that we will be able 1o relist our
common stock on Nasdaq or another national securities exchange once we are in compliance with SEC reporting
obligations. We will still be required to comply with all other applicable listing standards. Recently. our common
stock has consistently traded below $1.00 per share. A Jow per-share stock price may have an Impact on our
ability to relist our common stock on a national securities exchange.

We and certain of our current and former officers and directors have been named as parties to a purported
shareholder derivative lawsuit relating to our historical stock option granting practices, and may be named
in further litigation, including with respect Lo the restatement of our consolidated financial statements, all
of which could require significant management time and attention, result in significant legal expenses or
cause our business, financial condition, results of operations and cash flows to suffer.

On December 29. 2008, John R. Campbell. who alleges he is one of our shareholders. cansed a purported
shareholder s derivative Jawsuit to be filed in the Supenior Court of California for the County of San Mateo.
naming us as a nominal defendant. and naming 17 of our current and former directors and officers as defendants.
The lawsuit seeks 10 recover damages purportedly sustained by us in connection with our historical stock option
eranting practices. We cannot predict the outcome of this matter. or any other marter related to our historical
stock option granting practices.

Our historical stock option granting practices and the restatement of our consolidated financial statements
have exposed us to greater nisks associated with litigation, regulatory proceedings and government enforcement
actions. We and our current and former officers and directors may. in the future, be subject 10 additional private
and governmental actions relating to our historical stock option granting practices or the restatement of our
consolidated financial statements. Subject to certain limitations. we are obligated 10 indemnify our current and
former officers and directors in connecuon with such Jawsuits and governmental investigations and any related
litigation. We cannot predict the outcome of these investigations or lawsuits. Regardless of the outcome. these
lawsuits. and any other litigation that may be brought against us or our officers and directors. could be ume-
consuming. result in significant expense and divert the attention and resources of our management and other key
employees. which could have a material adverse effect on our business, financial condition. results of operations
and cash flows. An unfavorable outcome in any of such liigation matiers could exceed caverage provided under
applicable insurance policies. which could have a material adverse effect on our business. financial condition.
results of operations and cash flows.

Further. we could be required 10 pay damages or additional penalties or have other remedies imposed
against us. our directors or officers. which could harm our reputation. business. financial condinon. results of
operations or cash flows.

Our failure to comply with SEC reporting obligations may have an adverse effect on our business.

Ag a result of our failure 1o comply with SEC reporting obligations, we are subject 10 a number of
restrictions regarding the registration of our common ctock under federal securities laws. Until such time as we
have regained compliance with our SEC reporting obligations and meet certain other conditions. we will be
unable 10 use shorter and less costly filings. such as Registration Statements on Forms S-3 and S-8. The
requirement of using a Registration Statement on Form S-1 is likely 10 be more costly and time-consuming.
These restrictions may reduce our access 1o capital markets. which mav adversely affect our business.



Risks Related to Our Financial Condition

Our consolidaled financial statements are presented on a going concern basis. Given our existing financial
condition and current conditions in the global credit markets, if we are unable to comply with one or more

" of the covenants in our credil agreements, there would likely be uncertainties regarding our ability to
continue as a going concern.

Our andited consolidated financial statements included in this Annual Report on Form 10-K have been
prepared on a going concern basis. which assumes continuity of operations and realization of assets and
satisfaction of liabilines in the ordinary course of business. Our ability to continue as a going concern 1s
predicated upon. among other factors. our compliance with the provisions of our existing credit agreements and.
when needed. our ability 1o renew such agreements or obtain alternative or additional financing.

We currently have a substantial amount of indebtedness outstanding. The agreements associated with our
indebtedness include a number of financial covenants. If we do not satisfy the covenants in our credit
agreements. including the covenant to file consolidated financial statements. and are unable to obtain related
waivers or amendments, the lenders could declare a default under our credit agreements. Any default under our
credit agreements will allow the respective lenders the option to demand repayment of the indebtedness
outstanding. and would allow certain other Jenders to exercise their rights and remedies under cross-default
provisions. If these Jenders were to exercise their rights to accelerate the indebtedness outstanding. there can be
no assurance that we would be able 10 refinance or otherwise repay any amounts that may become accelerated
under the agreements. The acceleration of a significant portion of our indebtedness would have a maierial
adverse effect on our business. liquidity and financial condition.

If we do not sarisfy the foregoing covenants and the lenders do not grant waivers and elect to exercise their
remedies upon default. we would be required 1o refinance or otherwise repay this outstanding indebtedness.
Given our existing financial condition and current conditons in the global credit markets, should these events
occur. there would likely be uncertainties regarding our ability 1o continue as a going concern.

Restrictions in our debr agreements limit our operating and strategic flexibiliry.

Our debt agreements contain restrictions, covenants and defaunlt provisions that. among other faciors. require
us to satisfy financial covenant tests, including maintaining a minimum net worth for certain operating
subsidianes and meeting a consolidated fixed-charge coverage ratio. Among other things, these restrictions.
covenants and default provisions limit our ability to. or do not permit us to0:

= incur additional debt:
» create hens:
* redeem and prepay certain debt
« pay cash dividends. make other distributions or repurchase stock:
* make investments:
* engage in asset sales outside the ordinary course of business:
* enter into certain transactions with affiliates:
= engage in certain mergers and acquisitions; and
* make certain capital expenditures.
Events beyond our contro] could also affect our ability to comply with these restrictions and covenants.

including the required financial covenant iests. Failure to comply with any of these debt covenants would resuht
in a default under the applicable agreements and under our other debt agreements containing cross-defauht
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provisions. A default would permit Jenders to accelerate the maturity of the debt under these agreements.
foreclose upon our assets securing the debt and terminate any commitments 10 Jend. Under these circumstances.
we may not have sufficient funds or other resources 10 satisfy our debt and other obligations. In addition. the
limitations imposed by these debt agreements on Our ability to incur additional debt and 1o take other actions may
significantly impair our ability to obtain other financing.

Our substantial leverage and related debr service obligations could adversely affect our cash flows and
business. In addition, we have not generated consistent positive cash flows from operations in recent years.
Our failure to generate positive cash flows from operations in the future would materially adversely affect
our ability to meet our debt service obligations.

Among other things. our substantial indebtedness and debt service obligations:

+  limit the availability of our cash flow to fund working capital. capital expenditures. acquisitions,
investments and other geperal corporate purposes.

«  limit our flexibility in planning for. or reacting to. changes in our business and the industry in which we
operate:

«  limit our ability to obtain additional financing for working capital. capital expenditures. strategic
acquisitions. investments and other general corporate purposes:

«  limit our ability to refinance our indebtedness on 1erms acceptable to us or at all;
« increase our exposure to fluctuating interest rates:
o restrict our credit with suppliers. limiting our ability 1o purchase inventory: and

«  make us more vulnerable 10 economic downmurns. increased competition and adverse industry
conditions. which places us at a disadvantage compared to our competitors that have less indebtedness.

In 2008 and 2007. we incurred significant Josses. During the same periods. we used $10.9 million and $8.8
million. respectively. in cash 10 repay principal and pay nterest on our outstanding debt. At May 31. 2009. our
aggeregate outstanding indebtedness was approximately $372 million. If we are unable to generate sufficient cash
flows from operations in the future. it may be necessary for us to refinance all or a portion of our indebtedness.
obtain additional financing or take other actions.

As a result of our failure to comply with SEC reporting obligations, we were required to obtain waivers in
connection with the delivery of audited consolidated financial statements and related matters under our debt
agreements. We may need 1o obtain additional waivers in the future. The failure to obtain the necessary
waivers could have a material adverse effect on our business, Iiquidity and financial condition.

Under our debt agreements. our lenders have the right to notfy us if they bebieve we have breached a
representation or covenant and may declare an event of default. If we do not cure the events of default or obtain
necessary waivers within the required time perjods. our Jenders would be permitied 10 accelerate the maturity of
the debt under these agreements. foreclose upon our assets securing the debt and terminate an comunitments 10
Jend. In addition. our ability to incur additional indebtedness would be restricted. Moreover. material defaults
under our debt agreements could trgger cross-default provisions under other debt arrangements.

In 2009, 2008 and 2007. we obtained agreements from our lenders 1o waive breaches under our debt
agreements and establish extended deadlines for the delivery of our audited consolidated financial statements. 1f
we are unable to provide audited consolidated financial staternents on a timely basis in future periods or if we
were 1o breach any other covenants. there can be no assurance that any additiona) waivers will be received on a
timely basis. if ai all. or that any waivers obtained will extend for a sufficient period of time 10 avoid an
acceleration event. an event of default or other restrictions on our business. The failure to obtain the necessary
modifications or wajvers could have a material adverse effect on our business. liquidity and financial condition.

—
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We may need additional funding fo support our operations. Sufficient funding will be subject 10 conditions
and may not be available 10 us, which would adversely affect our business.

We rely heavily on debt financing for our operations. which could become more and more difficult 10 obtain
given the recent uncertainties in the global credit markets. Our debt financing arrangements are for terms that
vary. Our primary revolving line of credit in the United States expires in September 2010 and our primary line of
credit in Europe expires in October 2011. At the expiration of any credit facility. the lender is not obligated to
renegotiate the terms of the Joan and can require full repayment at that time. In the past. we have successfully
extended the term of each of our facilines on or before the time they expired. However. we cannot assure vou
that in the future our lenders will be willing to extend the terms of our existing loans, or extend the terms of those
loans on terms that are acceptable 10 us. If we are unable to secure additional financing at the expiration of any
our debt facilities, our business would be adversely impacted.

If the global credit marker crisis confinues, it may impact our ability to obtain debt financing for our
operations and the unavailability of funding could adversely affect our business.

As aresult of current economic uncertainties. including with respect to global capital and credit markets and
overall economic growth. we may find it more difficult or expensive to secure additional capital or credit to
pursue actions we would consider beneficial to us or our shareholders. such as acquisitions or capital
investments. Our ability to continue operations could also be dependent on our ability 10 obtain alternative debt
and/or equity financing. The inability to obtain such financing would have a maierial adverse effect on our
operations and financial condition.

Our primary revolving credit facilities are subject to borrowing base limitations, which could adversely
affect our liquidity and business.

The maximum amounts we can borrow under our primary revolving credit facilities are subject 1o borrowing
base limitations. which are calculated as a percentage of our eligible inventory and accounts receivable. If our
inventory or accounts receivable are deemed ineligible. because. for example. they are held outside certain
geographical limitations or a receivable is older than 90 days, the amount we can borrow under the revolving
credit facilities could be reduced. This reduction could have a material adverse impact on our liquidity and
business.

A substantial part of our debt was financed by a bond offering we made in 2004. The bond indenture
permits the bondholders to require us to redeem the bonds at face value in March 2011, which, if required,
would materially adversely affect our liquidity and financial condition.

In 2004. we sold bonds 10 the public in the amount of $110 million. The bond indenture permits the
bondholders 1o require us to redeem the bonds at face value in March 2011, March 2014 and March 2019. If the
bondholders require us 1o redeem the bonds in March 2011, we would be required to pay 1o the bondholders $110
million. If we are unable to raise the funds necessary to pay the bondholders. which could be difficult in the
current global credit market, we would be in default of our obligations under the indenture. which could lead 10 2
cross-default of most of our other outstanding debt arrangements requiring all of that debt to be repaid. If we
unable to cure the defaults. our lenders could exercise their contractual remedies. including the foreclosure on our
inventory and accounts receivable.

We are subject to a proposed tax assessment in France that could have a material adverse effect on our
financial condition, results of operations and cash flows.

On June 4. 2008. our export subsidiary in the United Kingdom received notification from the French tax
authorities that they were proposing 1o issue a tax deficiency notice against our export subsidiary for the failure

1o pay value-added tax and corporate income tax in France during the period of January 1. 2002 to December 31.
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2006. in an amount. including interest and penalties. of approximately €27.3 million ($38.2 million at an
exchange rate of $1.40/€1.00 as of December 31. 2008). Subsequently. the French tax authorities issued a tax
assessment against our U.K. export subsidiary. We intend to defend this matter vigorously and avail ourselves of
all available defenses. The matter is in the preliminary stages and. therefore. we are not in a posinon 1o estmaie 2
Joss. if anv, or a range of poiential loss. As no amount of potential Joss is both probable and estimable. no accrual
has been made in the consolidated financial statements as of December 31, 2008 or 2007. However. a negative
outcome of this matier could have a material adverse effect on our consolidated financial position. results of

operations and cash flows.

The goodwill on our balance sheet may not be recoverable and may be impaired in future periods, reducing
the carrying value of goodwill as an asset.

The value of goodwill on our balance sheet is evaluaied. in part. based on the trading price of our common
stock. On December 31. 2008 and 2007. the per-share closing price of our common stock was $0.60 and $6.01.
respectively. During 2008 and 2007. we recorded aggregate goodwill impairment charges of $58.3 million. On
Mav 29, 2009, our stock closed at $1.07 per share, but has waded below $1.00 1n 2009. As a result. goodwill may
be further impaired in 2009. As of December 31. 2008 and 2007. the carrying value of our goodwill was $19.2
million and $26.2 million, respectively.

We rely in large part on credit lines provided by manufacturers o finance our inventory purchases, which
lines are subject to change by the manufacturer with liule or no notice. Without such credit lines our abiliry
10 purchase and hold inventory could be negatively impacted, which could adversely affect our resulis of
operations and business.

To finance our purchases of inventory. we rely in large part on credit lines provided by the product
manufacturers. These manufacturers are under no obligation to provide these credit lines 10 us and have complete
discretion in determining the size of the credit lines. Our manufactarers could determine 1o reduce or eliminate
these credit lines because of their own financial condition. the global credit environment or their perception of
our creditworthiness. In the event one or more credit lines is reduced or eliminated. our ability to purchase and
hold inventory would be negatively impacied. and would likely have an adverse impact on our results of
operations and business.

A portion of our profitability is based on rebates we receive from manufacturers. These rebates may be
reduced by manufacturers or we may not be able to participate in rebate offers made by manufacturers.

Manufacturers have historically offered to their distribution partners. including us. rebates associated with
the sale of their products. Recently. because of global economc issues. manufacturers have begun selectively
reducing the rebates they offer. In addition. some rebates require us to qualify in order 1o receive the rebates by
taking relatively large orders over a short period of time or paying invoices n significantly less time than what 1s
commercially standard under the circumstances. Due to our financial condition. we may be unwilling or unable
to take advantage of these rebate offers from manufacturers. thereby adversely impacting our profitability.

Risks Related to Our Business
We rely on a small number of suppliers for products that represent a significant portion of our inventory
purchases. Any change in our relationships with these suppliers could have an adverse effect on our resulis
of operations.

In 2008. 2007 and 2006. five suppliers accounted for approximately 24%. 26% and 36%. respectively. of
our inventory purchases. These suppliers have a variery of other distributors to choose from. which allows them
1o make substantial demands of us. In addition, each of these suppliers may terminate its relationship with us on
relatively short notice. A change in our relationships with these suppliers could have an adverse effect on cur
financial condition and results of operations.
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Many suppliers have consolidated in recent vears. resulting in fewer suppliers of the products in the markets
we serve. Moreover, suppliers have been consolidating the number of distributors they uulize. Further
consolidation in the industry could adversely affect our relationships with our supplhiers. which could have an
adverse effect on our business.

In addition, certain suppliers in our industry routinely purchase credit insurance from several major carriers
10 manage collection risks. and there can be no assurance that credit insurance will continue to be provided by
those carriers. A reduction in credit insurance available to our suppliers could result in decreased credit ines
from suppliers 10 us and. therefore. impact our ability to maintain sufficient inventory. all of which could have a
material adverse effect on our financial condition and results of operations.

A reduction in the vendor allowances we collect from the manufacturers of the products we sell could
adversely affect our results of operations.

We receive credits from manufacturers of the products we sell for price protection. product rebates.
marketing. promotions and other competitive pricing programs. In some instances, these vendor allowances
represent a significant contribution to our pricing decisions and. therefore. our profitability. If manufacturers
reduce the amount of vendor allowances available to us. decide 10 terminate vendor allowance programs. or if we
are unable to collect allowances that have been made available to us. it could have a material adverse effect on
our results of operations.

We operate in an industry with significant pricing and margin pressure.

Our industry experiences intense competition in pricing. There are several distributors in each of the
markets in which we operate that distribute products that are identical or similar 10 the products we disuibute. As
a result. we face pricing and margin pressure on a continual basis. Additionally. the mix of products we sell also
affects overall margins. If we increase sales from products that are more widely distributed, we may reduce our
overall gross profit margin. as those products typically have lower margins. Freight costs and foreign currency
exchange exposure can also have an adverse effect on margins.

Our international operations trade in local currencies that subject us to risks related 1o the fluctuation of
foreign currencies against the U.S. dollar.

Our international revenues represented 37%. 58% and 60% of our revenues in 2008, 2007 and 2006.
respectively. We believe that international sales will represent a large percentage of our net sales for the
foreseeable future. Because our international operations trade in the currencies of the jurisdictions in which they
operate. we are subject to fluctuations in foreign currency exchange rates and face exposure 10 adverse changes
in these rates. These exposures may be different over ime as business practices change. For each of our foreign
subsidiaries. the Jocal currency is its functional currency. To the extent our revenues and expenses are
denominated in currencies other than U.S. dollars, gains and lesses on the conversion to U.S. dollars may
contribute to fluctuations in our operating results. We have in the past entered. and expect in the future to enter
into. hedging arrangements and Jocal currency borrowing facilities to reduce this exposure, but these
arrangements will not eliminate the significant effects these currency fluctuations may have on our results of
operations. An increase in the value of the dollar could increase the real cost of our products to our cusiomers in
those markets outside the United States where we sell in dollars. and a weakened dollar could increase the cost of
local operating expenses and procurement of product to the extent that we must purchase product in foreign
currencies.

The products we sell may not satisfy shifting customer demand or compete successfully with our
competitors’ products.

Our business is based on the demand for the products we sell. which are primarily used in the manufacture
or configuration of electronic products. These end products tvpically have short life cycles and expenence
intense price competition. Our success depends upon our ability to identify new product lines that will achieve
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market acceptance and 10 establish relationships with suppliers that will develop these products on a timely basis
in response to the rapid technological changes 1n our industry. If we misinterpret consumer preferences or fail 10
respond to changes in the marketplace, consumer demand for the products we sell could decrease. Furthermore.
our suppliers must commit significant resources each time they develop a product. If they do not invest in the
development of new products. then the range of products we offer may be reduced and the demand for the
products we offer may decrease. If any of these events occur, our sales could decline.

A substantial portion of our sales consist of disk drives, which subjects us to the significant fluctuations in
the overall disk drive market.

In 2008, 2007. and 2006, 26%. 31% and 31%, respectively. of our worldwide sales consisted of disk drives.
and 37%. 41% and 42%. respectively. of our U.S. Distribution sales. In 2008. the disk drive market was impacted
by the global economic crisis in terms of decreased volume and average selling prices, resulting in a year-over-
year decrease in our disk drive revenue of 25% both worldwide and in the U.S. Distribution segment. The overall
disk drive market is subject to significant fluctuations over time and. because a significant portion of our sales
consist of disk drives. our revenue and our profitability are subject to those same si gnificant fluctuations.

Our reliance on legacy information systems that are supported by a few individuals, as well as a lack of a
fully integrated information system could materially adversely affect our business.

Some of our information systems consist of Jegacy applications that are supported by small internal and
external IT teams. As a result. the expertise to maintain and upgrade these sysiems resides in a few individuals.
which, given the Jegacy nature of the information sysiems. could make replacement of these individuals very
difficult. These legacy IT systems may also not be compatible with commercially available software. In addition.
our information systems are NOt COnsisient across our Operations. making consolidation of financial information
increasingly difficult. A Joss of our internal or external IT teams or the ability 1o consolidate financial and other
information across our operations could have a material adverse effect on our business and results of operatons.

The value of our inventory may decline, which could have an adverse effect on our financial condition and
results of operations.

Our business model requires that we purchase and maintain adequate Jevels of inventory in order 10 meet
customer needs on a timely basis. The markets we serve are subject to rapid technological change. new and
enhanced products and evolving industry standards. These changes. along with changes in customer demand.
may cause our inventory on hand 1o substantally decline in value. A majority of our suppliers provide protection
from a loss in inventory values through price protection or the opuon 10 rewrn products. in some CIrCUMSstances.
However. our suppliers may become unable or unwilling 10 fulfill these obligations.

Supply shortages could adversely affect our operating results and cash flows.

We are dependent on our suppliers for the products we sell. Historically. our industry has experienced
periods of product shortages due to suppliers’ inability to accurately project demand. When these shortages
occur, we typically receive an allocation of the available product from our suppliers. We cannot assure you that
our suppliers will be able to maintain an adequate supply of products to fulfill all of our customers’ orders on a
timely basis. If we are unable 10 enter into and maintain satisfactory distribution arrangements. it may delay the
availability and shipment of products 10 our cusiomers. This may lead 1o our customers purchasing products from
our competitors. which could adversely affect our business.

If we do not control our operating expenses, we may not be able to successfully implement our strategy.
The successful implementation of our strategy depends. to a substanual degree. upon our ability 10 increase

sales while. at the same time. reducing or controlling operating expenses. We have implemented initiauves
intended to increase productivity and reduce costs. These initiatives include significant personnel reductions.
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reduction or elimination of non-personnel expenses. streamlining operations and consolidating business lines. We
cannot assure you that our efforts will produce the expected cost savings and other benefits. Moreover. our cost
reduction efforts may adversely affect our financial and operational controls and our ability to distribute products
in volumes required to meet customer demand. These efforts may also result in disruptions that could adversely
affect our ability 1o service customers.

Our ability to operate effectively could be impaired if we fail to attract and retain key personnel and
qualified managers.

Our success largely depends on our ability to recruit and retain qualified managers and kex personnel. If one
or more of our key personnel. particularly W. Donald Bell. our Chief Executive Officer and President. resigns or
otherwise terminates his or her employment with us. we could experience a Joss of sales and supplier
relationships and diversion of management resources. Competition for skilled emplovees in the technology
industry is intense, especially in the San Francisco Bay Area. where many of our key emplovees are Jocated.
There can be no assurance that we will be able 10 recruit and retain such personnel.

In order to attract and retain personnel in a competitive marketplace. we have historically provided
competitive compensation packages. including equity-based compensation. The decline in our stock price. or the
expectation that our stock price may not increase over time. may adversely affect our ability to attract or retain
key emplovees. In addition. our stock option plan expired in May 2008. As a result. we are currently unable to
grant additional stock options or other equity awards to help attract and retain officers and other kev emplovees.
We have scheduled our next annual meeting of shareholders to be held on August 19. 2009. and intend to ask our
shareholders 10 adopt a new equity incentive plan at that time. We can provide no assurance that our shareholders
will vote to adopt a new equity incentive plan. Without an active eqnity incentve plan. our ability to attract and
retain personnel will be impacted negatively. Further. the compensation expense that must be recognized in
connection with the grant of stock options and other equity awards may limit the attractiveness of using equity-
based compensation as a primary incentive and reiention tool in the future. If we are unable to retain our existing
key personnel or hire and integrate new management or emplovees. our business. financial condition and results
of operations could be adverselv affected.

Our international operations subject us to additional risks that may adversely affect our results of
operations.

As described above. sales from our international operations in recent vears have represented a significant
percentage of our net sales. and we believe that international sales will continue to represent a significant portion
of our business. Our international operations are subject 1o a number of risks. including:

* accounts receivable collection risks. longer payment cvcles and unpredictable sales cvcles:
* costs and difficulty in staffing and managing foreign operations:
* import and export license requirements. tariffs. taxes and other wrade barriers:

¢ potentially adverse tax consequences. including restrictions on repatriating eamings and the potential
for “double taxation™:

« the burden of complying with a wide variety of foreign laws, treaties and technical standards. and
changes in those regulations; and

* local political and economic instability.

Our inability to adequately assess and monitor credif risks of our customers could have a material adverse
effect on our financial condition, results of operations and liquidity.

We are subject 1o the credit risk of our customers. We use various methods to screen potential customers
and establish appropriate credit limits: however. these methods cannot eliminate all potential bad credit risks and
may not prevent us from approving applications that are frandulently completed. Moreover. businesses that are
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good credit risks at the time of application may become bad credit risks over time and we may fail 10 detect this
change. In times of economic recession. the number of our customers who default on payments owed t0 us tends
10 increase. If we fail to adequately assess and monitor our credit risks. we could experience longer payment
cvcles. increased collection costs and higher bad debt expense.

Most of our sales are on an open credit basis. with typical payment terms of 30 days in the United States
and. because of local customs or conditions. Jonger periods in some markets outside the United States. We
monitor individual customer payment capability in granting such open credit arrangements. seek 1o limit such
open credit 10 amounts we believe the customers can pay. and maintain reserves we believe are adequate 1o cover
exposure for doubtful accounts.

Our exposure 1o credit risks may increase if our customers are adversely affected by the current global
economic downturn. or if there is a continuation or worsening of the downturn. Although we have programs in
place that are designed 10 monitor and mitigate the associated risk. including monitoring of particular risks in
certain geographic areas. there can be no assurance that such programs will be effective in reducing our credit
risks.

In the past. there have been bankruptcies among customers. causing us to incur economic or financial losses.
There can be no assurance that additional Josses will not be incurred. Future Josses. if incurred. could harm our
business and have a material adverse effect on our operating results and financial condition. Additonally. to the
degree that the ongoing turmoil in the credit markets makes it more difficult for some customers to obtain
financing. those customers’ ability to pay conld be adversely impacted, which. in turn. couid have a maienial
adverse impact on our business. operating results and financial condition.

In addition. our ability to borrow under our primary revolving credit facility and 1o incur addinonal
indebtedness is subject to limits based on a percentage of our outstanding accounts receivable. A decrease in
accounts receivable resulting from an increase in bad debt expense could adversely affect our liquidity.

If we are unable to effectively compete in our industry, our operating results may suffer.

The markets in which we compete are highly competitive. As a result. we face 2 variety of significant
challenges. including rapid technological advances. price erosion. changing customer preferences and evolving
industry standards. Our competitors continue 1o offer products with improved price and performance
characteristics. and we will have to do the same in order to remain competitive. Increased competition could

esult in significant price competition. reduced revenues. Jower profit margins or loss of market share. any of
which would have a material adverse effect on our business. We cannot be certain that we will be able t0
compete successfully in the future.

We compete for customer relationships with numerous local. regional. national and international
distributors. We also compete for customer relationships with suppliers. inciuding some of our own suppliers and
customners. We helieve our most significant competition for cusiomers seeking both products and services arises
from Arrow. Avnet and Magirus. We believe our most si enificant competition for customers seeking onh
products arises from Ingram Micro. Tech Data. SYNNEX. Actebis and Intcomex. We also compete with
regionalized distributors in North America. Europe and Latin America who use their Jocalized knowledge and
expertise as a competitive advantage. Some of our competitors have superior brand recognition and greater
financial resources than we do. which may enable them 10 increase their market share at our expense. If we are
unable 10 successfully compete. our operating results may suffer.

We also compete with other distributors for relationships with suppliers. In recent years. a growing number
of suppliers have begun consolidating the number of distributors thev use. This consolidation could result in
fewer major distributors in our industry. As a result of this consolidation. we may Jose relationships with certain
existing suppliers. In addition. suppliers have established. and mav continue 1o establish. cooperative
relationships with other suppliers and data storage solution providers. These cooperative relationships may
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enable suppliers to offer comprehensive solutions that compete with those we offer and the suppliers may have
greater resources to devote 1o sales and marketing efforts. If we are unable to maintain our relationships with
existing suppliers and not establish new relationships. it could harm our competitive position and adversely affect
our operating results.

Our lack of long-term agreements with our customers could have a maierial adverse effect on our business.

Most of our sales are made on an order-by-order basis. rather than under Jong-term sales agreements. We
make commitments 10 our suppliers based on our forecasts of future demand. A vanety of conditions. both those
specific 10 our customers and those generally affecting the economy in the markets in which we operate, may
cause our customers to cancel. reduce or delay purchase orders that were previously made or anticipated.
Generally, customers can cancel. reduce or delay purchase orders and commitments without penality. We seek 10
mitigate these risks. in some cases. by entering into sales agreements that prohibit order cancellations and
product returns. However. we cannot assure you that these agreements will adequately protect us or that the
customer will honor the agreement. A significant number of cancellations. reductions or delays in orders by
customers could materially adversely affect our business.

Failure to identify acquisition opportunities or to successfully integrate acquired businesses into our
operations could reduce our revenues and profits and limit our growth.

Historicallv. a substanual part of our growth has been achieved through the acquisition of complementary
businesses. An important component of our strategy is to continue to pursue selective acquisitions 1o develop and
expand our business. The issues relating to the restatement of our consolidated financial statements. the inability
to timely file periodic reports with the SEC and the delisting of our common stock have adversely affected our
ability 10 pursue acquisition opportunities. in part. because of our inability to issue additional registered shares.
Our identification of suitable acquisition candidates involves risks inherent in assessing the value. strengths.
weaknesses. overall risks and profitability of acquisition candidates. We may be unable to identify suitable
acquisigon candidates in the future. If we do not make suitable acquisitions. we may find it more difficult 10
realize our growth objectives.

The process of integraung new businesses into our operations poses numerous risks. including:

* an inability 10 integrate acquired operations. accounting systems and processes. information svstems
and internal control sysiems:

* exposure 10 unanticipated contingent liabilinies of acquired companies:

» use of substantial portions of our available cash to consummate an acquisition and/or 1o operate the
acquired business:

+ diversion of management's attention:
+ difficuluies and uncertainties in transitioning the business relationships from the acquired entity 1o us:
+ the loss of key supplier relationships upon a change of ownership of the acquired business; and

+ the Joss of key employees of acquired companies. which could lead 10 a Joss of customers or supplier
relationships.

In addinon. future acquisitions may be dilutive to our shareholders. cause us to incur additional
indebtedness and large one-time expenses or create intangible assets that could result in significant amortization
expense. If we expend significant amounts of cash or incur addiuonal debt. our iquidity may decline and we mayx
be more vulnerable 10 economic downturns and compettive pressures. We cannot assure vou that we will be able
to successfully complete any future acquisitons. that we will be able to finance acquisitions or that we will
realize any anticipated benefits from any acquisitons that we do complete.
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Our geographic coverage on the European continent is not as exiensive as some of our competitors, which
may lead manufacturers o select our competitors over us as their distributor.

Our geographic coverage on the European continent is not as extensive as some of our compettors.
Manufacturers use a variety of criteria to select their distributors. whether for new products or in the event of
distributor consolidation. Our smaller geographic coverage as compared 1o some of our competitors may cause
manufacturers 1o select our competitors as their distributors rather than us. which could have an adverse 1mpact
On our operanons.

If we cannot effectively manage our growth, our business may suffer.

Although our overall sales decreased from 2007 10 2008, we have historically experienced significant
revenue growth each year. We intend 10 continue 1o pursue the growth of our business by increasing our sales
efforts and completing selective acquisitions. Such growth places a significant strain on our managerial.
financial. operational. technical. sales. marketing and administrative resources. To effectively manage our
erowth, we must, among other factors:

+  engage. train and manage a larger sales and marketing force and additional service personnel:
+ expand the geographic coverage of our sales force;

» expand our information systems;

« identify and successfully integrate acquired businesses into our operations:

«+  successfully develop and deploy compettive e-commerce and web-based technologies. and

« enforce appropriate financial and administrative control procedures.
Any failure 1o effectively manage our growth may adversely affect our business.

The current economic downturn has adversely affected customer spending patterns, which has affected our
business and results of operations and may have further adverse effects on our business.

The disruptions in the financial markets and challenging economic conditions have adversely affected the
United States and world economy and. in particular, reduced consumer spending and spending by businesses.
Turmoil in global credit markets and recent turmoi] in the geopolitical environment in many parts of the world
and other disruptions. such as changes in energy costs. are and may continue to put pressure on global £conomic
conditions. Qur operating results in one OF MOTe SEFMENts may also be affected by uncertain or changing
economic conditions particularly germane to that segment OT t0 particular customer markets within that segment.
1f our customers delay or cance] spending on their IT infrastructure. that decision could result in reductions in
sales of our products, Jonger sales cycles and increased price competition. There can be no assurances that
covernment responses 10 the disruptions in the financial markets will restore spending 10 previous Jevels. If
global economic and market conditions. or economic conditions in the United States or other key markets.
remain uncertain or persist. spread. or deterioraie further. we mayv experience material impacts on our business.
operating results and financial condition.

Our geographic reach requires that we have a significant amount of intercompany sales across
international borders, which subject us to the risk that the transfer pricing between our subsidiaries will be
subject to review by the local taxing authorities. A finding by the local taxing authorities that our transfer
pricing is inadequate could subject us 10 significant liabiliry.

We sell a significant amount of product to our Jocal subsidiaries at a cost we believe is fair and reasonable
hased on the cost of the product plus a reasonable margin. Because these sales are significant. the sales are
subject 10 review by Jocal taxing authorities who may claim that we wransferred the goods at a cost that 1¢ below
that which is fair or reasonable. If we are subject to review. we may incur significant costs participating in and
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responding to such an investigatuon. In addition. if 1t is determined that we did not adequately set the transfer
prices between our cross-border subsidiaries. we may be subject to tax assessments that could be significant and
adversely impact our results of operations.

Some of our operations are located in areas that are subject to natural disasters that could result in a
business stoppage and adversely affect our results of operations.

Our operations depend on our ability to maintain and protect our facilities. computer systems and personnel.
Our corporate headquarters. including some of our business operations. computer systems and personnel. are
Jocated in the San Francisco Bay Area. which 15 in close proximity to known earthquake faults. In addition. &
substantial portion of our IT infrastructure 1s located in Montgomery. Alabama. which is susceptible to tornados
and hurncanes. Our backup systems only reside Jocally for each IT system. An earthquake or other catastrophe.
communication failure or similar event. which disables our facilities requiring transportation of electronic backup
media to an unaffected Jocanon. or impairs the ransportation of our emplovees and causes a business
interruption. may have an adverse effect on our results of operations.

Our business model requires us to hold inventory in a number of different locations, both internationally
and domestically, and is subject to inventory theft.

We hold inventory of expensive high technology products in reasonable proximity to our customers around
the world. From time to time in the past, we have experienced inventory theft. both in the United Staies and
abroad. While we have safeguards in place 1o protect against theft. thefi continues 1o occur. In addition. we
purchase insurance 1o cover potential theft: however. the insurance policies require payment of high deductibles
and may not cover every situation. If we were to experience a significant Joss of inventory due to theft. it could
have an adverse effect on our results of financial condition.

We operate in a number of jurisdictions and some of our personnel travel extensively, which may subject
our employees to contagious airborne pathogens, including the HINI influenza virus or “swine flu.”

We operate in a number of jurisdictions. including a number of countries in Latin America. Our personnel
also trave] extensively by air and other modes of common commercial transportation. If a significant number of
our personne] were 1o become exposed to one or more contagious pathogens, including the HIN1 influenza virus.
or if one or more of the countries we operate in experiences a significant quarantine. our ability to sell products
10 our customers could be negatively impacted. which could have an adverse impact on our results of operations.

Risks Related to Our Common Stock
The price of our common stock has been and may continue to be volatile in the future, which could cause

the value of an investment in our common stock to decline.

From January 1. 2009 through May 29. 2009. the high and low sales prices of our common stock were $1.21
and 50.36. respectively. The market price of our common stock may continue to fluctuate substantially in the
future in response to a number of factors. including:

+ fluctuations in our quarterly operating results or the operating results of our competitors;
« contnued operating losses or the inability 10 generate positive cash flows:

* changes in general conditions in the economy. the financial markets or our industry:

+ the ability to timely file future consolidated financial statements:

+ the ability to remediate identified material weaknesses:

+ announcements of significant acquisitions. strategic alliances or joint ventures by our customers or our
competitors: and

+ other developments affecting us. our industry. suppliers. customers or compettors.
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The siock market has recently experienced extreme price and volume fluctuations. This volaulity has had a
significant effect on the market prices of sscurites issued by many companies for reasons unrelated 10 their
operating performance. These broad market fluctuations may materially adversely affect the market price of our
common stock, regardless of our operating results. In addition. as a result of its small public float and limited
wrading volume. our common stock may be more susceptible to volatility arising from any of these factors.

Item 1B. Unresolved Staff Commenis

None.

Item 2. Properties

North America. In North America, our corporate headquarters are located in San Jose, California and we
occupy approximately 77.000 square feet of leased office space for that purpose under two operating leases. The
carrent terms of these Jeases expire on December 31, 2009: however, we have the option 10 extend the term of
2ach of these leases 1o December 31, 2011. In addition, for our U.S. Distribution segment in North Amernica we
occupy approximately 14 sales offices that we Jease pursuant 1o leases that expire through 2012, We also occupy
two integration and service centers and three warehouses in San Jose. California. New Castle. Delaware and Elk
Grove Village. Illinois, all of which together comprise approximately 218.000 square feet pursuant 10 leases that
expire through 2011. We also maintain an approximately 27,000 square foot Jeased facility in Montgomery,
Alabama. housing our corporate IT. data center and primary call center. The Jease for this facility will expire 1n
November 2012.

In connection with our acquisition of ProSvs in October 2006. we added approximately 33.000 square feet
of office space and approximate’!\f 60.000 sguare feet of warehouse space located near Atlanta. Georgia. These
Jeases expire in January 2024 and November 2023, respectively. Our ProSys segment is also supported by four
additional office space leases and 2 32.500 square foot facility located in Kentucky which expires 1s 2010,

Our

TotalTec segment is supported by three office space leases in New Jersey, Maryland and Flonda.
comprising 7

5.000 square feet in Jeases that expire through 2009.

Our Canada segment operates in three office and warehouse facilities in Quebec. British Columbia and
Ontario, totaling 21.000 square feet under Jeases expiring through 2014,

The Rorke Data operation, which included in our Other segment. maintains & 46.000 square foot facility in
Eden Prairie. Minnesota under z lease that expires in 2014.

Larin America. Our Latin America group Jeases its headquarters in Doral, Florida. which is comprised of
approximately 120.000 square feet. The lease for this facility expires in 2014 and 1s related to our Miami
segment. Throughout Latin America. we occupy 20 sales offices and distribution facilities iotaling approximately

122,000 square feet. These properties are used by the portion of the Other segment related 10 in-couniry
operations in Brazil. Chile and Mexico.

Europe. Our European group maintains its headguariers. comprised of approximately 38.000 square feet of

eesed office space. in Chessington, England. The lease for this facility expires in 2010. Our European group also
eases approximately 35,000 square feet of unused warehouse space in Chessington pursuant 10 a Jease that
expires in 2010. and 2 distribution center in Birmingham. England. which we currently utilize ai 60% of capacity.
comprised of approximately 126,000 square feet of space under & Jease that expires in 2019. Our va lue-added
storage and solutions business servicing the United Kingdom and Ireland occupies approximately 23.000 square
feet in Haslingden. England. in premises we own. We also maintain approximately 20.000 square feet of

additional office and warehouse spaces under leases that terminate through 2019, We also mainiain a sales office
Jocated in Neubiberg. Germany comprising of a L.pprommatel\ 18.500 square feet under a Jease that will expire in

2012. as well as other sales offices in Germany, 1otaling 6.600 square feet. under Jeases expiring through 2009.
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Our Continental European distribution center was relocated into a larger facility in Poing, Germany in August
2007, comprising approximately 93.000 square feet. The lease for this facility will expire in July 2012. We Jease
approximately 31.000 square feet of office and warehouse space in Almere and Hoogeveen. Netherlands. under
leases expiring through 2014. We also occupy sales offices in Belgium. France. Italy and Spain comprising
approximately 12.000 square feet under leases that expire through 2015. These properties are used by the Europe
segment.

We believe that our existing facilities are adequate for our current operational needs.

Item 3. Legal Proceedings

We are involved in various claims. suits. investigations and legal proceedings that arise from time 10 time in
the ordinary course of our business. As required by Statement of Financial Accounting Standards (“SFAS™)
No. 5 of the Financial Accounting Standards Board (“FASB™. Accounting for Contingencies (“SFAS No. 537).
we accrue a liability when we believe that it is both probable that a liability has been incurred and we can
reasonably estimate the amount of the Joss. The following is a discussion of our significant legal matters.

On June 4. 2008, our export subsidiary in the United Kingdom received notification from the Direcrion
Générale des Finances Publigues that the French tax authorities were proposing 1o issue a tax deficiency notice
against our export subsidiary for the failure 1o pay value-added tax and corporate income tax in France during the
period of January 1. 2002 to December 21. 2006. in an amount. including interest and penalties. of approximately
€27.3 million ($38.2 million at an exchange rate of $1.40/€1.00 as of December 31. 2008). Subsequently. the
French tax authorities issued a tax assessment against our UK. export subsidiary. We are contesting the proposed
assessment and intend to defend this matter vigorously and avail ourselves of all available defenses.

On December 29. 2008. John R. Campbell. who alleges he is one of our shareholders, caused a purported
shareholder’s derivative lawsuit against us to be filed in the Superior Court of California for the County of San
Mateo. as a nominal defendant. and 17 of our current and former officers and directors. seeking to recover
unspecified damages purportedly sustained by us in connection with our historical stock option granting
practices. Subject to certain limitations. we are obligated 1o indemnify our current and former officers and
directors in connection with the investigation of our historical stock option practices and such lawsuits. Although
the matter 1s in its preliminary stages and we have procured insurance coverage for these tvpes of claims. the
expense for us to defend this lawsuit may be significant.

In February 2008. independent counsel to the Board. accompanied by our counsel, self-reported to the SEC
as to the findings of the independent investigations conducted by special committees of the Board. The SEC
commenced a non-public fact-finding inquiry into our histonical accounting practices. For a summary of the
imvestigations and our internal reviews, see Part I — Item 7 — Managemeni’s Discussion and Analvsis of
Financial Condition and Resulis of Operations —Restatemeni and Related Investigations in this Annual Report
on Form ]10-K. For a description of the material weaknesses in internal contro] over financial reporting identified
by management as a result of the investigations and our iniernal reviews. as well as those identified through
December 31. 2008. and management's plan to remediate those material weaknesses. see Part IT — Itermn 9A —
Conirols and Procedures. The inquiry being conducted by the SEC is ongoing and we continue to cooperate with
the SEC.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted 10 a vote of security holders in 2008 or 2007.



PARTII

ltem 5. Market for Regisirant’s Common Equity, Related Stockholder Matters and Fssuer Purchases of
Equity Securities

Pror 1o March 19. 2008. our common stock traded on the NASDAQ Global Market under the symbol
“BELM.” Effective March 19. 2008, our common stock was suspended from trading on the NASDAQ Global
Market and currently irades on the Pink OTC Market, or Pink Sheets. under the symbol “BELM.PK.” For
additional information related to the delisting of our common stock. see Item 7 — Managemerni's Discussion and
Analvsis of Financial Condirion and Resulis of Operations — NASDAQ. ’

The following table sets forth the high and Jow sale prices of our common stock as reported by the
NASDAQ Global Market prior 1o March 19, 2008 for each of the periods indicated. and the high and Jow bid
quotations for our common stock s reported by Pink Sheets on and after March 19. 2008 for each of the periods
indicated. The over-the-counter quotations reflect inter-dealer prices. without retail mark-up. mark-down or
commission and may not necessarily represent ransactions.
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The graph beloew matches the cumulative five-year total return to holders of Bell Microproducrs Inc. s
common stock with the cumulative 1o1al returns of the S&P 500 index and the NYSE Arca Tech 100 index. The
graph assumes that the value of the investment in our common stock and in each of the indexes (including
reinvestment of dividends) was $100 on December 31. 2003 and tracks it through December 31, 2008.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Bell Microproducts Inc., The S&P 500 Index
And The NYSE Arca Tech 100 Index
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The stock price performance included in this graph is not necessarily indicative of future stock price

performance. |
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shares held 1n street name).

of May 31. 2009. there were approximately 313 holders of record of our common stock (not including

To date, we have paid no cash dividends 10 our shareholders. We have no plans to pay cash dividends in the

furare. Our line of credit agreements prohibit the pavment of dividends or other disiribunons on

except dividends payable in our capital stock.

We did pot sell any unregistered shares of our

common stock during 2008.

any of our shares

We did not repurchase any shares of our outstanding common stock during the vears ended Decemnber 31.
2008 and 2007. except in the third and fourth quarters of 2008. as set forth in the table below.

Issuer Purchases of Equity Securities

Period

July 1. 2008 — July 31, 2008

August 1. 2008 — August 31. 2008
September 1. 2008 — September 30. 2008
October 1. 2008 — October 31. 2008
November 1. 2008 - November 30. 2008
December 1. 2008 — December 31. 2008

Maximum
Number (or
Approximate
Doliar
Value)
Total of Shares
Number of That
Shares Purchased May Yet Be
as Part of Purchased
Total Publicly Under Plans
Number of Average Price Paid Arpounced Plans or
Shares Purchased Per Share or Programs Programs
— G — — -
405.736(1) 4.93 — —
304.300(1) 493 - —
710.03 §4.93 — $—

On August 26. 2008. the Company and the former stockholders of ProSys (the “Holders™) entered into the

Second Amendment o the Registration Rights Agreement which required the Company 10 purchase
710.036 shares of Company common siock (403,736 in September 2008 and 304.300 in December 2008)
used as consideration in the acquisition of ProSys at the value agreed-upon at the time of the acquisivon.

Item 6. Selected Financial Data

The following selected consolidated financizl data as of December 31. 2008 and 2007 and for the years
ended December 31. 2008, 2007 and 2006 are derived from our audited consolidated financial statements
included elsewhere in this Annual Report on Form 10-K. The selected consolidaied financial data as of
December 21. 2006 and 2003 and for the vears ended December 31, 2005 and 2004 are derived from our audited
consolidated financial statements not contained herein. The selected consolidated financial data as of
December 31. 2004 is derived from our unaudited consclidated financial statemenis not contained herein. The
historical results do not necessarily indicate results to be expected for any future period.



Five-Year Selected Financial Highlights:

Years Ended Decemnber 31.
2008(1)2)(3)  2007(112)(3)  2006(1)(2)(3) 2005(2)(3) 2004(3)
(in thousands. except per share data)

Consolidated Statements of Operations

Data:
Netsales ........... ... i, $3.579.499 §3.949.905 §3.372.876 §$3.139.250 §2.796.447
Costofsales ......................... 3244053 3.609.362  3.098,135 2923476 2582915
Grossprofit . ... ... .. ... .. L. 335.446 340.543 274.741 215.774 213.532
Selling. general and administrative

EXPENSE .. ce 307.046 203.780 238.166 198.023 189.506
Investigation and restaternent-related

COSTS © vttt e e 52,133 26.328 1.649 — —
Impairment of goodwill and other

intangibles . ... 5.864 52.445 3.477 7.296 —
Restructuring and impairment costs . ... ... 4.289 1.404 — 1.275 —
Total operating eXpenses .. .............. 369.332 373.957 243292 206.594 189.506
Operating income (Joss) ................ (33.886) (33.414) 31.449 9.180 24.026
Interest expense. net ................... 29.898 34.163 20.456 22.190 17.144
Other expense (income). net ............. 10,509 (2.426) (2.848) 1.373 (251)
Income (loss) before income taxes ........ (74,293) (65,1531 4.84] (14.383) 7.133
Provision for income taxes .. ............ 527 6.961 27.948 1.265 4.298
Netincome (loss) ......... ... ... ..... $ (748200 § (72.112) § (23.107) § (13.648) § 2.835
Net income (loss) per share:
Basic ... . $ (2.3 % (2.24) § (0.75) % (0.53) % 0.10
Diluted .. ... .. $ (2.32) § (2.24) § (0.75) $ (0.53) § 0.10
Shares used in per share calculation:
Basic ... $ 32299 § 32248 § 30.772 & 29299 § 27678
Diluted . ... ...... ... ... . $ 32299 § 32248 § 30.772 § 26299 § 28.522

{11 Includes the results of operations of ProSys Information Systems since the acquisition of substantally all of
its assets on October 2, 2006. See Note 3 — Goodwill and Other Intangible Assers and Note 4 —
Acquisirions in our notes to the consolidated financial statements included in this Annual Report on Form
10-K for additional information. :

(2) Includes the results of operations of MCE Group since its acquisiton on December 1. 2005 and Net Storage
since its acquisition on July 8. 2005. See Note 4 — Acguisitions in our notes to the consobidated financial
statements included in this Annual Report on Form 10-K for additional information.

(3) Includes the results of operations of OpenPSL Holdings Limited since its acquisition on June 22. 2004.

As of December 31,

2008 2007 2006 2005 2004
(In thousands)

Consolidated Balance Sheet Data

Working capital . ... ... ... o $117.681 § 196,856 § 220.701 $216.941 $214.503
Goodwill . ... 19.211 26.214 69.161 51.931 53.254
Totalassets . ... . 774.888 1.101.826 1.044.815 890.753 807.950
Long-termdebt ... ...... .. ... ... 183.547 160.053 169.660  146.699  159.131
Shareholders’ equity (deficit) . ................ (15.504) 96.436 162,110 155327 172.048

30



Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

SPECIAL NOTE: This section, Managemen:'s Discussion and Analysis of Financial Condition and Results
of Operations. comains forward-looking staiements that are based on our current expeciaiions. Actual results in
furure periods may differ maieriallv from those expressed or implied by those forward-looking siatements
because of a number of risks and unceriainties. For a discussion of risk faciors affecting our business and
prospects, see Par1 1 — ltem 1A — Risk Faciors.

Credit Agreement Covenants and Consolidated Financial Staternent Presentation

Our audited consolidated financial statements included in this Annual Report on Form 10-K have been
prepared on a going concern basis, which assumes continuity of operations and realization of assets and
satisfaction of Habilities in the ordinary course of business. Our ability 1o continue as a going concern is
dependent upon. among other factors, continuing to generate positive cash flows from operations. maintaining
compliance with the provisions of our existing credit agreements and, when necessary. our ability 10 renew such
agreements and/or obtain alternative or additional financing. We have not generated consistent positive cash
flows from operations in recent years. Accordingly, our compliance with the provisjons of our existing credit
agreements and our ability to obtain alternative or additional financing when needed are an important part of our
ability to continue as a going concern.

In February 2009. we determined that. for the quarter ended December 31. 2008. we would not be in
compliance with the fixed-charge coverage ratio covenant under the terms of the loan and security agreement that
we entered into on May 14. 2001 with Congress Financial Corporation (Western). which is now known as
Wachovia Capital Finance Corporation (Western). as agent for lenders under a revolving line of credit (the
“Western Facility™). The Jenders under the Western Facility agreed to waive this requirement by modifying the
terms of the agreement to remove this obligation for the fourth quarter of 2008 and modify the requirement in
subsequent quarters. In February 2009. we also determined that we would not be in compliance with a
consolidated net worth covenant under the terms of our agreements with certain funds generally referred 1o as
The Retirement Svstems of Alabama (the “RSA™). The RSA agreed to waive this requirement. amend these
agreements to delete the consolidated net worth covenant and replace them with the same minimum fixed-charge
coverage ratio requirement of the current Western Facility. In addition, we determined in February 2009 that our
ProSvs subsidiary had failed to meet its financial covenants under its facility with GE Commercial Distuibution
Finance (“CDF") for the 12 months ended June 30. 2007. In February 2009, we received a waiver of any default
occurring under the CDF facility prior to January 1. 2008 and we entered into an amendment of the agreement
with CDF in March 2009.

Our credit agreements currently include a number of financial covenants:

«  Our agreement with Wachovia Capital Finance Corporation (Western} and the other lenders named
therein and the credit agreements related to our 9% Senior Subordinated Notes payable to the RSA.
principally financing our U.S. operations. both require that we satisfy a minimum fixed-charge
coverage ratio that requires us 1o have earnings before interest. income taxes. depreciaion.
amortization and restructuring charges (“EBITDA”) greater than or equal to a specific percentage of
the payments we make for income taxes, interest. capital expenditures and principal pavments. We
must satisfy the fixed-charge coverage ratio for the three-month periods ending March 31.

2009. June 30. 2009 and September 30. 2009 based upon a ratio of 35%. 75% and 110%. respectively.
The measurement period extends to two quarters ending December 31. 2009. three quarters ending
March 31. 2010. and the 12-month period ending on the last day of each subsequent fiscal quarter, each
based upon a ratio of 110%.

«  Our agreement with Bank of America. National Association and the other Jenders named therein.
principally financing our European operations. requires that we maintain a minimum aggregate
quarterly tangible net worth of £26.9 million ($39.3 million using the exchange rate on December 31.
2008 of $1.46/£1.00) for certain of our European subsidiaries.
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»  Our CDF facility requires our ProSys subsidiary to maintain a tangible net worth and subordinated debt
in the combined amount of not Jess than $9 million. a ratio of funded debt to earnings before imerest.
taxes, depreciation and amortization for the 12-month penod ending on the last day of each fiscal
quarter of not more than four-to-one (4:1). and a fixed-charge coverage ratio for the 12-month period
ending on the last day of such fiscal quarter of not less than one-and-one-half-to-one (3.5:1).

Further, our credit agreements contain certain non-financial covenants. such as restrictions on the incurrence
of debt and liens. and restrictions on mergers. acquisitions. asset dispositions. capital contributions. payment of
dividends. repurchases of stock and investments, as well as a requirement that we provide audited consolidated
financial statements to lenders within a prescribed time period after the close of our fiscal year.

Although we have not completed our consolidated financial statements for penods subsequent to
December 31. 2008. we believe that we have complied with al] financial and non-financial covenants in our debt
agreements, as amended. for the three months ended March 31. 2009. and we believe we are in compliance for
the period ended June 30, 2009 and presently believe we will be able to maintain compliance for the foreseeable
future. However, if we fail in the future to satisfy anv of the covenants in our credit agreements and are unable to
obtain waivers or amendments, the lenders could declare a default under our credit agreements. Any default
under our credit agreements will allow the lenders under these agreements the option to demand repayment of the
indebtedness outstanding under the applicable credit agreements, and would allow certain other Jenders 1o
exercise their rights and remedies under cross-default provisions. If these lenders were 10 exercise their rights 10
accelerate the indebtedness outstanding, there can be no assurance that we would be able 1o refinance or
otherwise repay any amounts that may become accelerated under the agreements. The acceleration of a
significant portion of our indebtedness would have a material adverse effect on our business, liquidity and
financial condition. Given our existing financial condition and current conditions in the global credit markets.
should these events occur. there would likely be uncertainties regarding our ability to continue as a going
concern. See Liguidiry and Capital Resources. below. for additional information.

Restatement and Related Investigations

On November 9, 2006, we announced that we had determined that we would be required 1o restate our
consolidated financial statements for the first. second. third and fourth quarters of 2005. the first and second
quarters of 2006 and the annual periods ended December 31. 2005 and 2004. and that those consolidated
financial statements should no longer be relied upon. In addition. we announced that we had identified a matenai
weakness in our internal control over financial reporting. Those conclusions reflected errors that had been
identified regarding: (1) the accounting wreatment of earnout payvments to certain former shareholders of
OpenPSL. which we acquired in June 2004. (2) errors in accounting for the foreign currency translaton of a
portion of the goodwill resulung from certain foreign acquisitions. and (3) errors in the accounting for certain
accrued employment benefits relating to tax liabilities of our Brazilian subsidiary. Additionally. after that time.
various accounting adjustments were identified.

While we were analyzing these accounting errors. we announced on January 12. 2007. that a Special
Committee of the Board of Directors had been appointed to conduct an investigation of our stock-based
compensation practices with the assistance of independent counsel and independent forensic accounting
consultants. On Mayv 22. 2007. we announced that the Special Committee had completed its investigation and
analysis and concluded thart available evidence did not adequaielv support our use of some stock option grant
dates and that non-cash compensation expense adjustments and related cash and non-cash tax adjustments would
be required.

During the course of the stock-based compensation investigation. documents were identified that raised
guestions about our historical accounting for certain reserves, accruals and other accounting estimates. In August
2007, our Board of Directors appointed a second Special Committee to review the reserve and accrual issues.
This second Special Commitiee retained independent counsel and independent forensic accounting consuliants to

2
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assist with the investigation. On May 12. 2008. we announced that the second Special Committee had concluded
its investication. and had determined that accounting errors and irregularities had oceurred in connection with our
historical accounting for certain reserves. accruals and other accounting estimates.

During the course of our restatement work. an issue was identfied relating to the accounting for certain
vendor allowances in connection with sales transactions that contemplated the repurchase of products at the time
of sale by us. The Audit Committee oversaw an investigation of the vendor allowance issue by our Director of
Internal Audit. assisted by an independent forensic accounting consultant. That investigation concluded that the
purpase of the underlying transactions was 10 obtain vendor allowances and, due to the absence of docurentation
evidencing vendors’ approval. that the allowances were incorrectly recorded in our historical consolidated
financial statements.

All of the investigations were completed and the results reported to the Board. For a more detailed
description of the restatement and related investigations. see our Annual Report on Form 10-K for the year ended
December 31. 2006.

Critical Accounting Policies and Estimates

Management is required to make judgments. assumptions and estimates that affect the amounts reported
when we prepare consolidated financial statements and related disclosures in conformity with generally accepted
accounting principles in the United States. Note 2 — Summarv of Significant Accounting Policies in our notes 10
the consolidated financial statements included in this Annual Report on Form 10-K describes the significant
accounting policies and methods used in the preparation of our consolidated financial statements. The following
critical accounting policies require significant judgments regarding assumptions and estimates used in the
preparation of our consolidated financial statements. Acrual results could differ from these estimates.

Revenue Recognition

Generally. we recognize product revenue when the following conditions are met: (i) we have received a firm
customer order. (ii} the goods have been shipped and title and risk of loss have passed to the buyer. (ii1) the price
to the buver is fixed or determinable and (iv) collecubility 15 reasonably assured. Revenue is recorded net of
estimated discounts. rebates and estimated retwms. We recognize service revenue as the services are performed.
and the related costs are expensed as incurred. If installation is essential 10 the functionality of the product. then
product and service revenue is deferred until the service is completed.

Certain customer arrangements require evaluation of the criteria outlined in Issue No. 99-10 of the
Emerging Issues Task Force (“EITF ). Reporting Revenue Gross as a Principal Versus Net as an Agent (“EITF
99-19™). in determining whether it is appropriate 1o record the gross amount of sales and related costs or the net
amount earned as agent fees. Generally. when we are primarily obligated in 2 transaction, revenue is recorded on
a gross basis. Other factors that we consider in determining whether 10 recognize revenue on a gross Versus net
basis include our assumption of general and physical inventory risk. our latitude in establishing prices. our
discretion in selecting suppliers. our determination of product or service specifications. our involvement in the
provision of services and our assumption of credit risk. When we conclude that we are not primarily obligated.
we record the net amount earned as agent fees within et sales.

We enter into multiple-element revenue arrangements. as defined in EITF 00-21. Revenue Arrangements
with Multiple Deliverables. which may include any combination of services. extended warranty and hardware. A
multiple-element arTangement is separated into more than one unit of accounting if al} of the following criteria
are met:

«  The delivered item(s) has value to the customer on a stand-alone basis:
+  There is objective and reliable evidence of the fair value of the undelivered item(s): and

« If the arrangement includes a genera] right of return relative to the delivered item(s). delivery or
performance of the undelivered item(s) Is considered probable and substantially in our control.
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If these criteria are met for each element and there is objective and reliable evidence of fair value for all
units of accounting In an arrangement. the arrangement consideration is allocated 1o the separate units of
accounting based on each unit's relative fair value. If these criteria are not met. product and service revenue is
deferred and recognized upon delivery of the undelivered items.

Shipping and handling costs charged to customers are included in net sales and the associaied expense 1s
recorded in cost of sales for all periods. which may not be comparable to other companies™ presentanons.

Accounts Receivable and Allowance for Doubtful Accounts

Trade accounts receivable are recorded at the invoiced amount and do not bear interest. We evaluate the
collectibilitv of our accounts receivable based on a combination of factors. Collection risks are mitigated by
(1) sales to well-established companies. (ii) ongoing credit evaluation of our customers and (1ii) frequent contact
with our customers. especially our most significant customers. which enables us 10 monitor changes in business
operations and to respond accordingly. When we are aware of circumstances that may impair a specific
customer’s ability 10 meet its financial obligations to us. we record a specific allowance against amounts due 10
us and thereby reduce the net receivable to the amount we reasonably believe is likely to be collected. For all
other customers. we recognize allowances for doubtful accounts based on the length of time the receivables are
outstanding. industry and geographic concentrations. the current business environment and our historical
experience. If the financial condition of our customers deteriorates or if economic conditions worsen. additional
allowances may be required. Based on management’s analysis of uncollectible accounts. reserves totaling $22.6
million or 4.9% of the gross accounts receivable balance were established at December 31. 2008. compared with
$13.1 million or 2.4% of the gross accounts receivable balance at December 31. 2007. Historically. our estimates
of the allowance for doubtful accounts have not deviated significantly from actual write-offs. If an additional
0.2% 10 0.3% of our accounts receivable were determined to be uncollectible at December 31. 2008. then our
2008 operating income from continuing operations before income taxes would have decreased by $0.9 miliion
and $2.3 million. respectively.

Customer credits pertaining to price protection programs, rebate programs. promotions and product returns
are recorded to offset customer receivables. When applicable. credits are extinguished when a customer applies
them 1o its related receivable or we are Jegally released from being the primary obligor under the liability.

Inventories

Inventones are stated at the Jower of cost or market. Cost is generally determined by the first-in. first-out
(“FIFO™) method. Market is based on estimated net realizable value. We assess the valuation of our inventory on
a quarterly basis and periodically write down the value for estimated excess and obsolete inventory based on
estimates about future demand. actual usage and current market value. Once inventory is written down. a new
cost basis is established. 1f an additional 0.2% to 0.3% of our inventory were determined to be excess and
obsolete at December 31. 2008, then our 2008 gross profit and operating income from continuing operations
before income taxes would have decreased by $0.5 million and $1.3 mullion. respectively.

Stock-Based Compensation

We apply the provisions of FASB’s Statement of Financial Accounting Standards No. 123R, Share-Based
Pavment ("SFAS 123R™). which requires the measurement and recognition of compensation expense for all
stock-based awards made to employees and directors. including employee stock options and restncted stock units
(*“RSUs™). based on estimated fair values. In March 2005. the SEC issued Staff Accounting Bulletin (“SAB™)
No. 107. Share-Based Pavment (“SAB 1077). as amended by SAB No. 110. Use of a Simplified Merhod in
Developing an Estimate of Expecied Term of “Plain Vanilla™ Share Options ("SAB 110™). providing
supplemental implementation guidance for SFAS 123R. We have applied the provisions of SAB 107 and SAB
110 in our application of SFAS 123R.
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Compensation expense for all vested stock-based awards granted on or prior to Decernber 31, 2005 1s
recognized under the provisions of the Accounting Principles Board (“APB™) No. 25. Accounting for Stock
Issued 1o Emplovees (“APB 257) using the accel erated multiple-option approach. while compensation expense
for al] stock-based awards. except performance-based RSU grants. unvested and granted on Or prior 10
December 31, 2005 or granted subsequent to December 31. 2005. is recognized under SFAS 123R using the
straight-line single option method. As stock-based compensation expense recognized 1n our results of operations
is based on awards ultimately expecied 10 vest, it has been reduced for estimated forfeitures. SFAS 123R requires
forfeitures 10 be estimated at the time of grant and revised. if necessary. in subsequent periods if actual forfeitures

differ from those estimates.

We utilize the Black-Scholes option pricing model for determining the estimated fair value for stock
options. The fair values of RSUs generally equal their intrinsic value on the date of grant. The Black-Scholes
valuation calculation requires us 1o estimate key assumptions such as future stock price volatility. expected
terms. sk-free rates and dividend vield. Expected stock price volatility is based upon the historical volatility of
our stock. Expected term is derjved from an analysis of historical exercises and remaining contractual life of
options. The risk-free raie is based on the U.S. Treasury yield curve in effect at the time of grant. We have never
paid cash dividends and do not currently intend 1o pay cash dividends. thus we have assumed a 0% dividend
vield. We must estimate potential forfeitures of stock grants and adjust compensation cost recorded accordingly.
The estimate of forfeitures will be adjusted over the requisite service period to the extent that actual forfeitures
differ. or are expected to differ. from such esumates. Changes in estimated forfeitures will be recognized through
a cumulative catch-up adjustment in the period of change and will also impact the amount of stock compensation
expense 10 be recognized in future periods. The following table summarizes the variables used in determining
fair value of awards granted during the three years in the period ended December 31, 2008:

2008 2007 2006

VOLATHTY * et 4149% 423% 51.8%
Expected term (In YEArs ) ¥¥ ..o 356 349 339
Risk-free INTErest Tate ¥¥% . L 23% 42% 4.6%

*  Volatility is measured using historical daily price changes of our common stock over the expected term of
the option.

*%  The expected term represents the weighted average period the option is expected 10 be outstanding and is
based on the historical exercise behavior of employees.

#+% The risk-free interest rate is based on the U.S. Treasury zero-coupon vield with a maturity that approximates
the expected term of the option.

Accounting for Income Taxes

The provision for tax liabilities and recognition of tax benefits involves evaluations and judgments of
uncertainties in the interpretation of complex tax regulanons by various taxing authorities. In situations involving
uncertain tax positions related 10 Income 1ax matiers. we do not recognize a benefit unless it 1s more likely than
not that our tax position will be sustained. As additional information becomes available. or these uncertainties are
resolved with the taxing authorities. revisions to these liabilities or benefits may be required. resulting in
additional provision for or benefit from income taxes reflected in our consolidated statement of operations.

In order for us to realize our deferred tax assets, we must be able to generate sufficient taxable income 1n
those jurisdictions where the deferred tax assets are Jocated. When we assess the likelihood of realizing our
deferred tax assets. we consider all available evidence. both positive and negative. including historical levels of
income. furure market growth. expectations and risks associated with estimates of future taxable income and
ongoing prudent and feasible tax planning strategies. In the event we were 10 determine that we would not be
able 10 realize all or part of our net deferred tax assets in the future. a valuation allowance would be provided
against these deferred 1ax assets in the period in which we make such a determination. The most significant and
objective negative evidence requiring us 10 record a valuation allowance would be cumulative Josses in recent
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years. Projected losses in future years. while representing less objective. negative evidence, would also be
considered. Conversely. positive evidence would include historical and future sources of taxable income. as well
as prudent and feasible tax planning strategies. We exercise significant judgment in determining our provisions
for income taxes, our deferred tax assets and liabilities and our future taxable income for purposes of assessing
our ability to utilize any future tax benefit from our deferred tax assets.

In 2008 and 2007. we recorded valuation allowances on deferred tax assets in a number of tax jurisdictions.
the most significant of which were the U.S., the Netherlands and Germany. The valuation allowances against the
deferred tax assets in these jurisdictions were generally recorded based upon the full deferred tax assets recorded.
less any amounts considered realizable due to Joss carryback claims. The most significant tax jurisdictions with
deferred 1ax assets and no valuation allowance included the U.K. and Brazil. Overall. amounts recorded for
deferred tax assets. net of valuation allowance, were $7.1 million and $9.5 million at December 31. 2008 and
2007. respectively.

At December 31. 2008, there was no provision for U.S. income tax for undistributed earnings from foreign
subsidiaries as it 1s currently our intention 1o reinvest these earnings indefinitely in operations outside the U.S.
The Company believes it is not practicable to determine the Company’s tax Lability that may arise in the event of
a future repatriation. We expect to satisfy our anticipated cash needs for operations and capital requirements in
all jurisdictions through December 31. 2009 using existing cash, anticipated cash flows generated from
operations and borrowings under our existing lines of credit. Virtually all of our foreign subsidiaries need cash
for day-to-day operations and expansion and. as such. we do not plan to repatriate any of the foreign earnings. If
repatriated. these eamings could result in a tax expense at the current federal statutory tax rate of 35%. subject to
available net operating losses and other factors. Subject to limitation, tax on undistributed eamings may also be
reduced by foreign tax credits that may be generated in connection with the repatriation of earnings.

We calculate our current and deferred tax provision based on estimates and assumptions that could differ
from the actual results reflected in income tax returns filed. Adjustments based on filed returns are generally
recorded in the period when the tax rerurns are filed and the global tax implications are known.

We provide for potential income tax liabilities that could result from examinations of prior and current vear
tax returns if the incurrence of the income tax liability is probable and the amount of Joss is reasonably estimable.

The amount of income tax we pay 1s subject to audits by federal. state and foreign tax authorities, which
may result in proposed assessments. Our estimate of the potential outcome for any uncertain tax position requires
significant judgment. We believe we have adequately provided for any reasonably foreseeable outcome related 1o
these matters. However. our future results may inciude favorable or unfavorable adjustments 1o our estimated tax
liabilities in the period the assessments are made or resolved. audits are closed or when statutes of limitation on
potential assessments expire. Additionally. the jurisdictions in which our earnings or deductions are realized may
differ from our current estimates. As a result. our effective tax rate may fluctuate significantly on a quarterly
basts.

As part of our accounting for business combinations. some of the purchase price is allocated 10 goodwill and
intangible assets. Impairment charges associated with goodwill are generally not tax deductible and result in an
increased effective income tax rate in the quarter the impairment is recorded. Amortization expense associated
with acquired intangible assets is not 1ax deducuble; however. deferred tax liabilities have been recorded for
non-deductible amortization expense as part of the purchase price allocations. In establishing the related deferred
tax habilites. we have taken into account the allocation of these identified intangibles among different taxing
Jurisdictions. Income tax contingencies existing as of the acquisition dates of the acquired companies are
evaluated quarterly and any adjustments are recorded as an adjustment to goodwill.

Effective January 1., 2007, we adopted the provisions of FASB s Interpretation No. 48. Accounning for

Uncertainry in Income Taxes. an Inierpretation of FASB Statement No. 109 (“FIN 48™). FIN 48 prescribes a
more-likely-than-not threshold for financial statement recognition and measurement of & tax position taken or
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expecied 1o be taken in & tax return. This interpretarion also provides guidance on derecogmtion of income tax
assets and habilines. classification of current and deferred income tax assets and Liabilines. accounting for
interest and penalties associated with tax positions. accounting for income taxes in interim periods and income
1ax disclosures. The cumulative effect of applying this interpretation has been recorded as a decrease of §1.5
million to accumulated deficit. In conjunction with the adoption of FIN 48, we classified uncertain tax posiuons
4< non-current income tax liabilities unless expected to be paid in one year. We report penaities and interest
expense as a component of the provision for income taxes and interest income from tax refunds as a component
of other income in the consolidated statement of Operations.

Goodwill, Intangible Assets and Other Long-Lived Assets

We apply the provisions of FASB’s Statement of Financial Accounting Standards No. 142. Goodwill and
Other Intangible Assers (“SFAS 1427) in our evaluation of goodwill and other intangible assets. SFAS 142
eliminates the requirement to amortize goodwill. but requires that goodwill be reviewed at least annually for
potential impairment.

At December 31, 2008 and 2007. we performed our annual goodwill impairment test. In performing this test
and determining the appropriate goodwill impairment charge. management considered in part a valuation
prepared by an independent valuation advisor.

Effective March 19, 2008. our common stock was suspended from trading on the Nasdaq Global Market.
Conseguently, in the first quarter of 2008, we experienced a significant decline in the market value of our stock.
As a result, our market capitalization was significantly Jower than our book value and we believed that this was
zn indicator of potential impairment of our goodwill. ’

Tn accordance with SEAS 142, we used a two-siep process 1o test goodwill for impairment. The first step is
1o determine if there is an indication of impairment by comparing the estimated fair value of each reporting unit
10 its carrving value including existing goodwill, SFAS 142 states that the reporting unit is considered as an
operating segment or one Jeve] below an operating segment (i.e.. 2 component of an operating segment). A
component of an Operating segment can be a reportng unit if the component constitutes a business for which
discrete financial information is available and management regularly reviews the operating results of that
component. SFAS 142 provides that two Or more COmponents of an operating segment shall be aggregaied and
deemed a single reporting unit if the components have similar economic characieristics.

Using the criteriz of FASB’S Statement of Financial Accounting Standards No. 131, Disclosures about
Segmenis of an Enierprise and Relaied Information (“SFAS 1317, we determined that we had 12 operaung
segments and 12 reporting units as of December 31. 2006. The operating segments and reporung units
determined at December 31, 2006 were as follows:

U.S. Distribunon Rorke Data Chile 1QQ Europe Disribution
Canada Laun America Export Mexico Europe Enterprise
TotalTec Chile Net Storage Brazil ProSys

During 2007 and in the three months ended March 31. 2008, we changed the presentation of the financial
information used to determine operating segments under SFAS 131. by combining the financial results of Europe
Distribution and Europe Enterprise into a combined operating segment. Europe. The change in operating segment
determination required us to re-evaluate our historical SFAS 142 assumption of 12 reporting units for goodwill
impairment analysis. As a resuli, we determined that we had the following 11 reporting units at December 31.
2007 and March 21, 2008 for goodwill impainment analysis:

U.S. Distribution Rorke Data Chile 1QQ Europe
Canada Latin America Export Mexico ProSys
TotalTec Chile Net Storage Brazil
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During the fourth quarier of 2008, we further changed the presentanion of the financial information used 10
determine operating segments under SFAS 131 by combining the financial results of Chile and Chile IQQ into a
combined operating segment, Chile. The change in operating segment determination required us to re-evaluate
our historical SFAS 142 assumption of 11 reporting units for goodwill impairment analvsis used at December 31.
2007 and March 31. 2008. As a result. we determined that we have ten reporting units at December 31, 2008 for
coodwill impairment analysis. consisting of the 11 reporting units determined at both March 31. 2008 and
December 31, 2007, Jess Chile 1QQ.

Goodwill is considered impaired if the carrying value of a reporting unit exceeds the estimated fair value.
We utilized a combination of income and market approaches to estimate the fair value of our reporting units in
the first step. In our analysis. we weighted the income and market approaches 75% and 25%. respectively.

The income approach utilizes estimates of discounted cash flows of the reporting units. which requires
assumptions of. among other factors, the reporting units’ expected long-term revenue trends. as well as estimates
of profitability. changes in working capital and long-term discount rates. all of which require significant
judgment. The income approach also requires the use of appropriate discount rates that take into account the
current risks in the capital markets. The market approach evaluates comparative market multiples applied to our
reporting units’ businesses to yield a second estimated value of each reporting unit.

We compared a weighted average of the output from the income and market approaches to the carryving
value of each reporting unit. which vielded an indication of impairment in each of the TotalTec and Net Storage
Brazil reporting units at December 31. 2008 and the Europe and ProSys reporting units at December 31. 2007.
We also compared the aggregate of the esumated fair values of each of our four regional reporting units 10 our
overall market capitalization, taking into account an acceptable control premium considered supportable based
upon historical comparable transactions and current market condituons. At December 31. 2008. key assumptions
used to determine the fair value of each reporting unit under the discounted fair value method were: (a) expected
cash flow for the period from 2008 to 2013: and (b) a discount rate of 12.6%. which was based on management's
best estimate of the after-tax weighted average cost of capital (“WACC™). At March 31. 2008. key assumptions
used to determine the fair value of each reporting unit under the discounted fair value method were: (i) expected
cash flow for the period from 2008 to 2012: and (ii) a discount rate of 13.3%. which was based on a market
participant’s assumption. which was based on management’s best estimate of a market participant’s assumption
of the WACC. At December 31, 2007. key assumptions used to determine the fair value of each reporting unit
under the discounted fair value method were: (1) expected cash flow for the period from 2008 10 2013; and (2) a
discount rate of 12.8%. which was based on management's best estimate of the after-tax WACC, which was
based on management’s best estimate of a market participant’s assumption of WACC.

Step two of the impairment test requires us to compute a fair valve of the assets and liabilities. including
identifiable intangible assets. within each of the reporting units with indications of impairment. and compare the
imphed fair value of goodwill to its carrying value. The results of step two indicated that the goodwill for the
TotalTec reporting unit was fully impaired and the goodwill for the Net Storage Brazil reporting unit was
partially impaired at December 31. 2008. The TotalTec impairment was triggered by a reduction in customer
base as a result of the recession that required us to decrease our forecast of future TotalTec cash flows. The Net
Storage impairment was triggered by the decline of the overall economic environment in Brazil as a result of the
recession. which required us to decrease our forecast of future Net Storage cash flows. As a result. in 2008. we
recorded a goodwill impairment charge of $3.5 million in the TotalTec reporting unit and a goodwill impairment
charge of $2.4 million in the Net Storage reporting unit. for a total goodwill charge of $3.9 million in 2008. This
non-cash charge materially impacted our equity and results of operations in 2008. but does not impact our
ongolng business operations, liquidity, cash flow or compliance with covenants for our credit facilities.

In addition. we recorded a charge of $52.4 million in the fourth quarter of 2007. which consisted of a $20.5
million goodwill charge 1n the ProSys reporting unit and a $31.9 million goodwill charge in the Europe reporting
unit. The ProSys impairment was triggered by a decline in the overall economic environment resulting from the
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recession. The decline required us 1o decrease our estimate of furure ProSys cash flows. The Europe impairment
was triggered by the combining of the Europe Distribution and Europe Enterprise into a combined reporting unit.
Europe. The change in reporting unit determination resulted in revised future cash flows that did not support the
carrying value of goodwill of the combined reporting unit. This non-cash charge materially impacted our equity
and results of operations in 2007. but does not 1mpact our ongoing business operations. liquidity. cash flow or
compliance with covenants for our credit facihines. No goodwill impairment charge was recorded at March 31.
2008 ac there was no indication of impairment when we compared the fair value of each reporting unit 1o its
carrving value including existing goodwill.

As of December 31. 2008, if forecasted cash flows had been 10% Jower than estimated. the resulting
goodwill impairment would have increased by $1.0 million.

We also assess potential impairment of our other identifiable intangible assets and other long-lived assets
when there is evidence that recent events or changes in circumstances such as significant changes in the manner
of use of the assel. negative industry or economic trends. and significant underperformance relative 1o historical
or projecied future operating results, have made recovery of an asset’s carrying value unlikely. The amount of an
impairment loss would be recognized as the excess of the asset’s carrying value over its fair value. We conducted
impairment tests of our intangible assets and other long-lived assets in the first guarter of 2008 and the fourth
quarters of 2007 and 2008 prior to our assessment of goodwill. Our results indicated that the carrying value of
these assets was recoverable from undiscounted cash flows and no impairment was indicated.

Acquisitions

In accordance with FASB’s Statement of Financial Accounting Standards No. 141. Business Combinarions
(“SFAS 1417), we account for business combinations using the purchase method of accounting. Accordingly. the
assets and liabilities of the acquired entities are recorded at their estimated fair values at the date of acquisition.
Goodwill represents the excess of the purchase price over the fair value of net assets acquired, including the
amount assigned 1o identifiable intangible assets.

The purchase price allocation process requires an analysis of the fair values of the assets acquired and the
labilities assumed. When a business combinaton agreement provides for an adjustment 10 the cost of the
combination contingent on future events. we include that adjustment in the cost of the combination when the
contingent consideration is deternunable beyvond a reasonable doubt and can be reliably estimated and should not
otherwise be expensed according to the provisions of SFAS 141. The results of operations of the acquired
business are included in our consolidated financial statements from the date of acquisition.

Restructuring and Related Impairment Costs

Severance and benefit costs have been recorded in accordance with FASB's Statement of Financial
Accounting Standards No. 112, Employer’s Accounting for Postemplovmeni Benefiis (an Amendment of FASB
Siatements No. 5 and 43) (“SFAS 1127). as we have concluded that we had 2 substantive severance plan based on
past restructuring actions in many of the geographic areas in which we operated. These costs are recognized
when management has commitied 10 a restructuring plan and the severance costs are probable and estimable. We
apply the provisions of FASB's Statement of Financial Accounting Standards No. 146. Accounting for Cosis
Associated with Exit or Dispasal Activiries ("SFAS 1467). relating to one-time termination benefits to both
(1) severance activities in geographic areas where we do not have a substantive severance plan and (2) situations
in which the severance benefits offered to employees within a given geographic area are in excess of those
offered under prior restructuring plans. Severance costs accounted for under SFAS 146 are recognized when
management. having the appropriate authorization. has committed 1o a restructuring plan and has communicated
those actions to employees. Our estimate of severance and benefit costs assumptions are subjective as they are
based on estimates of employee attrition and assumptions about future business opportunities.

In accordance with SFAS 146. the estimated loss accrued for Jeased facilities abandoned and subleased after
December 31. 2002 represents the fair value of the lease liahility as measured by the present value of future lease
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payments subsequent to abandonment, less the present value of any estimaied sublease income. In order to
estimate future sublease income, we engage real estate brokers to assist management in estimating the length of
time to sublease a facility and the amount of rent we can expect to receive. Estimates of expected sublease
income could change based on factors that affect our ability 10 sublease those facilities. such as general economic
conditions and the real estate market, among others. Other exit costs include costs to consolidate facilities or
close facilities and relocate employees. A liability for these costs 1s recorded at its fair value in the perjod in
which the liability is incurred. At each reporting date, we evaluate our accruals for exit costs and emplovee
separation costs to ensure the accruals are still appropriate.

Loss Contingencies

We are subject to the possibility of various loss contingencies arising in the ordinary course of business
(such as. legal matters). We consider the likelihood of the loss occurring and our ability to reasonably estimate
the amount of Joss in determining the necessity for, and amount of. any loss contingencies. Estimated Joss
contingencies are accrued when it is probable that a liability has been incurred and the amount of loss can be
reasonably estimated. We regularly evaluate information available to us to determine whether anv such accruals
should be adjusted. Such revisions in the estimates of the potential loss contingencies could have a material
impact on our consolidated results of operations. financial position and cash flows.

Vendor Programs

We receive funds from vendors for price protection. product rebates. marketing. promouons and other
competitive pricing programs. These amounts are recorded as a vendor receivable or as a reduction in accounts
payvable with a corresponding reduction to inventones, cost of sales or selling. general and adminstrative
expense, depending on the nature of the program. Vendor receivables are generally collected through vendor
authorized reductions to our accounts payable. and reserves are established for vendor receivables that are
determined to be uncollectible. Actual rebates may vary based on volume or other sales achievement levels.
which could result in an increase or reduction in the estimated amounts previously accroed. Historically. our
rebate estimates have been within £10% of actual rebates. Rebate estimates as of December 31. 2008 have not
been negatively impacted by the recession in 2009. and are not expected to change in the near future.

RESULTS OF OPERATIONS
The following table sets forth certain operating data as a percentage of net sales for the periods indicated:

Years Ended December 31.

2008 2007 2006

Net saJes ..o 100.0% 100.0%  100.0%
Cost o 8aeS .o 90.6 914 91.9
Gross profit .. ..o 9.4 8.6 8.1
Operating expenses:

Selling. general and administrative . ......... ... . .. 8.6 7.4 7.0

Investigation and restatement-related costs . ............. ... ... 1.5 0.7 0.1

Impairment of goodwill and other intangibles ................ ... ..., 0.2 1.3 0.1

Restructuring CoSS .. ... 0.1 — —
Total Operating XPENSES . . .. vttt ettt 10.4 9.4 7.2
Operating income (10SS) .. ... ... (1.0) (0.8) 0.9
INTerest EXPeNSE. DEL . .o\ vttt et e 0.8 0.9 0.9
Other expense (INCOME). MEL .. .. .ottt e 0.3 (0.1 (0.1
Income (loss) before INCOME taXes ... ... 2. (1.6) 0.1
Provision for InCOME taxes .. ... .t — 02 0.8
Netloss .. (2.1% (1.8% (0.1%




Major Customers

No customer accounted for more than 10% of consolidated net sales in 2008, 2007 or 2006. Our top ten
customers accounted for 15% of consohidated net sales in 2008. 12% of consolidated net sales in 2007 and 11%
of consolidated net sales in 2006. We cannot guarantee that these or any other customers will not increase or
decrease as a percentage of our consolidated net sales either individually or as a group. Consequently. any
material decrease in sales to these or other customers conld materially harm our consolidated results of
operations.

We believe our ability to grow depends on increasing sales 10 exiSting Customers and on successfully
attracting new customers. Customer coniracts can be canceled and volume levels can be changed or delayed by
our customers. The timely replacement of delayed. canceled or reduced orders with new business cannot be

assured. In addition. we cannot assume that any of our current Customers will continue to utilize our services.
Consequently. our consolidated results of operations may be maten ally adversely affected.

SFAS 131 establishes standards for reporting information about operating segments. products and services.
geographic areas of operaions and major customers. Operating segments are defined as components of an
enterprise ahout which separate financial information is available that is evaluated regularly by the chief
operating decision-maker in determining allocation of resources and assessing performance. Under the criteria of
SEAS 131. at December 31, 2007. we determined that we had 11 operating segments and seven reportable

segments.

The Company s segment information consists of the following reportable segments:

U.S. Distribution Miami
Europe Canada
ProSys Other
TotalTec

Our “Other” reportable segment includes certain operations in North America (Rorke Data) and certain
in-country operations in Latin America (Brazil. Chile and Mexico).

During the fourth quarter of 2008. we changed the presentation of the financial informoation used 10
determine operating segments under SFAS 131 by combining the financial results of Chile and Chile 1QQ into a
combined operating segment. Chile. As a result. we determined that we had 1en operating segments at
December 31. 2008 and the same seven reportable segments. as were determined at December 31, 2007.

Year Ended December 31, 2008 Compared to Year Ended December 31, 2007

Net Sales

Net sales by segment. product and geographic region for the vears ended December 31. 2008 and 2007 were
as follows (dollars in thousands):

Years Ended December 31, Change
Net Sales by Segment 2008 2007 $ %
VLS. Distibution ..o vvv e $ %64.480 24.1% §$1.046.852  265% $(182.372) (17.4)%
BUTOPE .« « o vvoeoeteees e 1.459.128 408 1.699,732 430 (240.604) (14.2)
PrOSYS oo ot e e 451446 126 378.760 9.6 72,686 19.2
TotalTeC . oot 46,795 13 63.533 1.6 (16,738) (26.3)
MBI v ov oot e 415,547 11.6 373.951] 9.5 41,5395 111
Canada .. v 123,941 35 149.042 38 25.101 (16.8)
OUHET . v oo e 218.162 6.1 238.033 6.0 (19.873) (8.3)
Total ot $3.579.499 100.0% $3.949.905 100.0% $(370,406) (9.41%
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Years Ended December 31. Change

Net Sales by Product 2008 2007 $ %
Computer platforms ............ ... ... ... $ 614.050 § 615137 § (J.O&Ty (0.2)%
Storage SYSIEMIS .. ... 679,069 693,713 (14.644) (2.1)
Disk drives .. ... . 032,388 1.237.103 (304.715) (24.6)
All other products .. .............. I 1.353,992 1,403,952 (49.960) (3.6)
Total .. $3.579,499 $3.949.905  §(370.406) (9.4)%
Years Ended December 31, Change
Net Sales by Geographical Region 2008 2007 $ %
North America ......................... $1.652.009 46.2% $1.809.571 458% $(157.562) (8.7)%
Europe . ... ... ... 1,459,128  40.7 1,699.732 430 (240.604) (14.2)
Laun Amerjca(1) ............ ... . ...... 468.362 131 440,602  11.2 27.760 6.3
Total ... . $3,579.499 100.0% $3.949.905 100.0% $(370.406) (9.4)%

(1) Represents sales from Miami to Latin America and in-country Latin American sales.

Consolidated net sales decreased 9.4% in 2008 to $3.6 billion from $3.9 billion in 2007. attributable to
decreases in Europe segment sales of approximately $240.6 million and U.S. Distribution sales of $182.4 million.
which were partially offset by increases in ProSys sales of $72.7 million and Miami segment sales of $41.6
million. As a result of the recession. the Europe segment experienced a decrease in demand for its computer
platform and disk drive products. which resulted in a sales decrease of $240.6 million. Also. the translation of our
Europe segment sales into U.S. dollars resulted in decreased sales of $20.3 million for the year ended
December 31. 2008. when compared to 2007. due to a swonger U.S. dollar. The sales decrease in our U.S.
Distribution segment of $182.4 million was primarily attributable to lower demand for products resulting from
the global econonnc recession. mainly disk drives. storage system sales and computer platforms, which
expenenced a $172.1 million decrease in sales when comparing 2008 to 2007. The $41.6 million increase in our
Miami segment sales was primarily due to an increase in sales of computer platform products of $63.6 million
and an increase in all other products of $22.3 million. This increase was partially offset by a decrease in disk
drive sales of $44.7 million. The sales decrease in our Canada segment of $25.1 million was primarily
attributabie to lower demand for products resulting from the recession, mainly disk drives. which experienced an
$18.5 million decrease in sales when comparing 2008 to 2007. The translation of our Canada segment sales into
U.S. dollars resulted in an increase in sales of $1.0 million for the year ended December 31. 2008. compared with
2007. due to the stronger U.S. dollar. The increase in our ProSys segment sales of $72.7 million was primarily
attributable 1o an increase in sales of our computer platform products of $19.0 million and storage systems of
$39.0 million when comparing 2008 to the corresponding period in 2007. The sales decrease in our Other
segment of $19.9 million was primarily attributable to a decrease in sales of disk drives and all other products.
Also. the translation of Other segment sales into U.S. dollars resulted in increased sales of $3.9 million for the
vear ended December 31. 2008. when compared to 2007. due to stronger foreign currencies against the U.S.
dollar.

Gross Profit

The gross profit percentage was 9.4% of consolidated net sales in 2008. compared 10 8.6% of consolidated
net sales in 2007. The gross profit percentage in the ProSys segment increased by 0.4% when comparing 2008 1o
2007. The increase in our ProSys segment gross profit percentage 1s atiributable to increased sales of higher
margin business. The ProSys segment experienced a $39.0 million increase in storage svstems sales and a $19.0
million increase in computer platform sales. when comparing 2008 to 2007. The gross profit percentages in the
Miami, Canada and Other segments increased cumulatively by 0.3%. which is also attributable to increased sales
of higher margin business. Furthermore, we recorded approximately $10.0 million as a reduction 1o cost of sales
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resulting from the release of certain vendor allowances previously deferred. The release of deferred vendor
allowances had a 0.3% impact on our gross profit percentage in 2008.

Selling, General and Administrative ( SG&A) Expense

SG&A expense for the years ended December 31. 2008 and 2007 was as follows (dollars in thousands):

Years Ended December 31. Change
2008 2007 $ %
SGEA EXPEISE .« oo oo $307.046 $293,780  $13.266 4.5%
Percentage Of MEL SAIES . ..« v ot 8.6% 7.4%

The increase in SG& A expense in 2008 over 2007 was primarily attributable t0 approximately $12.5 million
in additional SG&A expenses in the ProSys segment and additional SG&A expenses of $3.6 million. $0.1 million
and $0.5 million in the Miami, U.S. Distribution and Canada segments. respectively. These SG&A expense
increases were partially offset by decreases in SG&A expenses in the Europe. TotalTec and Orther segments of
approximately $3.5 million due 10 decreases in salaries and wages expense. and commissions and bonus expense.
resulting from higher headcount. The SG&A increase in our ProSys segment is attributable 10 approximately
$16.1 million increase in commissions and bonus expenses. which were offset by a $3.5 million decrease in
salaries and wages expenses. The SG&A increase in our Miami segment is atmributable 10 approximately $2.7
million in additional bad debt expense and $0.5 million in additional advertising expense when comparing 2008
10 2007. The overall decrease of SG&A expense in our Europe segment was due to a $1.8 million decrease in
salaries and wages expenses, a $1.4 million decrease in commissions and bonus expense and a $1.1 million
decrease in employee bepefit expense when comparing 2008 10 2007. The SG&A decreases in our Europe
segment were offset by a $2.4 million increase in bad debt expense.

Investigation and Restatemeni-Related Costs

Approximately $32.1 million and $26.3 million of investigation and restatement-related costs were incurred
in 2008 and 2007. respectively. as a result of fees pad to external anditors and outside advisors for investigation
related activities and the restatement of our historical consolidated financial statements.

Impairmeni of Goodwtll

In 2008. we recorded a goodwill impairment charge of $5.9 million. which consisted of a $3.5 million
charge in the TotalTec reporting unit and a $2.4 million charge in the Net Storage reporting unit. In 2007. we
recorded a goodwill impairment charge of $52.4 million. which consisted of a $20.5 million goodwill impairment

charge in the ProSys reporting unit and a $31.9 million goodwill impairment charge in the Europe reporting unit.

From January 1. 2008 through May 31. 2009. our common stock traded as Jow as $0.27 per share. We will
continue 1o monitor the estimates of fair value for our reporting units and there may be circumstances in future
periods that will require us 10 recognize an impairment loss on all or a portion of our recorded goodwill or other
intangible assets.

Restructuring and Impairment Costs

1n 2008, we initiated a restructuring plan for our North American. European and Latin American operations.
and. as a result. we incurred restructuring and impairment cOSts of $4.3 million. These costs consisted primarily
of severance and benefit costs of $3.9 million for involuntary employee terminations and costs of $0.4 million
related to the closure and impairment of certain Jeased facilities. We terminated 48 emplovees in North Amenca.
105 employees in Latin America and 58 employees in the United Kingdom and continental Europe in sales.
marketing. finance and support functions. See Note 7 — Restructuring and Impairment Cosis in our notes 1o the
consolidated financial statements included in this Form 10-X for additional information.
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In 2007. we incurred and paid restructuring costs of approximately $1.4 million related 1o severance and
benefit costs associated with involuntary employee terminations. We terminated 22 employees in North America.
56 employees in Latin Amenica and 25 employees in Europe,

Interest Expense, Net

Interest expense. net for the years ended December 31, 2008 and 2007 was as follows (dollars in thousands ):

Years Ended December 31, Change
2008 2007 $ %
Interest eXpense, Det .. ... ..ot $29.898 $34.1635 $(4.265) (12.59)%
The decrease in interest expense (income). net in 2008 over 2007 was primarily attributable to lower
average interest rates in 2008. Our weighted average borrowings in 2008 were $427.0 million compared to
$418.8 million in 2007. The weighted average interest raie in 2008 was 6.1% compared to0 6.9% in 2007.
Other Expense (Income), Net
Other expense (income). net for the vears ended December 31, 2008 and 2007 was as follows (dollars in
thousands):
Years Ended December 31. Change
2008 2007 $ %
Other expense (InCOME). DEL . . ... .o oo v i $10.509 $(2.426) $12.935 333.2%

Other expense (income). net primarily consists of foreign currency transaction gains and Josses. The change
in other expense (income). net in 2008 aver 2007 was primarily attributable 10 a loss of $10.1 million due to
foreign currency transactions in 2008 as compared 10 a foreign currency transaction gain of $2.1 million in 2007.

Income Taxes

The provision for income taxes for the vears ended December 31. 2008 and 2007 was as follows (dollars in
thousands):

Years Ended December 31.

2008 2007
Provision for InCOmME taXeSs . ... ... .. .. i $§527 $6.961
Effective taX ProvVISIONTATE . . .. ..ottt (0.7 % (10.1%

Our income tax provision of $0.5 million and $7.0 million for fiscal years 2008 and 2007. respectively. was
primarily due to income taxes in certain foreign jurisdictions. During 2008 and 2007. we increased the valuation
allowance by approximately $14.4 million and $7.6 million, respectively. In both 2008 and 2007. the Company
continued to record a full valuation allowance against substantially all of its deferred tax assets in the U.S. and
certain foreign jurisdictions.

Our gross deferred 1ax assets as of December 31. 2008 and 2007 were $61.5 million and $49.6 million.
respectively, and consisted of reserve items and net operating losses. Of these amounts. a valuation allowance of
$53.1 million and $38.7 million. respectivelv, were recorded against the assets. We recorded a valuation
allowance against substantially all of the U.S. deferred tax assets in 2008 and 2007. as management does not
believe it is more likely than not that the deferred tax assets will be realized.

We are subject 1o income taxes in the United States and in numerous foreign jurisdictions. Significant
Judgment is required in evaluating our tax positions and determining our provision for income taxes worldwide.
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During the ordinary course of business. there are many transactions and calculations for which the ultimate tax
determination is uncertain. We establish reserves for tax-retated uncertainties based on the extent to which
additonal reserves and interest will be due. These reserves are established when. despite our belief that our tax
return positions are fully supportable. we believe that certain positions are likely to be challenged and may not be
sustained upon review by certain tax authorities. We adjust these reserves in light of changing facts and
circumstances. such as the closing of a tax audit. The provision for income taxes includes the impact of reserve
provisions and changes to reserves that are considered appropriate. as well as the related net interest.

Our income tax provision and effective tax rate are primarily impacted by. among other factors, the statutory
tax rates in the countries in which we operate and the related Jevel of income generated by our global operations.

Year Ended December 31. 2007 Compared to Year Ended December 31, 2006

Net Sales

Net sales by segment. product and geographic region for the years ended December 31. 2007 and 2006 were

as follows (dollars in thousands):

Years Ended December 31, Change
Net Sales by Segment 2007 2006 L %
U.S. Distribution ... $1.046,852  26.5% $1.043.188 309% $ 3.644 0.3%
Europe ... 1,699,732 43.0 1.483.018 440 216,714 146
ProSys ..o 378.760 9.6 73,206 2.2 305554 4174
TotalTec .o 63.533 1.6 83.85] 2.5 (20,318) (24.2)
MiIami .o oe e 373.951 9.5 325.082 9.6 48.869  15.0
Canada .. ... . ... 149.042 3.8 147.33 44 1.708 1.2
Other . ... 238,035 6.0 217.197 6.4 20.838 9.6
Total $3.949.905 100.0% $3.372.876 100.0% $577.029 17.1%
Years Ended December 31. Change
w 2007 2006 $ e
Computer platfOrmms . ... ... .o $ 615.137 § 483229  $131.908 27.3%
STOTAGE SYSTEIIS © . vttt e 693.713 502.035 191.678 38.2
DiISK QIIVES .« o o e 1.237.103 1.037.072 200.031 193
All other prodets ... 1.403.952 1.350.540 53412 40
TOAl oot $3.949.905 $3.372.876  $577.029 17.1%
Years Ended December 31, Change
Net Sales by Geographical Region 2007 2006 $ %
North AIMENCa . .. ..o $1.809.571 45.8% $1.483.593  44.0% $325.978 22.0%
Burope ... ... 1,699,732 43.0 1.483.018 440 216.714 14.6
Latin Amenica(l) ....... ... .. . ... 440,602 11.2 406.265 12.0 34337 85
Total e $3.949.905 100.0% $3.372.876 100.0% $577.029 17.1%

{11 Represents sales from Miami to Latin America and in-country Latin American sales.

Consolidated net sales increased 17.1% in 2007 to $3.9 billion from $3.4 billion in 2006. primarily
atiributable to increases in ProSys segment sales of approximately $305.6 million. Europe segment sales of

$216.7 million. Miami segment szles of $48.9 million and Other segment sales of $20.8 million.

partially offser

by a decrease in TotalTec segment sales of $20.3 million. The increase in ProSys segment revenue in 2007. as
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compared to 2006. was due 1o the realization of a full year of ProSys revenue in 2007. as opposed to three
months of revenue in 2006 due 1o the acquisition of ProSys on October 2, 2006. The sales increase in the Miami
segment of $48.9 million was primarily attributable 10 an increase in Miami-based export business. mainly sales
of computer platforms. disk drives and all other products. The increase in Europe segment sales of $216.7 million
was primarily attributable to increased demand for computer platforms and disk drives. which resulted in an
increase in sales of $167.8 million when comparing 2007 to 2006. The increase in Europe segment sales also
resulted from increased sales of $102.3 million in storage systems products in 2007 when comparing to 2006.
These sales increases in the Europe segment were offset by sales decreases in Europe of all other products of
$53.3 million. The translation of Europe segment sales to U.S. dollars resulted in an increase of $138.0 million
for the year ended December 31, 2007, compared with its translation in 2006. due to a weaker U.S. dollar. The
increased sales in the Other segment were primarily attributable to an increase in sales of computer products.
storage systems and disk drives of $24.9 million. The increase in Other segment sales was offset by a decrease in
sales of all other products of $4.0 million. The increase in U.S. Distribution segment sales of $3.7 million was
due to an increase in storage systems sales of $63.5 million and computer platform sales of $6.8 million. offset
by disk drive sales and sales of all other products of. cumulatively. $66.6 million. The decrease in TotalTec
segment sales of $20.3 million was primarily attributable 10 computer platform products sales of $14.6 million
and a decrease of $4.9 million in storage systems sales.

Gross Profit

The gross profit percentage was 8.6% of consolidated net sales in 2007. compared 10 8.1% of consolidated
net sales in 2006. The 0.3% increase in gross profit percentage was primarily due 1o increased sales of all types
of products with higher margins in the Europe segment in the amount of $217.0 million. in the ProSys segment in
the amount of $306.0 million. in the Miami segment in the amount of $48.9 million and in the Other segment in
the amount of $20.8 million. These sales increases were partially offset by decreased sales of the same product
offerings in the TotalTec segment of $20.3 million.

Selling, General and Administrative (SG&A) Expense

SG& A expense for the years ended December 31. 2007 and 2006 was as follows (dollars in thousands):

Years Ended December 31. Change
2007 2006 $ %
SGE&A EXPENSE ... $293.780 $238.166 $55.614 23
Percentage of metsales ......... . ... ... .. ... 7.4% 7.0%

The increase in SG& A expense in 2007 over 2006 was primarily attributable to approximately $36.2 million
of administrative expense associated with the acquisition of our ProSys segment in October 2006. In addinon.
there was an increase in salaries and wages, commissions and bonuses and employee benefit expenses of $15.2
million. comprised of $8.1 million in our Europe segment. $5.5 million in our U.S. Distibution segment. $1.0
million in our Miami segment and $0.6 million in our Other segment. all of which were primanly attributable 10
increased headcount and higher sales volume.

Investigation and Restatement-Related Costs

Approximately $26.3 million and $1.6 million of investigation and restatement-related costs were incurred
in 2007 and 2006, respectively. as a result of fees paid to external auditors and outside advisors for investigation-
related actvities and the restatement of our historical consolidated financial statements.

Impairment of Goodwill
In 2007. we recorded a goodwill impairment charge of $52.4 million. which consisted of a $20.5 million
goodwill impairment charge in the ProSys reporting unit and a $31.9 million goodwill impairment charge in the
Europe reporting unit. We recorded a goodwill impairment charge of $3.5 million in 2006 related primarily 1o the
Canada reporting unit.
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The carrying value of goodwill 18 based on fair value estimates on projected financial information that
management believes 10 be reasonable. The valuation methodology used to estmate the fair value of the
Company and our reporting units considers the market capitalization of the Company. and requires inputs and
assumptions that reflect market conditions. as well as management judgment. We compute the fair value of the
assets and liabilities. including identifiable intangible assets. within each of the reporting units. with indicatons
of impairment, and compare the implied fair value of goodwill 10 its carrving value. If the implied fair value is
Jess than its carrying value. a goodwill impairment charge 1s recorded.

The market value of our common stock was $6.01 per share on December 31. 2007. the Jast trading day in
the vear ended December 31. 2007. From January 1. 2008 through May 31. 2009. our common stock traded as
Jow as $0.27 per share. We will continue to monitor the estimates of fair value for our reporting units and there
may be circumstances in future periods that will require us 10 recognize an impairment Joss on all or a portion of
our recorded goodwill or other intangible assets.

Restructuring and Impairment Costs

In 2007. we incurred and paid restructuring and impairment cOsLs of approximately $1.4 million related 10
severance and benefit costs associated with involuntary employee terminations. We terminated 22 employees in
North America, 56 employees in Latin America and 25 employees in Europe. We had no restructuring activities
or related expense in 2006.

Interest Expense, Net

Interest expense, net. for the years ended December 31. 2007 and 2006 was as follows ( dollars 1n
thousands):

Years Ended December 31, Change
2007 2006 $ G
TOTErESt EXPENSE. DIBL L . .o oo $34.163 $29.456 $4.707 16.0%

The increase in interest expense. net in 2007 over 2006 was primarily attributable to higher average nterest
rates and increased borrowings in 2007 to finance working capital requirements and the acquisition of ProSys.
Our weighted average borrowings 1n 5007 were $418.8 million compared to $391.8 million in 2006. The
weighted average interest rate in 2007 was 6.9% compared 1o 6.5% in 2006.

Other Expense (Income), Net

Other expense (income). net for the years ended December 27, 2007 and 2006 was as follows (dolars in
thousands):

Years Ended December 31, Change
2007 2006 $ %
Other expense (iNCOME). DEL . .o $(2.426) $(2.848) $(422) (14.8)%

The change in other expense (Income). net in 2007 over 2006 was primarily atributable 10 approximately
$2.0 million and $2.8 million of net foreign currency transaction gains in 2007 and 2006.
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Income Taxes

The provision for income taxes for the vears ended December 31. 2007 and 2006 was as follows (dollars in
thousands ):

Years Ended December 31.

2007 2006
Provision for INCOME TAXES . . . o o ot e $6.961 $27.948
Effective tax proviSIOR TAIE . . .. . oottt (10.7)% 577.3%

Our income 1ax provision of $7.0 million for fiscal year 2007 was primarnily attributable 1o income taxes in
state. Jocal. and foreign jurisdictions and an increase in FIN 48 liabilities. During 2006, we recognized an income
tax expense of $23.1 million related to the establishment of a valuation allowance against substantially all of our
U.S. deferred tax assets. contributing 10 an overall income tax provision of $27.9 million.

Our gross deferred tax assets as of December 31. 2007 and 2006. which were $49.6 million and $48.4
million. respectively. primarily consisted of reserve items and operating losses. Of these amounts. a valuation
allowance of $38.7 million and $32.3 million, respectively, were recorded against the assets. We recorded a
valuation allowance against substantially all of the U.S. deferred tax assets in 2007 and 2006. as management
does not believe it is more likely than not that the deferred tax assets will be realized.

We are subject to income taxes in the United States and in numerous foreign jurisdictions. Significant
judgment 1s required in evaluating our tax positions and determining our provision for income taxes worldwide.
During the ordinary course of business. there are many transactions and calculations for which the ultimate tax
determination is uncertain. We establish reserves for tax-related uncertainties based on the extent to which
additional reserves and interest will be due. These reserves are established when. despite our belief that our tax
return positions are fully supportable. we believe that certain positions are likely to be challenged and may not be
sustained upon review by certain tax authorities. We adjust these reserves in light of changing facts and
circumstances. such as the closing of a tax audit. The provision for income taxes includes the impact of reserve
provisions and changes to reserves that are considered appropriate. as well as the related net interest.

Our income tax provision and effective tax rate are primarily impacted by. among other faciors. the statutory
tax rates in the countries in which we operate and the related level of income generated by our global operations.

LIQUIDITY AND CAPITAL RESOURCES

Our audited consolidated financial statements included in this Annual Report on Form 10-K have been
prepared on a going concern basis. which assumes continuity of operations and realization of assets and
satisfaction of hiabilities in the ordinary course of business. We currently have a substantial amount of
indebtedness outstanding. The related credit agreements require that we comply with a number of financial and
other covenants. including a quarterly minimum fixed-charge coverage ratio based upon earnings. Our ability to
continue as a going concern is dependent upon. among other factors. continuing 1o generate positive cash flows
from operations. maintaining compliance with the provisions of our existing credit agreements and. when
necessary. our ability to renew such agreements and/or obtain alternative or additional financing.

We have not generated consistent positive cash flows from operations in recent years. Although the current
economic environment is challenging, we have recently taken significant steps to contro] costs and improve
operating profitability. including staff reductions. facility consolidations. reductions in capital spending.
reductions in discretionary spending and tighter management of working capital. We will take additional steps to
control costs and improve operating profitability. as necessary. based upon various factors. such as future
operating results and general economic conditions. Based upon our current projections. we believe we wil)
generate sufficient cash flows from operations. maintain debt covenant compliance and obtain alternative or
additional financing. if needed. for the foreseeable future. If we do not maintain compliance with our debt
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covenants and we are unable 10 obtain waivers or amendments from our Jenders. the lenders may exercise their
option 1o demand repayment of the outstanding indebtedness. which would have a material adverse effect on our
business. liquidity and financial condition.

In recent vears. we have funded our working capital requirements principally through borrowings under
bank Lines of credit and subordinated term loans. Working capital requirements have included the financing of
inventory and accounts receivable and the financing of certain acquisitions.

Our cash and cash equivalents totaled $22.8 million and $40.3 million at December 31, 2008 and
December 31. 2007. respectively. Our cash and cash equivalents totaled $37.3 million at April 30, 2009.

To date, we have not paid cash dividends to our shareholders and we do not plan to pay cash dividends in
the future. Our credit agreements prohibit the payment of dividends or other distributions on any of our shares
except dividends payable with our capital stock.

We expect 1o satisfy our anticipated cash needs for operations and capital requirements during the next 12
months using existing cash. anticipated cash flows generated from operations and borrowings under our existing
lines of credit. Our ability to borrow under our lines of credit is dependent upon our ability to maintain
compliance with the financial covenants in our credit agreements.

In February 2009. we determined that. for the quarter ended December 31. 2008. we would not be in
compliance with the fixed-charge coverage ratio covenant under the Western Facility. The lenders under the
Western Facility agreed to waive this requirement by modifying the terms of the agreement 10 remove this
obligation for the fourth quarter of 2008 and modify the requirement in subsequent quarters. In February 2009.
we also determined that we would not be in compliance with & consolidated net worth covenant under the terms
of our agreements with the RSA. The RSA agreed to waive this requirement. amend these agreements to delete
the consolidated net worth covenant and replace them with the same minimum fixed-charge coverage ratio
requirement of the current Western Facility. In addition, we determined in February 2009 that our ProSys
subsidiary had failed 10 meet its financial covenants under its facility with CDF for the 12 months ended June 30.
2007. In February 2009. we received a waiver of any default occurring under the CDF facility prior to January 1.
2008 and we entered into an amendment of the agreement with CDF in March 2009.

Our credit agreements include a number of financial covenants:

+  Our agreement with Wachovia Capital Finance Corporation (Western) and the other lenders named
therein and the credit agreements related to our 9% Senior Subordinated Notes payable to certain funds
generally referred to as The Retirement Systems of Alabama (the “RSA™). principally financing our
U.S. operations. both require that we satisfy a minimum fixed-charge coverage ratio that reguires us to
have earnings before interest, income axes. depreciation. amortization and restructuring charges
(“EBITDA™) greater than or equal to a specific percentage of the payments we make for income taxes.
interest. capital expenditures and principal payments. The Company must satisfy the fixed-charge
coverage ratio for the three-month periods ending March 31. 2009. June 30. 2009 and September 30.
2009 based upon a ratio of 35%. 75% and 110%. respectively. Thereafter. the measurement penod
extends to two quarters ending December 31. 2009. three guarters ending March 31. 2010. and the
12-month period ending on the last day of each subsequent fiscal quarter. each based upon a ratio of
110%.

«  Our agreement with Bank of Amenca. National Association and the other Jenders named therein,
principally financing our European operations. requires that we maintain & minimum aggregate
quarterly tangible net worth of £26.9 million ($39.3 million using the exchange rate on December 31.
2008 of $1.46/£1.00) for certain of our European subsidiaries.

«  Our CDF facility requires our ProSys subsidiary 10 maintain a tangible net worth and subordinated debt
in the combined amount of not less than $9 million. a ratio of funded debt to earnings before interest.
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taxes. deprecianon and amortization for the 12-month period ending on the last day of each fiscal
quarter of not more than four-to-one (4:1). and a fixed-charge coverage ratio for the 12-month period
ending on the last day of such fiscal quarter of not less than one-and-one-half-to-one (1.5:1).

Further. our credit agreements contain certain non-financial covenants. such as restrictions on the incurrence
of debt and liens. and restrictions on mergers, acquisitions. asset dispositions, capital contributions. payment of
dividends. repurchases of stock and investments, as well as a requirement that we provide audited financial
statements to Jenders within a prescribed time period after the close of our fiscal vear.

Although we have not compieted our consolidated financial statements for periods subsequent 10
December 31. 2008. we believe that we have complied with all financial and non-financial covenants in our debt
agreements, as amended. for the three months ended March 31. 2009, and we believe we are in compliance for
the period ended June 30, 2009 and presently believe we will be able to maintain compliance for the foreseeable
future. However, if we fail in the future 1o satisfy any of the covenants in our credit agreements and are unable to
obtain waivers or amendments. the lenders could declare a default under our credit agreements. Any default
under our credit agreements will allow the lenders under these agreements the option to demand repayment of the
indebtedness outstanding under the applicable credit agreements, and would allow certain other lenders to
exercise their rights and remedies under cross-default provisions. If these lenders were to exercise their rights to
accelerate the indebtedness outstanding. there can be no assurance that we would be able to refinance or
otherwise repay any amounts that may become accelerated under the agreements. The acceleration of a
significant portion of our indebtedness would have a material adverse effect on our business. liquidity and
financial condition. Given our existing financial condition and current conditions in the global credit markets.
should these events occur. there would likely be uncertainties regarding our ability to continue as a going
concern.

The following table presents the balances and certain terms of our indebtedness as of May 31, 2009
(amounts in thousands).

Maximum
Facility Amount Interest

Amount Outstanding Rate(g) Maturity
Lines of credit:
Western Facility(a) ........... .. ... ... ... ... ... $204.000 § 78.305 5.00% September 2010
BOA Facility(a) ... ... £ 76,000 $ 42.837 2.78% October 2011
GE Facility(a) ........ ... $ 80.000 $ 36.068(b) <1.00% — (@)
IBM Kreditbank Facility Germany ................ .. $ 25,000 % 14.973 7.32% — (d}
IBMFacilityHolland . .................. ... ...... § 5000 §$ 0 N/A — (d)
IBM Facility Europe . ......... ... ... ... . ... .. $ 0 % 0 N/A December 2008(e)
Intel Facility . ........ . ... . § 2500 $ 2.000 0.00%  March 2009
Notes:
Convertible Notes . ... . ... S — $110.985(H) 3.75%  March 2024
2008 Notes — RSA ... .. . . $ —_ S 54.377(H) 9.00% December 2013
2006 Notes — RSA . ... ... i } — $ 31.930(b)(f) 9.00% August 2013

(a) The maximum borrowings under these lines of credit are limited to a percentage of the value of eligible
accounts receivable and inventory (for the GE Facility. only eligible inventory). At May 31. 2009. our
available borrowings under these lines of credit were $13.8 million in the United States and $49.3 million in
Europe. Limitations exist on the transfer of funds between geographies.

(b) Relates to the acquisition or outstanding obligations of ProSvs. which was acquired in October 2006.

(c) Facility may be terminated by either party upon 30 days’ notice. If the facility is terminated. all amounts
outstanding would be due at the end of the 30-day notice period.

(d) Facility may be terminated by either party upon six weeks notice. If the facility is terminated. all amounts
outstanding would be due at the end of the six-week notice period.
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(e) Repayment of this Joan was completed in February 2009.
(fy Includes accrued interest.
(g) Interest rates under the lines of credit represent the average interest rates for May 2009.

Western Facility

On May 14, 2001, we entered into a Joan and security agreement with Congress Financial Corporation
(Western). which is now known as Wachovia Capital Finance Corporation (Western). as agent for lenders under
a revolving line of credit (the “Western Facility™). On November 7. 2006. we entered into an amendment to the
Western Facility. which increased the line of credit from $125.0 million to $150.0 million. and extended the
maturity date to September 20. 2010. On September 20, 2008. we amended and restated the Western Facility and
increased the line of credit to a maximum amount of $204.0 million. but did not change the maturity date. The
maximum amount of borrowings under the amended Western Faciliry 1s primarily determined based on a
percentage of eligible accounts receivable and inventory. On September 29. 2008. we utilized the Western
Facility to pay the approximately $69.6 million outstanding under the Wachovia Facility. The Wachovia Facility
was terminated at that time.

The Western Facility has been amended twice since September 29. 2008. The first amendment, on
November 10. 2008, modified the level of intercompany receivables permitted to be outstanding at any time. The
second amendment. on February 17. 2009. eliminated the minimum fixed-charge coverage ratio for the quarter
ended December 31. 2008, and reduced the fixed-charge coverage ratio criteria required in the quarters ending
March 31 and June 30. 2009. The second amendment also extended the required delivery date of our audited
consolidated financial statements for the year ended December 31. 2007. from March 31. 2009 to June 30, 2009.
and modified the definition of Interest Rate and the calculation of Excess Availability. as those terms are utilized
in the Western Facility. At various times prior 10 September 29. 2008. we sought and obtained modifications to
the credit agreement extending the time by which we were required to deliver our audited consolidated financial
statements to the Jender for the 2006, 2007 and 2008 fiscal years.

Prior 1o February 17. 2009. borrowings under the Western Facility bore interest at Wachovia's prime rate
plus a margin of berween 0.25% and 0.75%. based on unused availability. Effective February 17. 2009.
borrowings under the Western Facility bear interest at the greater of (i) 5% or (i) Wachovia’s prime rate plus a
margin of between 0.25% and 0.75%. based on unused availability. At our option. all or any portion of the
outstanding borrowings may be converted 10 a Eurodollar rate Joan. which would bear interest at the greater of
(i) 5% or (ii) the adjusted Eurodollar rate plus a margin of between 2.30% and 3.00%. based on a percentage of
unused availability, We also pay an unused line fee equal to 0.25% per annum of the unused portion of the
Western Facility. subject to certain adjustments. The weighted average interest rate on outstanding borrowings
under the Western Facility during the vears ended December 31. 2008 and 2007 was 5.07% and 7.24%.
respectively.

Our obligations under the Western Facility are collateralized by substantially all of the assets of the
Company and our North and South American subsidiaries. other than ProSys. The Western Facility requires us to
meet certain financial covenant tests and to comply with certain other covenants. including restrictions on the
incurrence of debt and liens. and restrictions On mergers. acquisiuons, asset dispositions. capital contributions.
payment of dividends. repurchases of stock and investments. achievement of a fixed-charge coverage ratio for
certain fiscal periods (beginning in the first quarter of 2009. we are required to have earnings before interest.
income taxes, depreciation, amortization and restructuring charges in the applicable period greater than or equal
1o 35% of payments we make for income taxes. interest, capital expenditures and principal payments during such
quarter: that ratio increases to 75% for the second quarter of 2009. and to 110% thereafter; the applicable period
is a single quarter during the first three guarters of 2009. extending to a two-quarter period as of December 31.
2009. a three-quarter period as of March 31. 2010. and a rolling four-quarter period thereafier) and the
requirement that we provide audited consolidated financial statements 1o the Jenders within a prescribed period of
time after the clase of our fiscal year. Upon any event of default, the Jenders may demand immediate payment of
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the balance outstanding. An event of default includes the failure to pay any obligations when due or the failure 10
perform any of the terms. covenants. conditions or provisions of the agreement and such failure continues for 135
days.

Wachovia Facility

On September 20, 2004, we entered into a Credit and Security Agreement (the “Wachovia Facility”) with
Wachovia Bank, National Association. as agent. On December 28. 2005. May 14, 2007 and September 26. 2007.
we amended the Wachovia Facility. During the term of the Wachovia Facility. we sold or contributed all of our
receivables to a consolidated special purpose bankrupicy-remote entity named Bell Microproducts Funding
Corporation (“Funding™). a wholly owned subsidiary. Funding obtained financing from the lenders collateralized
by these receivables. The maximum principal amount available under the Wachovia Facility was $120.0 million.
The interest rate on advances made by the lenders was the cost of lenders’ commercial paper plus 80 basis points.
Funding also paid an unused line fee ranging from 0.20% to 0.25% per annum of the unused portion of the
Wachovia Facility. The cash flows from the collections of the receivables were used to purchase new receivables.
1o pay amounts to the Jenders. to pay other amounts owed and to make dividend distributions (subject at all times
to Funding maintaining a required capital amount). Including the program fee, the average interest rate on
outstanding borrowings under the Wachovia Facility for the years ended December 31, 2008 and 2007 was
4.25% and 6.15%. respectively. On September 29, 2008. we terminated the Wachovia Facility and paid the
outstanding balance with proceeds from the amended Western Facility.

Kreditbank Facilities

On December 1. 2005. in connection with the acquisition of MCE. we entered into a short-term financing
agreement with IBM Deutschland Kreditbank GmbH (“Kreditbank™) for up to $25.0 million. The Joan is
collateralized by substanually all of the assets of our German subsidiary. as well as cross-company guarantees of
certain of our European subsidiaries and bears interest at LIBOR plus 7.16%. effective January 12. 2009. In 2008
and 2007. the effective interest rate was US LIBOR plus 2.00%. The average interest rate on outstanding
borrowings for the years ended December 31. 2008 and 2007 was 4.64% and 7.24%. respectively. The facility
has no maturity date and continues indefinitely untl terminated by either party upon six weeks’ notice. If the
facility is terminated, all amounts would be due at the end of the six-week period. To date, neither party has
given notice of intent to terminate this facility. The balance outstanding on this facility at December 31. 2008 and
2007 was $19.4 million and $14.6 million, respectively, including interest payable.

Also on December 1. 2005, we entered into another short-term financing agreement with Kreditbank for
€6.5 million ($9.1 million using the exchange rate on December 31. 2008 of $1.40/€1.00). In May 2006. the
agreement was amended 1o increase the available financing to €8.0 million (§11.2 million using the exchange
rate on December 21. 2008 of $1.40/€1.00). The loan was collateralized by substantially all of the assets of our
German subsidiary. as well as cross-company guarantees of certain of our European subsidianes and bore interest
at Euribor plus 3.85%. The average interest rates on outstanding borrowings for the vears ended December 31.
2008 and 2007 were 8.23% and 7.98%, respectively. The facility has no maturity date and continues indefinitely
untl terminated by either party upon six weeks™ notice. The balance outstanding on this facility at December 31.
2008 and 2007 was $3.5 mulbion and $11.8 million. respectively. including interest payable. On November 11.
2008. we received notice from Kreditbank that they would terminate this line of credit as of December 31. 2008.
and all amounts due thereunder. which, as of November 11, 2008, totaled approximately €8.0 million. would be
due on that date. Subsequently. on December 5. 2008. we entered into an agreement with Kreditbank permitting
repayment of €4.0 million by December 31. 2008 and the remainder no later than February 28, 2009. As of
February 28, 2009, all amounts outstanding under this facility had been repaid.

On December 10. 2004. we entered into a short-term financing agreement with IBM Nederland
Financieringen B.V. for up to $5.0 million. The Joan is collateralized by substantially all of the assets of our
Dutch subsidiary. as well as cross-company guarantees of certain of our European subsidiaries and bears interest
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at the ABN Amro base rate plus 2.25%. The average interest raie on outstanding borrowings for the years ended
December 31. 2008 and 2007 was 7.75% and 6.90%. respectively. The faciliry has no marurity date and
continues indefinitely until terminated by either party upon six weeks’ notice. If the facility is terminated, all
amounts would be due at the end of the six-week period. To date. neither party has given notice of intent to
terminate this facility. There were no amounts outstanding under this facility at December 31, 2008 and 2007.

Bank of America Facility

On December 2. 2002. certain wholly owned subsidiaries of the Company based in Europe entered into a
facility arranged by Bank of America. National Association. as agent. to provide a revolving line of credit facility
of up to £75 million (the “Bank of America Facility™). The maximum amount of borrowings on the Bank of
America Facility is determined based on a percentage of the borrower’s eligible accounts receivable. On
October 20. 2005, the agreement was amended to extend the maturity date 1o October 20. 2008 and reduce the
facility 1o £60 million ($87.6 million using the exchange rate on December 31. 2008 of §1 46/£1.00), increasing
to £80 million ($116.8 million using the exchange rate on December 31. 2008 of $1.46/£1.00) at our option. On
May 21. 2008. the agreement was amended to extend the termination date of the facility to October 20. 2011 and
decrease the size of the facility from £80 million to £76 million ($111.0 million using the exchange rate on
December 31. 2008 of $1.46/£1.00). At the borrower’s option, all or any portion of the outstanding borrowings
may be converted 1o a LIBOR-based revolving Joan. Borrowings under the line of credit bear interest at Bank of
America’s reference rate or the LIBOR rate. as applicable. plus a margin of between 1.75% and 3.0%. based on
certain financial measurements. The average interest rates on the outstanding borrowings under the revolving line
of credit during the year ended December 31. 2008 and 2007 were 5.14% and 6.59%. respectively, and the
balances outstanding at December 31. 2008 and 2007 were $23.2 million and $20.6 million, respectively.
Obligations of the borrower under the revolving line of credit are collateralized by sibstantially all of the assets
of the borrower. The revolving line of credit requires the borrower to meet certain financial covenant tests
(including maintaining an Adjusted Tangible Net Worth at the end of each guarter of not less than £26.9 million
($39.3 million using the exchange rate on December 31. 2008 of $1.46/£1.00)) and 10 comply with certain other
covenants, including restrictions on incurrence of debt and liens and restrictions on mergers. acquisitions. asset
dispositions. capital contributions, payment of dividends, repurchases of stock. repatriation of cash and
investments.

GE Commercial Distribution Finance Faciliry

In connection with the acquisition of ProSys on October 2, 2006, we entered into a credit facility
arrangement managed by GE CDF. which currently permits borrowings of up to $30.0 million. including an
accounts receivable facility. a supplemental inventory facility and a floorplan credit facility. ProSys is required t0
pay interest to CDF on the daily contract balance at a rate equal to LIBOR plus 3.10%. The floorplan facility
contains an interest-free period and ProSys repays substantially all amounts within that time. Under these credit
facilities. ProSys has granted CDF a lien on substantially all of its assets. The credit facility has a two-year term
with annual renewals thereafter but may be terminated by either party with notice. The balances outstanding at
December 31. 2008 and 2007 were $44.2 million and $44.0 million, respectively. and were related solely to
inventory floorplan financing. The facility contains a number of financial covenants. including covenants
requiring the ProSys subsidiary to maintain an operating profit margin of not less than 0.5% of saleson a
12-month rolling basis. the maintenance of a ratio of debt 1o tangible net worth of not more than six-10-one
(6:1) measured as of the last day of each fiscal quarter and maintenance of a ratio of funded debt to earnings
before interest. taxes. depreciation and amortization for the 12-month period ending on the last day of each fiscal
quarter of not more than four-to-one ( 4:1). The facility was amended effective March 31. 2009 to modify the
financial covenants for all quarters ending on or after March 31. 2009 such that ProSys thereafter is required to
(a) maintain a tangible net worth and subordinated debt of not less than $9.0 million: (b) maintain a ratio of
Funded Debt to Adjusted EBITDA for the 12-month period ending on the last day of such fiscal quarter of not
more than four-to-one (4:1): and (c) achieve. as of the last day of each fiscal quarter. a fixed-charge coverage
ratio for the 12-month period ending on the last day of such fiscal quarter of at Jeast one-and-one-half-to-one
(1.5:1) (all capitalized terms are defined in the amendment).
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Intel Corporation Facility

On March 30, 2006, we entered into the Working Capital Facility with Intel Corporation o provide a line of
credit up to $3.0 million. The Working Capital Facility is non-interest bearing and has a one-year term with
subsequent annual renewals. but may be terminated by Intel at any time. We are required to meet certain program
eligibility requirements including compliance with our distribution agreement with Intel. The balances
outstanding at December 31, 2008 and 2007 were $2.5 million and $3.0 million. respectively. In May 2008, the
line of credit under the Working Capital Facility was reduced to $1.9 million. and subsequently increased to $2.5
million in November 2008.

Convertible Notes

On March 5. 2004, we completed a private offering of $110.0 million aggregate principal amount of 3.75%
convertible subordinated notes due in 2024 (the “Old Notes™). On December 20. 2004, we completed our offer to
exchange newly issued 3.75% convertible subordinated notes. Series B due 2024 (the *“New Notes™) for an equal
amount of our outstanding Old Notes. Approximately 99.9% of the total principal amount of Old Notes
outstanding were tendered in exchange for an equal principal amount of New Notes.

The New Notes mature on March 35, 2024 and bear interest at the rate of 3.75% per year on the principal
amount. payable semi-anpually on March 5 and September 35, which began on March 5. 2003. Holders of the
New Notes may convert the New Notes any time on or before the maturity date if certain conversion conditions
are satisfied. Upon conversion of the New Notes, we will be required to deliver, in respect of each $1,000
principal of New Notes, cash in an amount equal to the lesser of (1) the principal amount of each New Note 1o be
converied and (2) the conversion value, which is equal to (a) the applicable conversion rate. multiplied by (b) the
applicable stock price. The initial conversion rate is 91.2596 shares of common stock per New Note with a
principal amount of $1.000 and is equivalent 1o an initial conversion price of approximately $10.96 per share.
The conversion rate is subject to adjustment upon the occurrence of certain events.

Under the terms of the New Notes. holders have the right to convert their notes upon the occurrence of
certain events. including if the closing price of our common stock exceeds a certain threshold for at least 20 of
the Jast 30 days in preceding fiscal quarters and upon specified corporate transactions. as described in more detail
1n the prospectus filed in connection with the exchange offer. The applicable stock price 1s the average of the
closing sales prices of our common stock over the five-trading-day peniod starting the third trading day following
the date the New Notes are tendered for conversion. If the conversion value is greater than the principal amount
of each New Note, we will be required to deliver to holders upon conversion. at their option (1) a number of
shares of 1ts common stock. (2) cash or (3) a combination of cash and shares of our common stock in an amount
calculated as described in the prospectus filed by us in connection with the exchange offer. In lieu of paying cash
and shares of our common stock upon conversion, we may direct the conversion agent to surrender any New
Notes tendered for conversion to a financial institution designated by us for exchange in lieu of conversion. The
designated financial institution must agree to deliver. in exchange for the New Notes (1) a number of shares of
our common stock equal to the applicable conversion rate. plus cash for any fractional shares or (2) cash or (3) a
combination of cash and shares of our common stock. Any New Notes exchanged by the designated institution
will remain outstanding.

We may redeem some or all of the New Notes for cash on or afier March 5. 2009 and before March 3. 2011
at a redemption price of 100% of the principal amount of the New Notes, plus accrued and unpaid interest up to.
but excluding. the redemption date. but only if the closing price of the Company's common stock has exceeded
130% of the conversion price then in effect for at Jeast 20 trading days within a 30 consecutive trading day period
ending on the trading day before the date the redemption notice is mailed. We may redeem some or all of the
New Notes for cash at any time on or after March 5. 2011 at a redemption price equal to 100% of the principal
amount of the New Notes. plus accrued and unpaid interest up to, but excluding. the redemption date.

We may be required to purchase for cash all or a portion of the New Notes on March 5. 2011, March 5.
2014 or March 5. 2019. or upon a change in control. at a purchase price equal to 100% of the principal amount of
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the New Notes being purchased. plus accrued and unpaid interest up to. but excluding, the purchase date. Upon
any event of default. the Jender may demand immediate payment of the balance outstanding. An event of default
includes the failure to pay any interest or principal whep due, failure to perform any of the terms. covenants.
conditions or provisions of the agreement.

In December 2006, we obtained consents from holders of the New Notes for the waiver of certain defaults
related to the late filing of our Form 10-Q for the period ended September 30. 2006 and certain proposed
amendments o the indentures governing the New Notes eliminating covenants related 1o the filing of periodic
reports with the SEC and the delivery of such reporis 1o the trustee for the New Notes. The waiver and
amendment required the consent of holders of a majority in aggregate principal amount of the New Notes
outstanding. In exchange for the consent to the waiver and amendment. we paid holders of the New Notes an
initial consent fee of $5.00 for each $1.000 principal amount of New Notes for which consents were obtained.
The initial consent fee of $0.6 million was paid to holders of the New Notes in December 2006 and charged to
interest expense. If we did not commence a cash tender offer for the New Notes on or before February 28. 2007
1o redeem all validly tendered New Notes at a price of at least $1.000 for each $1.000 principal amount of New
Notes. we were required 10 pay holders of the New Notes for which consents to the waiver and amendment were
obtained. an additional fee of $85.00 for each $1.000 principal amount of New Notes. We did not initiate the
tender offer and on March 4. 2007, an aggregate of $9.4 million was paid to the holders of the New Notes, which
amount was capitalized and will be amortized 10 interest expense through March 2011.

Notes Payable to The Retirement Systems of Alabama (the “RSA™)
We have notes payable to the RSA (the “RSA Notes™) that consist of the following:

« 99 Senior Subordinated Notes Payable to the RSA Issued in 2000 — On July 6, 2000, and. as
amended on May 3. 2004. we entered into a facility under which we issued §1 80.0 million of
subordinated debt to two of the RSA’s affiliated funds (the “2000 Notes™). The 2000 Notes were
comprised of $80.0 million bearing interest a1 9.125%. which was repaid in June 2001: and $100.0
million bearing interest at 9.0%. payable 1n cemi-annual interest and principal payments with semi-
annual principal installments commencing on December 31. 2000 of $3.5 million. $4.4 million
commencing December 31. 2007, $5.1 million due December 31, 2009 and a final pavment of $8.5
million on June 30. 2010. The 2000 Notes were collateralized by a second lien on substantially all of
the Company s and its subsidiaries’ North American and South American assets. Effective June 30,
2008. we entered into the 2008 Notes with the lenders that consolidated the 2000 Notes and the 2007
Notes.

« 99 Senior Subordinated Notes Payable to the RSA Issued in 2006 — On October 2, 2006. we
borrowed $35.0 million from two of the RSA’s affiliated funds in connection with our acquisition of
ProSys (the *2006 Notes™). The 2006 Notes bear interest at 9% and are in the form of two notes, one
for $23.0 million and a second for $12.0 million. both due on various dates through August 1. 2013.
The 2006 Notes are collateralized by ProSys shares and al) tangible and intangible assets of the ProSys
business. other than those assets pledged to CDF. The halances outstanding at December 31. 2008 and
2007 were $32.3 million and $34.0 million. respectively. with scheduled repayments of $2.5 million in
5009. $3.3 million in 2010. $4.0 million in 2011 and $22.5 million thereafter. Principal payments are
due on August 1 and February | of each vear and include accrued interest through that date. We must
meet certain financial covenant tests on a guarterly basis (including. as provided by the amendment
entered into on February 24, 2009, the same fixed-charge coverage ratio as required by the Western
Facility: prior to the amendment we were required 1o maintain a consolidated net worth at the end of
each quarter of not less than $87.5 million) and comply with certain other covenants. including
restrictions of incurrence of debt and liens and restrictions on asset dispositions. payment of dividends
and repurchase of stock. We are also required 1o be in compliance with the covenants of certain other
borrowing agreements. Upon any event of default the Jender mav demand immediale payment of the
balance outstanding.

h
n



* 9% Senior Subordinated Notes Payable to the RSA Issued in 2007 — On January 30. 2007. we
entered into a revolving credit agreement with two of the RSAs affiliated funds in the amount of $30.0
million (the 2007 Notes™). The 2007 Notes bear interest at 9%. Under the terms of the 2007 Notes. the
availability of the revolving credit was set to expire on July 31. 2008 and thereafter payments would be
made at the rate of $1.0 million per month beginning August 15. 2008. and the entire principal balance
would be due on January 30. 2009. The 2007 Notes were collateralized by a second lien on
substantially all of the Company’s and its subsidiaries” North American and South American assets.
Effective June 30. 2008. we entered into the 2008 Notes with the lenders that consolidated the 2000
Notes and the 2007 Notes.

* 9% Senior Subordinated Notes Payable to the RSA Issued in 2008 — On Augast 5, 2008, we entered
into an Amended and Restated Credit Agreement effective as of June 30, 2008 (the “2008 Notes™) with
several of the RSA's affiliated funds. which consolidated and restructured the $56.7 million in
outstanding indebtedness due under the 2000 Notes and 2007 Notes. The balance outstanding on the
2008 Notes at December 31. 2008 was $52.4 million. The 2008 Notes bear interest at 9% per annum
payable in semi-annual installments. with principal payments due of $4.0 million semi-annually
through June 1. 2011. $5.0 million semi-annually through June 1, 2013 and a final payment of $12.4
million due December 1, 2013. We granted a second priority security interest. subordinate to the
Western Facility and the CDF facility. in substantially all of the property then owned or thereafter
acquired by us in North or South America. We must meet certain financial covenant tests on a quarterly
basis (including. as provided by the amendment entered into on February 24. 2009. the same fixed-
charge coverage ratio as required by the Western Facility: prior to the amendment. we were required to
maintain a consolidated net worth at the end of each quarter of not Jess than $87.5 million). and comply
with certain other covenants. including restrictions of incurrence of debt and liens, restrictions on asset
dispositions. payment of dividends and repurchase of stock. We are also required to be in compliance
with the covenants of certain other borrowing agreements. Upon any event of default the lender may
demand immediate pavment of the balance outstanding.

HSBC Bark plc Mortgage

On June 22. 2004. in connection with the acquisition of OpenPSL. we assumed a mortgage with HSBC for
an original amount of £0.7 million ($1.0 million using the exchange rate on December 31, 2008 of $1.46/£1.00).
The mortgage has a term of ten years and bears interest at HSBC’s rate plus 1.25%. The balance on the mortgage
was $0.3 million and $0.5 million at December 31. 2008 and 2007. respectively.

Maturinies

Maturities of term Joans based on the amounts and terms outstanding at December 31. 2008 totaled $10.3
million in 2009, $11.1 million in 2010. $12.8 million in 2011, $14.8 million in 2012. $34:8 million in 2013 and
$110.0 million thereafter.
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Debt, Other Contractual Obligations and Off Balance Sheet Arrangements

The following is a summary of certain contractual obligations and commitments as of December 3

(in thousands):

Payments Doe by Period

1. 2008

Less than 1-3 3.5 More Than
1 Year Years Years 5 Years Total
Long-term debt .. ... $ 10286 § 23.917 $49.630 $110.000 §$193.833
Interest expense on Jong-term debt ... 11.353 19.662  13.890 41,938 86,843
Linesof credit ... ..ot 69.620 118.629 23,156 — 211.405
Capital J6aSES .. ..o 494 — — — 494
Operating JEases . . . ..o .vi 12.952 16.798 9.643 12.451 51.844
Supplemental Executive Retirement Plan liability . ... — 675 1.350 1,135 3.160
TOtAl . oo $104.705 $179.681 $97.669 $165.524 $547.579

The table excludes unrecognized tax liabilities computed under FIN 48 of $8.9 million because a reasonable and
reliable estimate of the timing of future tax payments or settlements. if any, cannot be determined. See Note 9 —

Income Taxes in our notes to the consolidated financial statements include

Long-Term Debt and Related Interest Expense

At December 31. 2008, we had various notes payable and other Jong

d in this Annual Report on Form 10-K.

-term debt with an outstanding balance

of $193.8 million with interest rates ranging from 3.75% 10 9.0%. The notes payable and other Jong-term debt

mature at various dates throngh March 2024.

Lines of Credit

At December 31. 2008. we had amounts outstanding under vanious lines of credit based upon eligible
accounts receivable and inventories. Payments due have been included in the table above based upon the maturity
dates of the underlying facilities. All amounts have been classified as currently due in our consolidated balance

sheets at December 31, 2008 and 2007.

Capital Leases

We Jease certain equipment under capital lease agreements. The leases expire

Operating Leases

at various times through 2009.

We Jease our facilities under cancelable and non-cancelable operating lease agreements. The leases expire at
various times through 2025 and contain renewal options. Certain of the leases require us to pay property taxes.

insurance and maintenance cOsts.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements.
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Cash Flows from Operating Activities

Net cash provided by (used in) operating activities during the years ended December 31. 2008, 2007 and
2006 consisted of (in thousands):

Years Ended December 31,

2008 2007 2006

Cash flows from operating activities:
N IOSS - ottt $(74.820) $(72.112) $(23.107)
Adjustments to reconcile net Joss to net cash provided by (used in) operating

activities:
Depreciation and amortization .. ..................iiiiiii 10.774 10.968 7.924
Amortization of debt 1Ssuance CoStS . . ... 3,346 3.185 867
Amortization of debt discount ......... ... 422 539 —
Stock-based compensation eXpense . . ... ... 4,893 1.418 2.385
Provisionforbad debts . . ... ... 16,375 7.090 8.506
Non-cash COmPEnsation . . ......... ...ttt 4.019 372 —
Loss on property and eqUIPIBEDT . ..o vt vt it e 225 610 334
Unrealized loss (gain) on currency remeasurement .. . ......ov v r .. .. 3,662 (274) 1.536
Impairment of goodwill and other intangibles .. ... ... ... .. ... ... ... 5.864 52.445 3.477
Deferred taxes . ... (2.008) 2.588 20.204
Cash provided by (used in) working capital ....... ... ... .. ... ... .. .... 69,496  (11.348) (67.697)
Net cash provided by (used in) operating activities ... .................... $ 42,448 $ (4.519) $(43.371)

Our accounts receivable decreased to $435.6 million at December 31, 2008 from $544.1 million at
December 31. 2007. due primarily to Jower sales volume and an increase in the allowance for bad debts. Our
inventories decreased to $230.7 million at December 31, 2008 from $424.1 million a1t December 31. 2007 also
due 1o Jower sales volume. Our accounts payable and cash overdraft decreased to $274.7 million in 2008 from
$433.3 million in 2007 as a result of a change in the timing of inventory purchases and receipts as a result of
lower sales volume and our efforts to manage working capital.

Our accounts receivable increased to $544.1 million at December 31. 2007 from $505.4 million at
December 31. 2006. due primarily to higher sales volume. Our inventories increased to $424.1 million at
December 31. 2007 from $374.0 million at December 31. 2006 due to our need to support projected sales growth.
Our accounts payable and cash overdraft increased to $433.3 million in 2007 from $355.6 million at
December 31. 2006 as a result of a change in the timing of inventory purchases and receipts and our efforts 1o
manage working capital.

Cash Flows from Investing Activities

The net cash used in investing activities was $7.6 million in 2008. primarily related to the acquisition of
property and equipment. The net cash used in investing activiues was $11.4 million in 2007, resulting from the
acguisition of property and equipment in the amount of $9.2 million. The net cash used in investing activities was
$34.1 million in 2006. primarily related to the acquisition of ProSys for $26.3 million. net of cash acquired of
$6.8 milhion, and $6.4 million for property and equipment.

Cash Flows from Financing Activities

The net amount of cash used in financing activities was $47.4 million in 2008. which primarily related to the
repayment of $40.5 million under our short-term borrowing facilities and repayments of long-term notes of $10.9
million. offset by proceeds of $10.0 million from long-term notes payable. The net amount of cash provided by
financing activities was $29.0 million in 2007. primarily related to borrowings under our short-term borrowing
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facilities of $47.5 million and proceeds from the issuance of common stock which were partially offsei by
payments under Jong-term notes payable and capital Jeases of $8.8 illion. Further in 2007. we paid $9.8 mullion
in debt issuance costs. The net amount of cash provided by financing activities was $74.8 million in 2006. which
primarily related 1o $48.7 million for borrowings under our short-term borrowing facilities and proceeds of $35.0
million from Jong-term notes payable used for the acquisition of ProSys. offset primarily by repayments of Jong-
term notes of $8.8 million

Contingent Put Option

In connection with the acquisition of ProSys. we and the former shareholders of ProSys (the “Holders”)
entered into a registration rights agreement obli gating us 1o flle a registration statement with the SEC to allow for
the resale of the 1.72 million shares of common stock. used as part of the consideration in the purchase
transaction, within 60 days of the closing date of the acquisiion. On April 30, 2007. we and the Holders entered
into an amendment to the registration rights agreement which provided that in exchange for an extension 1o us of
the time to register the shares, we would provide the Holders with cash necessary 10 make up the shortfall, if any.
if following the sale thereof. the sales price of the shares held by the Holders on the open market is below $4.93
(the “TIssue Price”). the price used to determine the share value for purposes of determining the consideration for
the purchase transaction (“Price Protection”). as well as a put right to us at the Issue Price in certain
circumstances. On February 5. 2008. we entered into 2 memorandum of understanding with the Holders that
required us to pay an advance against potential contingent consideration due to the Holders in exchange for an
extension on the previously granted put nght through September 30. 2008. On August 26. 2008. we and the
Holders entered into a second amendment to the registration rights agreement under which we agreed to purchase
from the Holders all of the right, title and interest in 710.036 shares of the purchase consideration common stock
at the Issue Price. in exchange for the Holders agreeing 10 retain the remaining 1.014.336 shares until such time
as we are current in our periodic reports or October 2009. whichever occurs first. With respect to the remaining
shares. the Holders continue to hold the Price Protection and put rights as described above and our maximum
liability under these obligations is $5.0 million. As of December 31, 2008 we have accrued $4.4 million to cover
the Price Protection and put right obligations.

Transactions with Related Parties

One director of the Company was a director of one of our customers. Pinnacle Systems. Inc. Another
director of the Company is a director of one of our customers. Datalink Corporation. The consultant who
manages our Brazilian operation has an ownership interest in two of our customers/vendors. Megaware
Commercial Lida and Megaware Industrial Ltda (collectively, “Megaware”).

During 2006. the employees who managed our Mexico operations had various ownership interests in the
following customers/vendors of the Company: Import Mayoreo SA de CV. Trofel Computacion SA de CV.
Verbatrade SA de CV. Importador Nacional Peninsular and Outsourcing Distribution SA de CV.

In 2006, as a part of our acquisition of ProSys. we entered into two long-term real property leases for office
and warehouse space in Norcross. Georgia with Laurelwood Holdings. LLC (“Laurelwood Holdings™). The
sellers of ProSys, who thereafter became our employees. have an ownership interest in Laurelwood Holdings. In
5008. 2007 and 2006. we paid $500.906. $497,693 and $124.423 respectively. under those lease agreements 10
Laurelwood Holdings.

Since October 2005. we have employed a stepson of Mr. Bell in the position of director of strategic markets.
In 2008 and 2007. Mr. Bell's stepson received total cash compensation of $246,217 and $238.307, respectively.
On November 17, 2005, he was granted an option 1o purchase 15.000 shares of common stock. with an exercise
price of $7.95 per share. On January 21.2008. he was granted an option 1o purchase 10.000 shares of common
stock. with an exercise price of $5.90 per share. In addition. he participates in all other benefits that we offer 10
all of our employvees. The Audit Committee reviewed and ratified the employment of Mr. Bell’s stepson and his

compensation.
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Sales to and purchases from these parties for the three years ended December 31, 2008 and accounts
receivable and accounts payable at December 31. 2008, 2007 and 2006 are summarized below (in thousands):

Years Ended December 31,

2008 2007 2006

Sales:

Datalink COrporation ... . ...ttt $ 60 $§ — § 783

MEGAWETE L . oot 45111 37.939  23.808

Import Mayoreo SAde CV ... — 7.620 —

Verbatrade SAde CV ... .. — 4.027 20452
Accounts receivable:

Datalink Corporation .....................oiiriiniiiiiiiiin.. — — 79

MEGAWATE . . .ottt 8,443  10.024 4.844

Import Mayoreo SAde CV ... ... ... 5.615 6.451 —

Verbatrade SAde CV . ... . . 40 40 6.489
Purchases:

Megaware . ... ... . — —_ 16.114

Importadora Naciénal Peninsular .. ............ ... ... ... ... — — 21.851
Accounts payable:

MEZAWATE . . ot —_ — 2.191

Import Mayorco SAde CV ... . — — 6.288

RECENT ACCOUNTING PRONOUNCEMENTS

In December 2007. FASB issued Statement of Financial Accounting Standards No. 141 (Revised 2007).
Business Combinations (“SFAS 141R™). SFAS 141R will change the accounting for business combinations.
Under SFAS 141R. an acquiring entity will be required to recognize all the assets acquired and liabilities
assumed in a transaction at the acquisition-date fair value. with limited exceptions. SFAS 141R will change the
accounting treatment and disclosure for certamn specific items in a business combination. SFAS 141R applies
prospectively to business combinations for which the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after December 15, 2008. and interim periods within those fiscal vears.
SFAS 141R will become effective for us beginning January 1. 2009. We will apply the provisions of SFAS 141R
to any future acquisitions.

In November 2007. the EITF released Issue No. 07-01, Accounting for Collaborative Arrangements (“EITF
07-017). EITF 07-01 requires collaborators to present the results of activities for which they act as the principal
on a gross basis and report any payments received from (made to) other collaborators based on other applicable
GAAP or. in the absence of other applicable GAAP. based on analogy to authoritative accounting literature or a
reasonable. rational and consistently applied accounting policy election. EITF 07-01 also clarified the
determination of whether transactions within a collaborative arrangement are part of a vendor-customer (or
analogous) relationship that are subject to EITF Issue No. 01-9. Accounting for Consideration Given by a Vendor
to a Customer. EITF 07-01 is effective for the Company beginning January 1. 2009. We do not expect the
provisions of EITF 07-01 to have a material impact on our consolidated financial statements.

In December 2007. FASB issued Statement of Financial Accounting Standards No. 160, Nonconrrolling
Terests in Consolidared Financial Starements (an Amendment of ARB No. 51) (“SFAS 1607). SFAS 160
establishes new accounting and reporting standards for the non-controlling interest in a subsidiary and for the
deconsolidation of a subsidiary. SFAS 160 1s effective for us beginning January 1. 2009. Currently. we do not
expect the adoption of SFAS 160 will have an impact on our consolidated financial statements.

In March 2008, FASB issued Statement of Financial Accounting Standards No. 161, Disclosures about
Derivarive Instruments and Hedging Activiries (an Amendment of FASB Siatement No. 133) (“SFAS 1617). SFAS
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161 requires enhanced disclosures about derjvative instruments and hedging activities and their effects on a
company s financial position. financial performance and cash flows. SFAS 161 is effective for us beginning
January 1, 2009. We are evaluating the effect of the adoption of SFAS 161 on our consolidated financial
statements including our disclosures.

In April 2008, FASB issued FASB'S Staff Position (“FSP™) Statement (“FAS™) No. 142-3. Determination
of the Useful Life of Intangible Assets (“FSP 142-3%). FSP 142-3 amends the factors a company should consider
in developing renewal or extension assumptions used in determining the useful life of recognized intangible
assets under FASB’s Statement of Financial Accounting Standards No. 142. Goodwill and Other Tangible Assets
(“SFAS 1427). This new guidance applies prospectively 10 intangible assets that are acquired individually or with
a group of other assets in business combinations and asset acquisitions. FSP 142-3 is effective for us beginning
January 1. 2009. Early adoption is prohibited: therefore. this guidance will be applied prospectively. On
adoption. we do not expect there will be any impact to our current consolidated financial statements.

In May 2008, FASB issued Accounting Principles Board No. 14-1, Accounting for Convertible Debi
Instrumenis That Mav Be Setled in Cash upon Conversion (Including Parrial Cash Sertlemeni) ( “APB 14-17).
APB 14-1 requires that the liability and equity components of convertible debt instruments that may be settled in
cash upon conversion (including partial cash settlement) be separately accounted for in a manner that reflects an
issuer’s non-convertible debt borrowing rate. APB 14-1 is effective for us beginning January 1. 2009. We are stll
evaluating the impact that the adoption of APB 14-1 will have on our consolidated financial statements.

In Mav 2008, FASB issued Statement of Financial Accounting Standards No. 162. The Hierarchy of
Generally Accepted Accounting Principles (“SFAS 1627). The new standard is intended to improve financial
reporting by identifying a consisteni framework. or hierarchy, for selecting accounting principles to be used in
preparing financial statements that are presented in conformity with GAAP for non-governmental entities. SFAS
162 is effective 60 days following the SEC’s approval of the Public Company Accounting Oversight Board
Auditing amendments to AU Section 411, The Meaning of Present Fairly in Conformiry with Generally Accepied

Accounring Principles. We do not expect the adoption of this standard to have a material effect on our
consolidated financial statements.

In April 2009. FASB issued Staff Posinon Statement No. 157-4. Determining Fair Value When the Volume
and Level of Activiry for the Asset or Liabiliry Have Significanily Decreased and Identifving Transactions Thai
Are Not Orderlv (“FSP 157-47). FSP 157-4 indicates that if an entity determines that either the volume and/or
level of activity for an asset or liability has si enificantly decreased (from normal conditions for that asset or
Jiability) or price quotations or observable nputs are not associated with orderly transactions, increased apalysis
and management judgment will be required 1o estimate fair value. FSP 157-4 is effective for interim and annual
periods ending after June 15. 2009. with early adoption permitted. FSP 157-4 must be applied prospectively. FSP
157-4 is effective for us beginning January 1. 2009. We do not expect the provisions of FSP 157-4 1o have a
material impact on our consolidated financial position. results of operations or cash flows.

In April 2009. FASB issued Staff Position Statement No. 107-1 and Accounting Principles Board No. 28-1.
Interim Disclosures about Fair Value of F inancial Instruments (“FSP 107-17). FSP 107-1 relates to fair value
disclosures in public entity financial statements for financial instruments that are within the scope of FASB's
Statement of Financial Accounting Standards No. 107. Disclosures about Fair Value of F| inancial Insrruments
(“SFAS 107™). This guidance increases the frequency of those disclosures. requiring public entities to provide the
disclosures on a quarterly basis (rather than just annually). The quarterly disclosures are intended to provide
financial statement users with more timely information about the effects of current market conditions on an
entity’s financial instruments that are not otherwise reported at fair value. FSP 107-1 is effective for interim and
annual periods ending after June 15. 2009. FSP 107-1 must be applied prospectively. On adoption. we do not
expect there will be any Limpact on our current consolidated financial statements.

In April 2009. the SEC issued Staff Accounting Bulletin No. 111 (*SAB 1117) on Other-Than-Temporary
Impairments ("OTTI"). SAB 11] amends Topic 3. M. in the Staff Accounting Bulletin Series entitled Other-
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Than-Temporary Impairmeni of Ceriain Investments in Debt and Equiry Securities (“Topic SM.”). SAB 111
maintains the SEC staff s previous views related to equity securities and amends Topic 5.M. to exclude debt
securities from its scope. We elected to adopt SAB 111 in the first quarter of 2009. SAB 111 is effective for us
beginning January 1. 2009. On adoption. we do not expect there will be any impact on our current consolidated
financial statements.

In May 2009, FASB issued Statement of Financial Accountng Standards No. 165, Subsequent Events
(“SFAS 1657). SFAS 165 establishes general standards of accounting for and disclosure of events that occur after
the balance sheet date but before financial statements are 1ssued or are available to be issued. SFAS 165 requires
the disclosure of the date through which an entity has evaluated subsequent events and the basis for that date -
that 1s. whether the date represents the date the financial statements were issued or were available to be 1ssued.
SFAS 165 is effective for us in the first interim period beginning after June 15, 2009. We do not expect the
adoption of this standard to have a material effect on our consolidated financial statements.

QUARTERLY RESULTS OF OPERATIONS

Net Sales
Quarteriy Change
2008 from 2007
2008 2007 $ %
(doltars in thousands}
First QUarter . .. ... o $993,362 $ 972,287 $ 21.075 22%
Second Quarter . ..... ... ... ... - 936,601 920.681 15.920 1.7%
Third Quarter ... ... . 880.730 688.497  (107.767) (10.9)%
Fourth Quarter .. ... ... .. . .. . 768.806 1,068,440  (299.634) (28.0)%

Three Months Ended March 31, 2008 Compared 10 Three Months Ended March 31, 2007

Consolidated net sales increased 2.2% 10 §993.4 million in the three months ended March 31, 2008 from
$972.3 million in the same period in 2007. This increase is attributable 10 increased ProSys segment sales of
$32.7 million and an aggregate increase in TotalTec. Miami and Other segments sales of $11.0 million. The
increases in sales in our ProSys and Miami segments were primarily attributable 1o increased sales of computer
platforms. storage systems and all other products. These sales increases were partially offset by a $14.3 million
sales decrease in Europe segment sales and an $8.4 million decrease in U.S. Distribution segment sales,
attributable to lower demand for computer platforms. disk drives. storage systems and all other products resulting
from the global recession. The wanslation of our consolidated financial statements into U.S. dollars resulted in
increased sales of $36.4 million for the three months ended March 31. 2008. compared with same period in the
previous year. which consists of sales translation gains of $26.0 million in our Europe segment. $3.3 million in
our Canada segment and $5.2 million in our Other segment. due to a weaker U.S. dollar.

Three Months Ended June 30. 2008 Compared 10 Three Months Ended June 30, 2007

Consolidated net sales increased 1.7% to $936.6 million in the three months ended June 30. 2008 from
$920.7 milbon in the same period in 2007. The increase in consolidated net sales in the three months ended
June 30, 2008, compared to the three months ended June 30. 2007. is attributable to an increase in ProSys
segment sales of $39.5 million due to increased sales of computer platforms, storage systems and all other
products. The increase in consolidated net sales is also attributable to an increase in Miami segment sales of
$24.2 million due to increased sales volume in the Miami-based export business, and an increase of $7.7 million
in Europe segment sales primarily due to increased sales of storage systems. These increases were partially offset
by a $45.0 milbion decrease in U.S. Distribution segment sales and. cumulatively. a $10.5 million decrease in
TotalTec, Canada. and Other segments sales. primarily resulting from the global recession. The translation of our
consolidated financial statements into U.S. dollars resulied in increased sales of $28.6 million for the three
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months ended March 31. 2008. compared with the same period in the previous year. which consists of sales
translation gains of $21.1 million in the Europe segment. $2.5 million in the Canada segment and $5.0 milbion in
the Other segment, due to a weaker U.S. dollar.

Three Months Ended Sepiember 30, 2008 Compared to Three Months Ended September 30, 2007

Consolidated net sales decreased 10.9% to $880.7 million in the three months ended September 30, 2008
from $988.5 million in the same period in 2007. The decrease is attributable 10 a $72.3 million decrease in
Europe segment sales. a decrease of $39.2 million in U.S. Distribution segment sales and a $6.9 million decrease
in ProSys segment sales. These sales decreases were attributable to lower demand for products such as computer
platforms. disk drives and all other products due 1o the recession. Partially offsetting the sales decreases in the
Europe. U.S. Distribution and ProSys segments was an increase in Miami segment sales of $30.5 million. which
was due to increased growth of the Miami-based export business. whose sales consisted of computer platforms
and storage systems. The translation of our consolidated financial statements into U.S. dollars resulted in
decreased sales of $2.0 million for the three months ended September 30, 2008. when compared with the same
period in the previous year. and was primarily attributable to the translation of the Other segment sales as a result
of a stronger U.S. dollar.

Three Months Ended December 31, 2008 Compared to Three M onths Ended December 31, 2007

Consolidated net sales decreased 28.0% to $768.8 million in the three months ended December 31, 2008
from $1,068.4 million in the same period of 2007. The decrease in consolidated net sales is attributable 0 a
decrease of $161.7 million in Europe segment sales. a $90.0 million decrease in U.S. Distribution segment sales
and a $2.3 million decrease in TotalTec segment sales. a $25.0 million decrease in Miami segment sales. a $12.1
million decrease in Canada segment sales, and a $15.7 million decrease in Other segment sales. These sales
decreases were attributable to lower demand for computer platforms. disk drives. storage systems and all other
products due to the deepening recession. Partially offsetting the decrease in sales was an increase of $7.4 million”
in ProSys segment sales attributable to increased sales of computer platforms, storage systems and all other
products. The translation of our consolidated financial statements into U.S. dollars resulted in decreased sales of
$77.4 million for the three months ended December 31. 2008. compared with the same period in the previous
year, due to a stronger U.S. dollar. The sales translation Joss consisted of a $62.5 million loss attributable 1o
Europe segment sales. a $6.1 million loss attributable 1o Canada sales and an $8.8 million loss atiributable to
Other segment sales.

Gross Profit
Quarterly Change
2008 from 2007
2008 2007 $ %
(doltars in thousands)
FArst QUATTET . o v e e oo e e e e $87.409  $81.764 § 5,645 6.9%
Second QUATIET . . . oo vvetr e s 86.775 75,785 10,990 145%
Third QUATTET .o o ettt a e e 82,757 90,617 (7.860) B.%
Fourth QUATTET . ..\t veee et 78.505 92.377 (13.872) (153.00%
Gross Profit Margin:
FArSt QUATTET . o vveee oo e e R.8% 8.4%
Second QUATTET . ..ottt 9.3% 8.2%
Third QUATET . ..o v v oot e e 9.4% 9.2%
Fourth QUAarier . ... 10.2% 8.7%

Three Months Ended March 31, 2008 Compared 10 Three M onths Ended March 31. 2007

The gross profit percentage was 8.8% of consolidated net sales in the three months ended March 31. 2008.
compared 10 8.4% of consolidated net sales in the same period ended March 31. 2007. The change in the gross
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profit percentage was primarily due to the gross profit percentage changes in the ProSys. Canada, Miami and
Other segments. The gross profit percentage in the ProSys segment increased by 0.4% when comparing the three
months ended March 31. 2008 to the same period in 2007. The increase in our ProSys segment gross profit
percentage is attributable to a $14.3 million increase in storage systems sales and a $21.8 million increase in all
other products sales offset by a $4.1 million decrease in computer platform sales. The gross profit percentages in
the TotalTec. Miami. Canada and Other segments increased cumulatively by 0.1%, primarily due 1o an increase
in sales of computer platform products, storage systems, disk drives and all other products. Furthermore. in the
three months ended March 31. 2008, we recorded a reduction of approximately $3.2 million to cost of sales
resulting from the release of certain vendor allowances previously deferred. The release of deferred vendor
allowances had a 0.4% impact on our gross profit percentage in the three months ended March 31. 2008.

Three Months Ended June 30, 2008 Compared 10 Three Months Ended June 30, 2007

The gross profit percentage was 9.3% of consolidated net sales in the three months ended June 30. 2008,
compared to 8.2% of consolidated net sales in the same period ended June 30. 2007. The change in the gross
profit percentage was because of gross profit percentage increases in the ProSys and Europe segments. The gross
profit percentage in the ProSys segment increased by 0.8% when comparing the three months ended June 30.
2008 to the same period in 2007. The increase in our ProSys segment gross profit percentage is attributable to a
$26.6 million increase in storage systems sales and a $6.3 million and $6.0 million increase in computer
platforms and all other products sales. respectively. The gross profit percentage in the Europe segment increased
by 0.3% in the three months ended June 30. 2008. when compared to the corresponding period in 2007.

Three Months Ended Sepiember 30, 2008 Compared 10 Three Months Ended Sepiember 30. 2007

The gross profit percentage was 9.4% of consolidated net sales in the three months ended September 30.
2008, compared to 9.2% of consolidated net sales in the same period ended September 30. 2007. The increase
was primarily due 10 the gross profit percentage increase of 0.3% by the U.S. Distribution segment and the
decrease of 0.5% in the Europe segment. The gross profit percentages in the TotalTec. Miami, Canada and Other
segments increased cumulatively by 0.4% and were due to an increase in sales of computer platform products.
storage systems and disk drives. Furthermore. in the three months ended September 30. 2008. we recorded a
reduction of approximately $4.7 million to cost of sales resulting from the release of certain vendor allowances
previously deferred. The release of deferred vendor allowances had a 0.6% impact on our gross profit percentage
1n the three months ended September 30. 2008.

Three Monihs Ended December 31, 2008 Compared 10 Three Months Ended December 31. 2007

The gross profit percentage was 10.2% of consolidated net sales in the three months ended December 31.
2008. compared 1o 8.7% of consolidated net sales in the same period ended December 31. 2007. The gross profit
percentage in the ProSys segment increased by 0.8% when comparing the three months ended December 31.
2008 to the same period in 2007. The increase in our ProSys segment gross profit percentage is atributable to an
$11.1 million increase in computer platform sales. The gross profit percentages in the TotalTec. Miami, Canada
and Other segments increased cumulatively by 0.7%. primarily due to an increase in sales of computer platform
products. storage systems and disk drives. Furthermore. in the three months ended December 31, 2008, we
recorded a reduction of approximately $2.8 million to cost of sales resulting from the release of certain vendor
allowances previously deferred. The release of deferred vendor allowances had a 0.4% impact on our gross profit
percentage in the three months ended December 31. 2008.
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Selling, General & Administrative (SG&A) Expense

Quarterly Change

2008 from 2007
2008 2007 s %
(dollars in thousands)

FArSt QUAMET . . ovvee v oot $80.372  $70.992 $9.380 13.2%
Second QUATIET . ..\ vttt e et 74.439 72917 1.522 2.1%
Third QUATTET . . oo e e e e 77.735 72.290 5.445 7.5%
Fourth QUATIET . .« vt et 74.500 77.581 (3.081)y (4.00%
As % of Net Revenue:

FATSt QUATET . oo vt ee e 8.1% 7.3%

Second QUATET . ..o \vvvte e e 7.9% 7.9%

Third QUATTET .« o v e et e et e e 8.8% 7.3%

Fourth QUAaTIET . .. vt e e e i e 9.7% 7.3%

Three Months Ended March 31, 2008 Compared to Three Months Ended March 31, 2007

SG&A expense increased $9.4 million or 13.2% in the three months ended March 31. 2008 compared to the
three months ended March 31. 2007. The increase in SG&A expense was primarily attributable to an $8.4 million
increase in administrative expenses associated with commissions and bonuses due to higher sales volume and an
increase of $1.9 million in bad debt expense. partially offset by a reduction in miscellaneous SG&A expenses of
$0.9 million.

Three Months Ended June 30, 2008 Compared 10 Three Months Ended June 30. 2007

SG&A expense increased $1.5 million or 2.1% in the three months ended June 30. 2008 compared to the
three months ended June 30. 2007. The increase in SG&A expense was primarily attributable to an additional
$0.9 million in commissions and bonus expense resulting from higher sales volume and headcount in the three
months ended June 30. 2008 when compared 10 the corresponding period in 2007. The increase 1s further
attributable 0 a $1.3 million in SG&A expenses associated with the cost of insurance. partially offset by a
decrease in SG&A expenses associated with outside services of approximately $1.1 million.

Three Months Ended Sepiember 30, 2008 Compared 10 Three M onths Ended September 30. 2007

SG&A expense increased $5.4 million or 7.5% in the three months ended September 30. 2008 compared to
the three months ended September 30. 2007. The increase in SG&A expense was primarily atributable 10
increases of $3.2 million in bad debt expense. $1.6 million in advertising expense. and $0.8 million in salaries
and wages resulting from higher headcount. partially offset by a $0.2 million decrease in miscellaneous SG&A
expenses.

Three Months Ended December 31, 2008 Compared 10 Three M onths Ended December 31. 2007

SG&A expense decreased $3.1 million or 4.0% 1n the three months ended December 31. 2008 compared to
the three months ended December 31. 2007. The decrease in SG&A expense was primarily anributable 10
decreases of $5.9 million in salaries and wages and employee benefit expense resulting from Jower headcount
due 1o layoffs, $1.1 million in outside service expenses. and $0.3 million in miscellaneous SG&A expenses.
These decreases were partially offset by an increase of $4.2 million in bad debt expense.
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Investigation and Restatement-Related Costs

Quarterly Change

2008 from 2007
2008 2000 0§ %
(dollars in thousands)

FirstQuarter .. ... ... . $ 9.013  $5.723  §3.290 357.53%
Second QUATIET . . .. .. it 10.957 7.307 3.650 50.0%
Third QUATTET . . . . oo 16.134 6,631 9.503 143.3%
Fourth Quarter . ... . ... 16,029 6.667 9.362 140.4%
As % of Net Revenue:

FirstQuarter ... . . ... 0.9% 0.6%

Second Quarter . ... .. 1.2% 0.8%

Third Quarter . .. ... . 1.8% 0.7%

Fourth Quarter .. ... .. ... .. . .. . 21% 0.6%

Three Months Ended March 31, 2008 Compared 1o Three Months Ended March 31, 2007

Investigation and restatement-related costs increased $3.3 million or 57.5% in the three months ended
March 31, 2008 compared to the three months ended March 31. 2007. The increase in investigation and
restatement-related costs was attributable to fees paid to external auditors and outside advisors for investigation-
related activities and the restatement of our historical financial statements.

Three Months Ended June 30, 2008 Compared 10 Three Months Ended June 30, 2007

Investigation and restatement-related costs increased $3.7 million or 50.0% in the three months ended
June 30. 2008 compared to the three months ended June 30. 2007. The increase in investigation and restatement-
related costs was attributable to fees paid to external auditors and outside advisors for investigation-related
actvities and the restatement of our historical financial statements.

Three Months Ended Seprember 30, 2008 Compared to Three Months Ended September 30. 2007

Investigation and restatement-related costs increased $9.5 million or 143.3% in the three months ended
September 30, 2008 compared to the three months ended September 30. 2007. The increase in investigation and
restaternent-related costs was attributable to fees paid to external auditors and outside advisors for investigation-
related activities and the restatement of our historical financial statements.

Three Months Ended December 31. 2008 Compared to Three Months Ended December 31. 2007

Investigation and restatement-related costs increased $9.4 million or 140.4% in the three months ended
December 31. 2008 compared to the three months ended December 31. 2007. The increase in investigation and
restatement-related costs was attributable to fees paid to external auditors and outside advisors for investigation-
related activities and the restatement of our historical financial statements.

Impairment of Goodwill and Other Intangibles
Three Months Ended December 31, 2008 Compared 10 Three Months Ended December 31, 2007

We recorded a goodwill impairment charge of $5.9 million. which consisted of a $2.4 million goodwil}
impaument charge in the Net Storage segment and a $3.5 million goodwill impairment charge in the TotalTec
segment for the three months ended December 31. 2008. We recorded a goodwill impairment charge of $32.4
million. which consisted of a $20.5 million goodwill impairment charge in the ProSys segment and a $31.9
million goodwill impairment charge in the Europe segment for the three months ended December 31. 2007.
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From January 1. 2008 through May 31, 2009. our common stock traded as Jow as $0.27 per share. We will
continue to monitor the estimates of fair value for our reporting units and there may be circumstances in future
periods that will require us to recognize an impajrment Joss on all or a portion of our recorded goodwil] or other
intangible assets.

Restructuring and Impairment Costs
Three Months Ended March 31, 2008 Compared 1o Three Months Ended March 31. 2007

In the three months ended March 31. 2008. we initiated a restructuring plan for our North American.
European and Latin American operations. and. as a result. we incurred restructuring costs and other charges of
approximately $2.2 million. These costs consisted primarily of severance and benefit costs for involuntary
employee terminations. Approximately. $1.8 million, $0.3 million and $0.1 million of these severance and
benefit costs were incurred in the Europe. Other and U.S. Distribution reporting segments. respectively. We
classified all of these charges to restructuring and impairment costs in the statement of operations in the three
months ended March 31, 2008.

We completed the cash payments under this restructuring initiative in 2008.

There were no restructuring activities in the three months ended March 31, 2007.

Three Months Ended June 30, 2008 Compared 10 Three M onths Ended June 30, 2007

Ifi the three months ended June 30. 2008. we incurred restructuring and impairment costs of approximately
$72.000. which were atmibutable to severance and benefit costs associated with involuntary emplovee
terminations in the Other reportable segment.

In the three months ended June 30, 2007. we incurred restructuring and impairment costs of approximately
$1.2 million related to severance and benefit costs associated with involuntary employee terminations in the
Europe reportable segment.

The restructuring program for headcount reduction was initiated in the second quarter of 2007 and conunued
through December 2007.

Three Months Ended Sepiember 30, 2008 Compared 10 T hree Months Ended September 30, 2007

In the three months ended September 30. 2008. we incurred restructuring and impairment costs of
approximately $59.000. which were attributable to severance and benefit costs associated with involuntary
employee terminations.

In the three months ended September 30, 2007. we incurred restructuring and impairment costs of
approximately $129.000 related to severance and benefit costs associated with involuntary employee
terminations.

Three Months Ended December 31, 2008 Compared 10 Three Months Ended December 31, 2007

In the three months ended December 31, 2008. we injtiated a restru cturing plan for our North American.
European and Latin American operations and. as a result. the Company incurred restructuring costs and other
charges of approximately $1.9 million. These costs consisted primarily of $1.5 million of severance and benefit
costs for involuntary employee terminations and costs of $0.4 million related to the closure and impairment of
certain leased facilities. Approximately $1.0 million, $0.2 million and $0.3 million of these severance and benefit

costs were incurred in the Europe. ProSys and Other segments, respectively. The remaining amount of these
severance and benefit costs of approximately $0.2 million were incurred in the U.S. Distribution. TotalTec and
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Miami reporung segments. Approximately $0.2 million and $0.2 million of the costs associated with the closure
and impairment of certain leased facilities were incurred in the TotalTec and U.S. Distribution reporting
segments. respectively. We classified all of these charges to restructuring and impairment costs in the statement
of operations in the three months ended December 31. 2008. We expect to make the remaining cash payments
required by this restructuring initiative in 2009,

In the three months ended December 31. 2007. we incurred restructuring and impairment costs of
approximately $72.000 related to severance and benefit costs associated with involuntary emplovee terminations
in the U.S. Distribution reportable segment.

Interest Expense, Net

Quarterly Change
2008 from 2007

2008 2007 $ %
(dollars in thousands)
First QUarter ... . ... .. $8.017 $9.102 $(1.085) (11.99%
Second QUATTET . .. .. ..t 7.276 8,017 (741) 9.2)%
Third Quarter .. ... ... 7.247 8,701 (1.454) (16.1%
Fourth Quarter . ........ .. ... . e 7.358  8.343 (985) (11.8)%

Three Months Ended March 31, 2008 Compared to Three Monihs Ended March 31, 2007

Interest expense. net decreased $1.1 million or 11.9% in the three months ended March 31. 2008 compared
to the three months ended March 31, 2007. The decrease in interest expense. net in 2008 over 2007 was primarily
attributable 1o decreased interest rates in 2008. Our weighted average borrowings in the three months ended
March 31. 2008 were $444.0 million compared to $440.3 million in the three months ended March 31. 2007. The
weighted average interest rate in the three months ended March 31, 2008 was 6.1 % compared 10 6.8% in the
three months ended March 31. 2007.

Three Months Ended June 30, 2008 Compared 10 Three Monihs Ended June 30, 2007

Interest expense. net decreased $0.7 million or 9.2% in the three months ended June 30. 2008 compared to
the three months ended June 30. 2007. The decrease in interest expense, net was primarily attributable to
decreased interest raies during the three months ended June 30. 2008. Our weighted average borrowings in the
three months ended June 30. 2008 were $421.8 million compared to $403.8 million in the three months ended
June 30, 2007. The weighted average interest rate in the three months ended June 30. 2008 was 6.2% compared
10 6.8% 1n the three months ended June 30. 2007.

Three Months Ended Sepiember 30. 2008 Compared to Three Months Ended September 30. 2007

Interest expense, net decreased $1.5 million or 16.7% in the three months ended September 30. 2008
compared to the three months ended September 30. 2007. The decrease in interest expense. net was primarily
attributable to decreased interest rates during the three months ended September 30. 2008. Our weighted average
borrowings in the three months ended September 30, 2008 were $423.9 million compared to $406.6 million in
the three months ended September 30. 2007. The weighted average interest rate in the three months ended
September 30. 2008 was 6.1% compared 10 6.9% in the three months ended September 30. 2007,

Three Months Ended December 31, 2008 Compared 10 Three Months Ended December 31, 2007

Interest expense, net decreased $1.0 million or 11.8% in the three months ended December 31. 2008
compared t0 the three months ended December 31, 2007. The decrease in interest expense. net was primarily
attributable to decreased interest rates and decreased borrowings during the three months ended December 31,
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2008. Our weighted average borrowings in the three months ended December 31. 2008 were §418.1 million

compared to $424.5 million in the three months ended December 31. 2007. The weighted average interest rate 1n

the three months ended December 31. 2008 was 5.9% compared to 7.0% in the three months ended
December 31. 2007.

Other Expense (Income), Net

Quarterly Change

2008 from 2007
2008 2000 8§ %
(dollars in thousands)
FATST QUATTET .. v v oot eet e e et et e $(2.329) $(1.219) $(1.1100 (91.1)%
Second QUATTET . .. .ttt e e e (416)  (1,753) 1.33 76.3%
Third QUATTET . . . .\ v o vt e e e 8377 (1.253) 9,630 768.6%
Fourth QUATTET . . .ttt e e oottt e e e 4,877 1.799 3,078 171.1%

Three Months Ended March 31. 2008 Compared 10 Three Months Ended March 31, 2007

Other expense (income). net decreased $1.1 million or 91.1% in the three months ended March 31. 2008
compared to the three months ended March 31, 2007. The decrease was primarily atributable to an increase in
foreign currency transaction gains of $2.0 million in the three months ended March 31. 2008. Foreign currency
transaction gains were $2.7 million in the three months ended March 31. 2008 compared to $0.7 million in the

three months ended March 31. 2007.

Three Months Ended June 30. 2008 Compared 10 Three Monihs Ended June 30. 2007

Other expense (income). net increased $1.3 million or 76.3% in the three months ended June 30. 2008
compared to the three months ended Jupe 30. 2007. The increase was primarily auributable to a decrease in

foreign currency transaction Josses of $1.6 million in the three months ended June 30. 2008. Foreign currency
transaction gains were $1.6 million in the three months ended June 30. 2007 and there was no foreign currency

translation activity in the three months ended June 30. 2008.

Three Months Ended September 30. 2008 Compared 10 Three Months Ended Sepiember 30. 2007

Other expense (income). net increased $9.6 million or 768.6% in the three months ended September 30.

2008 compared to the three months ended September 30. 2007. The increase was primarily attributable 10 a

decrease in foreign currency transaction losses of $9.2 million in the three months ended September 30. 2008.
Foreign currency transaction Josses were $8.1 million in the three months ended September 30. 2008 compared

10 $1.1 million of currency transaction gains in the three months ended September 30. 2007.

Three Months Ended December 31, 2008 Compared io Three Months Ended December 31. 2007

Other expense (income), net increased $3.1 million or 171.1% in the three months ended December 31

2008 when compared to the three months ended December 31 2007. The increase was primarily attributable to a
decrease in foreign currency transaction Josses of $3.5 million in the three months ended December 31. 2008.
Foreign currency transaction losses were $4.7 million in the three months ended December 31. 2008 compared 10

$1.2 million in the three months ended December 31.2007.

Income Taxes

Our income tax provision and effective tax rate are primarily impacted by. among other factors. the statutory
tax rates in the countries in which we operate and the related level of income generated by our global operations.
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The variance in quarterly tax expense between 2008 and 2007 is largely based upon differences in quarterly
income and certain discrete items, including the recording of valuation allowances, impairment of intangible
assets. and return to provision adjustments.

Three Months Ended March 31, 2008 Compared 1o Three Months Ended March 31, 2007

2008 2007 Change
(dollars in thousands)
Provision for inCOME taxes .. .. ........ouuiir i $246 $3.122 $(2,876)
Effective tax rate ... ... .. ... . ... 25% (110.2)% 107.7%

The Jow negative effective tax rate for the three months ended March 31. 2008 was due to U.S. and certain
other pre-tax losses for which the tax benefits were offset by full valuation allowances provided against the
related deferred tax assets. and low pre-tax profits generated in other jurisdictions. For the three months ended
March 31. 2007. we had an overall pre-tax Joss for the quarter. which combined with pre-tax profits generated in
the U.K. and Canada, where we have not provided a valuation allowance against the related deferred tax assets.
yielded a high negative tax rate.

Three Months Ended June 30, 2008 Compared 1o Three Months Ended June 30, 2007

2008 2007 Change

. (dollars in thousands)
Provision for (benefit from) income taxes . ...................... $1.375 $(451) $1.826
Effectivetaxrate ... ... ... . ... (24.8)% 3.8% (28.6)%

The negative effective tax rate for the three months ended June 30, 2008 was due to U.S. and certain other
pre-tax Josses for which the tax benefits were offset by full valuation allowances provided against the related
deferred tax assets, and pre-tax profits generated in the U.K. and Brazil where we have not provided valuation
allowances against the relaied deferred tax assets. The tax benefit recorded for the three months ended June 30.
2007 was due to benefits recorded for pre-tax Josses generated in the U.K.

Three Months Ended September 30, 2008 Compared 10 Three Months Ended September 30. 2007

2008 2007 Change
(dollars in thousands)
Provision for (benefit from) income taxes ....................... $(436) $3.464  $(3.920)
Effecuve tax rate .. .. .. ... 1.7% 8§4.1% (82.4)%

The Jow effective tax rate for the three months ended September 30. 2008 was due to tax benefits recorded
for pre-tax losses generated in the U.K.. and due to U.S. and certain other pre-tax losses for which the tax
benefits were offset by full valuation allowances provided against the related deferred tax assets. The high
effective tax rate for the three months ended September 30. 2007 was due to taxes provided on pre-tax profits
generated in the U.K.

Three Monihs Ended December 31. 2008 Compared 1o Three Months Ended December 31, 2007

2008 2007 Change
(doliars in thousands)
Provision for (benefit from) Income taxes .. ..................... $(638) $826 $(1.464)
Effectivetaxrate ... ... e 2.0% (1.5% 2.53%



The Jow effective tax rates for the three months ended December 31. 2008 and 2007 were due to U.S. and
certain other pre-tax Josses for which the tax benefits were offset by full valuation allowances provided against
the related deferred tax assets.

Net Sales
Quarterly Change
2007 from 2006
2007 2006 $ %
(dollars in thousands) -
FArst QUATTET . . oo vttt et e e e e $ 972.287 $849.807 $122.480 14.4%
Second QUATTET . ..ottt ettt 020,681 764.168 156.513 20.5%
Third QUAMET . . ..ot 088.497 774,907 213590 27.6%
Fourth QUATTET . . ..ot 1.068.440 983,994 84.446 8.6%

Three Months Ended March 31, 2007 Compared 1o Three Months Ended March 31, 2006

Consolidated net sales increased 14.4% to $972.3 million in the three months ended March 31, 2007 from
$849.8 million in the same period in 2006. The increase in consolidated net sales in the three months ended
March 31, 2007 compared to the three months ended March 31, 2006 was primarily attributable 1o increased
ProSys segment sales of $92.4 million. which was acquired in October 2006. Our Miami segment sales increased
by $17.3 million due to increased sales of computer platforms and storage systems. The translation of the
Company’s consolidated financial statements into U.S. dollars resulted in increased sales of $39.3 million for the
three months ended March 31, 2007. compared with the three months ended March 31, 2006. due to 2 weaker
U.S. dollar. The sales translation gain for the three months ended March 31. 2007 consisted of a $40.] million
translation gain in the Europe segment. offset by translation Josses in the Other segment of $0.3 million and the
Canada segment of $0.5 million.

Three Months Ended June 30, 2007 Compared 1o Three Months Ended June 30, 2006

Consolidated net sales increased 20.5% to $920.7 million in the three months ended June 30. 2007 from
$764.2 million in the same period in 2006. The increase in consolidated net sales in the three months ended
June 30. 2007 compared to the three months ended June 30. 2006 1s primarily attributable to sales of computer
platforms. storage systems and all other products of $81.7 million in the ProSys segment. which was acquired in
October 2006. Our Miami segment sales increased by $14.8 million due to increased sales of computer platforms
and storage systems. The translation of the Company s consolidated financial statements into U.S. dollars
resulted in increased sales of $30.7 million for the three months ended June 30. 2007. compared with the three
months ended June 30. 2006. due to a weaker U.S. dollar. The sales translation gain for the three months ended
June 30. 2007 consisted of a $28.6 million translation gain in the Europe segment. a $0.8 million translation gain
in the Canada segment and a translation gain in the Other segment of 1.3 milhon.

Three Months Ended September 30, 2007 Compared 10 Three Months Ended September 30, 2006

Consolidated net sales increased 27.6% to $988.5 million in the three months ended September 30. 2007
from $774.9 million in the same period in 2006. The increase in consolidated net sales in the three months ended
September 30, 2007 compared to the three months ended September 30. 2006 is primarily attributable to
computer platform and storage systems sales of $103.2 million made by the ProSys segment, which we acquired
in October 2006. The U.S. Distribution segment and Canada segment net sales also increased due to higher sales
of storage systems and disk drives. The Miami segment net sales increased primarily due to $11.0 million in
increased sales of computer platforms. disk drives and all other products. The translation of the Company’s
consolidated financial statements into U.S. dollars resulted in increased sales of $34.3 million for the three
months ended September 30. 2007, compared with the three months ended September 30. 2006, due 10 a weaker
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U.S. dollar. The sales translation gain for the three months ended September 30, 2007 consisted of a $30.3
million translation gain in the Europe segment. a $2.6 million translation gain in the Canada segment and a
translation gain in the Other segment of $1.4 million.

Three Months Ended December 31. 2007 Compared 10 Three Months Ended December 31. 2006

Consolidated net sales increased 8.6% to $1.068.4 million in the three months ended December 31. 2007
from $984.0 million in the same period of 2006. The increase in consolidated net sales is attributable primarily to
increased ProSys segment sales of $28.2 million. The U.S. Distribution segment and Canada segment net sales
also increased due to sales of storage systems and disk drives. The Miami segment net sales increased primarily
due to $6.0 million in increased sales of computer platforms, disk drives and all other products. The twranslation of
the Company’s consolidated financial statements into U.S. dollars resulted in increased sales of $49.0 million for
the three months ended December 31. 2007. compared with the three months ended December 31. 2006. due 10 2
weaker U.S. dollar. The sales translation gain for the three months ended December 31. 2007 consisted of a $40.4
million translation gain in the Europe segment. a $5.3 million translation gain in the Canada segment and a
translation gain in the Other segment of $3.3 milhon.

Gross Profit
Quarterly Change
2007 from 2006
2007 2006 s %
(dollars in thousands) -
FirstQuarter .. ... $81.764  $64.04] $17.723 27.7%
Second Quarter ... ................. e 75.783 63.99] 11,794  18.4%
Third QUarter . ... ... 90.617 60.968 29.649 48.6%
Fourth Quarter ........... .. .. .. .. . 92377 85.741 6.636 7.7%
Gross Profit Margin:
First Quarter . ... ... ... . 8.4% 7.5%
Second Quarter .. ............ ... ... 8.2% 8.4%
Third Quarter . ... ....... ... .. ... 9.2% 7.9%
Fourth Quarter ...... ... ... ... ... . ... . ... 8.6% 8.7%

Three Months Ended March 31, 2007 Compared 1o Three Months Ended March 31, 2006

The gross profit percentage was 8.4% of consolidated et sales in the three months ended March 31. 2007,
compared to 7.5% of consolidated net sales in the three months ended March 31. 2006. The 0.9% increase in the
cross profit percentage was primarily due to increased consolidated net sales of computer platforms and storage
systems of $122.5 million for the three months ended March 31. 2007. compared to the same period in 2006. The
increase was mainly due to increased sales of computer platforms and storage systems in the Europe segment in
the amount of $44.2 million. an increase in ProSys segment sales of all ProSys product lines in the amount of
$92.4 million and an increase in Miami segment sales of computer platforms and storage systems in the amount
of $17.3 million. These sales increases were partially offset by decreased sales in the U.S. Distribution, Canada
and Other segments of $32.1 million.

Three Months Ended June 30, 2007 Compared to Three Months Ended June 30, 2006

The gross profit percentage was 8.2% of consolidated net sales in the three months ended June 30. 2007.
compared to 8.4% of consolidated net sales in the three months ended June 30. 2006. The 0.2% decrease in the
gross profit percentage was primarily due to a decrease in the gross profit in the U.S. Disuibution, TotalTec and
Other segments. which decreased cumulatively by 0.8% as a result of Jower sales of computer platforms, storage
systems and all other product offerings. This decrease was partially offset by a 1.0% increase in ProSys segment
gross profit percentage resulting from increased sales of computer platforms, storage systems and all other
product offerings.
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Three Months Ended September 30, 2007 Compared 10 Three Months Ended September 30. 2006

The gross profit percentage was 9.2% of consolidated net sales in the three months ended September 30.
2007. compared to 7.9% of consolidated net sales in the same period ended September 30. 2006. The 1.3%
increase in the gross profit percentage was primarily due to an increase of 0.4% and 0.1% in the U.S. Distribution
and Europe segments. respectively. which sold larger amounts of storage systems and disk drives. The gross
profit percentage in the ProSys segment increased by 1.6% due 1o increased sales of all ProSys product lines. The
gross profit percentages in the TotalTec, Miami. Canada and Other segments decreased cumulatively by 0.8%.
primarily due to an overall decrease in sales of computer platform products. storage systems. disk drives and all
other products.

Three Months Ended December 31. 2007 Compared 10 Three Months Ended December 31, 2006

The gross profit percentage remained unchanged at 8.6% when comparing the three months ended
December 31. 2007 to the corresponding period in 2006.

Selling, General & Administrative ( SG&A) Expense
Quarterly Change

2007 from 2006
2007 2006 $ %
(dollars in thousands) -
FArSt QUATIET . .« v ovove e e e e e $70.992 $56.433 $14.5359 258
Second QUATTET . . oo ovvv e oo e e 72917 53,343 19.574 36.7
Third QUATET . .+t vveeee e o 72.290 57,423 14.867 259
Fourth QUATTEr . . oo oo vt eee e 77.581 70.967 6.614 9.3
SG&A as % of Net Revenue
First QUATTET . .o ooov et e ome s 7.3% 6.6%
Second QUATTET . . ..o oo e 7.9% 7.0%
Third QUATTET . o voee e ee e 7.3% 7.4%
7.3% 7.2%

Fourth QUATTET .« o vvvooee e

Three Months Ended March 31, 2007 Compared 10 Three Months Ended March 31. 2006

SG& A expense increased $14.6 million or 73 8% in the three months ended March 31, 2007 compared 1o
the three months ended March 31, 2006. The increase in SG&A expense was primarily attributable to the $10.0
million of administrative expense associated with the 2006 acquisition of ProSys. In addition. there was an
increase in salaries and commission of $3.9 million in the three months ended March 31. 2007. primarily due to
increased headcount and higher sales volume. There was also an increase in outside services of $1.9 million n
the three months ended March 31. 2007 for consultants.

Three Months Ended June 30, 2007 Compared 10 Three Months Ended June 30, 2006

SG&A expense increased §19.6 million or 36.7% in the three months ended June 30. 2007 compared to the
three months ended June 30. 2006. The increase in SG&A expense was primarily attributable 10 $11.7 million of
administrative expense associated with the 2006 acquisitions of ProSys. In addition. there was an increase in
salaries. commissions and employee benefits of $5.1 million, primarily attributable to increased headcount and
higher sales volume. There was also an increase in bad debt expense of $2.0 million in the three months ended
June 30. 2007. as well as an increase in outside services expense of $1.1 million in the three months ended
Tune 30. 2007.

Three Months Ended Seprember 30. 2007 Compared 10 Three Months Ended September 30. 2006

SG&A expense increased $14.9 million or 25.9% in the three months ended September 30. 2007 compared
10 the three months ended September 30. 2006. The increase in SG&A expense was primarily atributable 10 the
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$12.3 million of administrative expense associated with the 2006 acquisition of ProSys. There was also an
increase in salaries and commissions of $3.0 million in the three months ended September 30. 2007. primarily
due 1o increased headcount and higher sales volume.

Three Months Ended December 31, 2007 Compared 1o Three Months Ended December 31, 2006

SG&A expense increased $6.6 million or 9.3% in the three months ended December 31, 2007 compared 10
the three months ended December 31. 2006. The increase in SG& A expense was primarily attributable 10
additional salaries. commissions and employee benefits of $4.3 million in the three months ended December 31.
2007, primarily due to increased headcount and higher sales volume. There was also an increase of $0.6 million
in rent and utilities expense in the three months ended December 31. 2007. as well as. an increase of $0.7 million
in ravel and entertainment expenses in the same three-month period in 2007.

Investigation and Restatement-Related Costs
Three Months Ended March 31, 2007 Compared 10 Three Months Ended March 3]. 2006

Investigation and restatement-relaied costs were $5.7 million in the three months ended March 31, 2007.
The investigation and restatement-related costs in 2007 were attributable to fees paid to external auditors and
outside advisors for invesrtigation-related activities and the restatement of our historical financial statements.
There were no investigation- or restatement-related costs in the three months ended March 31. 2006.

Three Months Ended June 30. 2007 Compared 10 Three Months Ended June 30. 2006

Investigation and restatement-related costs were $7.3 million in the three months ended June 30. 2007. The
mvestigation and restatement-related costs in 2007 were atiributable 1o fees paid to external anditors and outside
advisors for investigation related activities and the restatement of our historical financial statements. There were
no investigation- or restatement-related costs in the three months ended June 30. 2006.

Three Months Ended September 30, 2007 Compared 1o Three Months Ended September 30, 2006

Investigation and restatement-Telated costs were $6.6 million in the three months ended September 30.
2007. The investigation and restatement-related costs in 2007 were attributable to fees paid to external auditors
and outside advisors for investigation-related activities and the restatement of our historical financial statements.
There were no investigation and restatement-related costs in the three months ended September 30. 2006.

Three Months Ended December 31, 2007 Compared 10 Three Months Ended December 3], 2006

Investgation and restatement-related costs were $6.7 million in the three months ended December 31, 2007.
an increase of $5.0 million or 304.3% compared to the three months ended December 31, 2006. The increase in
investigation and restatement-related costs were attributable 1o fees paid to external auditors and outside advisors
for investgation-related activities and the restatement of our historical financial statements.

Impairment of Goodwill and Other Intangibles
Three Months Ended June 30. 2007 Compared 10 Three Months Ended June 30, 2006

We recorded a goodwill impairment charge of $3.2 million in the three months ended June 30. 2006 related
primarily to the Canada segment.

Three Months Ended December 31, 2007 Compared 10 Three Months Ended December 31. 2006

In 2007. we recorded a goodwill impairment charge of $52.4 million. which consisted of a $20.5 million
goodwill impairment charge in the ProSys segment and a $31.9 million goodwill impairment charge in the
Europe segment.

74



Restructuring and Impairment Costs
Three Months Ended June 30, 2007 Compared 10 Three Months Ended June 30. 2006

In the three months ended June 30. 2007, we incurred restructuring and impairment costs of approximately
$1.2 million related to severance and benefit costs associated with involuntary employee terminations.
Approximately. $1.2 million of these severance and benefits costs were incurred in the Europe reporting
segment.

The restructuring program was initiated in the second quarter of 2007 and continued through December
2007.

There were no restructuring-related activities in the three months ended June 30. 2006.

Three Months Ended Sepiember 30, 2007 Compared 1o Three M onths Ended September 30. 2006

In the three months ended September 30. 2007. we incurred restructuring and impairment costs of
approximately $129.000 related to severance and benefit costs associated with involuntary employee
terminations.

There were no restructuring-related activities in the three months ended September 30. 2006.

Three Months Ended December 31, 2007 Compared 10 Three Months Ended December 31, 2006

In the three months ended December 31, 2007. we incurred restructuring and impairment costs of ]
approximately $72.000 in the U.S. distribution reportable segment. These costs related to severance and benefit
costs associated with involuntary employee terminations.

There were no restructuring-related activities in the three months ended December 31. 2006.

Interest Expense, Net

Quarterly Change
2007 from 2006

2007 2006 ) %
(dollars 1n thousands)
FASUQUATIET . o v eve e e e e e e $9.102  $6.447  $2.655 41.2%
Second QUAITET . .. . .vv et e 8.017 7.490 527 7.0%
Third QUATTET « - .« o vt e e e et 8.701 6.876 1,825  26.5%
Fourth QUATTET ..« e et e e e 8.343 8.642 (300) (3.5)%

Three Monihs Ended March 31. 2007 Compared 10 Three Months Ended March 31, 2006

Interest expense. net increased $2.7 million or 41.2% in the three months ended March 31. 2007 compared
1o the three months ended March 31. 2006. The increase in interest expense. net primarily artributable to
increased borrowings to finance working capital requirements and the acquisition of ProSys. Our weighted
average borrowings in the three months ended March 31. 2007 were $440.3 million compared to $364.2 million
in the three months ended March 31. 2006. The weighted average interest rate in the three months ended
March 31, 2007 was 6.8% compared to 6.1% in the three months ended March 31. 2006.

Three Monihs Ended June 30. 2007 Compared 10 Three Months Ended June 30, 2006

Interest expense. net increased $0.5 million or 7.0% in the three months ended June 30. 2007 compared 10
the three months ended June 30. 2006. The increase in interest expense. net was primarily attributable to
increased interest rates and increased borrowings to finance working capita) requirements and the acquisition of
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ProSys. Our weighted average borrowings in the three months ended June 30. 2007 were $403.8 million
compared to $393.1 million in the three months ended June 30. 2006. The weighted average interest rate in the
three months ended June 30, 2007 was 6.8% compared 10 6.5% in the three months ended June 30, 2006.

Three Months Ended September 30, 2007 Compared to Three Months Ended Sepiember 30, 2006

Interest expense. net increased $1.8 million or 26.5% in the three months ended September 30, 2007
compared to the three months ended September 30. 2006. The increase in interest expense. net was primarily
atiributable to increased interest rates and increased borrowings to finance working capital requirements and the
acquisition of ProSys. Our weighted average borrowings in the three months ended September 30. 2007 were
$406.6 million compared to $380.5 million in the three months ended September 30. 2006. The weighted average
interest rate in the three months ended September 30. 2007 was 6.9% compared t0 6.6% in the three months
ended September 30. 2006.

Three Months Ended December 31, 2007 Compared 10 Three Months Ended December 31. 2006

Interest expense, net decreased $0.3 million or 3.5% in the three months ended December 31. 2007
compared to the three months ended December 31. 2006. The decrease in interest expense, net was primarily
attributable to decreased borrowings in 2007. Our weighted average borrowings in the three months ended
December 31, 2007 were $424.5 million compared to $429.3 million in the three months ended December 31.
2006. The weighted average interest rate in the three months ended December 31. 2007 was 7.0% compared 10
6.7% in the three months ended December 31. 2006.

Other Expense (Income), Net

Quarteriy Change
2007 from 2006

ER

N

2007 2006 $ %
(dollars in thousands)
First Quarter .. ... ... ... $(1.219) $ 30 $(1.249) (4.163.3)
Second Quarter . ........ ... ... (1.753)  (2.424) 671 27.7
Third Quarter .......... ... ... (1.253) 1,220 (2.473)  (202.7
Fourth Quarter . ... . . 1.799  (1.674) 3473 207.5

Three Months Ended March 31, 2007 Compared 10 Three Months Ended March 31. 2006

Other expense (income). net decreased $1.2 million or 4.163.3% in the three months ended March 31, 2007
compared to the three months ended March 31. 2006. The decrease in other expense (income). net was primarily
attributable to an increase in foreign currency gains of $0.8 million in the three months ended March 31. 2007.
Foreign currency transaction gains were $0.7 million in the three months ended March 31. 2007 compared to
foreign cwirency transaction losses of $0.1 million in the three months ended March 31. 2006.

Three Months Ended June 30, 2007 Compared 10 Three Months Ended June 30. 2006

Other expense (income), net decreased $0.7 million or 27.7% in the three months ended June 30. 2007
compared to the three months ended June 30, 2006. The decrease in other expense (income), net was primarily
atiributable to a decrease in foreign currency gains of $0.6 million in the three months ended June 30. 2007.
Foreign currency transaction gains were $1.6 million in the three months ended June 30. 2007 compared to $2.2
mulbon in the three months ended June 30, 2006.

Three Months Ended Seprember 30, 2007 Compared to Three Months Ended Seprember 30, 2006

Other expense (income). net increased $2.5 million or 202.7% in the three months ended September 30,
2007 compared to the three months ended September 30, 2006. The increase in other expense (income). net was
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primarily atributable to an increase in foreign currency transaction gains of $2.6 million in the three months
ended September 30. 2007. Foreign cumrency transaction gains were $1.1 million in the three months ended
September 30. 2007 compared to foreign currency transaction Josses of $1.5 million in the three months ended
September 30. 2006.

Three Months Ended December 31, 2007 Compared 1o Three Months Ended December 31, 2006

Other expense (income), net decreased $3.5 million or 207.5% in the three months ended December 31.
2007 compared to the three months ended December 37, 2006. The decrease in other expense (income). net was
primarily attributable to a decrease in foreign currency transaction gains of $2.6 milkion in the three months
ended December 31, 2007. Foreign currency transaction losses were $1.3 million in the three months ended
December 31. 2007 compared to foreign currency transaction gains of $1.3 million in the three months ended
December 31. 2006.

Income Taxes

The variance in quarterly tax expense between 2007 and 2006 is largely based upon differences in quarterly
income and certain discrete items. including the recording of valuation allowances. impairment of intangible
assets. and return to provision adjustments.

Three Months Ended March 31, 2007 Compared 10 Three Months Ended March 31. 2006

2007 2006 Change
(dollars in thousands)
Provision fOr INCOMIE TAXES .« .\ vt v ve et et e $3.122 §$2.759 § 363
EffeCtiVE TAX TAIE .« . o v v et et e et e (110.2)% 2439% (354.1)Y%

The high negative effective tax rate for the three months ended March 31, 2007 was due to pre-tax profits
eenerated in the UK. and Canada where we have not provided a valuation allowance against the related deferred
1ax assets. The high positive effective tax rate for the three months ended March 31, 2006 was due 10 valuation
allowances that offset the tax benefits on certain Josses.

Three Months Ended June 30, 2007 Compared 10 Three Months Ended June 30, 2006

2007 2006 Change
(dollars in thousands)
Provision for (benefit from) INCOME TaXESs . ... vvvv v $(451) $1.982  $(2.433)
EffECtiVE TAX FALE « o v o o v ot e et et e e 3.8% 84.3% (80.6)%

The tax benefit recorded in the three months ended June 30. 2007 was due to benefits recorded for pre-tax
losses generated in the U.K. The high positive effective tax rate for the three months ended JTune 30, 2006 was
due 1o valuation allowances that offset the tax benefits on certain losses.

Three Months Ended Sepiember 30. 2007 Compared 10 Three Months Ended Sepiember 30, 2006

2007 2006 Change
(dollars in thousands)
Provision for (benefit from) income taxes .............. ... ... $3.464  $(4.849) $8.313
Effective TAX TAIE © . o ottt e et e R4.1% 1065% (22.4)%

The high effective tax rate for the three months ended September 30. 2007 was due 1o taxes provided on
pre-iax profits geperated in the U.K. The high effective tax rate for the three months ended September 30. 2006
was due to valuation allowances that utilized pre-tax income in certain jurisdicions.

77



Three Months Ended December 31, 2007 Compared to Three Months Ended December 31, 2006

2007 2006 Change
(dollars ir thousands)
Provision for income taxes . ........... .. ... $826  $28.056  $(27.230)
Effectivetaxrate .. ......... ... e (I159Y% 474.6% (476.2)%

The Jow negative effective tax rate for the three months ended December 31. 2007 was due 10 U.S. and
certain other pre-tax losses for which the tax benefits were offset by valuation allowances provided against the
related deferred tax assets. The high effective tax rate for the three months ended December 31. 2006 was due to
a valuation allowance on substantially all U.S. deferred tax assets.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

We are subject to interest rate risk on our floating rate credit facilities and could be subjected to higher
interest payments if interest rates increase. For the vear ended December 31. 2008. average borrowings on
floating rate credit facilities included $91.2 million under the Western Facility, $68.3 million under the Wachovia
Facility. $54.9 million under the Bank of America Facility and $30.3 million under the Kreditbank Facility.
These facilities have interest rates that are based on associated rates such as Eurodollar and base or prime rates
that fluctmate based on market conditions. A one percentage point increase/decrease in the average interest rate
would have impacted interest expense by approximately $2.4 million in 2008.

A substantial part of our revenue and capital expenditures are transacted in currencies other than the U.S.
dollar, and the functional currencies for our foreign subsidiaries are generally not the U.S. dollar. We enter into
foreign forward exchange contracts 10 hedge certain balance sheet exposures against future movements in foreign
exchange rates. A sudden or significant change in foreign exchange rates could have a material impact on our net
income or loss or cash flows. The fair value of foreign exchange contracts are estimated using market quotes.
The notional amount of foreign exchange contracts at December 31. 2008 and 2007 were approximately $75.3
million and $52.1 million. respectively. The carrying amounts. which are nominal, approximated fair value at
Decemnber 31, 2008 and 2007. Gains and (losses) from foreign currency transactions are included in our
consolidated statements of operations in the amounts of $(10.1) million. 2.1 million and $2.0 million. for the
years ended December 31, 2008, 2007 and 2006, respectively. The majority of these foreign exchange contracts
mature in six months or less. These contracts will settle in Brinsh pounds. Euros. Chilean pesos. Mexican pesos
and U.S. dollars.

The translation of the consolidated financial statements of the non-United States operations is impacted by
fluctuations in foreign currency exchange rates. We recorded translation gains (losses) in the amounts of $(38.5)
million, $6.5 million and 17.4 million. for the years ended December 31. 2008, 2007 and 2006. respectively.
Sales and operating income would have decreased by approximately $143.]1 million and $0.7 million.
respectively. if average foreign exchange rates had declined by 10% against the U.S. dollar in 2008. This amount
was determined by considering the impact of a hypothetical foreign exchange rate on sales and operating income
of the Company’s international operations.

On June 30. 2006. we entered into a cross-currency interest rate swap agreement with Wachovia Bank, N.A.
to hedge our net Euro denominated investments with a notional principal amount of €6.0 million ($8.4 million
using the exchange rate on December 31. 2008 of $1.40/€1.00). We have designated the change in Euro spot
rates as the hedged risk in our net Euro denominated investments. Since the contract is a hedge of our net Euro
denominated investments. the change in the fair value of the contract artributable to changes in spot rates. which
1s the effective portion of the hedge, will be recorded as an offset to our net Euro denominated investments in the
accumulated other comprehensive income account on our balance sheet. All other changes in the fair value are
recorded in operating income or expense as ineffectiveness. Under the terms of the swap agreement. Wachovia
will pay us an interest payment computed on the three-month USD LIBOR in exchange for an interest pavment
from us computed on the three-month Euro LIBOR. On both sides of the swap, our bank margin of 1.5% will be
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added. The interest payments are reset every three months and at maturity there will be a cash settiement between
us and Wachovia. which will be dependant on the conversion rates at maturity in comparison to the original spot
rate of $1.28/€1.00. The swap agreement has a three-year maturity and may be terminated by us for convenience
at no cost. As a result of entering into this swap agreement. we will be exposed to credit losses from counter-
party non-performance; however. we do not anticipate any such Josses from this agreement. The agreement will
expose us 10 interest rate risk should Euro and USD LIBOR rates move unfavorably and currency risk if the Euro
appreciates in value. The fair value of the cross-currency interest rate swap agreement was a $0.7 million Liability

at December 31, 2008.

In August 2003, we entered into an interest rate swap agreement in order o gain access 1o the Jower
borrowing rates generally available on floating-rate debt, while avoiding prepayment and other costs that would
be associated with refinancing long-term fixed-rate debt. The swap agreement purchased has a notional amount
of $40.0 million. expiring in June 2010. with a six-month setlement period and provides for variable interest at
LIBOR plus a set rate spread. The notional amount of the swap was $25.8 million at December 31. 2007. The
notional amount decreases ratably as the underlying debt is repaid. The interest rate swap had a negative fair
value of $73.516 at December 31. 2007. The counterparty terminated the interest rate swap on February 6. 2008.
The counterparty paid the Company approximately $15.000 in connection with the termination of the swap
representing the fair market value of the interest rate swap on the termination date. Historically. changes in the
fair market value of the instrument were recorded in the statement of operations.

Item 8. Financial Statements and Supplementary Data

Index to Consolidated Financial Statements:

Page
Report of Independent Registered Public Accounting Firm .. ..o 80
Report of Independent Registered Public Accounting B oot 81
Consolidated Balance SHEETS . . ... oottt et 82
Consolidated Statements of OPETALONS . .. ..ottt nre oo e g3
Consolidated Statements of Shareholders’ Equity (Deficit) and Comprehensive Loss ............ove o 84
Consolidated Statements 0f Cash FIOWS ... ..ot oot 86
Notes To the Consolidated Financial STAIEMEDLS . ... ..o o oot v it g7
Report of Independent Registered Public Accounting Firm on Internal Control Over Financial
REPOITINE -« ottt e oottt e e e e 138
Schedule II — Valuation and Qualifying ACCOUNTS . ... ..ot 176

All other schedules are omitted because they are not applicable or the required information is shown in the
financial statements of notes thereto.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Bell Microproducts Inc.
San Jose, California

We have audited the accompanying consolidated balance sheets of Bell Microproducts Inc. and subsidiaries (the
“Company”) as of December 31. 2008 and 2007. and the related consolidated statements of operations,
shareholders™ equity (deficit) and comprehensive loss and cash flows for the years then ended. Our audits also
included the financial statement schedule listed in the Index at Item 15 (a) (2) for the years ended December 31.
2008 and 2007. These financial statements and financial statement schedule are the responsibility of the
Company's management. Our responsibility is to express an opinion on the financial statements and financial
statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis.
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management. as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion. such 2008 and 2007 consolidated financial statements present fairly. in all material respects. the
financial position of Bell Microproducts Inc. and subsidiaries as of December 31, 2008 and 2007, and the results
of their operations and their cash flows for the years then ended. in conformity with accounting principles
generally accepted in the United States of America. Also, in our opinion. such financial statement schedule. when
considered in relation to the basic financial statements taken as a whole. presents fairly, in all material respects.
the information set forth therein.

As discussed in Note 9 to the consolidated financial statements. on January 1. 2007. the Company adopied
Financial Accounting Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income Taxes.”

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States). the effectiveness of the Company’s internal control over financial reporting as of December 31.
2008. based on the criteria established in Internal Control—Integraied Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated June 28, 2009 expressed an adverse
opinion on the effectiveness of the Company’s internal control over financial reporting because of material
weaknesses.

/s/ Deloitte & Touche LLP

San Jose. California
June 28. 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To Board of Directors and Shareholders of Bell Microproducts Inc.:

In our opinjon, the consolidated statements of operations. shareholders” equity (deficit) and comprehensive }oss.
and cash flows for the year ended December 31. 2006 present fairly. in all material respects. the results of
operations and cash flows of Bell Microproducts Inc. and its subsidianes for the year ended December 31, 2006,
in conformity with accounting principles generally accepted in the United States of America. In addition. in our
opinjon. the financial statement schedule for the year ended December 31, 2006 presents fairly, in all material
respects. the information set forth therein when read in conjunction with the related consolidated financial
statemnents. These financial statements and financial statement schedule are the responsibility of the Company s
management. Our responsibility 1s to express an opinion on these financial statements and financial statement
schedule based on our andit. We conducted our audit of these statements in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining. on a test basis. evidence supporting the amounts and disclosures in the financial
statements. assessing the accounting principles used and significant estimates made by management. and
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

As discussed in Note 1 10 the consolidated financial statements. the Company is subject to material risks and
uncertainties related to maintaining compliance with the provisions of its existing credit agreements.

PricewaterhouseCoopers LLP

San Jose, California

December 29. 2008. except for the change in the composition of reportable segments discussed in Note 13 to the
consolidated financial statemments. as to which the date is June 24. 2009
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BELL MICROPRODUCTS INC.
CONSOLIDATED BALANCE SHEETS

December 31,

2008 2007
(in thousands, except per
share data)
ASSETS
Current assets:
Cash and cash equivalents . ............... .. .. . i $ 22775 § 40348
Accounts receivable, NEL . . .. ... . 435,569 544,137
IDVENTOMES . . oo 230,652 424.117
Prepaid expenses and other current @ssets ................. ... 19,779 17.053
Total current assets . .......... ... 708.775  1.025.655
Property and equipment. net . .. ... ... 19.042 20,672
GoodWwill .. . 19.211 26.214
Other intang@ibles, NBT . ... 9.315 13.023
Other Jong-1erm aSSeIS . .. ... .. .. 18.545 16,262
Total aSSELS . . . $ 774.8688 $1.101.826
LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)
Current liabilities:
Cash overdraft ... ... ... . $ 10527 § 21.627
Accounts payable . ... 264.218 411.713
Borrowings under lines of credit . ........ ... ... Lo 211.403 277428
Current portion of long-termdebt . .. ... .. ... L Lo 10.286 14,508
Other accrued liabilities .. ... .. . 94.658 103.523
Total current labilities . ... ... ... . 591.094 §28.799
Long-term debt. net of current portion . .............. .. 183.547 160.053
Other Jong-term Habilities . . ... ... . 15.751 16.538
Total Babilities . ... 790,392  1.005.390
Commitments and contingencies (Note 10)
Shareholders’ equity (deficit):
Preferred stock, $0.01 par value. 10.000 shares authorized: none issued and
OULStANdINIZ . . .. — —
Common stock. $0.01 par value. 80.000 shares authorized: 31.774 and 32.287
shares issued and outstanding at December 3]. 2008 and 2007. respectively . . . 201.701 200.308
Accumulated deficit .. ... (208.973) (134.153)
Accumulated other comprehensive income (Joss) ... oo (8.232) 30.281
Total shareholders” equity (deficit) ... ... ... .. ... .. (15.504) 96.436
Total liabilities and shareholders” equity (deficit) ... ................. $ 774,888 $1.101.826

The accompanying notes are an integral part of these consolidated financial statements.
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BELL MICROPRODUCTS INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31.

2008 2007 2006
(in thousands, except per share data)

NELSAIES . o o et e $3,579,499 $3.949.905 $3.372.876
CoSt OF SA1ES . .\ ottt 3.244,053  3.609.362  3.098.133
GrOSS PTOfIl . v\ ot et 335,446 340.543 274,741
Selling, general and administrative expense ..................... .. 307,046 203.780 238.166
Investigation and restatement-Telated cOSts ............... 52,133 26.328 1.649
Impairment of goodwill and other intangibles ..................... 5.864 52.445 3.477
Restructuring and impairment COSIS . ... .vvv 4.289 1.404 —

Total OPErating EXPENSES . ... oo v v rn e 369.332 373,957 243.292
Operating income (JOSS) .. ..ottt (33.886) (33.414) 31.449
INTErest EXPENSE. TIBL . ...\ o o vv et e 20.898 34.163 29.456
Other expense (INCOME). MEL . . ..o oo vvvttiee e 10,509 (2,426) (2,848)
Income (10ss) before INCOME 1aXes . ... ..ot (74.293) (65.151) 4,841
Provision fOr INCOME TAXES .« . .o v v et e 527 6.961 27.948
NELIOSS .« o vttt e e $ (74,8200 § (72,112) § (23.107)
Net Joss per share:

BASIC + oo 5 (2.32) § (2.24) § (0.75)

DIlutEd . . oo $ (2.32) § (2.24) % (0.75)
Shares used in per share calculation:

BaSIC o oot 32.299 32.248 30,772

DIlUted . oo 32.299 32.248 30,772

The accompanying notes are an integral part of these consolidated financial statements.
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BELL MICROPRODUCTS INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (DEFICIT)
AND COMPREHENSIVE LOSS
(1in thousands)

Common Stock

Shares

Amount

Deferred

Compensation

Accumulated Comprehensive Shareholders’
Income (Loss) Equity (Deficit)

Deficit

Accumulated

Other

Total
Comprehensive
Loss

Balance at January 1.
2006
Currency translation
adjustment
Net unrealized gain on
available-for-sale
security
Changes in unrealized gain
on derivative
instruments. net of

Total comprehensive
loss

Exercise of stock options
and vesting of restricted
stock units

Issuance of shares related
to acquisition

Issuance of warrants to the
RSA

Adoption of FAS 123R . ..

Stock-based
compensation

30.062 $189,949

597
8.830

382

(3.289)

2.385

1

~

3

-

89)

$(37.398)

$ 6.065

17.372

$17.372

37

287
(23.107)

287
(23.107)

$ (5.411)

Balance at December 31,
2006
Currency translation
adjustment
Net unrealized loss on
available-for-sale
security
Changes in unrealized loss
on derivative
instruments, net of
1ax
Netloss ...............

Total comprehensive
loss

198.854

&4

(72.112)

23.761

7.408

(18)

(870)

162.110

7.408 7.408

(181 (18)

(870
(72.112)

(870)
(72,112)

$(6

th

.592)



Accumutated
Other Total
M— Deferred Accumulated Comprehensive Sharebolders’ Comprehensive
Shares Amount Compensation Deficit Income (Loss) Equity (Deficit) Loss

Exercise of stock

options and vesting

of RSUs .......... 1
Tax benefit associated

with exercise of

stock options .. .. .. — 68 — — — 68
Stock-based

compensation .. ... - 1.
Adjustment for the

cumulative effect of

prior years of the

adoption of

FIN48 ........... — — — (1.536) — (1,536)

[NS]
th
(93]
[o)

|

|

|
52
(a2}

(73]
N
o

I

I

|
—
[e8)
h
(]

Balance at

December 31.

2007 ............ 32.287 200.308 —_— (134,153 30.281 96.436
Currency translation

adjustment . ....... —_ — — — (38.895) (38,895) (38.895)
Net unrealized Joss on

available-for-sale

SECUTItY .+ vt — — — — (30) (30) (30)
Changes in unrealized

Joss on derivative

instruments, net of

tax — — — — 412 412 412

Netloss ............ — — — (74.820) — (74.820) (74.820)

Total comprehensive
JOSS oot — $(113.333)

Exercise of stock
options and vesting
of RSUs.......... 197 — — — — —

Repurchase of
shares ........... (7100 (1,562) — — — (1.

Stock-based
compensation ... .. — 2,955 — — —

—
wh
(o)}
I

[N
\O
h
[V

Balance at
December 31.
2008 ............ 31,774 $201.70] $— $(208.973) % (8.232) $(15,504)

The accompanying notes are an iniegral part of these consolidated financial statements.
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BELL MICROPRODUCTS INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2008 2007 2006
(in thousands)
Cash flows from operating activities:
NEtJOSS « o o $ (74.820) $(72.112)  $(23.107)
Adjustments to reconcile net loss to net cash provided by (used in) operating activites:
Depreciation and amortization . ... 10.774 10.968 7.924
Amortization of debt issuance costs ... ... L 3.546 3,185 867
Amortization debt discount ... .. oo 422 539 —
Stock-based compensation eXpense ... ... ... ... 4.893 1,418 2.385
Provision forbaddebts . . ... ... . 16.375 7.090 8.506
Non-cash compensaton . ........... .. ittt 4.019 372 —
Loss on property and equipment . ............... ... ... 225 610 334
Unrealized loss (gain) on currency Temeasurement . .. .. ................ 3,662 (274) 1.536
Impairment of goodwil} and other intangibles ........... ... ...... ... 5.864 52.445 3.477
Deferred taxes . ... .. (2.008) 2.588 20,204
Changes in assets and liabilities:
Accountsreceivable .. ... L 23.907 (23.575)  (11.480)
InVentonies .. ... . 178.225 (45.728) (41.930)
Prepaid expenses and other assets . ............................. (865) 5.885 (2.819)
Accounts payable and book overdrafts .......... ... .. ........... (123.153) 59.500 (30.059)
Other accrued liabilites .. .......... . .. ... ... ... ... (8.618) (7.430) 18.591
Net cash provided by (used in) operating activities ............. 42.448 (4.519) (45571
Cash flows from investing activities:
Proceeds from sale of property and equipment .. ....... ... . 47 124 109
Purchases of property and equipment . .......... .. L. o (7.604) (9.247) (6.357)
Payments associated with acguisitions of businesses. net of cash acquired ....... ... — (2.324)  (27.882)
Net cash psed in investing actvIles . ....................... (7.557) (11.447) (34.130)
Cash flows from financing activities:
Net (repayments) borrowings under linesof credit ................ ... .. ... . ... (40.513) 47.545 48.714
DebliSSuance COSIS .. ...t (2.480) (9.770) (697)
Borrowings under long-term notes payable ... ... .. .. L 10.000 — 35.000
Payvments under Jong-iterm potes payable and capital lease obligations .. ........... (10.884) (8.781) (8.766)
Repurchases of common S10ck . .............. ... oo (3.500) — —
Proceeds from issuances of common stock . ......... ... . i — 36 597
Net cash (used in) provided by financing actuvities .. ......... .. (47.377) 29.0534 74.848
Effect of exchange rate changesoncash ... . ... . .. .. .. ... .. (5.087) 686 1.267
(Decrease) increase in cash and cash equivalents . .............. .. ... ... ... ... (17.573) 13,754 (3.586)
Cash and cash equivalents, beginning of vear ........... .. ... ... ... ... 40.348 26,594 30.180
Cash and cash equivalents.end of year ....... ... ... ... ... ... .. .. ... .. ..., $ 22.775 $ 40,348 $ 26.594
Cash payments (receipts) during the year:
INteTeSl L § 43326 536418 § 26.643
INCOmME taXES . . . oo $ 3.038 § 4935 % 7.321
Income tax receipts ....... ... $ 5221 % 1186 %
Supplemental non-cash investing activities:
Issuance of common stock for acquisitions . ........... ... $ — 5 — $ 8.830
Purchase price adjustment-ProSys . ... ... .o 3 — § 5654 § —
Accrual of earnout payments associated with acquisitions ............ .. ... .. § 1151 0§ 1617 § 1.509
Sertlement of earnout associated with aCqQUISIUONS . .. ... v et § 1056 § — 5 —
Supplemental non-cash financing activities:
Warrants issued in connection with debt issuances ... .......... ... ... ..... ) — ¥ — § 382

The accompanying notes are an integral part of these consolidated financial statements.
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BELL MICROPRODUCTS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION, BUSINESS OF COMPANY AND CREDIT AGREEMENT COVENANTS
Description of Operations

Bell Microproducts Inc.. a California corporation, and its subsidiaries (collectively, the “Company”) 1s a
distributor of storage products and systems, as well as computer products and peripherals to original equipment
manufacturers (“OEMs”). value-added resellers (“VARs”) and dealers in the United States, Canada. Latin
America and Europe.

Financial Statement Presentation and Liquidity

The Company’s consolidated financial statements have been prepared on a going concern basis. which
assumes continuity of operations and realization of assets and satisfaction of labilities in the ordinary course of
business. The Company currently has a substantial amount of indebtedness outstanding. The related credit
agreements require the Company to comply with a number of financial and other covenants, including a quarterly
minimum fixed-charge coverage ratio based upon earnings. The Company's ahility to continue as a going
concern is dependent upon. among other factors, continuing to generate positive cash flows from operations.
maintaining compliance with the provisions of its existing credit agreements and. when necessary. its ability to
renew such agreements and/or obtain aliernative or additional financing.

The Company has not generaied consistent positive cash flows from operations in recent vears. Although
the current economic environment is challenging. the Company has recently taken significant steps to COntrol
costs and improve operating profitability. including staff reductions, facility consolidations. reductions in capital
spending. reductions in discretionary spending and tighter management of working capital. The Company will
take additional steps to control costs and improve operating profitability. as necessary, based upon various
factors. such as future operating results and general economic conditions. Based upon its current projections. the
Company believes it will generate sufficient cash flows from operations. maintain debt covenant compliance and
be able 10 obtain alternative or additional financing. if needed. for the foreseeable future. If the Company does
not maintain compliance with its debt covenants and is unable to obtain waivers or amendments from its Jenders.
the lenders may exercise their option to demand repayment of the outstanding indebtedness, which would have a
material adverse effect on the Company’s business, liquidity and financial condition.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation and Basis of Preparation

The consolidated financial statements include the accounts of Bell Microproducts Inc. and its wholly owned
subsidiaries. All intercompany transactions and balances have been eliminated in consolidation.

The preparation of consolidated financial statements in accordance with accounting principles generally
accepted in the United States requires management 1o make estimates and assumptions that affect the amounts
reported in the Company s consolidated financial statements and accompanying notes. These estmates may
affect the reported amounts of assets and liabilities and the disclosure of contingent assets at the date of the
financial statements. They may also affect the reported amounts of revenues and expenses during the reporting
period. Management bases its estimates on historical experience and various other assumptions that it believes 1o
be reasonable. Although these estimates are based on management’s assessment of current events and actions
that may impact the Company in the future. actual results may differ materially from the estimates. The
Company’s critical accounting estimates are those that affect its consolidated financial statements materially and
involve difficult, subjective or complex judgments by management.
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Revenue Recognition

The Company principally generates revenues from distributing storage products and systems and computer
products and peripherals. The Company also provides value-added services such as system design. integration.
installation, maintenance and other consulting services, combined with a variery of storage and computer
hardware and software products.

The Company recognizes product revenue when the following conditions are met: (1) a firm customer order
has been received, (2) the goods have been shipped and title and risk of loss have been passed to the buyer,
(3) the price to the buyer is fixed or determinable and (4) collectibility is reasonably assured. Revenue is
recorded net of estimated discounts, rebates and estimated returns. The Company recognizes service revenue as
the services are performed. and the related costs are expensed as incurred unless installation is essential to the
functionality of the product. then product and service revenue is deferred until the service is completed. Service
revenues have represented Jess than 10% of total net sales for 2008. 2007 and 2006.

Certain customer arrangements require evaluation of the criteria outlined in Issue No. 99-19 of the
Emerging Issues Task Force (“EITF”). Reporting Revenue Gross as a Principal Versus Net as an Ageni in
determining whether it is appropriate 1o record the gross amount of sales and related costs or the net amount
earned as agency fees. Generally, when the Company is primarily obligated in a transaction, revenue is recorded
on a gross basis. Other factors that the Company considers in determining whether to recognize revenue on a
gross versus net basis include the assumption of general and physical inventory risk, latitude in establishing
prices, discretion in selecting suppliers, determination of product or service specifications, involvement in the
provision of services and assumption of credit risk. When the Company concludes that it is not primarily
obligated. the Company records the net amount earned as agency fees within net sales. The Company recognized
net revenue in the amounts of $8.5 million. $10.5 million and $3.4 million during 2008, 2007 and 2006.
respectively.

The Company enters into multiple-element revenue arrangements. as defined in EITF 00-21. Revenue
Arrangements with Multiple Deliverables. which may include any combination of services. extended warranty
and hardware. A multiple-element arrangement is separated into more than one unit of accounting if all of the
following criteria are met:

¢ The delivered item(s) has value to the customer on a stand-alone basis:
» There is objective and reliable evidence of the fair value of the undelivered item(s): and

« If the arrangement includes a general right of return relative to the delivered item(s). delivery or
performance of the undelivered item(s) is considered probable and substantially in the control of the
Company.

If these criteria are met for each element and there is objective and reliable evidence of fair value for all
units of accounting in an arrangement. the arrangement consideration is allocated to the separate units of
accounting based on each unit’s relative fair value. If these criteria are not met, revenue is deferred and
recognized upon delivery of the undelivered items.

Shipping and handling costs charged to customers are included in net sales and the associated expense is
recorded in cost of sales for all periods presented.

Cost of Sales

Cost of sales comprises all costs for products and services sold. The Company records warehouse costs to
operating expenses as opposed to cost of sales.

-

Cash and Cash Equivalents and Cash Overdraft

Cash equivalents consist of highly liquid investments that are readily convertible into cash and have original
maturities of three months or Jess. Cash overdraft represents payments recorded by the Company in excess of
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available bank funds. Changes in cash overdraft are recorded in cash provided by (used in) operating activities in
the accompanying consolidated statements of cash flows.

Accounts Receivable and Allowance for Doubtful Accounts

Trade accounts receivable are recorded at the invoiced amount and do not bear interest. The Company
evaluates the collectibility of its accounts receivable based on a combination of factors. Collection risks are
mitigated by (i) sales to well-established companies; (ii) ongoing credit evaluation of its customers; and
(iii) frequent contact with its customers. especially its most significant customers. which enables the Company to
monitor changes in business operations and to respond accordingly. When the Company is aware of
circumstances that may impair a specific customer's ability 1o meet its financial obligations, the Company
records a specific allowance against amounts due 1o it and thereby reduces the net receivable to the amount the
Company reasonably believes 1s likely to be collected. For all other customers. the Company recognizes
allowances for doubtful accounts based on the length of time the receivables are outstanding. industry and
geographic concentrations, the current business environment and its historical experience.

Customer credits pertaining 10 price protection programs. rebate programs, promotions and product returns
are recorded to offset customer receivables. When applicable. credits are extinguished when a customer applies
themn 1o its related receivable or the Company is legally released from being the primary obligor under the
liability.

Vendor Programs

" The Company receives funds from vendors for price protection, product rebates. marketing, promotions and
other competitive pricing programs. These amounts are recorded as a vendor receivable. as a reduction 10
accounts payable. with a corresponding reduction 1o inventories, cost of sales or selling. general and
administrative expense. depending on the nature of the program. Vendor receivables are generally collected
through vendor authorized reductions 1o the Company s accounts payable, and reserves are established for
vendor receivables that are determined to be uncollectible. Actual rebates may vary based on volume or other
sales achievement levels. which could result in an increase or reduction in the estimated amounts previously
accrued.

Financial Instruments, Concentration of Credit and Other Risks

Financial instruments consist of cash and cash equivalents. foreign exchange forward contracts, interest rate
swap agreements. accounts receivable. accounts payable and short-term debt obligations. The fair value of these
financial instruments approximates their carrying value as of December 31, 2008 and 2007, due to the nature of
these instruments or their short-term maturity. Financial instruments also include Jong-term debt. the fair value of
which is disclosed in Note 6 — Lines of Credit and Term Loans.

Financial instruments that potentially subject the Company 10 concentrations of credit risk consist
principally of accounts receivable. The Company performs ongoing credit evaluations of its customers and
generally does not require collateral. The Company maintains allowances for estimated collection Josses. No
customer accounted for more than 10% of net sales in any of the three years ended December 31, 2008, 2007 and
2006. or of accounts receivable at December 31. 2008 or 2007.

Fve vendors accounted for 24% of the Company’s inventory purchases during 2008. Five vendors
accounted for 26% of the Company's inventory purchases during 2007 and five vendors accounted for 39% of
the Company s inventory purchases during 2006.

Inventories

Inventories are stated at the lower of cost or market. Cost is generally determined by the first-in. first-out
(“FIFO™) method. Market is based on estimated net realizable value. The Company assesses the valuation of its
inventory on a quarterly basis and periodically writes down the value for estimated excess and obsolete inventory

89



based on estimates about future demand. actual usage and current market value. The Company s only component
of inventory is finished goods. When inventory is written down. a new cost basis is established.

Property and Equipment

Property and equipment are recorded at cost. Depreciation is computed using the straight-line method based
upon the estimated useful lives of computer and other equipment, furniture and fixtures and warehouse
equipment, which range from three to five years. Maintenance and repairs are charged 10 expense as incurred.
and improvements are capitalized. Amortization of Jeasehold improvements is computed using the straight-line
method over the shorter of the estimated life of the asset or the lease term.

Goodwill

The Financial Accounting Standards Board (“FASB™) Statement of Financial Accounting Standards
(“SFAS™) No. 142. Goodwill and Other Intangible Assers (“SFAS 142”) requires goodwill to be tested for
impairment and written down when impaired on an annual basis and between annual tests in certain
circumstances. SFAS 142 also requires purchased intangible assets other than goodwill 1o be amortized over their
useful lives unless these lives are determined to be indefinite.

In accordance with SFAS 142. a two-step impairment test is required to identify potential goodwill
impairment and measure the amount of the goodwill impairment Joss to be recognized. In the first step, the fair
value of each reporting unit is compared to its carrying value to determine if the goodwill is impaired. If the fair
value of the reporting unit exceeds the carrying value of the net assets assigned to that unit. then goodwill is not
impaired and no further testing is required. If the carrying value of the pet assets assigned 10 the reporting unit
exceeds its fair value, then the second step is performed in order to determine the implied fair value of the
reporting unit’'s goodwill and an impairment loss is recorded for an amount equal 1o the difference between the
implied fair value and the carrving value of the goodwill.

Long-Lived Assets and Other Intangible Assets

Long-lived assets and certain identifiable intangible assets to be held and used are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of such assets may not be
recoverable. Determination of recoverability 1s based on an estimate of undiscounted future cash flows resulting
from the use of the asset and its eventual disposition. Measurement of any impairment loss for long-lived assets
that management expects 1o hold and use is based on the fair value of the asset.

Other intangible assets consist of non-compete agreements. intellectual property and contractual and
non-contractua) customer relationships obtained in acquisitions. These assets are included within other
intangibles, net within the consolidated balance sheets and are carried at cost less accumnulated amortization.
Amortization is computed over the estimated useful lives of the respective assets ranging from three 1o 20 years
and using the straight-line method. Intangible assets are evaluated for impairment whenever events or changes in
circumstances indicate the carrying value of an asset may not be recoverable. An impairment Joss is recognized
when estimated undiscounted cash flows expected to result from the use of the asset plus net proceeds expected
from disposition of the asset (if any) are Jess than the carrying valve of the asset. When an impairment loss is
recognized. the carrying amount of the asset is reduced 1o its estimated fair value.

Other Expense (Income), Net

Other expense (income). net consists of the gains and losses arising from foreign currency transactions. The
Company’s revenues and expenses are translated into U.S. dollars using the average exchange rates prevailing for
each period presented.
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Income Taxes

The Company’s provision for income taxes is comprised of its current tax liability and the change 1n
deferred tax assets and liabilities. Deferred tax assets and liabilities are recorded for temporary differences
between the tax basis of assets and lLiabilities and their reported amounts in the financial statements, using
statutory tax rates in effect for the year in which the differences are expected to reverse. The effect on deferred
tax assets and liabilities due to a change in tax rate(s) is recognized in the results of operations for the period that
includes the enactment date. A valuation allowance is recorded to reduce the carrying value of deferred tax assets
unless it is more likely than not that such assets will be realized. The Company's effective tax rate includes the
impact of certain undistributed foreign earnings for which no U.S. taxes have been provided because such
earnings are planned to be indefinitely reinvested outside the United States. The Company’s income tax
calculations are based on the applicable federal. state or foreign corporate income tax laws.

At December 31. 2008. there was no provision for U.S. income tax for undistributed earnings from foreign
subsidiaries as it is currently the Company’s intention to reinvest these earnings indefinitely in operations outside
the U.S. The Company believes it is not practicable to determine the Company's tax liability that may arise in the
event of a future reparriation of foreign earnings. If repatriated. these earnings could result in a tax expense at the
current federal statutory tax rate of 35%. subject to available net operating losses and other factors. Tax on
undistributed earnings may also be reduced by foreign tax credits that may be generated in connection with the
repatriation of earnings. The Company expects 10 satisfy its anticipated cash needs for operations and capital
requirements in all jurisdictions through December 31. 2009 using existing cash. anticipated cash flows
generated from operations and borrowings under its existing lines of credit. Virtually all of the Company’s
foreign jurisdictions need cash for day-to-day operations and expansion and. as such. the Company does not plan
10 repatriate any of the foreign earnings. Subject to limitation, tax on undistributed earnings may also be reduced
by foreign tax credits that may be generated in connection with the repatriation of earnings.

The Company calculates its current and deferred tax provision based on estimates and assumptions that
could differ from the actual results reflected in income tax returns filed. Adjustments based on filed returns are
generally recorded in the period when the tax returns are filed and the global tax implications are known.

The Company provides for potential income tax habilities that could result from examination of prior and
current vear tax returns if the incurrence of the income tax liability is more likely than not and the amount of Joss
reasonably estimable.

The amount of income tax the Company pays is subject to audits by federal. state and foreign tax
authorities. which may result in proposed assessments. The Company’s estimate of the potential outcome for any
uncertain tax issue requires significant judgment. The Company believes it has adequately provided for any
reasonably foreseeable outcome related to these matters. However. the Company’s future results may include
favorable or unfavorable adjustments to its estimated tax liabilities in the period the assessments are made or
resolved. audits are closed or when statutes of limitation on potential assessments expire. Additionally. the
jurisdictions in which the Company’s earnings or deductions are realized may differ from its current estimates.
As a result. the Company s effective tax rate may fluctuate significantly on 2 quarterly basis.

As part of the Company s accounting for business combinations. some of the purchase price is allocated t0
goodwill and intangible assets. Impairment charges associated with goodwill are generally not tax deductible and
will result in an increased effective income tax rate in the quarter the impairment is recorded. Amortization
expense associated with acquired intangible assets is not tax deductible: however, deferred tax liabilities have
been recorded for non-deductible amortization expense as part of the purchase price allocations. In establishing
the related deferred tax liabilities, the Company has taken into account the allocation of these identified
intangibles among different taxing jurisdictions. Income tax contingencies existing as of the acquisition dates of
the acquired companies are evaluated quarterly and any adjustments are recorded as an adjustment to goodwill.

Effective January 1. 2007, the Company adopted the provisions of FASB's Interpretation No. 48,
Accounting for Unceriainty in Income Taxes, an Inierpreiation of FASB Statemeni No. 109 (“FIN 487). FIN 48
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prescribes a more-likely-than-not threshold for financial statement recognition and measurement of 2 tax position
taken or expected to be taken in a tax return. This interpretation also provides guidance on derecognition of
income tax assets and liabilities. classification of current and deferred income tax assets and liabilities,
accounting for interest and penalties associated with tax positions, accounting for income taxes in interim periods
and income tax disclosures. The cumulative effect of applying this interpretation has been recorded as a decrease
of $1.5 million to accumulated deficit. The Company reports penalties and interest expense as a component of
the provision for income taxes and interest income from tax refunds as a component of other income in the
consolidated statement of operations.

Net Loss Per Share

Basic and diluted loss per share is calculated using the weighted average number of common shares
outstanding during the period. Potentially issuable shares of common stock and their effects on income were
excluded from the diluted calculations as their effect was anti-dilutive.

Foreign Currency Translation and Transactions

The Company maintains its accounting records for subsidiaries located outside of the U.S. in the
subsidiaries’ Jocal currency. and. in each case. the local currency has been determined to be the functional
currency under the provisions of FASB’s Statement of Financial Accounting Standards No. 52, Foreign
Currency Translation (“SFAS 527). Assets and liabilities of these subsidiaries are translated into U.S. dollars at
the rates of exchange at the balance sheet date. Income and expense items are translated at weighted average
monthly rates of exchange prevailing during the year. The resulting translation adjustments are included in
accumulated other comprehensive income as a separate component of shareholders™ equity. Exchange gains and
Josses arising from transactions denominated in a currency other than the functional currency of the entity
involved are included in the statements of operations. Gains and losses from foreign currency transactions are
included in other expense (income), net in the consolidated financial statements of operations in the amounts of
$10.]1 million. $(2.0) million and $2.0 million for the years ended December 31. 2008, 2007 and 2006,
respectively.

Comprehensive Income (Loss)

Comprehensive income (loss) 1s defined as the change in equity of a business enterprise during a period
from transactions and other events and circumstances from non-owner sources. For the Company. comprehensive
income (loss) consists of its net income (Joss). the change in the currency translation adjustment and the change
in unrealized gain (Joss) on certain derivative instruments, net of tax.

Accumulated other comprehensive (loss) was $8.2 million at December 31, 2008, and accumulated other
comprehensive income was $30.3 million at December 31. 2007. Foreign currency translation adjustments
consist of adjustments 1o consolidate subsidiaries that use the Jocal currency as their functional currency and
transaction gains and losses related to intercompany dollar-denominated debt that is not expected to be repaid in
the foreseeable future.

Stock-Based Compensation

On January 1, 2006, the Company adopted FASB’s Statement of Financial Accounting Standards No. 123.
Accounting for Stock-Based Compensarion — Revised 2004 (“SFAS 123R") that requires the measurement and
recognition of compensation expense for all stock-based awards made to employees and directors, including
employee stock options and restricted stock units (“RSUs”) based on estimated fair values. In March 2003. the
SEC issued Staff Accounting Bulletin (“SAB™) No. 107. Share-Based Pavmenr (“SAB 1077). as amended by
SAB No. 110. Use of a Simplified Method in Developing an Estimate of Expected Term of *Plain Vanilla™ Share
Oprions (“SAB 1107), which extended the period for certain exemptions included in SAB 107 and SFAS 123R.
SAB 107 and SAB 110 provide supplemental implementation guidance for SFAS 123R. The Company has
applied the provisions of SAB 107 in its application of SFAS 123R.
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SFAS 123R requires companies o estimate the fair value of stock-based awards on the date of grant using
an option pricing model. The value of the portion of the award that 1s ultimately expected to vest is recognized as
expense over the requisite service periods in the Company’s consolidated statements of operations.

The Company adopted SFAS 123R using the modified prospective application transition method. Stock-
hased compensation expense recognized in fiscal 2006 includes compensation expense for stock-based awards
based on the fair value on the grant date estimated in accordance with the pro forma provisions of SFAS 123. and
compensation expense for stock-based awards granted subsequent 10 adoption was based on the fair value on the
grant date estimated in accordance with the provisions of SFAS 123R. In conjunction with the adoption of SFAS
123R. the Company changed its method of attributing the value of stock-based compensation expense from the
accelerated multiple-option method (for the purposes of pro forma information under SFAS 123) 1o the straight-
line single option method. For performance-based RSU grants with graded vesting terms, the Company uses the
accelerated multiple option method as the atribution method. At each reporting period. the Company assesses
the probability that the performance metrics will be achieved. If it is determined to be probable that the
performance metrics will be achieved resulting in the RSU award starting to vest. then the Company records
compensation expense. The performance metrics for the vesting of the RSU required the achievement of business
unit or corporate profit in the period. Compensation expense for all stock-based awards granted on or prior 1o
December 31, 2005 will continue to be recognized using the accelerated multiple-option approach. while
compensation expense for all stock-based awards. except performance based RSU grants. granted subsequent to
December 31. 2005 will be recognized using the straight-line single option method.

Upon adoption of SFAS 123R. the Company selected the Black-Scholes option pricing model as the most
appropriate method for determining the estimated fair value for stock options. The Black-Scholes model requires
the use of highly subjective and complex assumptions that determine the fair value of stock-based awards, including
the option’s expected term and the price volatility of the underlying stock. For non-performance based RSUs.
compensation expense is calculated based on the fair market value of the Company s stock on the date of grant.

Business Segments

The Company operates in one industry. the business of providing distribution and value-added services for
storage products and systems and computer products and peripherals. The Company’s reportable segments are
U.S. Distribution, Europe. ProSys. TotalTec, Miami. Canada and Other. Management designates the internal
reporting used by management for making decisions and assessing performance as the source of reportable
segments. See Note 3 — Goodwill and Other Intangible Assets. as well as Note 13 — Segment and Geographic
Information.

Derivative Financial Instruments

The Company accounts for derivatve fnancial instruments in accordance with FASB’s Statement of Financial
Accounting Standards No. 133. Accouniin g for Derivarive Instruments and Hedging Activiries ("SFAS 1337), SFAS
138. Accounring for Certain Derivarive Instruments and Ceriain Hedging Activities (an Amendment of FASB
Statement No. 133) (“SFAS 138”) and FASB’s Statement of Financial Accounting Standards No. 149. Amendmeni
of Statement 133 on Derivarive Instruments and Hedging Activities (“SFAS 1497). These pronouncements require
that all derivative instruments be recognized on the balance sheet at fair value. In addition, these pronouncements
provide that for derivative mstruments that qualify for hedge accounting. changes in the fair value will either be
offset against the change in fair value of the hedged assets, liabilities or firm commitments through earnings or
recognized in shareholder’s equity as a component of accumulated other comprehensive income (loss). net of taxes.
until the hedged item is recognized in earmings. depending on whether the derivative is being used 1o hedge changes
in fair values of cash flows. The ineffective portion of a derivative’s change in fair value is immediately recognized
in earnings. For derivative instruments that are not designated as accounting hedges. changes in fair value are
recognized in earnings in the period of change. The Company uses derivative instruments principally 10 manage the
fisk associated with movements in foreign currency exchange rates and the risk that changes in interest rates will
affect the fair value or cash flows of its debt obligations.

93



Acquisitions

In accordance with FASB's Statement of Financial Accounting Standards No. 141, Business Combinations
("SFAS 1417). the Company accounts for business combinations using the purchase method of accounting.
Accordingly. the assets and liabilities of the acquired entities are recorded at their estimated fair values at the
date of acquisition. Goodwill represents the excess of the purchase price over the fair value of net assets.
including the amount assigned to identifiable intangible assets.

The purchase price allocation process requires an analysis of the fair values of the assets acquired and the
liabiliies assumed. When a business combinanon agreement provides for an adjustment to the cost of the
combination contingent on future events, the Company includes that adjustment in the cost of the combination
when the contingent consideration is determinable beyond a reasonable doubt and can be reliably estimated and
should not otherwise be expensed according to the provisions of SFAS 141. The results of operations of the
acquired business are included in the Company’s consolidated financial statements from the date of acquisition.
See Note 4 — Acguisitions.

Restructuring and Impairment Costs

Restructuring and impairment costs include employee severance and benefit costs. costs related to leased
facilities abandoned and subleased. costs related to Jeased equipment that has been abandoned. and impairment
of owned equipment to be disposed of. For owned facilities and equipment. the impairment loss recognized was
based on the fair value less costs to sell. with fair value estimated based on existing market prices for similar
assets.

Severance and benefit costs are recorded in accordance with FASB’s Statement of Financial Accounting
Standards No. 112. Emplover’s Accounting for Post-Emplovment Benefits (an Amendment of FASB Statements
No. 5 and 43) ("SFAS 112™). as the Company has concluded in the past that it had a substantive severance plan
based on prior restructuring actions in many of the geographic areas in which the Company operates. These costs
are recognized when the Company’s management has committed to a formal restructuring plan and the severance
costs are probable and estimable. The Company applies the provisions of FASB s Statement of Financial
Accounting Standards No. 146, Accounting for Costs Associated with Exit or Disposal Activities ("SFAS 1467)
relating to one-time termination benefits to both (1) severance activities in geographic areas where it does not
have a substantive severance plan and (2) situations in which the severance benefits offered to employees within
a given geographic area are in excess of those offered under prior restructuring plans. Severance costs accounted
for under SFAS 146 are recognized when the Company’s management with the proper level of authority has
committed 10 a restructuring plan and communicated those actions to employees. The Company’s estimate of
severance and benefit costs assumptions is subjective as it is based on estimates of employee attrition and
assumptions about future business opportunities.

In accordance with SFAS 146. the estimated loss accrued for Jeased facilities abandoned and subleased after
December 31. 2002 represents the fair value of the Jease liability as measured by the present value of future lease
payments subsequent 1o abandonment. Jess the present value of any estimated sublease income. In order 10
estimate future sublease income. the Company engages real estate brokers to estimate the length of time 10
sublease a facility and the amount of rent it can expect to receive. Estimates of expected sublease income could
change based on factors that affect its ability to sublease those facilities. such as general economic conditions and
the real estate market. among others.

Other exit costs include costs to consolidate facilities or close facilities and relocate emplovees. A liability
for such costs is recorded at its fair value in the period in which the liability is incurred.

At each reporting date, the Company evaluates its accruals for exit costs and employee separation costs 10
ensure the accruals are stil] appropriate. See Note 7 — Restructuring and Impairment Costs,
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Advertising

Costs related to advertising and product promotion expenditures are charged to selling, general and
administrative expense as incurred. and are primarily offset by OEM marketing reimbursements. The Company
incurred advertising and product promotion costs. net of reimbursement. in the amounts of $2.6 milhon, $2.0
million and $1.5 million for the vears ended December 31. 2008. 2007 and 2006. respectively.

Recently Issued Accounting Standards

In December 2007. FASB issued Statement of Financial Accounting Standards No. 141 (Revised 2007,
Business Combinations (“SFAS 141R”). SFAS 141R will change the accounting for business combinations.
Under SFAS 141R. an acquiring entity will be required to recognize all the assets acquired and Habilities
assumed in a transaction at the acquisition-date fair value. with limited exceptions. SFAS 141R will change the
accounting treatment and disclosure for certain specific items 1n a business combination. SFAS 141R applies
prospectively to business combinations for which the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after December 15, 2008. and interim periods within those fiscal years.
SEAS 141R will become effective for the Company beginning January 1. 2009. The Company will apply the
provisions of SFAS 141R 1o any future acquisitions.

In November 2007, EITF released Issue No. 07-01, Accounting for Collaborative Arrangements (“EITF
07-017). EITF 07-01 requires collaborators to present the results of activities for which they act as the principal
on a gross basis and report any payments received from ( made t0) other collaborators based on other applicable
GAAP or. in the absence of other applicable GAAP, based on analogy to authoritative accounting literature or a
reasonable. rational and consistently applied accounting policy election. EITF 07-01 also clarified the
determination of whether transactions within a collaborative arrangement are part of a vendor-customer (or
analogous) relationship that are subject to EITF Issue No. 01-9. Accounting for Consideration Given by a Vendor
10 a Customer. EITF 07-01 is effective for the Company beginning January 1. 2009. The Company does not
expect the provisions of EITF 07-01 1o have a material impact on its consolidated financial statements.

In December 2007. FASB issued Statement of Financial Accounting Standards No. 160. Noncontrolling
Inieresis in Consolidated Financial Statements (an Amendment of ARB No. 51) ("SFAS 1607). SFAS 160
establishes new accounting and reporting standards for the non-controlling interest in a subsidiary and for the
deconsolidation of a subsidiary. SFAS 160 is effective for the Company beginning January 1. 2009. Currently. the
Company does not expect the adoption of SFAS 160 will have an impact on its consolidated financial statements.

In March 2008. FASB issued Statement of Financial Accounting Standards No. 161, Disclosures about
Derivarive Instruments and Hedging Acnivities (an Amendmeni of FASB Siatement No. 1 33)("SFAS 1617). SFAS
161 requires enhanced disclosures about derivative instruments and hedging activities and their effects on a
company s financial position. financial performance and cash flows. SFAS 161 is effective for the Company
beginning January 1. 2009. The Company is evaluating the effect of the adoption of SFAS 161 on its
consolidated financial statements including its disclosures.

In Apri] 2008. FASB issued FSP No. 142-3, Determination of the Useful Life of Inangible Assets (“FSP
142-37). FSP 142-3 amends the factors a company should consider in developing renewal or extension
assumptions used in determining the useful life of recognized intangible assets under SFAS 142. This new
guidance applies prospectively 1o intangible assets that are acquired individually or with a group of other assets
in business combinations and asset acquisitions. FSP 142-3 is effective for the Company beginning January 1.
2009. Early adoption is prohibited. On adoption. the Company does not expect there will be any impact 10 its
current consolidated financial statements.

In May 2008. FASB issued Accounting Principles Board No. 14-1, Accounting for Convertible Debi
Instrumenis That May Be Serrled in Cash upon Conversion (Including Partial Cash Sertlement) (“APB 14-17).
APB 14-1 requires that the liability and equity components of convertible debt instruments that may be settled in
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cash upon conversion (including partial cash settlement) be separately accounted for in a manner that reflects an
issuer’s nonconvertible debt borrowing rate. APB 14-1 is effective for the Company beginning January 1. 2009.
The Company is stil]l evaluating the impact that the adoption of APB 14-1 will have on its consolidated financial
statements.

In May 2008, FASB issued Statement of Financial Accounting Standards No. 162. The Hierarchy of
Generally Accepied Accounting Principles ("SFAS 162). The new standard is intended to improve financial
reporting by identifying a consistent framework. or hierarchy. for selecting accounting principles to be used in
preparing financial statements that are presented in conformity with GAAP for non-governmental entities. SFAS
162 is effective 60 days following the SEC’s approval of the Public Company Accounting Oversight Board
Auditing amendments 10 AU Section 411. The Meaning of Present Fairly in Conformiry with Generally Accepted
Accounring Principles. The Company does not expect the adoption of this standard to have a material effect on
its consolidated financial statements.

In April 2009, FASB issued FASB’S Staff Position Statement (“FAS™) No. 157-4. Determining Fair Value
When the Volume and Level of Activiry for the Asset or Liabiliry Have Significantly Decreased and Identifving
Transactions That Are Not Orderly (“FSP 157-4"), FSP 157-4 indicates that if an entity determines that either the
volume and/or level of activity for an asset or liability has significantly decreased (from normal conditions for
that asset or liability) or price quotations or observable inputs are not associated with orderly transactions.
increased analysis and management judgment will be required to estimate fair value. FSP 157-4 is effective for
interim and annual periods ending after June 15. 2009, with early adoption permitted. FSP 157-4 must be applied
prospectively. FSP 157-4 is effective for the Company beginning January 1. 2009. The Company does not expect
the provisions of FSP 157-4 to have a material impact on its consolidated financial position, results of operations
or cash flows.

In April 2009, FASB issued Staff Position Statement FAS No. 107-1 and Accounting Principles Board
No. 28-1. Inzerim Disclosures abour Fair Value of Financial Instruments (“FSP 107-17). FSP 107-1 relates to
fair value disclosures in public enuty financial statements for financial instruments that are within the scope of
FASB's Statement of Financial Accounting Standards No. 107. Disclosures about Fair Value of Financial
Instruments (“SFAS 1077). This guidance increases the frequency of those disclosures. requiring public entities
to provide the disclosures on a quarterly basis (rather than just annually). The quarterly disclosures are intended
to provide financial statement users with more timely information about the effects of current market conditions
on an entity’s financial instruments that are not otherwise reported at fair value. FSP 107-1 is effective for
interim and annual periods ending after June 15. 2009. FSP 107-1 must be applied prospectively. On adoption,
the Company does not expect there will be any impact on its current consolidated financial statements.

In April 2009. the U.S. Securities and Exchange Commission (“SEC™) issued Staff Accounting Bulletin
No. 111 (*SAB 1117) on Other-Than-Temporary Impairments (“OTTI™). SAB 111 amends Topic 5.M. in the
Staff Accounting Bulletin Series entitled Other-Than-Temporary Impairment of Certain Investmenis in Debt and
Equiry Securities (“Topic 5.M.7). SAB 111 maintains the SEC staff’s previous views related to equity securities
and amends Topic 5.M. to exclude debt securities from its scope. The Company elected to adopt SAB 111 in the
first quarter of 2009. SAB 111 is effective for the Company beginning January 1. 2009. On adoption. the
Company does not expect there will be any impact on its current consolidated financia)l statements.

In May 2009, FASB issued Statement of Financial Accounting Standards (“SFAS™) No. 165, Subseguent
Events (“SFAS 1657). SFAS 165 establishes general standards of accounting for and disclosure of events that
occur after the balance sheet date but before financial statements are issued or are available to be issued. SFAS
156 requires the disclosure of the date through which an entity has evaluated subsequent events and the basis for
that date — that is, whether the date represents the date the financial statements were issued or were available 10
be issued. SFAS 165 is effective for the Company in the first interim period beginning after June 15. 2009. The
Company does not expect the adoption of this standard to have a material effect on its consolidated financial
statements.
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NOTE 3 — GOODWILL AND OTHER INTANGIBLE ASSETS

SFAS 142 defines a reporting unit as an operating segment or one level below an operating segment (i.€.. a
component of an Operating Segment). A component of an operating segment can be a reporting unit if the
component constitutes a business for which discrete financial information is available and management regularly
reviews the operating results of that component. SFAS 142 provides that two Or more components of an
operating segment shall be aggregated and deemed a single reporting unit if the components have similar
economic characteristics.

Using the criteria of SFAS 131, the Company determined that it had 12 operating segments and 12 reporting
units as of December 31, 2006. The operating segments and reporting units determined at December 31. 2006
were as follows:

U.S. Distribution Rorke Data Chile IQQ Europe Distribution
Canada Latin America Export Mexico Europe Enterprise
TotalTec Chile Net Storage Brazil ProSys

During 2007. and in the three months ended March 31. 2008. the Company changed the presentarion of the
financial information used to determine operating segments under SFAS 131. by combining the financial results
of Europe Distribution and Europe Enterprise into a combined operating segment. Europe. The change in
operating segment determination required the Company to re-evaluate its historical SFAS 142 assumption of 12
reporting units for goodwill impairment analysis. As a result, the Company determined that it had the following
11 reporting units at December 31. 5007 and March 31, 2008 for goodwil]l impairment analysis:

U.S. Distribution Rorke Data Chile 1QQ Europe
Canada Latin America Export Mexico ProSys
TotalTec Chile Net Storage Brazil

During 2008. the Company further changed its presentation of the financial information used to determine
operating segments under SFAS 131 by combining the financial results of Chile and Chile IQQ into a combined
operating segment. Chile. The change in operating segment determination required the Company to re-evaluate
its historical SFAS 142 assumption of 11 reporting units for goodwill impairment analysis. As a result. the
Company determined that it had ten reporting units at December 31. 2008 for goodwill impairment analysis.
consisting of the 11 reporting units determined at March 31, 2008 and December 31. 2007, Jess Chile 1QQ.

Goodwill balances by year and by reportable segment and changes therein were as follows (in thousands):

U.Ss.
Distribution Europe ProSys Other Total
Balance at January 1.2007 . ... .o $8.347  $230.546 $ 14.873 $15.395 5 69.16]
Contingent purchase price adjustment .............. 140 — 5.694 1.093 6.927
Impairment Charge . ...........ocovneoooonee — (31.878) (20.567) — (52.445)
Currency translation adjustment . ................ - — 1.332 — 1.239 2.571
Balance at December 31. 2007 .. ... 8.487 — — 17.727 26.214
Contingent purchase price adjustment .............. — — — 1,151 1.151
Lmpairment charge . ..........oooe — — — (3.864)  (3.864)
Currency translation adjustment . .................. — — — (2,290)  (2.290)
Balance at December 31.2008 . ... $8.487 § — & — $10.724 §19.211

At December 31. 2008 and 2007. the Company performed its annual goodwill impairment test. Effective
March 19, 2008, the Company’s common Stock was suspended from trading on the Nasdaq Global Market.
Consequently. in the first quarter of 2008, the Company experienced a significant decline in the market value of its
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stock. The Company's market capitalization was significantly lower than its book value and the Company bebeved
that it was more likely than not that the fair value of its reporting units had dropped below their respective carrying
values. Consequently. the Company performed a goodwill impairment test at March 31, 2008.

In accordance with SFAS 142, the Company used a two-step process to test for goodwill impairment. The
first step 1s to determine if there is an indication of impairment by comparing the estimated fair value of each
reporting unit to its carrying value including existing goodwill. Goodwill i1s considered impaired if the carrying
value of a reporting unit exceeds the estumated fair value. The Company utilized a combination of income and
market approaches 1o estimate the fair value of its reporting units in the first step.

The income approach utilizes estimates of discounted cash flows of the reporting units, which requires
assumptions of, among other factors. the reporting units’ expected Jong-term revenue trends, as well as estimates
of profitability, changes in working capital and long-term discount rates. all of which require significant
judgment. The income approach also requires the use of appropriate discount rates that take into account the
current risks in the capital markets. The market approach evaluates comparative market multiples applied to the
Company’s reporting units’ businesses to yield a second estimated value of each reporting unit. In its analysis.
the Company weighted the income and market approaches 75% and 25%. respectively.

The Company compared a weighted average of the output from the income and market approaches to the
carrying value of each reporting unit, which yielded an indication of impairment in each of the TotalTec and Net
Storage Brazil reporting units at December 31. 2008 and the Europe and ProSys reportable segments at
December 31, 2007. At March 31, 2008, there was no indication of impairment when the fair value of each
reporting unit was compared 1o its carrying value, including existing goodwill. The Company also compared the
aggregate of the estimated fair values of each of its four regional reporting units to its overall market
capitalization. taking into account an acceptable control premium considered supportable based upon historical
comparable transactions and current market conditions. At December 31, 2008, key assumptions used to
determine the fair value of each reporting unit under the discounted fair value method were: (a) expected cash
flow for the period from 2008 to 2013: and (b) a discount rate of 12.6%, which was based on management’s best
estumate of the after-tax weighted average cost of capital (“WACC™). At March 31. 2008. key assumptions used
to determine the fair value of each reporting unit under the discounted fair value method were: (i) expected cash
flow for the period from 2008 to 2012: and (ii} a discount rate of 13.3%, which was based on a market
participant’s assumption. which was based on management’s best estimate of a market participant’s assumption
of the WACC. At December 31, 2007, key assumptions used to determine the fair value of each reporting unit
under the discounted fair value method were: (1) expected cash flow for the period from 2008 to 2013: and (2) a
discount rate of 12.8%. which was based on management’s best estimate of the after-tax WACC. which was
based on management's best estimate of a market participant’s assumption of WACC.

Step two of the impairment test requires the Company to compute a fair value of the assets and liabilities.
including identifiable intangible assets, within each of the reporting units with indications of impairment. and
compare the implied fair value of goodwill to its carrying value. The results of step two indicated that the
goodwill for the TotalTec reporting unit was fully impaired and the goodwill for the Net Storage Brazil reporting
unit was partially impaired at December 31. 2008. The TotalTec impairment was triggered by a reduction in
customer base as a result of the recession that required us to decrease our forecast of future TotalTec cash flows.
The Net Storage impairment was triggered by the decline of the overall economic environment in Brazil as a
result of the recession. which required us to decrease our forecast of future Net Storage cash flows. As a result. in
2008, the Company recorded a goodwill impairment charge of $3.5 million in the TotalTec reporting unit and a
goodwill impairment charge of $2.4 million in the Net Storage reporting unit. for a total goodwill charge of $5.9
mllion in 2008.

In addition. as a result of the step two test in 2007, the Company recorded a charge of $52.4 million in the
fourth quarter of 2007. which consisted of $20.5 million goodwill impairment charge recorded in the ProSys
reporting unit and a $31.9 million goodwill impairment charge recorded in the Europe reporting unit. The ProSys
impairment was triggered by a decline in the overall economic environment resulting from the recession. The
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decline required us to decrease our estimate of future ProSys cash flows. The Europe impairment was triggered
by the combining of Europe Distribution and Europe Enterprise into a combined reporting unit. Europe. The
change in reporting unit determination resulted in revised future cash flows that did not support the carTying
value of goodwill of the combined reporting unit.

The carrying value of goodwill is based on fair value estimates of projected financial information. which
management believes 1o be reasonable. The valuation methodology used to estimate the fair value of the
Company and its reporting units considers the market capitalization of the Company, and requires inputs and
assumptions that reflect market conditions. as well as management judgment.

The carrying values and accumulated amortization of intangible assets at December 31. 2008 and 2007 were
as follows (in thousands):

Estimated December 31, 2008
Useful Life for Gross Accumulated Net
Intangible Assets Amortization Amount  Amortization Amount
NOn-COmPpEeLe AgTeEMENLS . .. . v oo v v e et e e e e 2-6years $ 3.008 $ 2.055 § 953
Trade DAMES . o v ot ottt et e 20 years 2.500 355 2,145
Customer/supplier relationships ......... ... o 4-10 years 13.996 8.109 5.887
Internally developed software . . ... i 5 years 600 270 330
TOtAl oot $20.104  $10.789  $9.315
Estimated December 31, 2007
Useful Life for Gross Accumulated Net
Intangible Assets Amortization Amount Amortization  Amount
NOnN-Compete agreemMents . . ... ...vvvrreeean 2-6years § 3.115 $1.776 $ 1.339
TTAAE DAINIES . . o oot ettt e 20 vears 2.500 230 2.270
Customer/supplier relationships ................ .. ... 4-10 years 15.106 6.142 8.964
Internally developed software .. ............... ... 5 vears 600 150 450
Tt ot $21.321 $8.298 $13.023

The weighted average amortization period of all intangible assets was approximately seven years for each of
the vears ended December 31, 2008, 2007 and 2006. respectively.

Amortization expense. using the straight line method. was $3.4 million. $3.6 million and $1.6 million for the
years ended December 31. 2008. 2007 and 2006, respectively. The Company estimates future annual
amortization expense for these intangibles over the next five years is as follows (in thousands):

Years Ending December 31, Amount
D000 o e 3.144
D0T0 2.751
ST 0 I T O A 1.417
D01 e 246
D003 o s 164
ThETCAFIET © o o o v ot e et e e e e e e 1.593

NOTE 4 — ACQUISITIONS

The acquisitions described below have been accounted for using the purchase method. Accordingly. the
results of operations of the acquired businesses are included in the consolidated financial statements from the

dates of acquisition.
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2006
ProSvs Information Svstems Acquisition

On October 2, 2006, the Company acquired substantially all of the assets and liabilities of ProSys. a
privately held company located in Atlanta. Georgia. ProSys 1s a value-added distributor of computer components
with operations in 12 Southeastern U.S. Jocations, serving customers throughout the United States. The total
consideration was $35.1 million, consisting of $26.3 million in cash (net of $6.8 million of cash acquired).
1,724,372 shares of Bell Microproducts’ common stock valued at $8.8 million and purchase expenses of
$0.6 million. See Note 6 — Lines of Credit and Term Loans for additional information regarding the 2006
issuance of subordinated notes issued to the RSA in connection with the acquisition of ProSys.

Under the purchase agreement. the former stockholders of ProSys (the “Holders™) may also be entitled 10 an
additional payment related to the performance of the ProSys business unit for each of the three years ending
September 30, 2007, 2008 and 2009. Each annual payment will be due in a combination of cash and shares of the
Company’s common stock based on the profits generated. up to a three-year maximum additional payment of
$13.0 million. In addition. the Company is subject to a potential additional payment in an amount equal to 20%
of the profits of the ProSys business unit earned in excess of an aggregate of $26.0 million for the three-year
period ending September 30. 2009. In 2007 and 2008, the Company accrued. but did not pay. $1.2 million and
$6.8 million. respectively, in contingent consideration. The contingent payments are accounted for as
compensation expense, and are not included in the purchase price of ProSys. because continued employment at
the Company was required.

The Company allocated $13.8 milbon of the purchase price to intangible assets relating to customer
relationships, non-compete agreements. a trade name and software with weighted average useful lives of four.
five, 20 and five years. respectively. The valuation of identifiable intangible assets acquired was based on
management's estimates and was based upon consideration of various information. including a third-party
valuation.

The discounted cash flow method. or the income approach. was used to value the non-compete agreements.
the trade name and customer relationships while the cost approach was used to value the software. The Company
allocated $14.9 million to goodwill related to the acquisition of ProSys because of the meaningful presence the
Company achieved through the acquisition in the value-added reseller market in the Southeastern region of the
United States The Company amortizes goodwill for tax purposes. The final ProSys purchase price was allocated
to the acquired assets and liabilities assumed. based upon management’s estimate of their fair market values as of
the acquisition date. as follows (in thousands):

ACCOoUntS TECRIVADIE . $ 57.880
IOV BIMLOTIES .« . o 10.121
Eguipment and Other assels . ... ... ... ... ... 2.979
GoodWill . .o 14.873
Intan@ibles « .o 13.750
Short-term note payable . ... .. . (33.989)
AcCCOUNTS PAYADIE . ..o (21.900)
Other accrued Labilities .. .. ..o e (8.563)

Total ConSIAETALION . . . .\t ittt $ 35.131

Ner Storage Computers, Lida Acquisition

On July &. 2003, the Company acquired all of the outstanding capital stock of Net Storage Computers. Lida
(“Net Storage”), a privately held company headquartered in Alphaville, Sdo Paulo. Brazil, with sales offices
throughout Brazil. The acquisition of Net Storage increased the Company’s presence in the Latin America

100



marketplace and provided the opportunity 1o strengthen relauonships with key suppliers and expand products and
services offerings. Net Storage is a distributor of storage products and peripherals to VARs and system Integrators
in Brazil. Their strategic parmers include Intel. Seagate, Western Digital. Acer Inc. and Super Micro Computer. Inc.

Net Storage was acquired for $3.1 million in cash. net of cash acquired of $267.000. and included
acquisition costs and assumed Liabilities, primarily trade accounts payable and other liabilities. The Company is
obligated to pay an earnout based upon a percentage of the earnings of the Brazilian operation over a four-year
period. In 2008 and 2007. the former owners earned $1.2 million and $1.6 million. respectively. under this
earnout provision. The earnouts are accounted for as additional purchase price of Net Storage, because continued
employment at the Company was required. In addition. the Company also entered into a four-year Management
Service Agreement. which obligates the Company to pay an additional $1.1 million. The Company allocated
$421.000 of the purchase price to intangible assets relating to customer and supplier relationships and
non-compete agreements, with estimated useful lives of seven years and six years. respectively.

NOTE 5 — BALANCE SHEET COMPONENTS

December 31,
2008 2007
(in thousands)

Accounts receivable:
ACCOUNTS TECEIVADIE .« o v v e e et e e e e e e e e $458.173  $557.281
Less: allowance for doubtful 2CCOUNTS . ..ottt e s (22.604) (13.144)

$435,569 $544,137

Property and equipment:

Computer and Other 8QUIPMEDT . . . . ..ottt e § 47.682 § 51,737
Land and bulldings ... ... oo 3.720 4,518
Furniture and fIXTUTBS . . . o oottt et 5.190 5.905
Warehouse eqQUIPMEDT . . .. ..ottt 3.668 4.240
Leasehold IMPrOVEIMENS . . . . ..o oottt 11,326 12,202
71.586 78.602
Less: accumulated depreciation and amortization . ... ... e i (52.544)  (57.930)

$ 19.042 § 20.672

Total depreciation expense was $7.4 million in 2008. $7.3 million in 2007 and $6.3 million in 2006.

NOTE 6 — LINES OF CREDIT AND TERM LOANS
Borrowing Under Lines of Credit

December 31,

2008 2007
(in thousands)
Western FAcility ..ottt e $118.629 $102,025
Wachovia Facility ... ..ot — §1.357
IBM and Kredithank Facilities . .. ..ottt 22,889 26.493
Bank of America Facility ... .......ooi it 23,156 20.559
GE Commercial Distribution Finance Facility ........ .. .. o 44,223 43.994
Intel Corporation Facility ...........ooniioni i 2,508 3,000
Amounts included in current Habilities . ... .. . $211,405 $277.428
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Western Facility

On May 14. 2001. the Company entered into a Joan and security agreement with Congress Financial
Corporation (Western), which is now known as Wachovia Capital Finance Corporation (Western). as agent for
lenders under a revolving line of credit (the “Western Facility™). On November 7, 2006, the Company entered
into an amendment to the Western Facility, which increased the line of credit from $125.0 million to
$150.0 million. and extended the maturity date to September 20, 2010. On September 29, 2008. the Company
amended and restated the Western Facility and increased the line of credit to a maximum amount of
$204.0 million. but did not change the matwrity date. The maximum amount of borrowings under the amended
Western Facility is primarily determined based on a percentage of eligible accounts receivable and inventory. On
September 29, 2008, the Company utilized the Western Facility to pay the approximately $69.6 million
outstanding under the Wachovia Facility. The Wachovia Facility was terminated at that time.

The Western Facility has been amended twice since September 29. 2008. The first amendment. on
November 10, 2008. modified the level of intercompany receivables permitted to be outstanding at any time. The
second amendment. on February 17, 2009, eliminated the minimum fixed-charge coverage ratio for the quarter
ended December 31, 2008, and reduced the fixed-charge coverage ratio criteria required in the quarters ending
March 31 and June 30, 2009. The second amendment also extended the required delivery date of the Company’s
audited consolidated financial statements for the vear ended December 31, 2007. from March 31, 2009 to
June 30, 2009, and modified the definition of Interest Rate and the calculation of Excess Availability. as those
terms are utilized in the Western Facility. At various times prior to September 29. 2008, the Company sought and
obtained modifications to the credit agreement extending the time by which the Company was required to deliver
its audited consolidated financial statements to the Jender for the 2006. 2007 and 2008 fiscal years.

Prior to February 17. 2009, borrowings under the Western Facility bore interest at Wachovia's prime rate
plus a margin of between 0.25% and 0.75%. based on unused availability. Effective February 17, 2009,
borrowings under the Western Facility bear interest at the greater of (1) 3% or (11) Wachovia’s prime rate plus a
margin of between 0.25% and 0.75%. based on unused availability. At the Company’s option. all or any portion
of the outstanding borrowings may be converted to a Eurodollar rate Joan. which would bear interest at the
greater of (1) 5% or (ii) the adjusted Eurodollar rate plus a margin of between 2.50% and 3.00%, based on a
percentage of unused availability. The Company also pays an unused line fee equal to 0.25% per annum of the
unused portion of the Western Facility. subject to certain adjustments. The weighted average interest rate on
outstanding borrowings under the Western Facility during the years ended December 31. 2008 and 2007 was
5.07% and 7.24%, respectively.

The Company’s obligations under the Western Facility are collateralized by substantially all of the assets of
the Company and its North and South American subsidiaries, other than ProSys. The Western Facility requires
the Company to meet certain financial covenant tests and to comply with certain other covenants. including
restrictions on the incurrence of debt and liens and restrictions on mergers. acquisitions, asset dispositons.
capital contributions, payvment of dividends. repurchases of stock and investments. achievement of a fixed-charge
coverage ratio for certain fiscal periods (beginning in the first quarter of 2009, the Company is required to have
earnings before interest. income taxes. depreciation. amortization and restructuring charges in the applicable
period greater than or equal to 35% of payments the Company makes for income taxes, interest. capital
expenditures and principal payments during such quarter: that ratio increases 10 75% for the second quarter of
2009. and to 110% thereafter: the applicable period is a single quarter during the first three quarters of 2009.
extending to a two-quarter period as of December 31. 2009, a three-quarter period as of March 31. 20]0. and a
rolling four-quarter period thereafter) and the requirement that the Company provide audited consolidated
financial statements to the Jenders within a prescribed period of time after the close of the fiscal year. Upon any
event of default. the lenders may demand immediate payment of the balance outstanding. An event of default
includes the failure to pay any obligations when due or the failure to perform any of the terms. covenants.
conditions or provisions of the agreement and such failure continues for 15 days.
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Wachovia Facility

On September 20. 2004, the Company entered into a Credit and Security Agreement (the “Wachovia
Facility™) with Wachovia Bank. Natonal Association, as agent. On December 28. 2005. May 14. 2007 and
September 26. 2007. the Company amended the W achovia Facility. During the term of the Wachovia Facility.
the Company sold or contributed all of its receivables 1o a consolidated special purpose bankrupicy-remote entity
named Bell Microproducts Funding Corporation (“Funding”). a wholly owned subsidiary. Funding obtained
financing from the Jenders collateralized by these receivables. The maximum principal amount available under
the Wachovia Facility was $120.0 million. The interest rate on advances made by the lenders was the cost of
Jenders’ commercial paper plus 80 basis points. Funding also paid an unused line fee ranging from 0.20% to
0.25% per annum of the unused portion of the Wachovia Facility. The cash flows from the collections of the
receivables were used to purchase new receivables. to pay amounts 10 the lenders, to pay other amounts owed,
and to make dividend distributions (subject at all times to Funding maintaining a required capital amount).
Including the program fee, the average interest rate on outstanding borrowings under the Wachovia Facility for
the years ended December 31. 2008 and 2007 was 4.25% and 6.15%. respectively. On September 29, 2008. the
Company terminated the Wachovia Facility and paid the outstanding balance with proceeds from the amended
Western Facility.

Kreditbank Facilities

On December 1. 2005. in connection with the acquisition of MCE, the Company entered into a short-term
financing agreement with IBM Deutschland Kreditbank GmbH (“Kreditbank™) for up to $25.0 million. The loan
is collateralized by substantially all of the assets of the Company’s German subsidiary. as well as cross-company
guarantees of certain of the Company’s European subsidiaries, and bears interest at LIBOR plus 7.16%. effective
January 12. 2009. In 2008 and 2007, the effective interest rate was US LIBOR plus 2.00%. The average interest
rate on outstanding borrowings for the years ended December 31, 2008 and 2007 was 4.64% and 7.24%.,
respectively. The facility has no maturity date, and continues indefinitely until terminated by either party upon
six weeks’ notice. If the facility is terminated. all amounts would be due at the end of the six-week period. To
date. neither party has given notice of intent to terminate this facility. The balance outstanding on this facility at
December 21, 2008 and 2007 was $19.4 million and $14.6 million. respectively. including interest pavable.

Also on December 1. 2005. the Company entered into another short-term financing agreement with
Kreditbank for €6.5 million ($9.1 million using the exchange rate on December 31. 2008 of $1 40/€1.00). In
May 2006. the agreement was amended to increase the available financing to €8.0 million ($11.2 million using
the exchange rate on December 31. 2008 of $1.40/€1.00). The Joan was collateralized by substantially all of the
assets of the Company’s German subsidiary, as well as cross-company guarantees of certain of the Company’s
European subsidiaries and bore interest at Euribor plus 3.85%. The average interest rates on outstanding
borrowings for the years ended December 31. 2008 and 2007 were 8.23% and 7.98%, respectively. The facility
has no maturity date and continues indefinitely until terminated by either party upon six weeks' notice. The
balance outstanding on this facility at December 31, 2008 and 2007 was $3.5 million and $11.8 million,
respectively. including interest payable. On November 11. 2008, the Company received notice from Kreditbank
that they would terminate this line of credit as of December 31. 2008. and all amounts due thereunder. which, as
of November 11. 2008. totaled approximately €8.0 million. would be due on that date. Subsequently, on
December 5. 2008. the Company entered into an agreement with Kreditbank permitting repayment of
€4.0 million by December 31, 2008 and the remainder no later than February 28. 2009. As of February 28, 2009.
all amounts under this facility had been repaid.

On December 10, 2004, the Company entered into a short-term financing agreemeni with IBM Nederland
Financieringen B.V. for up to $5.0 million. The Joan is collateralized by substantially al] of the assets of the
Company's Dutch subsidiary. as well as cross-company guarantees of certain of the Company’s European
subsidiaries. and bears interest at the ABN Amro base rate plus 2.25%. The average interest rate on outstanding
borrowings for the vears ended December 31, 2008 and 2007 was 7.75% and 6.90%. respectively. The facility
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has no maturity date and continues indefinitely until terminated by either party upon six weeks notice. If the
facility is terminated, all amounts would be due at the end of the six-week period. To date, neither party has
given notice of intent to terminate this facility. There were no amounts outstanding under this facility at
December 31, 2008 and 2007.

Bank of America Facility

On December 2. 2002, certain wholly owned subsidiaries of the Company. based in Europe, entered into a
facility arranged by Bank of America, National Association. as agent, to provide a revolving line of credit facility
of up to £75 million (the “Bank of America Facility™). The maximum amount of borrowings on the Bank of
America Facility is determined based on a percentage of the borrower’s eligible accounts receivable. On
October 20. 2003, the agreement was amended to extend the maturity date to October 20. 2008 and reduce the
facility to £60 million ($87.6 million using the exchange rate on December 31. 2008 of $1.46/£1.00). increasing
to £80 million ($116.8 million using the exchange rate on December 31, 2008 of $1.46/£1.00) at the Company’s
option. On May 21. 2008, the agreement was amended to extend the termination date of the facility to
October 20. 2011 and decrease the size of the facility from £80 million to £76 million ($111.0 million using the
exchange rate on December 31. 2008 of $1.46/£1.00). At the borrower’s option. all or any portion of the
outstanding borrowings may be converted 1o a LIBOR-based revolving loan. Borrowings under the line of credit
bear interest at Bank of America’s reference rate, or the LIBOR rate. as applicable. plus a margin of between
1.75% and 3.0%, based on certain financial measurements. The average interest rates on the outstanding
borrowings under the revolving line of credit during the year ended December 31, 2008 and 2007 were 5.14%
and 6.59%. respectively, and the balances outstanding at December 31. 2008 and 2007 were $23.2 million and
$20.6 million, respectively. Obligations of the borrower under the revolving line of credit are collateralized by
substantially all of the assets of the borrower. The revolving line of credit requires the borrower to meet certain
financial covenant tests (including maintaining an Adjusted Tangible Net Worth at the end of each quarter of not
less than £26.9 million ($39.3 million using the exchange rate on December 31. 2008 of $1.46/£1.00)) and 10
comply with certain other covenants. including restrictions on incurrence of debt and liens and restrictions on
mergers, acquisitions. asset dispositions. capital contributions. payment of dividends, repurchases of stock.
repatriation of cash and investments.

GE Commercial Distribution Finance Facility

In connection with the acquisition of ProSys on October 2. 2006. the Company entered into a credit facility
arrangement managed by GE Commercial Distribution Finance (“CDF”). which currently permits borrowings of
up to $80.0 million. including an accounts receivable facility, a supplemental inventory facility and a floorplan
credit facility. ProSys is required to pay interest to CDF on the daily contract balance at a rate equal to LIBOR
plus 3.10%. The floorplan facility contains an interest-free period and ProSys repays substantially all amounts
within that time. Under these credit facilities, ProSys has granted CDF a lien on substantially all of its assets. The
credit facility has a two-year term with annual renewals thereafter but may be terminated by either party with
notice. The balances outstanding at December 31, 2008 and 2007 were $44.2 million and $44.0 million.
respectivelv, and were related solely to inventory floorplan financing. The facility contains a number of financial
covenants. including covenants requiring the ProSys subsidiary to maintain an operating profit margin of not less
than 0.5% of sales on a 12-month rolling basis. the maintenance of a ratio of debt to tangible net worth of not
more than six-to-one (6:1) measured as of the last day of each fiscal quarter and maintenance of a ratio of funded
debt to earnings before interest. taxes, depreciation and amortization for the 12-month period ending on the last
day of each fiscal quarter of not more than four-to-one (4:1). The facility was amended effective March 31. 2009
to modify the financial covenants for all quarters ending on or after March 31. 2009 such that ProSys thereafter is
required to (a) maintain a tangible net worth and subordinated debt of not less than $9.0 million: (b) maintain a
ratio of Funded Debt to Adjusted EBITDA for the 12-month period ending on the last day of such fiscal quarter
of not more than four-to-one (4:1); and (c) achieve, as of the last day of each fiscal quarter. a fixed-charge
coverage ratio for the 12-month period ending on the last day of such fiscal quarter of at jeast
one-and-one-half-to-one (1.5:1) (all capitalized terms are defined in the amendment).
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Intel Corporation Facility

On March 30, 2006. the Company entered into the Working Capital Facility with Intel Corporation to
provide a line of credit up to $3.0 milbon. The Working Capital Facility is non-interest bearing and has a
one-year term with subsequent annual renewals. but may be terminated by Intel at any time. The Company 1s
required to meet certain program eligibility requirements including compliance with its distribution agreement
with Intel. The balances outstanding at December 31, 2008 and 2007 were $2.5 million and $3.0 million,
respectively. In May 2008. the line of credit under the Working Capital Facility was reduced to $1.9 million and
subsequently increased to $2.5 million in November 2008.

Term Loans

December 31,
2008 2007

(in millions)
3 75% convertble subordinated notes. fair value of $18.9 as of December 31. 2008 and $96.7
as of December 31, 2007, due 2024 . .. ... e $110.0 $110.0
9.0% senior subordinated 2008 notes, fair value of $44.7 as of December 31, 2008 and $53.4
as of December 31,2007, due 2010 ... ..o 515 30.3
9.0% senior subordinated 2006 notes, fair value of $28.3 as of December 31, 2008 and $36.4
as of December 31. 2007, due 2013 .. ..o 32.0 33.7
Other. fair values approximate Carrying Value . ...........ooiiiie o 0.3 0.6
TOLA] GEDL .+« e ettt e e e 193.8  174.6
Less: current portion of debt ... ... (10.3) (143
Total 1ong-1erm GEDL . ...ttt $183.5 $160.1

Convertible Notes

On March 5. 2004, the Company completed a private offering of $110.0 million aggregate principal amount
of 3.75% convertble subordinated notes due in 2024 (the “Old Notes™). On December 20. 2004. the Company
completed its offer 1o exchange newly issued 3.75% convertible subordinated notes. Series B due in 2024 (the
“New Notes”) for an equal amount of the Company’s outstanding Old Notes. Approximately 99.9% of the total
principal amount of Old Notes outstanding were tendered in exchange for an equal principal amount of New
Notes.

The New Notes mature on March 35, 2024 and bear interest at the rate of 3.75% per year on the principal
amount. payable semi-annually on March 5 and September 3. which began on March 5. 2005. Holders of the
New Notes may convert the New Notes any time on or before the marurity date if certain conversion conditions
are satisfied. Upon conversion of the New Notes. the Company will be required to deliver, in respect of each
$1.000 principal of New Notes. cash in an amount equal to the lesser of (1) the principal amount of each New
Note 10 be converted and (2) the conversion value. which is equal to (a) the applicable conversion rate. multiplied
by (b) the applicable stock price. The initial conversion rate is 91.2596 shares of common stock per New Note
with a principal amount of $1.000 and is equivalent 10 an initial conversion price of approximately $10.96 per
share. The conversion rate is subject to adjustment upon the occurrence of certain events.

Under the terms of the New Notes. holders have the right to convert their notes upon the occurrence of
certain events. including if the closing price of the Company’s common stock exceeds a certain threshold for at
least 20 of the last 30 days in preceding fiscal quarters and upon specified corporate transactions. as described in
more detail in the prospectus filed in connection with the exchange offer. The applicable stock price is the
average of the closing sales prices of the Company’s common stock over the five trading-day period starting the
third trading day following the date the New Notes are tendered for conversion. If the conversion value is greater
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than the principal amount of each New Note. the Company will be required to deliver to holders upon
conversion. at their option (1) a number of shares of its common stock. (2) cash or (3) a combination of cash and
shares of its common stock in an amount calculated as described in the prospectus filed by the Company in
connection with the exchange offer. In lieu of paying cash and shares of its common stock upon conversion. the
Company may direct the conversion agent to surrender any New Notes tendered for conversion 1o a financial
institution designated by the Company for exchange in lieu of conversion. The designated financial institution
must agree to deliver, in exchange for the New Notes (1) a number of shares of the Company’s common stock
equal to the applicable conversion rate. plus cash for any fractional shares or (2) cash or (3) a combination of
cash and shares of the Company's common stock. Any New Notes exchanged by the designated institution will
remain outstanding.

The Company may redeem some or all of the New Notes for cash on or after March 5. 2009 and before
March 5, 2011 at a redemption price of 100% of the principal amount of the New Notes. plus accrued and unpaid
interest up to, but excluding. the redemption date. but only if the closing price of the Company s common stock
has exceeded 130% of the conversion price then in effect for at least 20 trading days within a 30 consecutive
trading-day period ending on the trading day before the date the redemption notice is mailed. The Company may
redeem some or all of the New Notes for cash at any time on or after March 5, 2011 at a redemption price equal
to 100% of the principal amount of the New Notes. plus accrued and unpaid interest up to., but excluding, the
redemption date.

The Company may be required to purchase for cash all or a portion of the New Notes on March 5, 2011,
March 5. 2014 or March 5. 2019. or upon a change in control. at a purchase price equal to 100% of the principal
amount of the New Notes being purchased. plus accrued and unpaid interest up to. but excluding. the purchase
date. Upon any event of default, the lender may demand immediate payment of the balance outstanding. An
event of default includes the failure to pay any interest or principal when due, failure to perform any of the terms.
covenants. conditions or provisions of the agreement.

In December 2006. the Company obtained consents from holders of the New Notes for the waiver of certain
defaults related to the late filing of the Company’s Form 10-Q for the period ended September 30. 2006 and
certain proposed amendments to the indentures governing the New Notes eliminating covenants related to the
filing of periodic reports with the SEC and the delivery of such reports to the trustee for the New Notes. The
waiver and amendment required the consent of holders of a majority in aggregate principal amount of the New
Notes outstanding. In exchange for the consent to the waiver and amendment, the Company paid holders of the
New Notes an initial consent fee of $5.00 for each $1.000 principal amount of New Notes for which consents
were obtained. The initial consent fee of $0.6 million was paid 1o holders of the New Notes in December 2006
and charged to interest expense. If the Company did not commence a cash tender offer for the New Notes on or
before February 28. 2007 to redeem all validly tendered New Notes at a price of at least $1,000 for each
$1.000 principal amount of New Notes. the Company was required to pay holders of the New Notes for which
consents to the waiver and amendment were obtained an additional fee of $85.00 for each $1.000 principal
amount of New Notes. The Company did not initiate the tender and on March 4, 2007, an aggregate of
$9.4 million was paid to the holders of the New Notes, which amount was capitalized and will be amortized to
interest expense through March 2011.

Notes Payable to The Retirement Systems of Alabama (the “RSA”)
The Company has notes payable to the RSA (the “RSA Notes™) that consist of the following:

* 9% Senior Subordinated Notes Pavable 1o the RSA Issued in 2000 — On July 6. 2000. and as amended
on May 3. 2004. the Company entered into a facility under which it 1ssued $180.0 million of
subordinated debt to two of the RSA’s affiliated funds (the “2000 Notes™). The 2000 Notes were
comprised of $80.0 million bearing interest at 9.125%. which was repaid in June 2001 and
$100.0 million bearing interest at 9.0%, payable in semi-annual interest and principal payments with
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semi-annual principal installments commencing on December 31. 2000 of $3.5 million. $4.4 million
commencing December 31. 2007, $5.1 million due December 31, 2009 and a final payment of

$8.5 million on June 30. 2010. The 2000 Notes were collateralized by a second lien on substantially all
of the Company’s and its subsidiaries” North American and South American assets. Effective June 30.
2008, the Company entered into the 2008 Notes with the lenders that consolidated the 2000 Notes and
the 2007 Notes.

09 Senior Subordinaied Notes Pavable 10 the RSA Issued in 2006 — On October 2. 2006. the
Company borrowed $35.0 million from two of the RSA’s affiliated funds in connection with its
acquisition of ProSys (the 2006 Notes™). The 2006 Notes bear interest at 9% and are in the form of
two notes. one for $23.0 million and a second for $12.0 million. both due on various dates through
August 1. 2013. The 2006 Notes are collateralized by ProSys shares and all tangible and intangible
assets of the ProSys business. other than those assets pledged to CDF. The balances outstanding at
December 31. 2008 and 2007 were $32.3 million and $34.0 million, respectively. with scheduled
repayments of $2.5 million in 2009. $3.3 million in 2010. $4.0 million in 2011 and $22.5 million
thereafier. Principal payments are due on August 1 and February 1 of each year and include accrued
interest through that date. The Company must meet certain financial covenant tests on a quarterly basis
(including, as provided by the amendment entered into on February 24. 2009, the same fixed-charge
coverage ratio as required by the Western Facility: prior to the amendment. the Company was required
to maintain a consolidated net worth at the end of each quarter of not Jess than $87.5 million), and
comply with certain other covenants. including restrictions of incurrence of debt and liens and
restrictions on asset dispositions. payment of dividends and repurchase of stock. The Company is also
required to be in compliance with the covenants of certain other borrowing agreements. Upon any
event of default the lender may demand immediate payment of the balance outstanding: - :

9% Senior Subordinated Notes Pavable 1o the RSA Issued in 2007 — On January 30, 2007, the
Company entered into a revolving credit agreement with two of the RSA’s affiliated funds in the
amount of $30.0 million (the “2007 Notes™). The 2007 Notes bear interest at 9% . Under the terms of
the 2007 Notes. the availability of the revolving credit was set 1o expire on July 31, 2008 and thereafter
payments would be made at the rate of $1.0 million per month beginning August 15, 2008, and the
entire principal balance would be due on January 30, 2009. The 2007 Notes were collateralized by a
second lien on substantally all of the Company's and its subsidiaries’ North American and South
American assets. Effective June 30. 2008, the Company entered into the 2008 Notes with the lenders
that consolidated the 2000 Notes and the 2007 Notes.

9% Senior Subordinated Notes Pavable 10 the RSA Issued in 2008 — On August 3. 2008, the Company
entered into an Amended and Restated Credit Agreement effective as of June 30, 2008 (the

“3008 Notes”) with several of the RSA’s affiliated funds. which consolidated and restructured the
$56.7 million in outstanding indebtedness due under the 2000 Notes and 2007 Notes. The balance
outstanding on the 2008 Notes at December 31, 2008 was $52.4 million. The 2008 Notes bear interest
at 9% per annum payable in semi-annual installments. with principal payments due of $4.0 million
semi-annually through June 1, 2011, $5.0 million semi-annually through June 1. 2013 and a final
payment of $12.4 million due December 1, 2013. The Company granted a second priority security
interest. subordinate to the Western Facility and the CDF facility. in substantially all of the property
then owned or thereafter acquired by the Company in North or South America. The Company must
meel certain financial covenant tests on a quarterly basis (including, as provided by the amendment
entered into on February 24, 2009, the same fixed-charge coverage ratio as required by the Western
Facility: prior to the amendment. the Company was required to maintain a consolidated net worth at the
end of each quarter of not Jess than $87.5 million), and comply with certain other covenants. including
restrictions of incurrence of debt and liens. restrictions on asset dispositions. payment of dividends and
repurchase of stock. The Company is also required to be in compliance with the covenants of certain
other borrowing agreements. Upon any event of default the Jender may demand immediate payment of
the balance outstanding.
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HSBC Bank plc Mortgage

On June 22. 2004. in connection with the acquisition of OpenPSL, the Company assumed a mortgage with
HSBC for an original amount of £0.7 million ($1.0 million using the exchange rate on December 31. 2008 of
$1.46/£1.00). The mortgage has a term of ten years and bears interest at HSBC's rate plus 1.25%. The balance on
the mortgage was $0.3 million and $0.5 million at December 31. 2008 and 2007. respectively.

Maturities

Maturities of term loans based on the amounts and terms outstanding at December 31, 2008 totaled
$10.3 million in 2009, $11.1 million in 2010, $12.8 million in 2011. $14.8 million in 2012. $34.8 million in 2013
and $110.0 million thereafter.

Covenant Modifications

In February 2009, the Company determined that it would not be in compliance with the fixed-charge coverage
ratio covenant under the terms of the Western Facility for the quarter ended December 31, 2008. The lenders under
the Western Facility agreed to waive this requirement by modifying the terms of the agreement to remove this
obligation for the fourth quarter of 2008 and modify the requirement in subsequent quarters. In February 2009. the
Company also determined that it would not be in compliance with a consolidated net worth covenant under the
terms of its agreements with the RSA. The RSA agreed to waive this requirement. amend these agreements to delete
the consolidated net worth covenant and replace them with the same minimum fixed-charge coverage ratio
requirement of the current Western Facility. In addition, the Company determined in February 2009 that its ProSys
subsidiary had failed to meet its financial covenants under its CDF facility for the 12 months ended June 30, 2007.
In February 2009, ProSys received a waiver of any default occurring under the CDF facility prior to January 1, 2008
and ProSys entered into an amendment of the agreement with GE in March 2009.

Amendments to Lines of Credit and Long-Term Debt

On February 17. 2009. the Company entered into a Second Amendment to the Western Facility. The second
amendment eliminated the minimum fixed-charge coverage ratio for the quarter ended December 31. 2008. and
reduced the fixed-charge coverage ratio required in the quarters ending March 31, 2009 and June 30. 2009. The
second amendment also extended the required delivery date of the Company’s audited consolidated financial
statements for the vear ended December 31, 2007, from March 31, 2009 to June 30. 2009, and modified the
definition of Interest Rate and the calculation of Excess Availability. as those terms are utilized in the Western
Facility.

On February 24. 2009, the Company entered into the First Amendment (the “First Amendment™) to the
October 2. 2006 Securities Purchase Agreement (the “Securities Purchase Agreement™) with The Teachers’
Retirement System of Alabama (“TRSA™) and The Employees’ Retirement System of Alabama (“ERSA™) and
the Second Amendment (the “Second Amendment™) to the June 30, 2008 Amended and Restated Credit
Agreement with TRSA. ERSA. Judicial Retirement Fund. PEIRAF-Deferred Compensation Plan and Public
Employees Individual Retirement Account Fund. Under the terms of these amendments. the previously existing
covenant regarding the Company’s net worth was replaced by a fixed-charge coverage ratio covenant
substantially similar to the fixed-charge coverage ratio covenant contained in the Company’s Amended and
Restated Loan and Security Agreement as amended on February 17. 2009. between the Company and Wachovia
Capital Finance Corporation (Western) and other Jenders.

NOTE 7 — RESTRUCTURING AND IMPAIRMENT COSTS

From time to time. the Company has initiated a series of restructuring activities intended to realign the
Company’s global capacity and infrastructure with demand by its customers so as to optimize the operational
efficiency. which includes reducing excess workforce and capacity. and consolidating and relocating certain
facilities to Jower-cost regions.
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The restructuring and impairment costs include employee severance. costs related to Jeased facilities and
other costs associated with the exit of certain coniractual agreements due to facility closures. The overall intent of
these activities is that the Company shifts its distribution capacity 10 locations with higher efficiencies and. in
most instances, Jower costs. and better utilizes its overall existing distribution capacity. This would enhance the
Company's ability to provide cost-effective distribution service offerings. which may enable it to retain and
expand the Company’s existing relationships with customers and attract new business.

In 2008. the Company initiated a restructuring plan for its North American. European and Latin American
operations, and, as a result, the Company incurred restructuring costs and other charges of approximately
$4.3 million. These costs consisted primarily of severance and benefit costs of $3.9 million for involuntary
employee terminations and costs of $0.4 million related to the closure and impairment of certain leased facilities.
The Company terminated 48 employees in North America. 105 employees in Latin America and 58 employees in
the United Kingdom and continental Europe in sales. marketing. finance and support functions. The Company
classified all of these 2008 restructuring charges of approximately $4.3 million to restructuring and impairment
costs in the consolidated statement of operations during 2008. The Company expects 10 substantally complete
the entire 2008 restructuring plan in 2009 and does not anticipate incurring additional costs associated with this
restructuring initiative going forward.

In 2007, the Company incurred and paid restructuring costs of approximately $1.4 million related to
severance and benefit costs associated with involuntary employee terminations. The Company terminated
22 employees in North America. 56 employees in Latin America and 25 employees in Europe.

Employee
Termination Facility-
Costs Related Costs Total
(in thousands)
Restructuring obligations at December 31,2006 ..................on $ — $ 141 § 14]
Additional FESTMUCTUIING COSL . . .« o v vttt e 1.404 — 1.404
FOreign CUITEnCY LIIPACT . ..o vv et s 31 — 3]
Cash PAYMENLS .. oo w oot e e (1.422) (141) (1,563)
Restructuring obligations at December 31.2007 ... 13 — 13
Additional TESITUCTUTING COSL . . o oo vt e 3.903 386 4.289
FOreign CUITeNCY IMPACT . . ..o v vt e e s e (46) — (46)
Cash PAYIENTS ...\ o ottt e e (3.375) — (3.375)
Restructuring obligations at December 31,2008 ...................... $ 495 $ 386 $ 881

NOTE 8 — STOCK-BASED COMPENSATION PLANS

Effective January 1. 2006. the Company implemented SFAS 123R. as interpreted by SAB 107 and amended
by SAB 110. Prior to January 1. 2006. the Company accounted for stock-based compensation relating to options
according to the provisions of APB 25 and its related interpretations. The Company adopted the modified
prospective transition method provided under SFAS 123R. and consequently has not retroactively adjusted
results from prior periods. Under this transition method. compensation cost associated with stock options now
includes (1) amortization related to the remaining unvested portion of all stock option awards granted prior 1o
December 31. 2005. based on the grant-date fair value estimated in accordance with the original provisions of
SFAS 123: and (2) amortization related to all stock option awards granted subsequent to January 1. 2006. based
on the grant-date fair value estimated in accordance with the provisions of SFAS 123R. The Company amortized
stock-based compensation under SFAS 123 using multiple option attribution and under SFAS 123R using
straight line attribution.
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For performance-based RSU awards, the Company uses the accelerated multiple option method for expense
attribution. As of the last day of each reporting period. the Company assesses the probability of achieving the
performance targets applicable to the RSUs. When the Company determines that it is probable that performance
targets will be achieved, compensation expense is recorded.

Compensation expense for stock-based awards includes an estimate for forfeitures and 1s recognized over
the expected vesting period of the options using the straight-line method for APB 25 and accelerated attribution
under SFAS 123R. Prior to adoption of SFAS 123R, benefits of tax deductions in excess of recognized
compensation costs were reported as operating cash flows. SFAS 123R requires that they be recorded as a
financing cash inflow rather than as a reduction of taxes paid. The Company has not recorded any excess tax
benefits in additional paid-in capital since the adoption of SFAS 123R. To determine the excess tax benefit. the
Company uses the long-form method as set forth in FASB Staff Position Statement FAS 123R-3. Transirion
Elecrion Related 10 Accounting for the Tax Effects of Share-Based Pavment Awards.

Total stock-based compensation expense for the years ended December 31. 2008, 2007 and 2006 of
$3.0 million. $1.4 million and $2.4 million. respectively. was recorded as selling. general and administrative
expenses in the accompanying consolidated statements of operations.

Stock Option Plans

The Company adopted the 1998 Stock Plan in 1998. The 1998 Stock Plan replaced the 1988 Amended and
Restated Incentive Stock Plan and the 1993 Director Stock Option Plan. Under the terms of the 1998 Stock Plan
(which expired as to future grants in May 2008). stock options were granted to directors and employees 10
purchase common stock at the fair market value of such shares on the grant date. Stock options granted to
employees vest annually over a four-year period beginning on the one-year anniversary of the grant date. Stock
options granted to directors vested immediately. Generally. the term of each employee option is five vears from
the date of grant and the term of each director option is ten years from the date of grant. as provided in each
respective option agreement. For options granted to an optionee who owns stock representing more than 10% of
the voting power of all classes of stock. the option term is five years. If an optionee ceases 1o be employed by the
Company. the optionee may within 30 days (or such other period of time. as determined by the Board of
Directors. but not exceeding three months) exercise vested stock options.

Stock Options and Restricted Stock Units

Effectve upon the adoption of SFAS 123R, the fair value of each option award is estimated on the date of
grant using the Black-Scholes valuation model and the assumptions noted in the following table. The expecied life
of options 1s based on observed historical exercise patterns. Groups of emplovees that have similar historical
exercise patterns have been considered separately for valuation purposes. For the years ended December 31. 2008.
2007 and 2006. the expected volatility was based solely on historical volatility. The risk-free interest rate was based
on the implied yield on a U.S. Treasury zero coupon issue with a remaining term equal to the expected term of the
option. The dividend yield reflects that the Company has not paid any cash dividends since inception and does not
mtend 1o pay any cash dividends in the foreseeable future. Following are the key variables used to calculate the fair
values of stock awards under SFAS 123R for the years ended December 31, 2008, 2007 and 2006:

Years Ended December 31.

2008 2007 2006
Expected volatility .. ... .. 41.4% 423% 51.8%
Dividend yield ... .. .. None None None
Expected life Inyears .. ... ... 3.56 3.49 3.39
Risk-free rate ... .. 23% 4.2% 4.6%

The weighted average per share fair value of the options granted in 2008. 2007 and 2006 were $1.87. $2.00
and $2.55. respectively.
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The following table presents summarized stock option activity and weighted average per share exercise
prices for stock options and the weighted average intrinsic value for RSUs granted, exercised and forfeited as of.
and for the three years in the period ended. December 31. 2008:

Restricted Stock Units

Options Outstanding Outstanding
Weighted Weighted
Weighted Average Weighted Average
Average Remaining Average Remaining
Options Exercise Contractual Aggregate Intrinsic Contractnal Aggregate
Available for Price Per Life Intrinsic Value Per Life Intrinsic
Grant Shares Share  (in vears) Value Shares RSU (in years) Value
Balance at December 31,
2005 ... 848.183 3.060.047 §7.32 690.304 §7.08
Increase in options
available for grant ...  600.000 — — — —
Options and awards
forfeited ........... 547908 (494.099) $8.96 (53.809) $9.51
Canceled options not
available for grant ... (120,000 — — — —
Options and awards
granted ....... ..., (895.000) 777.500 $6.14 117.500 $6.10
Options and awards
exercised/vested .. ... — (132.961) $4.46 (241.671) §7.07
Balance at December 31,
2006 ... 981,091 3.210.487 $6.90 512.324  $6.84
Increase in options
available for grant ...  600.000 — — — —_
Options and awards
forfeited ........... 201.825 (196.825) §7.72 (5.000) $8.01
Canceled options not
available for grant ... (24.750) — — — —
Options and awards
granted ...... ... .. (460.500) 453.000 $5.65 7.500 $5.98
Optons and awards
exercised/vested ... .. — (5.108) $7.05 (119.491) $7.01
Balance at December 31.
2007 .. 1.297.666 3.461.554 3$6.69 395333 $6.93
Increase in options
available for grant ...  600.000 — — — —
Options and awards
forfeited ........... 797.904 (694.487) $6.78 (103.417) $5.19
Canceled options not
available for grant ... (537.362) — — — —
Options and awards
granted ............ (2,158.208) 1.232.500 $5.69 925,708 §4.25
Options and awards
exercised/vested . . ... — — — (197.541) $2.36
Balance at December 31.
2008 .. — 3,999,567 §$6.37 2.09 1.020.083  $4.69 0.79
Vested and expected 10
vest at December 31.
2008 .. 3,803.744 $6.40 2.02 S— 947.250 §$0.60 0.76 $568.350
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Stock Oprions

The Company’s 1998 Stock Plan expired in May 2008. Afier May 2008, there were no equity awards
available for grant under the 1998 Stock Plan. The Company has scheduled its next annual meeting of
shareholders to be held on August 19. 2009. and intends to ask the shareholders to adopt a new equity incentive
plan at that time.

There were no options exercised during the year ended December 31. 2008. The total pre-tax intrinsic value
of opuons exercised during the years ended December 31, 2007 and 2006 was $3.348 and $0.2 million.
respectively. The total pre-tax intrinsic value of the RSUs that vested was $0.5 million, $0.8 million and
$1.5 million during the years ended December 31, 2008, 2007 and 2006. respectively.

As of December 31. 2008, the number of stock options outstanding and exercisable by range of exercise
prices, the weighted average exercise prices, the intrinsic value and, for options outstanding. the weighted
average remaining contractual life are as follows (in thousands. except for years and per share amounts):

Options Outstanding Options Exercisable
Weighted-  Weighted- Weighted  Weighted-
Average Average Average Average
Remaining Exercise Aggregate Remaining  Exercise Aggregate
Number Contractnal  Price per Ibntrinsic  Number  Contractual Price per Intrinsic
Range of Exercise Price Outstanding Life (in Years)  Share Valve Exercisable Life (in years) Share Valoe
$2.81-8521 ........ 811 1.8 $ 436 529 $ 4.30
$522-%645 ... .. 1.845 29 6.05 585 6.28
$6.46-$7.23 ... ... 649 1.2 6.95 540 7.01
$7.24-$8350 ........ 403 1.1 8.27 403 8.27
$8.51-%$11.80 ....... 271 1.0 9.86 271 9.86
$11.81-$11.82 ...... 21 28 11.82 2] 11.82
$2.81-%131.82 ....... 4.000 2.1 6.37 $— 2.349 1.1 $ 680 $—

The aggregate intrinsic value in the preceding table represents the total pre-tax intrinsic value. based on the
Company s closing stock price of $0.60 per share as of December 31, 2008, which would have been received by
the option holders had holders exercised all outstanding options as of that date. There were no in-the-money
oprions exercisable as of December 31. 2008.

The Company recorded $1.2 milhon. $0.7 million and $1.1 million of compensation expense related to stock
options for the years ended December 31. 2008. 2007 and 2006, respectively. in accordance with SFAS 123R.

As of December 31. 2008, there was $3.1 million of unrecognized compensation costs related to outstanding
stock options. These costs are expected to be recognized over a weighted average period of 2.8 years.

As of December 31, 2008, there were options to purchase 1.654.001 shares that were outstanding. but not
yet vested.

Restricied Stock Units

During 2008, 2007 and 2006, 925.708. 7.500 and 117.500 RSUs. respectively, were granted 1o certain
eligible employees. Compensation expense under the fair value method for the years ended December 31. 2008,
2007 and 2006 of $1.6 million. $0.2 million and $1.3 million. respectively. is being amortized over the vesting
periods of the underlying awards. Compensation expense for performance-based RSU grants with graded vesting
terms was $0.3 million. $0.5 million and $0.6 million for the vears ended December 31, 2008, 2007 and 2006.
respectively. For compensation expense purposes. the intrinsic value of RSUs equals the fair market value of
these awards on the date of grant.
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The weighted-average fair value per unit of the RSUs granted during the year ended December 31. 2008.
was $4.25 per share. At December 31. 2008, unrecognized compensation costs related to RSUs totaled
approximately $2.5 million and are expected 1o be recognized over a weighted-average period of 1.2 years. The
total fair value of RSUs vested was $0.5 million for the year ended December 31. 2008.

NOTE 9 — INCOME TAXES

The components of income (loss) before provision for income taxes attributable 10 domestic and foreign
operations are as follows (in thousands):

Years Ended December 31.

2008 2007 2006
DOMIESHC o o o o o e e e e e e $(47,608) $(35.441) $3.331
FOTBIZI « .+« e e ettt et e (26.685) (29,710) 1.510
Total income (loss) before provision for income taxes ..o $(74.293) $(63,151) $4.841

The provision for income taxes CORSISts of the following (in thousands):

Years Ended December 31.

2008 2007 2006
Current provision:
FOGETal © o oo e e e e $ (651) $(3.102) § 5.314
STAIE v o oo e e 335 1.419 896
Foreighn . .......ovvvnnn- U L 2,851 6.056 2,616
Total CLITENt PFOVISION . . .o oot ee e et e 2,535 4373 8.826
Deferred provision (benefit):
Federal . . o oo e — 37 16.698
STATE v v ot oo e e e — — 4.682
FOTEIEN © o o oottt (2,008) 2351  (2.258)
Total deferred ProOVISION ... ... .ot (2,008) 2588 19.122
Total provision fOr INCOME TAXES . .. ..o vve e $ 527 $6961 $27.948

The provision for income taxes differed from the amount computed by applying the federal statutory rate 10
our income before provision for income taxes as follows (amounts in thousands):

Years Ended December 31.

2008 2007 2006

Tax at federal STATUIOTY TAIE . .« oo v vvete e e oo e $(26.002) $(22.803) § 1.696
State tax expenses, net of federal tax BENElIt o (512) (1.082) 318
Foreign taxes at other than United States rates ..............coooeeenens 2,196 1.110 (173)
Net operating loss carryback claims ... 2,578 4,715 —
Changes in valuation alloWanCes . .. .........ov v 22.027 13.238  23.065
Extraterritorial income tax exclusion . ......... . — — (61
Meals and BNTEMAINMENT . . .\ vt e et e e — — 180
Non-deductible COMPENSALOI . . . .t vvve e — — 70
Intercompany allOCALION . ..« ve v — — 816
INCOME ON ENtILY COMVETSION . . vttt e e e e — — 1.806
RESEIVES .« « o o vt e et e e e e — — 50
NON-AedUCHDIE TTEIMS .+ o« o ettt e e e 1.060 10,055 —
OTHET .+ o e e e e (820) 1.728 181
Provision fOT IMCOME TAXES ..« v v e et e e $ 527 % 6961 §$27948




The Company’s income tax provision of $0.5 million and $7.0 million for fiscal years 2008 and 2007,
respectively. was primarily due to income taxes in certain foreign jurisdictions. During 2006, the Company
recognized an income tax expense of $23.1 million related to the establishment of a valuation allowance against
substantially all of 1ts U.S.-deferred tax assets. During 2008 and 2007, the Company increased the valuation
allowance by approximately $14.4 million and $7.6 million. In both 2008 and 2007. the Company continued to
record a valuation allowance against substantially all of its deferred tax assets in the U.S. and certain foreign
jurisdictions.

For the years ended December 31. 2008 and 2007, the non-deductible items included $2.0 million and
$9.1 million of tax expenses related to non-deductible goodwill impairment.

The Company carried back the 2007 federal net operating loss to 2005 and 2006 and expects to carry back a
portion of the 2008 federal net operating loss to 2006. To the extent the Company had taxable income in the
carryback period, the Company did not provide valuation allowance on that portion of the deferred tax assets
related to tax carryback claims. As a result of the carryback claims for the years ended December 31, 2008 and
2007. the Company recognized income tax benefits of $2.6 million and $4.7 million applied to the vears ended
December 31. 2006 and 2005.

Deferred income taxes are provided for the effects of temporary differences between the tax basis of an
asset or hability and its reported amount on the consolidated balance sheets. These temporary differences result
in taxable or deductible arnounts in future years. The significant components of deferred tax assets and liabilities
are listed below.

Deferred tax assets (liabilities) was comprised of the following (in thousands):

Years Ended December 31.

2008 2007

Accruals and alloWanCes . .. ... ... $ 21,031 $ 19.709
ReVenue TeCOZTItION . . ottt e et e e e e e e 360 9%
Capitalized InVENtOTY BXPEMSES . .. .ot i ettt 924 1.650
Management SaITIOUL . . . ... ...ttt 476 —

Deferred cOompensation .. ... ... ... 1.270 1.170
Stock-based compensation ............ .. 1.648 1.460
Depreciation and amortizalion .. ...ttt 10.871 12.237
Tax credits and net operating loss carryforwards . ........ ... ... .. ... ... ...... 24874 12,435
Unrealized gain / (JOSS) ... . ..o o — 824
Gross deferred tax @SSeTS . . ..o v vttt 61.454 49.584
Unrealized gain / (108S) . ... ... ... {733) —

Other .. (580) (1,419)
Gross deferred tax liabilities .. ... . . (1.315) (1.419)
Valuation allowance . ... ... ... (53.085) (38.715)
Netdeferred 1aX aSSeIS . . ..ottt $ 7.054 § 9.450

Valuation allowance reduces the deferred tax assets to the amounts that. based upon available evidence. are
more likely than not to be realized. The valuation allowance at December 31. 2008 and 2007 is mostly
attributable to the Netherlands. Germany. Sweden. Belgium. France, Chile. and the U.S. net operating loss
(“NOL™) carryforwards. as well as federal foreign tax credits that do not meet the more likely than not standard
of realizability.
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The breakdown between current and Jong-term deferred tax assets and deferred 1ax liabilities was as follows
(in thousands):

Years Ended December 31,

2008 2007
Current deferred taX @SSEIS . . ..o v $1.826 $3.745
Non-current deferred Ta% @SSEIS . . . oo v vt v 5.228 5,705
Total deferred tax assets. net of deferred tax hiabiliies ...t $7.054 $9.450

At December 31. 2008 and 2007. the Company reported federal NOLs in the amount of $54.3 million and
$13.5 million. respectively, available 1o offset future taxable income. The Company is expected to carry back the
full amount of the 2007 NOL to tax years 2005 and 2006 and $7.1 million of the 2008 NOL to tax year 2006. The
remaining $47.1 million federal NOL at December 31, 2008 will be carried forward to offset future federal
taxable income. and. if not utilized. will expire in 2028. At December 31. 2008 and 2007. the Company had state
NOL carryforwards of approximately $73.4 million and $25.2 million, respectively. available to offset future
state taxable income. The state NOL carryforwards, if not utilized, will expire between years 2013 and 2028. The
federal and state NOL carryforwards disclosed herein do not reflect the impact of the limitation under IRC
Section 382. which the Company estimates 10 be approximately $28.0 million and $38.2 million, respectively.
See below for further discussion concerning the limitation under IRC Section 382. At December 31, 2008 and
2007. the Company had foreign NOL carryforwards of approximately $58.1 million and $37.8 million,
respectively, available to offset future taxable income.

IRC Section 382 imposes limitations on a corporation’s ability to utilize its NOL carryforwards if the
corporation experiences an ownership change. as defined in IRC Section 382. Based upon currently available
information. the Company believes there was an ownership change in the fourth guarter of 2008. As a result.
utilization of our federal NOL in future periods will likely be subject to an annual limitation under IRC Section
382 estimated to be approximately $1.1 million. A similar provision applies to various states that will result in
various annual limitations. Accordingly, the Company has reduced its deferred tax assets based upon the
estimated statutory limitations in annual NOL carryforward recogmition and loss carryforward time periods for
both federal and state purposes. The amount of the annual limitation may. under certain circumstances. be
increased by the recognized “built-in gains™ that occur during the five-year period after the ownership change.

At December 31. 2008 and 2007, there was no provision for U.S. income taxes for undistributed earnings of
the Company’s foreign subsidiaries as it is currently the Company’s intention 1o reinvest these earnings
indefinitely in operations outside the United States. The Company believes it is not practicable 10 determine the
Company’s tax liability that may arise in the event of a future repatriation of foreign earnings. If repatriated.
these earnings could result in a tax expense at the current federal statutory tax rate of 35%. subject 1o available
net operating losses and other factors. Tax on undistributed earnings may also be reduced by foreign tax credits
that may be generated in connection with the repatriation of earnings.

The Company adopted Financial Accounting Standards Board Interpretation No. 48, Accounting for
Uncertainties in Income Taxes, an Interpretation of FASB Statemeni No. 709 (“FIN 487), effective January 1.
2007. FIN 48 requires the Company to recogmnize the financial statement effect of a tax position when it is more
likely than not. based on the technical merits. that the position will be sustained upon examination. The
cumulative effect of adopting FIN 48. if any, is required to be recorded in retained earnings and other accounts as
applicable. At adoption. the Company recorded a decrease to accumulated deficit of $1.5 million.



A reconciliation of the beginning and ending amount of total gross unrecognized tax benefits is as follows
(in thousands):

Years Ended December 31,

2008 2007
Balance atbeginning of year .. ... $14.371 $12.841
Increase related to prior year tax POSIIONS . ... ... —_ 13
Decrease related 10 prior year tax poSITIONS . ... ...ttt (1273 —
Increase related to current year taX poSIHONS ... ... ... 927 2,822
Settlements with tax authorities . .......... .. (81) —
Decrease related to lapse of statute of imitations ... ................ oo .. (1.033) (1.305)
Balance atend of year . ... ... .. $14.057 $14.371

The unrecognized tax benefits, if recognized. would impact the tax provision by $7.1 million and
$7.9 million at December 31. 2008 and 2007. respectively.

The Company has elected to include interest and penalties as a component of tax expense. Accrued interest
and penalties at December 31. 2008 and 2007 were $1.9 million and $2.0 million, respectively. The Company
does not anticipate that the amount of existing unrecognized tax benefits will significantly increase or decrease
within the next 12 months.

The Company files federal income tax returns, as well as income tax returns in various states and foreign
jurisdictions. The Company is currently under examination by tax authorities in France, Belgium, the United
Kingdom, Germany. Chile. Mexico and various states in the U.S. for certain years between 2001 and 2008. Most
state and foreign jurisdictions have three or four open tax years at any point in time. Although the outcome of
any tax audit is uncertain. the Company believes that it has adequately provided in its financial statements for
any additional taxes that it may be required to pay as a result of such examinations. If the payment ultimately
proves to be unnecessary. the reversal of these tax liabilities would result in tax benefits being recognized in the
period the Company determines such liabilities are no Jonger necessary. However, if an ultimate tax assessment
exceeds our estimate of tax liabilities, an additional tax provision will be recorded.

NOTE 10 — COMMITMENTS AND CONTINGENCIES

The Company leases its facilities under cancelable and non-cancelable operating Jease agreements. The
leases expire at various times through 2025 and contain renewal options. Certain of the leases require the
Company to pay property taxes, insurance and maintenance costs. The Company leases certain equipment under
capital leases with such equipment amounting to $2.3 million at each of December 31, 2008 and 2007, less
accumulated depreciation of $1.8 million and $1.2 million at December 31. 2008 and 2007, respectively.
Depreciation expense on assets subject to capital leases was $0.6 million for each of the years ended
December 31. 2008. 2007 and 2006. The capital lease terms range from 24 months to 60 months.
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The following is a summary of commitments under non-cancelable Jeases as of December 31, 2008 (in
thousands):

Capijtal Operating
Leases Leases

Years Ending December 31,

D000 © o o $559  $12.952
0T0 o o o e e — 10.072
D00 e — 6.726
D01 o — 5.638
D013 — 4.005
2014 and BEYONA . ..ot — 12,451
Total MINIMUM JE2SE PAVITIENLS . .. oottt 559  $51.844
Less: AmOunLS TEPreSENtng IMTEIEST L ...\t ovvvv e e 65

Present value of minimum 1€ase PAYTNENTS . ... ..o vvvrvrv e $494

Total rent expense was $20.1 million, $19.4 million and $14.2 million for the years ended December 31.
2008. 2007 and 2006. respectively. Subsequent to December 31. 2006. the Company entered into several
extensions on current leases, or has entered into Jease agreements for new or additional facilities to meet its
operational needs.

On June 4. 2008. the Company’s export subsidiary in the United Kingdom received a notification from the
Direction Générale des Finances Publiques that the French tax authorities were proposing 1o issue a tax
deficiency notice against the Company’s export subsidiary for the failure to pay value-added tax and corporate
income 1ax in France during the period of January 1. 2002 to December 31. 2008, in an amount. including
interest and penalties. of approximately €27.3 million ($38.2 million using the exchange rate of $1.40/€1.00 as of
December 31. 2008). Subsequently. the tax authorities issued a tax assessment against the Company’s U.K.
export subsidiary. The Company is contesting the proposed assessment. The Company intends to defend this
matter vigorously and avail itself of all available defenses. The matter is in the preliminary stages and. therefore.
the Company is not in a position to estimate a Joss. if any, or a range of potential Joss. As no amount of potential
Joss is both probable and esumable. no accrual has been made in the consolidated financia) statements as of
December 31, 2008 or 2007. However, a negative outcome of this matter could have a material adverse impact
on the Company s consolidated financial position, results of operations and cash flows.

In February 2008. independent counsel to the Board of Directors (the “Board™). accompanied by counsel for
the Company. self-reported to the SEC as to the findings of the independent investigations conducted by special
committees of the Board. The SEC commenced a non-public fact-finding inquiry into the Company s historical
accounting practices. The inquiry being conducted by the SEC is ongoing and the Company continues to
cooperate with the SEC.

On December 29, 2008, John R. Campbell. who alleges that he is a shareholder of the Company. caused a
purported shareholder’s derivative lawsuit 10 be filed in the Superior Court of California for the County of San
Mateo against the Company. as a nominal defendant. and 17 current and former officers and directors of the
Company. seeking to recover damages purportedly sustained by the Company in connection with its historical
stock option granting practices. Subject to certain limitations. the Company is obligated to indemnify its current
and former officers and directors in connection with the investigation of the Company s historical stock option
practices and such lawsuits. Although the matier is in its preliminary stages and the Company has procured
insurance coverage for these types of claims. the expense 10 the Company associated with this Jawsuit may be
significant.



In October 2008, the Company provided indemnification agreements to all members of the Board and the
Company’s executive officers. Four members of the Board had pre-existing indemnification agreements that
were entered into immediately prior to the Company’s 1nitial pubhc offering in 1993 and those agreements were
amended in October 2008. The indemnification agreements require the Company to indemnify the directors and
officers and pay their expenses if they become a party to. or are threatened with. any action. suit or proceeding
arising out of their service to the Company.

The Company is a party to agreements pursuant to which i1t may be obligated to indemnify another party.
Typically. these obligations arise in connection with sales agreements. under which the Company customarnly
agrees to hold the other party harmless against losses arising from a breach of warranties. representations or
covenants related 10 such matters as title to assets sold. validity of certain intellectual property rights and
non-infringement of third-party rights. In each of these circumstances. payment by the Company is typically
subject to the other party making a claim and cooperating with the Company pursuant 1o the procedures specified
in the particular agreement. This process usually allows the Company to challenge the other party’s claims or. in
case of breach of intellectual property representations or covenants, to control the defense or settlement of any
third-party claims brought against the other party. Further, the Company’s obligations under these agreements
may be limited in terms of activity (typically to replace or correct the products or terminate the agreement with a
refund to the other party). duration and/or amounts. In many instances. the Company has recourse against the
suppliers of the products that will cover the payments made by the Company.

The Company is subject to legal proceedings and claims that arise in the normal course of business.
Management believes that the vltimate resolution of such matters will not have a material adverse effect on the
Company’s financial position. results of operations or cash flows.

NOTE 11 — TRANSACTIONS WITH RELATED PARTIES

One director of the Company was a director of one of the Company’s customners. Pinnacle Systems. Inc.
Another director of the Company is a director of one of the Company’s customers. Datalink Corporation. The
consultant who manages the Company’s Brazilian operation has an ownership interest in two of the Company’s
customers/vendors, Megaware Commercial Ltda and Megaware Industrial Lida (collectively. “Megaware™).

In 2006. the employees who managed the Company's Mexico operations had various ownership interests in
the following customers/vendors of the Company: Import Mayoreo SA de CV. Trofe] Computacion SA de CV.
Verbatrade SA de CV. Importador Nacional Peninsular and Outsourcing Distribution SA de CV.

In 2006. as a part of the Company’s acquisition of ProSys, the Company entered into two long-term real
property leases for office and warehouse space in Norcross, Georgia with Laurelwood Holdings, LL.C
(“Laurelwood Holdings™). The sellers of ProSys. who thereafter became employees of the Company. have an
ownership interest in Laurelwood Holdings. In 2008, 2007 and 2006, the Company paid $500,906. $497.693 and
$124.423, respectively, under those lease agreements to Laurelwood Holdings.

Since October 2003. the Company has employed a stepson of Mr. Bell in the position of director of strategic
markets. In 2008 and 2007, Mr. Bell’s stepson received a total cash compensation of $246,217 and $238,307,
respectively. On November 17. 2005. he was granted an option to purchase 15.000 shares of common stock. with
an exercise price of $7.95 per share. On January 21. 2008, he was granted an option to purchase 10.000 shares of
common stock. with an exercise price of $5.90. In addition, he participates in all other benefits that the Company
offers to all of its employees. The Audit Committee reviewed and ratified the employment of Mr. Bell's stepson
and his compensation.
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Sales to and purchases from these parties for the three years ended December 31, 2008 and accounts
receivable and accounts payable at December 31. 2008. 2007 and 2006. are summarized below (in thousands):

Years Ended December 31.
2008 2007 2006

Sales:

Datalink COTPOTATION . . .« ve et e et e h 60 $§ — § 783

MEZAWATE . .. oot e et 45111 37939  23.808

Import Mayoreo SA de OV e — 7.620 —

Verbatrade SA de CV ..o — 4.027 20452
Accounts receivable:

Datalink COTPOTATON . . ..o oot e — — 79

MEGAWATE . .o o et e e 8.443  10.024 4.844

Import Mayoreo SA de CV ..o 5.615 6,451 —

Verbatrade SADE CV Lot e 40 40 6.489
Purchases:

MEQAWATE . . o oottt e e — — 16,114

Importadora Naciénal Peninsular . ... — — 21.851
Accounts payable:

MIEGAWETE .« .\ eev et e e e e e — — 2.191

Import Mayorco SAde CV ..o — — 6.288

NOTE 12 == SALARY SAVINGS PLAN-AND RETIREMENT PLAN -~ — -

The Company has a Section 401 (k) Plan (the “Plan™). which provides participating U.S. employees an
opportunity to accumulate funds for retirement and hardship. Participants may contribute up to 30% of their
eligible earnings to the 1998 Stock Plan. Beginning in 2006. the Company began providing a matching
contribution of 25% of the employee’s first 6% of contributions to the 1998 Stock Plan up to $2.000 per year.
The Company’s expense for matching contributions for the years ended December 31. 2008. 2007 and 2006 was
$1.5 million, $1.0 million and $0.5 million. respectively.

During 2002. the Board adopted the Supplemental Executive Retirement Plan (“SERP™). which was
amended in Novernber 2007. The SERP provides an annual income benefit to the Company’s Chief Executive
Officer of $450.000 at retirement over his life. The SERP is unfunded and expenses related to the SERP were
$0.3 million. $0.1 million and $1.6 million in the years ended December 31, 2008. 2007 and 2006. respectively.
Included in the 2006 expense was a $1.2 million charge resulting from a SERP amendment that increased the
annual retirement benefit from $250,000 per year to $450,000 per year. The actuarial estimate of the SERP
}ability amounted to $3.2 million and $2.9 million as of December 31, 2008 and 2007. respectively. and 1s
included in ~Other Long-term Liabilities™ in these consolidated balance sheets.

The Company has purchased life insurance on its Chief Executive Officer and other key employees. As
beneficiary of these insurance policies. the Company receives the cash surrender value if the policy is terminated.
and upon death of an insured. receives all benefits payable. The Company estimates that the proceeds from the
life insurance benefits will be sufficient to recover. over time. the full cost of the SERP and the death benefits
being provided to the other key employees ($250.000 per employee), plus the cost of insurance. The “cash value
of life insurance.” as reported in these consolidated balance sheets in “Other Long-term Assets” as of
December 31, 2008 and 2007. is $1.7 million and $1.5 million, respectively.
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NOTE 13 — SEGMENT AND GEOGRAPHIC INFORMATION

SFAS 131 establishes standards for reporting information about operating segments, products and services.
geographic areas of operations and major customers. Operating segments are defined as components of an
enterprise about which separate financial information is available, which the chief operating decision-maker
evaluates regularly in determining allocation of resources and assessing performance. Under the criteria of
SFAS 131. the Company has ten operating segments and seven reportable segments for the years ended
December 31. 2008 and 2007.

The following are the Company's reportable segments:

U.S. Distribution Miami
Europe Canada
ProSys Other

TotalTec

The reportable segment. U.S. Distribution, is determined based on geography and client base. The reportable
segments. Europe. TotalTec. Miami. Canada and ProSys. represent operating segments that individually met the
quantitative threshold reporting requirements of SFAS 131. The reportable segment. Other. represents operating
segments that were combined as they share a majority of the reportable segment aggregation criteria of
SFAS 131 and do not individually or in the aggregate meet the quantitative threshold reporting requirements of
SFAS 131. The Other segment includes Rorke Data and certain in-country operations in Latin America (Brazil.
Chile and Mexico).

Historically. the Company disclosed segment and geographic information using five reportable segments for
the year ended December 31. 2006. For comparative purposes. the Company has presented in the table below the
2006 segment and geographic information as if it had used seven reportable segments.

Financial information for each of the Company’s seven reportable segments is summarized below (dollars in
thousands):

Years Ended December 31,

2008 2007 2006
Amount e Amount e Amount %
Net sales:
U.S. Distribution ................. $ 864.480 24.1% $1.046.852 26.5% $1.043,188  309%
Europe ... ... ... .. .. 1,459,128 40.8 1,696.732 43.0 1.483.018 440
ProSys ... 451,446 12.6 378.760 9.6 73,206 2.2
TotalTec ............ . ... . ... ... 46.795 1.3 63,533 1.6 83.851 2.3
Miami........o.coviiiiii.. 415.547 11.6 373.951 9.5 325,082 9.6
Canada ......................... 123,941 33 149,042 3.8 147.334 4.4
Other ... ... .. ... ... ....... 218,162 6.1 238.035 6.0 217.197 6.4
Totalmetsales ............... $3.579.499  100.0% $3.949.905 100.0% $3,372,876 100.0%
Income (loss) from operations:
U.S. Distribution ................. $ (44.337) (130.8)% $ (12517) (375)% S 17677 562%
Europe ... ... ... . 1.920 5.7 (14.275) (42.7) 5,829 185
ProSys .. ... 1,893 5.6 (17.909) (53.6) 909 29
TotalTec .. ...................... (4.143)  (12.2) 1.871 3.6 2.519 8.0
Miami............ ... ... . ..., 3,477 10.3 5.784 17.3 3462 110
Canada ......................... 6.448 19.0 4.398 13.2 (1.173)  (3.7)
Other ......... ... ............. 856 2.4 (766) (2.3) 2,226 7.1
Total income (loss) from
OpEerations . ................ $ (33.886) (100.0)% $ (33.414) (100.0)% § 31.449 100.0%
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Years Ended December 31,

2008 2007 2006
Capital expenditures:
ULS. DISIADUHON .+ o v o ot te et e e $1.421 § 1771 § 2262
BUTOPE oo et e e e e 2.631 3.688 2.468
PrOSYS « ot 1.005 1.518 45
TOTAITEC © o o o e oo e e e e 194 270 904
MEATIL & o o v e e e e e e e 1.512 867 186
CaBAGA o o oo e e 28 177 55
OB .« oo o e e 813 956 437
TOtA] . ot e $ 7.604 §$ 9.247 § 6.357
Depreciation and amortization:
ULS. DISIADULION o oot ettt e e $ 1498 $ 1.604 § 1.663
BUTOPE o vttt e e e e 3.779 4.127 3.861
POSYS ot e 3,722 3.390 801
TOtAlTOC .« o oo et e e 563 577 443
MEATTL © © o o e e e e e e 347 361 468
CaBAAR . o o e e 75 75 90
OTBET .« .« o o e et e e e e e 790 834 598
TOtA] . o ot $10,774 $10.968 § 7.924
Interest expense (income), net:
U.S. Distgbution . ... L0 PR A S0 $15,7000 $20.235  $15.354
EUFOPE . oottt 13,758  13.817  13.871
PrOSYS - o ottt e (44) (326) (7N
TotalTec ......... PN 2 54 —
MIAGITI © oo o e e e e — — (43)
CanaBa . o o e 400 392 302
OThET v o e o e e e e e 82 ) 51
TOAL © v oo e e e e e $29.898 §34.163 $29.456




As of December 31,

2008 2007
Total assets:
U.S DiIstribUtion . ... vt $217.636 § 335.554
BUrOpe . 274110 396.685
PO S o 106,793 126.815
TOtalTeC . o 13.358 15.295
MIAIH . o 99.474 128.966
Canada .. ... 27,291 39.150
O BT o 36,226 59.361
Total .. $774.888 $1.101.826
Long-lived assets:
U.S. DIStIDULION .« ot o et et e § 4545 § 4231
Burope . ... 5.806 8.385
PrOS S o 3.303 3354
TotalTeC . 819 1.053
MIAIT o 2.297 1.114
Canada . ... .. 132 212
Other . . 2.140 2.323
Total $19.042 § 20672

Net sales by geographic region based on shipped from location (except Miami, where net sales are based
upon shipped 1o location) for the years ended December 31, 2008, 2007 and 2006 were as follows (dollars in

thousands):
Years Ended December 31,
2008 2007 2006
Amount % Amount % Amount T

North Amenica(l) ...................... $1.652.009 46.2% $1.809.371 45.8% $1.483.593  44.0%
Europe(2) ... ... o 1,459,128  40.7 1.699.732  43.0 1.483.018 440
Latin Amenica(3) ...... ... ... ........ 468.362 13.1 440,602 11.2 406,265 12.0

Total ... ... ... $3.579.499 100.0% $3.949.905 100.0% $3.372.876 100.0%

North America sales include sales in the United States of approximately $1.527.717, $1.679.700 and

$1.336.259 for the vears ended December 31. 2008, 2007 and 2006. respectively.

Europe sales include sales in the United Kingdom of approximately $810.934. $1.018.365 and $1.260.716

for the years ended December 31. 2008. 2007 and 2006. respectively.

Latin America net sales include sales from Miami to customers located in Latin America. The geographic
net sales for Latin America does not include certain Miami sales made to customers located outside of Latin

Amernica.

Net property and equipment by geographic area at December 31 is as follows (in thousands):

December 31,

2008 2007
NOMh AMEBIICE .« . o oot e e e e $ 9.797 § 9.886
Europe . 5.806 8.385
Latin AMEIICA . .. .o 3.439 2,401
Jotal e $19.042 $20.672




NOTE 14 — DERIVATIVE INSTRUMENTS

The Company uses derivative instruments, principally forward and swap contracts, t0 manage the risk
associated with changes in foreign currency exchange rates and the risk that changes in interest rates will affect
the fair value or cash flows of its debt obligations. The Company monitors its positions with, and the credit
quality of, the financial institutions that are party 10 these financial transactions. Counterparty credit risk related
to derivative financial instruments has historically been considered low because the transactions have been
entered into with a number of strong. creditworthy financial institutions. From time to time. the Company uses
interest rate swap agreements to hedge the fair value of its fixed-rate debt obligations. Under an interest rate
swap contract, the Company agrees 10 receive a fixed-rate payment (in most cases equal to the stated coupon rate
of the debt being hedged) for a floating-rate payment.

Foreign Currency Risk Management

A substantial part of the Company’s revenue, inventory purchases and capital expenditures are transacted in
U.S. dollars, but the functional currency for foreign subsidiaries is not the U.S. dolar. The Company enters into
foreign forward exchange contracts to economically hedge certain balance sheet exposures against the impact of
future changes in foreign exchange rates. The gains and losses on the forward exchange contracts are largely
offset by gains and Josses on the underlying transactions. To the extent the Company is unable 10 manage these
risks. its consolidated financial position and cash flows could be materially adversely affected. The Company’s
foreign exchange forward contracts related to current assets and liabilities are generally six months or less in
original maturty.

At December 31. 2008 and 2007. the Company had outstanding foreign exchange forward contracts with a
total notional amount of approximately $75.5 million and $52.1 million, respectively, which were not designated
in hedging relationships. These contracts will settle in British pounds. Euros, Chilean pesos, Mexican pesos and
U.S. dollars.

For all derivarive transactions. the Company is exposed to counterparty credit risk to the extent that the
counterparties may not be able to meet their obligations 10 the Company. To manage the counterparty risk. the
Company enters into derivative transactions only with major financial institutions.

Interest Rate Risk Management

In August 2003, the Company entered into an interest rate swap agreement in order to gain access 1o the
Jower borrowing rates generally available on floating-rate debt. while avoiding prepayment and other costs that
would be associated with refinancing long-terms fixed-rate debt. The swap agreement purchased has a notional
amount of $40.0 million, with a six-month settlement period and provides for variable interest at LIBOR plus a
set rate spread. The notional amount decreases ratably as the underlying debt is repaid. The value of the swap
agreement was a liability of $73.516 at December 31. 2007. The interest rate swap agreement was scheduled to
terminate in June 2010, subject to early termination at the counterparty’s discretion. The counterparty terminated
the interest rate swap on February 6, 2008. The counterparty paid the Company approximately $15.000 in
conpection with the termination of the swap representing the fair market value of the interest rate swap on the
termination date. Historically. changes in the fair market value of the instrument were recorded in the Statement
of Operations. All other changes in fair value during the year are recorded 10 interest expense (income). net as
ineffectiveness. The amount recorded to earnings due to ineffectiveness during the year ended December 31.
2008 was insignificant.

On June 30. 2006. the Company entered into a cross-currency Jnierest rate swap agreement with Wachovia
Bank. N.A. to hedge its investments in foreign operations in which the Euro is their functional currency (“Euro
investments™). The principal notional amount of the swap was €6.0 million ($8.4 million using the exchange rate
on December 31. 2008 of $1.40/€1.00 on June 30. 2006). Under the terms of the swap. Wachovia will pay the
Company an interest payment computed on the 3-month USD LIBOR in exchange for an interest payment from
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the Company computed on the 3-month Euro LIBOR. On both sides of the swap, the Company s bank margin of -
1.5% will be added. The interest payments are reset every three months and at maturity there will be a cash
settlement between the Company and Wachovia. which will be dependant on the conversion rates at maturity in
comparison to the original spot rate of $1.28/€1. The swap has a three-year maturity and may be terminated by
the Company for convenience at no cost. This swap agreement is accounted for as a net investment hedge under
SFAS 133. Both at inception. and on an on-going basis, the Company performs an effectiveness test. Consistent
with the Company’s policy with respect to derivative instruments and hedging activines and in accordance with
SFAS 133. the Company will designate the change in Euro spot rates as the hedged risk in its Euro invesiments.
Since the contract is a hedge of the Company s Euro investments, the change in the fair value of the contract
attributable 1o changes in spot rates. which is the effective portion of the hedge. will be recorded as an offset to
the Company’s Euro investments in the cumulative translation account on the balance sheet. The fair value of the
cross-currency interest rate swap agreement at December 31. 2008 was $0.7 million and is recorded as a liability
on the consolidated balance sheet. The change in fair value of this contract due 1o exchange rate fluctuations was
recorded to accumulated other comprehensive income (loss) in the amount of $0.4 million during 2008 and $0.9
million during 2007. All other changes in the fair value during the year are recorded to interest expense (income).
net as ineffectiveness. The amount recorded to earnings due to ineffectiveness during the vear ended

December 31. 2008 was insignificant.

Contingent Put Option

In connection with the acquisition of ProSys. see Note 4 — Acquisirions. the Company and the former
shareholders of ProSys (the “Holders™) entered into a registration rights agreement obligating the Company to
file a registration statement with the SEC to allow for the resale of the 1.72 million shares of common stock, used
as part of the consideration in the purchase transaction. within 60 days of the closing date of the acquisition. On
April 30, 2007, the Company and the Holders entered into an amendment to the registration rights agreement
which provided that in exchange for an extension to the Company of the time to register the shares. the Company
would provide the Holders with cash necessary to make up the shortfall, if any. if, following the sale thereof, the
sales price of the shares held by the Holders on the open market is below $4.93 (the “Issue Price™), the price used
to determine the share value for purposes of determining the consideration for the purchase transaction (“Price
Protection™). as well as a put right to the Company at the Issue Price in certain circumstances. On February 5.
2008, the Company entered into a memorandum of understanding with the Holders that required the Company to
pay an advance against potential contingent consideration due to the Holders in exchange for an extension on the
previously granted put right through September 30. 2008. On August 26. 2008. the Company and the Holders
entered into a second amendment to the registration rights agreement under which the Company agreed to
purchase from the Holders all of the right. title and interest in 710,036 shares of the purchase consideration
common stock at the Issue Price. in exchange for the Holders agreeing to retain the remaining 1.014.336 shares
untl such time as the Company is current in its periodic reports or October 2009. whichever occurs first. With
respect to the remaining shares. the Holders continue to hold the Price Protection and put rights as described
above and the Company’s maximum liability under these obligations 1s $5.0 million.

The fair value of the put option was a liability in the amount of $4.4 million at December 31. 2008 and is
included in ““Other accrued liabilines™ in the Company’s consolidated balance sheets. The related fair value
changes are recorded as compensation expense 1n “Selling, general and administrative expense” in the
consolidated statements of operations. As of December 31. 2008, the fair value of the Price Protection was
equivalent to the fair value of the contingent put option.

The Company paid $3.5 million for the 710.036 shares purchased pursuant to the second amendment to the
registration nghts agreement. The amount paid in excess of the Company's share price on August 26. 2008
totaled $1.9 million, which was recorded as compensation expense in “Selling. general and administrative
expense.”
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NOTE 15 — SHAREHOLDERS’ EQUITY (DEFICIT)
Loss Per Share

Basic and diluted Joss per share (“EPS”) is computed by dividing net income (loss) (the numerator). by the
weighted average number of common shares outstanding (the denominator). during the period. Diluted EPS does
not give effect to potentially dilutive common shares outstanding during the period. including stock options and
warrants using the treasury stock method. and convertible debt using the if-converted method as their effect
would have been anti-dilutive.

The following is 2 reconciliation of the numerators and denominators of the basic and diluted EPS
computations for the periods presented below (in thousands, except per share data):

Years Ended December 31,
2008 2007 2006
Basic loss per share:
NELTOSS .« o o o oo e e e $(74.820) $(72.112) $(23.107)
Shares used in computation:
Weighted average ordinary shares outstanding .................. 32,299 32,248 30,772
Basic 108 PET SHATE . ... oo $ (232) % (224) § (0.7%
Diluted loss per share:
NEEIOSS « v v o v et et e e e e $(74.820) $(72.112) $(23.107)
Shares used in computation:
Weighted average ordinary shares outstanding .................. 32,299 32.248 30.772
Employee Stock OPUONS . ..o vvvvive e — — —_
Restricted STOCK UTIIS .« oo vt e et e — — —
Weighted average number of shares ............. ..o 32.299 32.248 30.772
Diluted Joss Per Share . ... .o $ (232) % (224) $ (0.75)

At December 31. 2008. 1.020.083 RSU awards and options to purchase. 3.999.567 shares of the Company’s
common stock and warrants to purchase 125,000 shares were excluded from the calculation of diluted EPS
because they were anti-dilutive. At December 31, 2007, 395.333 RSU awards. options to purchase
3.461.554 shares of the Company’s common stock and warrants to purchase 125,000 shares were excluded from
the calculation of diluted EPS because they were anti-dilutive. At December 31. 2006. 512.324 RSU awards,
options to purchase 3.210.487 shares of the Company’s common stock and warrants to purchase 125.000 shares
were excluded from the calculation of diluted EPS because they were anti-dilutive.

Warrants

In connection with the 2006 Notes used 1o finance the October 2. 2006 acquisition of ProSys, the Company
issued warrants to the investors to purchase up to 125,000 shares of the Company s common stock at an exercise
price of $3.13 per share. These warrants had a fair value of $382.000 at December 31. 2006 and were recorded to
equity at fair value on the date of grant. In accordance with EITF 00-19. Accounting for Derivarive Financial
Instruments Indexed 10, and Potentially Settled in, a Company’s Own Siock. subsequent changes in fair value of
the warrants are not recognized 4s Jong as they are classified as equity.

The warrants expire in October 2011 and the investor has the 1 ght 1o convert the warrant into common
stock at any time prior to its expiration. Upon exercise of the warrant. the Company is required to deliver to the
holder common stock equal to the quotient obtained by dividing the net value of all the warrant shares by the fair
market value of a single warrant share.
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The holder can also exercise the warrant right upon payment of any amount equal 10 the warrant exercise
price in the form of cash or securities previously issued by the Company at such securities’ then fair market
value. In the event of capital reorganizations such as a consolidation or merger of the Company with another
corporaton. the sale of all or substantially all of its assets in which the holders of the Company’s common stock
shall be entitled to receive stock. securities or assets. the holders of the warrants would be entitled to receive
stock, securities or assets as if it had exercised its rights under the warrant agreement.

The Company was required to file a registration statement for the warrant shares under the 1933 Act
promptly after the date of the asset purchase agreement of October 2, 2006. The Company has not been able to
do so because of the restatement and the resulting delay in filing 1ts periodic reports with the SEC. As of May 31.
2009. the Company has not filed the registration statement for the warrant shares.

NOTE 16 — FAIR VALUE MEASUREMENTS

In September 2006. FASB issued Statement of Financial Accounting Standards No. 157. Fair Value
Measurements (“SFAS 1577) that defines fair value. establishes a framework for measuring fair value and
expands disclosures about fair value measurements. SFAS 157 applies to other accounting pronouncements that
require or permit fair value measurements and does not require any new fair value measurements.

In February 2008, FASB issued Staff Position Statement FAS 157-2. which provides for a one-year deferral
of the provisions of SFAS 157 for non-financial assets and liabilities that are recognized or disclosed at fair value
in the consolidated financial statements on a non-recurring basis. The Company is currently evaluating the
impact of adopting the provisions of SFAS 157 for non-financial assets and liabilities that are recognized or
disclosed on a non-recurring basis.

Effective January 1. 2008, the Company adopted the provisions of SFAS 157 for financial assets and
liabilities. as well as for any other assets and liabilities that are carried at fair value on a recurring basis. The
adoption of the provisions of SFAS 157 related to financial assets and liabilities and other assets and liabilities
that are carried at fair value on a recurring basis did not materially impact the Company’s consolidated financial
position and results of operations.

SFAS 157 defines fair value as the exchange price that would be received for an asset or paid to transfer a
liability (an exit price) in the principal or most advantageous market for the asset or Hability in an orderly
transaction between market participants on the measurement date. SFAS 157 also establishes a fair value
hierarchy, which requires an entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair vaJue. SFAS 157 describes three Jevels of inputs that may be used to
measure fair value:

Level 1 Quoted prices are available in active markets for identical assets or liabilities as of the reporting date.
Active markets are those in which transactions for the asset or Liability occur in sufficient frequency
and volume to provide pricing information on an ongoing basis. Level 1 primarily consists of financial
instruments such as exchange-traded derivatives, listed equities and U.S. government treasury
securiues.

Level 2 Pricing inputs are other than quoted prices in active markets included in Level 1, which are either
directly or indirectly observable as of the reporting date. Level 2 includes those financial instruments
that are valued using models or other valuation methodologies. These models are primarnly industry-
standard models that consider vanious assumptions. including quoted forward prices for commodities.
time value. volatility factors and current market and contractual prices for the underlying instruments.
as well as other relevant economic measures. Substantially all of these assumptions are observable in
the marketplace throughout the full term of the instrument. can be derived from observable data or are
supported by observable levels at which transactions are executed in the marketplace. Instruments in
this category include non-exchange-traded derivatives such as over-the-counter forwards. options and
repurchase agreements.
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Level 3 Pricing inputs include significant inputs that are generally less observable from objective sources.
These inputs may be used with internally developed methodologies that result in management’s best
estimate of fair value from the perspective of a market participant. Level 3 instruments include those
that may be more structured or otherwise tailored to customers’ needs. At each balance sheet date, the
Company performs an analysis of all instruments subject to SFAS 157 and includes in Level 3 all of
those whose fair value is based on significant unobservable input.

Assets and labilities measured at fair value on a recurring basis include the following at December 31, 2008
(in thousands):

Fair Value Measurements Using
Level 1 Leve] 2 Level 3 Total

Available-for-sale SECUTITIES . . . vt vttt e e $ 22 $ — $ — & 22
Cross-CUrTency interest TALE SWAP . . ...\ vvvvvnnn e — (744) — (744)
COontNgent PUt OPLON . ...ttt e ettt e —_ — (4.391) (4,391

$ 22 $(744) $(4.391) $(5.113)

In accordance with the disclosure requirements of FASB’s Statement of Financial Accounting Standards
No. 107. Disclosures about Fair Value of Financial Instruments (“SFAS 107", the Company discloses the fair
value of its term loans. (See Note 6 — Lines of Credit and Term Loans.) The fair value of these term loans 1s
measured using Level 2 inputs.

Available-For-Sale Securities

The Company has an equity ownership interest in CHDT Corporation, which is accounted for as an
available-for-sale security. The fair value of the Company’s available security is as follows at December 31.
2008 and 2007 (in thousands):

December 31.

LOS. 2007

COSLBASIS . o ot et e e e e e e e $80 $80
Unrealized holding J0SS . ...\ v et e _(58) (28
Fail VEIUE . o o o v oo et e e e e e e $22 §52

The fair value of this investment is included in “Other assets™ in the Company s consolidaied balance sheets
and the related net unrealized holding gains and Josses are included in “Accumulated Other Comprehensive
Income” in the shareholders” equity section in the Company’s consolidated balance sheets.

Cross-Currency Interest Rate Swap

On June 30. 2006, the Company entered into a cross-currency interest rate swap agreement with Wachovia
Bank. N.A. to hedge its investments in foreign operations in which the Euro is the functional currency. The
notional amount of the swap at December 31. 2008 was €6.0 million. This swap agreement is accounted forasa
net investment hedge under SFAS 133. As the notional amount of the cross-currency interest rate swap is
expected 10 equal a comparable amount of hedge assets. No material ineffectiveness is expected. The fair value
of the cross-currency interest rate swap agreement at December 31. 2008 was $0.7 million and is recorded as a
Jiability on the consolidated balance sheet. The fair value of the cross-currency interest rate swap is calculated
using a discounted cash flow model which uses the forward yield curves of USD LIBOR interest rates and Euro
LIBOR interest rates to arrive at the net present value of the expected cash flows of the cross-currency swap.
This financial instrument is typically exchange-traded and is generally classified within Level 1 or Level 2 of the
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fair value hierarchy, depending on whether or not the exchange is deemed 10 be an active market. The cross-
currency interest rate swap is traded in an active market and. therefore, is classified within Leve] 1.

Contingent Put Option

The Company utilizes the Black-Sholes option pricing model for determining the estimated fair value of the
put option (Level 3). In the Black-Scholes valuation calculation the Company made estimates of key assumptions
such as future stock price volatility. expected term and risk free rates. The expected stock price volatility 1s based
on the historical volatility of the Company’s stock. The expected term 1s based upon the Company’s estimate of
the life of the contingent put option. The risk-free rate is based on the U.S. Treasury yield curve in effect at each
valuation date. As of December 31. 2008, the fair value of the Price Protection was equivalent 1o the fair value of
the contingent put option. For further information regarding the contingent put option and Price Protection, see
Note 14 — Derivarive Instruments.

Foreign Exchange Contracts

The Company enters into foreign exchange forward. option or swap contracts (collectively. the “foreign
exchange contracts™) to mitigate the impact of changes in foreign currency exchange rates. These contracis are
executed to facilitate the hedging of foreign currency exposures resulting from inventory purchases and sales and
generally have terms of no more than six months. Gains or losses on these contracts are deferred and recognized
when the underlying future purchase or sale is recognized or when the corresponding asset or liability is
revalued. The Company does not enter into foreign exchange contracts for trading purposes. The risk of loss on a
foreign exchange contract is the risk of nonperformance by the counterparties. which the Company minimizes by
limiting its counterparties to major financial institutions. The fair value of the foreign exchange contracts is
estimated using market quotes obtained from brokers (Level 2). The notional amount of the foreign exchange
contracts at December 31. 2008 and 2007 was $75.5 million and $52.1 million, respectively. The fair value was
nominal at December 31. 2008 and 2007.

NOTE 17 — SUBSEQUENT EVENT
Stock Option Extensions

As a result of the Company’s delay in filing its Exchange Act reports with the SEC. the Company’s
Registration Statement on Form S-8 cannot be used. From 2007 to 2009, the Compensation Commitiee of the
Board approved the extension of the exercisability of outstanding options to purchase 1,236,778 shares that were
to expire during the period in which no Form S-8 was available to allow for a 30-day period to exercise options
after the Company becomes current with its SEC filings.
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NOTE 18 — SELECTED QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

The tables below summarize unaudited quarterly financial data for the eight quarters in the two-year period
ended December 31, 2008. In the Company s opinjon, the unaudited quarterly financial data has been prepared
on the same basis as the audited consolidated financial statements and includes all adjustments (consisting only
of normal recurring adjustments) necessary for a fair statement of the data for the periods presented. The
Company’s results of operations varied and may continue to fluctuate significantly from quarter to quarter. The
results of operations in any period should not necessarily be considered indicative of the results to be expected
for any future period.

2008
March 31 June 30 September 30  December 31
(in thousands, except per share data)
ASSETS

Current assets:
Cash and cash equivalents ...................... $ 26921 $ 36489 § 45394 § 22775
Accounts receivable. net . ... 524,909 530.868 482.329 435.569
IOVERTOTIES « v o vee et e e e 354.125 329.702 315.502 230,652
Prepaid expenses and other current assets .......... 18.970 21.900 23,583 19.779
Total CUTTENT @SSELS .« . o v ov v v e e e e e 924,925 918.959 866.808 708,775
Property and equipment. Dt . . . ... ooore 19,827 20,147 19.335 19,042
GoodWill « . oo 26.722 28.001 26.463 19,211
Other intangibles. Det .. ... ..o T 12.138 11,289 -10.288 9.315
Other JOng-Term @SSEIS . . ..o\ oeaaa e 16.403 15.656 15,482 18,545
TOAl ASSELS . oo oe v e e $1.000,015 $ 994.052 $938,376 § 774.888

LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)

Current liabilities:

Cashoverdraft . ... oiiiii $ 25645 $ 16876 § 8896 § 10.527
Accounts payable . ... ... 330.571 363.292 345.118 264.218
Borrowings under lines of credit . ... 284.072 215.654 251,344 211,405
Current portion of long-term debt ... ................. 10.563 8.395 8.788 10,286
Other accrued habilities .. ... oo 86.173 100.538 79.372 94.658
Total current Habilities ... ... 737.024 704.755 693.518 591.094
Long-term debt. net of current portion .............. ... 158.857 190,544 188.294 183.33
Other long-term liabilities . ... ... 16.870 17.396 17.375 15,751
Total Habilities . .o 912.75) 912.695 899.187 790.392
Shareholders’ equity:

CommOon STOCK .« v oot e 200.019 201.817 201.661 201.701
Accumulated deficit ... ... (144.272) (151.201)  (177.540) (208.973)
Accumulated other comprehensive income (loss) ...... .. 30.517 30.741 15.068 (8.232)
Total shareholders’ equity (deficit) .................o. 87.264 81.357 39.189 (15,504)
Total liabilities and shareholders” equity ............... $1.000.015 $ 994,052 $938.376 § 774.888
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2007
March 31 Jumne 30 September 30  December 31
(in thousands, except per share data)

ASSETS

Current assets:

Cash and cash equivalents ..................... $ 15854 § 20,186 & 15296 § 40.348

Accounts receivable, net . ... ... ... 499,758 499,658 531,578 544,137

INVENTOMES . . i 374711 329.902 360,675 424117

Prepaid expenses and other current assets ......... 21,954 19.428 20.606 17,053

Total Current assets . . ... ..o 012,277 869.174 928,155 1.025.655
Property and equipment. net . .. ... ... 19.098 20.126 20.919 20.672
Goodwill . ... e 75,251 76.682 78.006 26.214
Other intangibles. net ............ ... ... .. ... 15.657 14.808 13.956 13.023
Other long-term assets ............................ 22.249 22.013 21.602 16.262

Total asSels ... . $1.044.532 $1.002,803 $1.062,638 $1.101.826

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current lLiabilities:
Cashoverdraft ....... .. ... .. . . . . . . ... $ 42542 § 39969 $ 47803 § 21.627
Accounts payable ... 336.472 305.537 331.973 411,713
Borrowings under lines of credit . ........... .. ... .. 216.276 202.800 225.886 277,428
Current portion of long-termdebt .............. ... .. 8,811 13,165 10.080 14,508
Other accrued Labilites . ...... .. ... .. .. ........... 106,219 117,398 118,980 103,523
Total current habithities ... ... ... ... ... . .......... 710,320 678.869 734.722 828.799
Long-term debt. net of current portion . ............... 169,449 165.214 164 .404 160,053
Other Jong-term ligbilities ......................... 7,247 7.213 7.038 16,538
Total Babilities ....... ... . .. 887.016 851.296 906,164 1.005,390
Common Stock ... .. 199,350 199,759 199,972 200,308
Accumulated deficit ... ... (66.461) (77.916) (77.261) (134,153)
Accumulated other comprehensive income . ........... 24.627 20,664 33.763 30,281
Total shareholders’ equity ......................... 157.516 151,507 156,474 96,436
Total liabilities and shareholders’ equity .............. $1.044.532 $1.002,803 $1.062.638 $1.101.826
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Year Ended December 31, 2008

First Second Third Fourth
Quarter Quarter Quartier Quarter

(in thousands, except per share data)

NELSAIES ot oottt $993.362 $936.601 $880.730 §768.806
COST OF SAIES .+ v vttt 905,953 849.826  797.973  690.303
GTOSS PrOfIT © oot ettt 87.409 86.775 82,757 78.505
Selling. general and administrative EXPense . . .. ............ oo 80.372 74.439 77,735 74.500
Investigation and restatement-related costs . ... ... 9,013 10,957 16,134 16.029
Impairment of goodwill and other intangibles ................ — — — 5.864
Restructuring and impairment COSTS .. ......ovve e 2,209 72 39 1,949
Total OPETating EXPEMSES « .« oo v e s 01.594 85.468 93,928 98.342
Operating income (JOSS) .. ..o vvi (4,185) 1.307 (11.171)  (19,837)
INTErest eXPENSE, TIBL . . .t e e e e e 8.017 7.276 7.247 7.358
Other expense (INCOME). DO . . oo ovnnne e (2,329) (416) 8.377 4,877
Loss before INCOME LAXES . .o\ vt e e e (9.873) (5.553)  (26.795) (32.072)
Provision for (benefit from) income taxes ................... 246 1.375 (456) (638)
NELIOSS o o et e e e e $(10,119) § (6.,928) $(26.339) $(31,434)
Net loss per share:

BaSIC © v ottt $ (031)$ (0.21) $ (0.81) § (0.98)

Diluted . ....... e P $ (031) $ (0.21) § (0.81) § (0.98)

Shares used in per share calculation:

BaSIC o v ot 32,313 32.434 32.380 32.070
DIlUIEd . oo e 32313 32.434 32.380 32.070




Year Ended December 31, 2007

First Second Third Fourth
Quarter Quarter Quarter Quarter
(in thousands, except per share data)

NetSales . ..o $972.287 $920.681 $988.497 $1.068.440
Costof sales . ... e 890.523 844,896  897.880 976,063
Gross Profit . .. oo 81.764 75.785 90,617 92.37
Selling. general and administrative eXpense . ............... 70,992 72,917 72.290 77.581
Investigation and restatement-related costs ................. 5.723 7.307 6.631 6.667
Impairment of goodwill and other intangibles ... ... ... ... .. — — — 52,445
Restructuring and 1mpairment Costs . ... ................... — 1.203 129 72
Total operating expenses . ...................... ... 76,715 81.427 79.050 136,765
Operating income (J0SS) . ... ..o 5,049 (5,642) 11.567 (44.388)
Interest eXpense, DL .. ..ottt 9,102 8.017 8.701 8.343
Other expense (iNCOME). ML . . ... oottt (1,219) (1.753) (1.253) 1.799
Income (Joss) before INCOME tAXES . . . .. oo vt v ee e (2,834) (11.906) 4.119 (54.530)
Provision for (benefit from) income taxes . ................. 3,122 451 3.464 826
Netincome (JOSS) ..ot $ (5.956) $(11.4535) § 655 $ (53,356)
Net income (loss) per share:

Basic ... $ (0.18) $ (036) $ 002 § (1.7

Diluted ............... e $ 018 $ (036 % 002 % (1.71)
Shares used in per share calculation:

Basic ... 32,212 32.226 32.270 32,285

Diluted ... . 32.212 32.226 32.740 32,285

Item 9. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Introduction

Duaring 2007 and 2008, we spent considerable time and resources preparing restated consolidated financial
statements and supporting the audit processes pertaining to the periods January 1. 1996 to June 30. 2006. These
restated financial statements were included in our Form 10-K for the year ended December 31, 2006. which was
filed on December 30, 2008. Because of extensive efforts required. we were unable to remediate identified
material weaknesses. We continue to invest significant time and resources in order to remediate weaknesses in
our internal control over financial reporting.

Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures. as defined in Rules 13a-15(e) and 135(d)-15(e) under the Securities
Exchange Act of 1934, as amended (the “Exchange Act™). are designed to ensure that information required to be
disclosed in reports filed or submitted under the Exchange Act is recorded. processed. summarized and reported
within the time periods specified by the rules promulgated by the SEC. and that such information is accumulated
and communicated to management. including the Chief Executive Officer and the Chief Financial Officer. as
appropriate. to allow timely decisions regarding required disclosure.
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In connection with the preparation of this Annual Report on Form 10-K. the Company completed an
evaluation. as of December 31, 2008, under the supervision of and with participation from the Company's
management. including the current Chief Executive and Chief Financial Officers, as to the effectiveness of the
design and operation of the Company s disclosure controls and procedures. Based upon this evaluation,
management concluded that as of December 31. 2008. the Company’s disclosure controls and procedures were
not effective because of the material weaknesses described below under Management ’s Report on Internal
Conrrol over Financial Reporting.

In light of the material weaknesses described below. additional analyses and other procedures were
performed to ensure that the Company’s consolidated financial statements included in this Annual Report on
Form 10-K were prepared in accordance with GAAP. These measures included expanded year-end closing
procedures, the dedication of significant internal resources and external consultants to scrutinize account analyses
and reconciliations and management’s own internal reviews and efforts to remediate the material weaknesses in
internal control over financial reporting described below. As a result of these measures. management concluded
that the Company's consolidated financial statements included in this Annual Report on Form 10-K present
fairly. in all material respects. the Company’s consolidated financial position, results of operations and cash
flows as of the dates. and for the periods, presented in conformity with GAAP.

Management’s Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial
reporting for the Company, as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act.
The Company s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial Treporting and the preparation of consolidated financial statements for
external reporting purposes in accordance with GAAP.

The Company’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that. In reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the Company: (2) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of consolidated financial statements in accordance with GAAP. and that receipts
and expenditures of the Company are being made only in accordance with authorizations of management and
directors of the Company: and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized use, acquisition or disposition of the Company’s assets that could have a material effect on the
consolidated financial statements.

Because of its inherent limitations. internal control over financial reporting may not prevent or detect every
misstatement. Any evaluation of effectiveness is subject to the risk that the controls may become inadequate
because of changes in conditions or that the degree of compliance with policies or procedures may decrease over
ume.

In making its assessment of the effectiveness of the Company’s internal control over financial reporting as
of December 31, 2008, management used the criteria established in the Inzernal Conrrol — Integraied
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO™). A
“material weakness” is a deficiency. or a combination of deficiencies. in internal control over financial reporting.
such that there is a reasonable possibility that a material misstatement of the Company’s annual or interim
consolidated financia) statements will not be prevented or detected on a timely basis. Based on the critena
established by COSO. management identified the following material weaknesses in the Company’s internal
control over financial reporting as of December 31. 2008:

+  Control Environment — The Company did not maintain an effective control environment. which 1s the
foundation for the discipline and structure necessary for effective internal control over financial
reporting. as evidenced by: (i) an insufficient number of personnel appropriately qualified to perform
control monitoring activities. including the recognition of the risks and complexities of its business
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operations, (i1) insufficient resources for information and communication flows commensurate with the
complexity of its organizational and entity structure and (iii) an insufficient number of personnel with
an appropriate level of GAAP knowledge and experience or raining in the application of GAAP
commensurate with the Company s financial reporting requirements. which resulted in erroneous or
unsupported judgments regarding the proper application of GAAP. This control environment material
weakness also contributed to the following additional material weaknesses.

Stock-Based Compensation — The Company did not have effective controls to ensure the
completeness and accuracy of the accounting for, and the disclosure of. its stock-based compensation
program.

Accrued Liabilities and Reserves — The Company did not have effective controls to ensure that
accrued liabilities, including accruals for in-transit inventories, contingencies. insurance premiums,
professional services and sponsorships, were valid. complete and accurate. and that reserves for
accounts receivable. inventory and estimated uncollectible receivables from vendors for rebates and
other pricing adjustments were valid. complete and accurately valued.

Account Reconciliarions — The Company did not have effective controls 1o ensure that (i) journal
entries and account reconciliations were supported by sufficient documentation and adequately
reviewed on a timely basis for validity. completeness and accuracy and (ii) account reconciliations
were performed. and reconciling items resolved, on a timely basis.

Accounts Receivable — The Company did not have effective controls to ensure the completeness and
accuracy of accounts receivable such that (i) certain accounts receivable credits owed to customers
would be identified, reviewed and recognized as income in the appropriate accounting periods and
(i) appropriate supporting documentation would be maintained to support adjustments to accounts
recejvable credits.

Vendor Allowances — The Company did not have effective controls to ensure the validity.
completeness and accuracy of vendor allowances such that (1) vendor allowances would be recorded
only in connection with final sales transactions and (11) appropriate supporting documentation would
exist for vendor allowances.

Revenue — The Company did not have effective controls to ensure that (i) adequate collectibility
assessments were performed prior to recognizing revenue. (1i) revenue and the related costs were
reported in the appropriate accounting period. (iii) revenue was completely and accurately recorded on
a net basis with respect to certain third-party service contracts where the Company was not the primary
obligor and (iv) intercompany sales were properly eliminated.

Income Taxes — The Company did not have effective controls to (1) review and monitor the accuracy

of the components of its income tax provision calculations and related deferred income tax and income
taxes payable related accounts and (ii) ensure that the rationale for certain tax positions and regulatory
filings was adequately considered. documented and communicated.

Business Combinations. Goodwill Impairmen: and Segmeni Reporting — The Company did not have
effective controls to (i) appropriately account for contingent consideration in business combinations
and (11) ensure that its reporting units were properly identified and goodwill was properly allocated
when assessing goodwill for possible impairment.

Financing-Related Accounts — The Company did not have effective controls to ensure that

(i) warrants 1ssued in conjunction with certain debt transactions were properly valued and amortized:
(11) modifications to its debt instruments were accounted for appropriately: and (iii) derivative financial
investments were accounted for in accordance with GAAP.

Post-Retirement Benefits — The Company did not have effective controls to ensure that certain
information related to modifications of its Supplemental Executive Retirement Plan was appropriately
communicated to its Finance Department and that the associated liability was completely and
accurately recorded.
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«  Fixed Asser Dispositions — The Company did not have effective controls to ensure that fixed assets
that were either retired or decommissioned were removed from the Company’s fixed asset records on a
timely basis.

+  Inventory in-Transit — The Company did not have effective controls to ensure the inventory in-transit
and the related vendor liability was recorded in the appropriate period.

«  General Compuier Controls — The Company did not have effective access or change management
controls in one of its computer processing environments.

These material weaknesses could result in misstatements of the Company’s consolidated financial statement
accounts and disclosures, which would result in a material misstaternent of future annual or interim consolidated
financial statements that would not be prevented or detected on a timely basis.

As a result of these material weaknesses. management concluded that the Company did not maintain
effective internal control over financial reporting as of December 31, 2008, based on the criteria established in
Internal Control — Integrated Framework, issued by the COSO.

The Company's assessment of the effectiveness of its internal control over financial reporting as of
December 31. 2008 has been andited by Deloitte & Touche LLP. an independent registered public accounting
firm. as stated in their report. which appears herein.

Completed and Planned Remediation Actions to Address the Internal Control Weaknesses

In response to the identified material weaknesses, the Company has dedicated significant resources to
improving its control environment. Management believes that actions taken beginning in 2007. along with other
improvements not yet fully implemented. will address the material weaknesses in the Company’s internal control
over financial reporting noted above. Company management plans to continue to review and make changes 10 the
overall design of its contro] environment. including the roles and responsibilities within the organization and
reporting structure, as well as policies and procedures to improve the overall internal contro] over financial
reporting. In particular, the Company has implemented. or plans to implement. the measures described below to
remediate the material weaknesses described above.

«  Control Environment — The Company is committed to improving its control environment. This
commitment has been. and will continue to be, communicated to and reinforced with every Company
employee. As part of this commitment, the Company has updated its code of conduct, and all
employees will be required to acknowledge their commjument to adhering 1o its provisions. The
Company will also regularly remind all employees of the availability of its whistleblower hotline.
through which employees at all levels can anonymously submit information or express cOncerns
regarding accounting, financial reporting and other irregularities they have become aware of or have
observed. In addition. management has taken. or intends to take. the following actions to improve the
Company’s control environment:

«  Personnel Marters — As part of the injtiative 10 improve its control environment and in response
1o the issues identified in the investgation, the Company has made certain personnel and
structural changes in the accounting. finance and administrative areas. including:

«  The hiring of a new Executive Vice President and Chief Financial Officer in August 2007.

+  The hiring of an employee in the newly created position of Chief Accounting Officer and
Corporate Controller in March 2008. which replaced the position of Vice President of
Finance and Corporate Controller.

«  The formation of a Legal Department. the hiring of a Vice President, General Counsel and
Corporate Secretary in July 2007 and the hiring of additional personnel in the Legal
Department.
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» The delegation to the General Counsel of the responsibility for managing and administering
the Company’s equity award granting process.

= The hiring of employees in the newly created positions of Director of GAAP and SEC
Reporting and SEC Reporting Manager.

+ The addition of three professionals in its Internal Audit Department.

* Emplovee Training — The Company is establishing Company-wide training to enhance awareness
and understanding of standards and principles for accounting and financial reporting. This training
will include:

» Comprehensive training programs for all finance personnel at the manager leve] and above
covering fundamental accounting and financial reporting matters, including GAAP
accounting principles. revenue recognition. reserve and accrual accounting and purchase
accounting.

* Quarterly training programs for key finance personnel (Jed by the Chief Financial Officer,
Chief Accounting Officer or Director of GAAP and SEC Reporting) covering accounting
issues requiring substantial judgment. documentation requirements and accounting policies
and procedures.

* A financial leadership training program (led by the Chief Financial Officer) covering
worldwide financial management issues, debriefings on all restatement items. financial issues
requiring substantial judgment and new accounting policies and procedures.

The Company expects that its training programs will be implemented during the latter part of 2009
and in early 2010.

*  Policies and Procedures — The Company has implemented or will be implementing and/or
enhancing a number of key accounting and finance-related policies and procedures, including with
respect 1o foreign-currency translations, revenue recognition, reserve and accrual analysis.
consignment inventory. accounts receivable. vendor allowances and the preparation of the
statement of cash flows. The Company expects that these policies and procedures will be
implemented during 2009.

»  Siock-Based Compensation — In 2007. the Board (1) amended the Charter of the Compensation
Committee to clarify its duties and responsibilities and (ii) adopted. and the Company implemented. a
new equity award policy defining the responsibilities of the Compensation Committee in its oversight
of the Company’s stock option grant practices and clarifying the administration of equity awards. Key
features of the equity award policy include:

* All awards to employees will be granted by the Compensation Committee or recommended by the
Compensation Committee to the Board.

* All awards to directors (other than automatic awards under Company equity plans) will be granted
by the Board.

* Awards will normally be considered at regularly scheduled Committee or Board meetings. but
may also be considered at special meetings or as action taken by unanimous written consent of the
Compensation Committee or Board.

* The exercise price of all stock options shall be equal to or greater than the closing price of the
Company’s common stock on the grant date.

* Minutes will be prepared and circulated promptly following all meetings of the Board and its
Committees.

* Accrued Liabilities and Reserves and Account Reconciliations — The Company is improving its
implementing procedures to ensure that all required account balances, including accrued liabilities and
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reserves, are appropriately reconciled in a timely manner and that journal entries are properly prepared
and approved. The Company expects that these improvements and procedures will be substantially
implemented by December 31, 2009.

Accounis Receivable — The Company is implementing a revised policy regarding the accounting for
accounts receivable credits. The Company expects this policy to be fully implemented in 2009.

Vendor Allowances — The Company is implementing a revised policy and related procedures to
ensure: (i) vendor allowances are only recorded in connection with final sales transactions and

(i) supporting documentation is maintained for all vendor allowances recorded. The Company expects
this policy and revised procedures to be fully implemented in 2009.

Revenue — The Company is updating and enhancing its policies and procedures related to revenue
recognition. The Company expects that these policies and procedures will be implemented during
2009.

Income Taxes — The Company is establishing additional control processes for the accurate and timely
accounting for income taxes. The Company expects that these improvements and procedures will be
implemented during 2009.

Business Combinations, Goodwill Impairment and Segmeni Reporting — The Company is establishing
additional control processes for the accurate and timely accounting for business combinations,
goodwill and goodwill impairment analyses and segment reporting. The Company expects that these
improvements and procedures will be implemented during 2009.

Financing-Related Accounts — The Company is implementing additional policies. procedures and
documentation retention requirémments to énsure appropriate accounting for financing-related
transactions, such as warrant and derjvative transactions and modifications to its debt instruments. The
Company expects that these improvements and procedures will be implemented during 2009.

Posi-Retiremeni Benefits — The Company is updating and enhancing its key accountng and finance
policies and procedures related to post-retirement benefits. The Company expects that these policies
and procedures will be implemented during 2009.

Fixed Asset Dispositions — The Company is implementing enhanced procedures in several locations 10
ensure that fixed assets that are either disposed of or decommissioned are removed from the
Company’s fixed asset records and that the appropriate accounting entries are recorded on a timely
basis. The Company expects that these policies and procedures will be implemented during 2009.

Inventory in-Transit — The Company is implementing additional procedures to ensure that inventory
items shipped by vendors are recorded by the Company upon the passage of title. The Company
expects these procedures 1o be fully implemented in 2009.

General Computer Controls — The Company is implementing access and change management
controls in the affected environment. The Company expects these controls to be fullv implemented in
2009.

Management is committed to implementing its remediation action plan to remediate the material
weaknesses discussed above. Management intends to continue to monitor the effectiveness of these actions and
will make changes that management determines appropriate.

Changes in Internal Control over Financial Reporting

Except as described in Management’s Report on Internal Conirol over F. inancial Reporting and Compleled
and Planned Remediarion Actions to Address the Internal Conirol Weaknesses. there were no changes 1n the
Company's internal control over financial reporting that occurred during any fiscal quarter in 2008 or 2007 that
have materially affected. or are reasonably likely to materially affect. the Company’s internal control over
financial reporting.



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Shareholders of
Bell Microproducts Inc.
San Jose, California

We have audited Bell Microproducts Inc. and subsidiaries’ (the “Company’s™) internal control over
financial reporting as of December 31, 2008. based on the criteria established in Inzernal Control—Iniegrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. The
Company’s management is responsible for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal contro} over financial reporting. included in the accompanying
“Management’s Report on Internal Control over Financial Reporting.” Our responsibility is to express an opinion
on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit 1o obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal contro] based
on that risk. and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by. or under the supervision of,
the company s principal executive and principal financial officers, or persons performing similar functions. and
effected by the company’s board of directors. management. and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that. in reasonable detail.
accurately and fairly reflect the transactions and dispositions of the assets of the company: (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding preventon or timely detection of unauthorized acquisition, use, or disposinon of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting. including the possibility of
collusion or improper management override of controls. material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions. or that the degree of compliance with the policies or procedures may
deteriorate.

A material weakness is a deficiency. or a combination of deficiencies. in internal control over financial
reporting, such that there is a reasonable possibility that a material misstatement of the company’s annual or
interim financial statements will not be prevented or detected on a timely basis. The following material
weaknesses have been identified and included in management’s assessment: control environment; stock-based
compensaton: accrued liabilities and reserves: account reconciliations: accounts receivable: vendor allowances:
revenue: income taxes: business combinations, goodwill impairment and segment reporting: financing-related
accounts: post-retirement benefits: fixed asset dispositions: inventory in-transit: and general computer controls.
These material weaknesses were considered in determining the nature, timing. and extent of audit tests applied in
our audit of the consolidated financial statements and financial statement schedule as of and for the vear ended
December 31. 2008. of the Company and this report does not affect our report on such financial statements and
financial statement schedule.
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In our opinion. because of the effect of the material weaknesses identified above on the achievement of the
objectives of the control] criteria. the Company has not maintained effective internal control over financial
reporting as of December 31, 2008, based on the criteria established in Internal Control—Integraied Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited. in accordance with the standards of the Public Company Accounting Oversight Board
(United States). the consolidated financial statements and financial statement schedule as of and for the year
ended December 31. 2008, of the Company and our report dated June 28. 2009 expressed an unqualified opinion
on those financial statements and financial statement schedule.

/s/ Deloitte & Touche LLP

San Jose, California
June 28, 2009

Item 9B. Other Information
N/A

PART Il

Item 10. Directors, Executive Officers and Corporate Governance
Executive Officers and Directors

The following table and descriptions identify and set forth information regarding our executive officers and
directors as of May 31, 2009:

Name Age Position

W.DonaldBell ................. 71 President. Chief Executive Officer and Director

Andrew S. Hughes ............ .. 3 Vice President. General Counsel and Corporate Secretary
Richard J. Jacquet ............... 69  Senior Vice President. Human Resources

William E. Meyer ............... 47 Executive Vice President and Chief Financial Officer
RobertJ. Sturgeon .. ............. 55 Vice President. Operations and Chief Information Officer
Graeme Watt . .................. 48  President. Worldwide Distribution

Gordon A. Campbell ............. 65 Director

Eugene B. Chaiken .............. 68 Director

David M. Emsberger . ............ 63  Director

Edward L. Gelbach .............. 77 Director

Peter G.Hanelt ................. 64 Director

James E. Ousley ................ 63  Chairman of the Board

Glenn E. Penisten ............... 77 Director

Mark L. Sanders ................ 65 Director

W. Donald Bell has been the Company’s President and Chief Executive Officer and a member of the Board
since the Company was founded in 1987. Mr. Bell has over forty years of experience in the electronics industry.
He was formerly the President of Ducommun Inc. and its subsidiary. Kierulff Electronics Inc.. as well as
Electronic Arrays Inc. He has also held senior management positions at Texas Instruments Incorporated.
American Microsystems and other electronics companies.

Andrew S. Hughes has been our Vice President. General Counsel and Corporate Secretary since July 2007.
Mr. Hughes previously served as Vice President. General Counsel and Corporate Secretary of LSI Logic
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Corporation, a provider of semiconductors and storage systems. from May 2006 1o April 2007. He joined LS1
Logic in November 2000 and was manager of LSI Logic’s commercial law group and assistant corporate
secretary prior to being promoted to General Counsel. Prior to joining LSI Logic, Mr. Hughes was division
counsel for Harris Corporation from 1998 to 2000.

Richard J. Jacquer has been our Senior Vice President. Human Resources since May 2003. prior to which
he served as our Vice President, Human Resources since joining the Company in May 2000. From 1988 to
May 2000, Mr. Jacquet served as Vice President of Administration of Ampex Corporation. an electronics
manufacturing company. Prior to 1988. Mr. Jacquet served in various semor human resource positions with
Harris Corporation and FMC Corporation.

William E. Mever has been our Executive Vice President and Chief Financial Officer since August 2007.
Previously, he was a managing director of Financial Intelligence. LLC, a provider of project-based financial
consulting services from June 2006 to August 2007. Prior to that, Mr. Meyer served as the Executive Vice
President and Chief Financial Officer of BroadVision, Inc., a provider of enterprise web applications. from
April 2003 until June 2006. Prior to joining BroadVision. Mr. Meyer was Chief Financial Officer of Mainsoft
Corporation from April 2001 to March 2003. a publisher of cross-platform development software. Before
Mainsoft, he held senior finance positions with Phoenix Technologies. inSilicon Corporation and Arthur
Andersen & Co.

Robert J. Sturgeon has been our Vice President, Operations and Chief Information Officer since July 2000.
prior to which, he served as our Vice President of Operations since joining the Company in 1992. From
January 1991 1o February 1992, Mr. Sturgeon was Director of Information Services for Disney Home Video.
Prior to that time, Mr. Sturgeon served as Management Information Services (“MIS™) Director for Paramount
Pictures’ Home Video Division from June 1989 to January 1991 and as a Marketing Manager for MT1 Systems. a
division of Arrow Electronics. Inc.. from January 1988 to June 1989. Other positions Mr. Sturgeon has held
include Executive Director of MIS for Ducommun Inc. where he was responsible for ten divisions. including
Kierulff Electronics.

Graeme Warr has been our President. Worldwide Distribution since May 2008. He served as President. Bell
Micro Europe from April 2004 until his promotion in May 2008. Prior to joining the Company in April 2004.
Mr. Watt served in several IT distribution companies from 1988 to 2004. He served with Tech Data Corporation.
most recently as their President of Europe and Middle East. from August 2000 to October 2003. Previously he
served as Tech Data’s Regional Managing Director in Europe. He was also previously employed at Computer
2000, Frontline Distribution and First Software.

Gordon A. Campbell has served as one of our directors since May 1988. Mr. Campbell is an executive
director at Techfarm Ventures, a provider of private equity capital for new technology companies, and has been
since he founded Techfarm in 1993. Mr. Campbell has founded and been involved in the start-up of numerous
Silicon Valley companies. including SEEQ Technolegies Inc.. CHIPS and Technologies. Inc.. a semiconductor
and related device company. 3dfx Interacuve and Cobalt Networks. Mr. Campbell currently serves as a director
of Palm, Inc.. a mobile products company.

Eugene B. Chaiken has served as one of our directors since November 1998. Mr. Chaiken has served since
1973 as the Chairman and Chief Executive Officer of Almo Corporation. a major appliance, consumer
electronics and wire and cable distribution company.

David M. Ernsberger has served as one of our directors since June 2002. Mr. Emsberger has served as
President of Emsberger Partnerships. Inc., a consulting and investments company. since founding it in 2001,
From 1994 to 2001. Mr. Emsberger served as Group Vice President of Worldwide Sales and Suppon for IBM
Technology Group. Mr. Ernsberger served as President and Chief Executive Officer of SkillSet Sofrware. Inc.
from 1993 to 1994. From 1967 to 1993. Mr. Ernsberger held various senior executive positions with IBM
Corporation.
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Edward L. Gelbach has served as one of our directors since March 1993. Mr. Gelbach served as Semor Vice
President and a director of Intel Corporation from 1971 to 1988, Mr. Gelbach has been an independent investor
since 1989.

Peter G. Hanelr was elected as one of our directors in October 2008. Mr. Hanelt has been a self-employed
business consultant since November 2003. He served as Chief Operating Officer of The Good Guys. a regional
consumer electronics retailer, from December 2001 through July 2003 and. through October 2003. as a
consultant. From October 1998 to June 2001. Mr. Hanelt served as Chief Executive Officer and director of
Natural Wonders. Inc.. a national specialty retailer of nature and science-relaied merchandise. Mr. Hanelt is also
a director of publicly traded Silicon Image. Inc.. a developer of semiconductor products. currently serving as its
Chairman of the Board and Bidz.com. Inc. He is also a director of Andronico’s Markets, Inc.. Coast Asset
Management LLC and InterHealth Nutraceuticals, Inc., all privately held companies. and on the boards of
Catholic Healthcare West and Patelco Credit Union. both not-for-profit entities.

James E. Ousley has served as one of our directors since February 1998 and was our Lead Independent
Director from April 2007 to March 2009. In March 2009, be was appointed to serve as the Chairman of the
Board. Mr. Ousley served as President and Chief Executive Officer of Vytek, Inc., a wireless integration
company. from September 2000 until April 2004. when Vytek merged with California Amplifier Inc.. now
known as CalAmp Corp. From August 1999 to October 2000, Mr. Ousley was President. Chief Executive Officer
and Chairman of Syntegra (U.S.A.) Inc. From August 1992 to August 1999, Mr. Ousley was President and Chief
Executive Officer of Conirol Data Systems. From February 1990 to July 1992, Mr. Ousley was Executive Vice
President of Ceridian Corporation. From May 1989 to February 1990, Mr. Ousley was President of Cenidian’s
Computer Products business. From January 1989 1o April 1989, Mr. Ousley was Vice President, Marketing and
Sales for Ceridian’s Computer Products business. Mr. Ousley is currently a direcior of Activldentity. Inc.. a
security software company. and Datalink Corporation. an information storage company. Mr. Ousley also
currently serves as Chairman of the Board of Directors of Savvis, Inc.. an IT utility services provider.

Glenn E. Penisten has served as one of our directors since May 1988 and served as our Lead Independent
Director from February 2003 until April 2007. Since 1985, Mr. Penisten has served as General Partner of Alpha
Venture Partners IIL a venture capital fund.

Mark L. Sanders has served as one of our directors since August 2003. Mr. Sanders served as President and
Chief Executive Officer of Pinnacle Systems. Inc. from January 1990 to July 2002 and as its Chairman of the
Board from July 2002 to March 2004. Prior to that time, Mr. Sanders served in a variety of management
positions, most recently as Vice President and General Manager of the Recording Systems Division of Ampex
Corporation, a manufacturer of video broadcast equipment. Mr. Sanders is currently Chairman of the Board of
Directors of LookSmart. Ltd., a search advertising network and management company.

Former Executive Officer

James E. Tllson served as our Chief Operating Officer and President of Americas from November 2005 until
his resignation from these positions in June 2008. He also served as our Chief Financial Officer from
September 2002 until August 2007. Mr. Illson remained 2 full-time employee through August 2008 and served as
a consultant to the Company through May 2009. Mr. lllson is no Jonger affiliated with the Company.

Aundit Committee

As of May 31. 2009, our Audit Committee consisted of Peter G. Hanelt. Chairman. Eugene B. Chaiken.
James E. Qusley and Glenn E. Penisten, each of whom satisfies the definition of “independence” as set forth 1n
the Marketplace Rules of The NASDAQ Stock Market. As set forth in its charter. the Audit Commitiee was
established 1o oversee our financial statements. accounting and other policies. accounting systems and system of
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internal controls. The Audit Committee has adopted a policy setting forth its procedures with respect 1o the
independence, engagement, evaluation and rotation of our independent anditors, as well as the pre-approval of all
audit and non-audit services to be provided by our independent auditors. The Board has determined that

Mr. Hanelt is an “andit committee financial expert” as defined by Item 407(d)(5) of Regulation S-K under the
Securities Act of 1933. We acknowledge that the designation of Mr. Hanelt as an audit commuittee financial
expert does not impose on Mr. Hanelt any duties, obligations. or liabilities that are greater than the duties.
obligations, or liabilities imposed on other members of the Audit Committee and the Board in the absence of
such designation.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires that our directors. certain of our officers. and beneficial owners
of more than 10% of our common stock. file reports of their securities ownership and changes in their ownership
with the SEC of our securities that are beneficially owned by them. Such persons are also required by SEC rules
to furnish us with copies of all Section 16(a) forms they file.

Based solely on our review of copies of Forms 3 and 4 and amendments thereto furnished to us pursuant to
Rule 16a-3(e), and Forms 5 and amendments thereto furnished to us with respect to the 2008 and 2007 fiscal
years, and any written representations referred to in Item 405(b)(2)(i) of Regulaton S-K stating that no Forms 5
were required, we believe that, during the year ended December 31, 2007. all Section 16(a) filing requirements
applicable to our officers, directors and 10% shareholders were timely filed. During the year ending
December 31. 2008, all Section 16(a) filing requirements applicable to our officers, directors and
10% shareholders were complied with, except that in March 2008, through an oversight, each of Mr. Bell and
Mr. Ousley filed a required Form 4 reporting one transaction for each individual two days late.

Code of Ethics and Code of Conduct

Code of Ethics. Our Chief Executive Officer. Chief Financial Officer and Corporate Controlier have all
signed our Code of Ethics. The Code of Ethics addresses such topics as acting with honesty and integrity.
avoiding conflicts of interest. providing full. fair. nmely and accurate disclosure in our public communications.
including our filings with the SEC. and compliance with the rules and regulations of governmental and regulatory
agencies. The Code of Ethics is available free of charge on our website at www.bellmicro.com and in print 1o
any shareholder who sends a request for a paper copy to Bell Microproducts Inc.. Atm: Investor Relations. 1941
Ringwood Avenue, San Jose, California 95131-1721. We intend to include on our website any amendment to. or
wajver from. a provision of the Code of Ethics that applies to our Chief Executive Officer. Chief Financial
Officer or Corporate Controller that relates to any elements of the code of ethics definition enumerated in
Item 406 of Regulation S-K.

Code of Conduci. All employees. including our executive officers and directors. are provided a copy of our
Code of Conduct. This Code of Conduct addresses protection and proper use of our assets, compliance with
applicable laws and regulations. accuracy and preservation of records, accounting and financial reporting.
conflicts of interest. insider trading and other related policies. The Code of Conduct is available free of charge on
our website at www.bellmicro.com and in print to any shareholder who sends a request for a paper copy to the
address set forth above.

Ethics Hot Line. We have a hot line, managed by a third party. that gives all employees a way 1o
confidentially and anonymously report any actual or perceived unethical behavior or violations or suspected
violations of our Code of Ethics or Code of Conduct. Until February 2009. the bot line was accessed by
telephone only but. at that time, we upgraded the hot line to include both telephone and email communications in
order 1o make it easier for employees to report suspected violations of our Code of Ethics or Code of Conduct.
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Shareholder Nominations of Directors

There have been no material changes to the procedures by which shareholders may recommend nominees to
the Board. Shareholders who wish to recommend one or more directors must provide a written recommendation
to our Corporate Secretary. Pursuant to our bylaws. the notice for nomination of directors must include the
following: (a) the shareholder’s intent to nominate one or more persons for election as a director of the Company.
the name of each such nominee proposed by the shareholder giving the notice, and the reason for making such
nomination. at the annual meeting: (b) the name and address. as they appear on the Company’s books, of the
shareholder proposing such nomination and the beneficial owner, if any. on whose behalf the nomination is
proposed; (c) the class and number of shares of the Company that are owned beneficially and of record by the
shareholder proposing such nomination and by the beneficial owner. if any. on whose behalf the nomination 1s
proposed: (d) any material interest of such shareholder proposing such nomination and the beneficial owner. if
any. on whose behalf the proposal is made: (e) a description of all arrangements or understandings between or
among any of (i) the shareholder giving the notice (ii) each nominee and (iii) any other person Or persons
(naming such person or persons) pursuant to which the nomination or nominations are to be made by the
shareholder giving the notice: (f) such other information regarding each nominee proposed by the shareholder
giving the notice as would be required to be included in a proxy statement filed in accordance with the proxy
rules of the SEC had the nominee been nominated, or intended to be nominated. by the Board: and (g) the signed
consent of each nominee proposed by the shareholder giving the notice 10 serve as a director of the Company if
so elected. We may require any prospective nominee to furnish additional information that may be needed to
determine the eligibility of the prospective nominee.

Item 11. Executive Compensation
Compensation Discussion & Analysis

This section discusses the principles and objectives underlying our executive compensation policies and
decisions. and the most important factors relevant to an analysis of these policies and decisions. It provides
qualitative information regarding the manner and context in which compensation is awarded to and earned by our
“named executive officers” (those officers listed in the summary compensation tables. below) as of
December 31, 2007 and December 31, 2008. and places in perspective the data presented in the tables and
narrative that follow.

For purposes of annual cash variable compensation. we compared unaudited financial performance for each
quarter of 2007 and 2008 against the financial plan for the particular quarter. Participants were paid a portion of
their annual incentive based on achievement of their financial goals for that quarter relative 1o plan. We did not
make interim payments for achievement above 100% of plan. Afier the close of the fiscal vear and completion of
our financial audit with respect 10 such year. financial performance for the year was compared to the financial
plan for the year to determine the amount of incentive each executive earned due 1o financial performance (which
occurred immediately prior to the filing of this Annual Report on Form 10-K).

Compensation Philosophy and Guiding Principles and Objectives for Executive Compensation

We operate in an intensely competitive environment in which our success depends on assembling and
maintaining a leadership team with the integrity, skills and dedication needed to manage a dynamic organization.
and the vision to anticipate and respond quickly to market developments. We use our executive compensation
program 1o help us meet these competitive challenges. As described below, portions of our executive
compensation program have been designed to enable us 1o recruit and retain a group of executives who have the
individual and collective abilities necessary to run our business successfully. Other portions of our compensanon
program are intended to focus our executives on achieving financial results that enhance the value of
our shareholders” investment. At the same time, we have structured the program 1o be flexible. so that we can
meet the changing needs of our business over time.
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Our overarching compensation philosophy is that our profit performance and execution must drive executive
pay. In particular, we believe that rewards must reflect and reinforce our focus on financial management and
bottom line performance. To this end, our executive compensation program is guided by the following three
objectives:

1. We strive 1o link short-term rewards directly and substantially 10 measurable corporate and individual
performance. Although we provide our executive officers with a competitive base salary. in order 10
motivate each of our executive officers to achieve his or her potential. certain components of our total cash
compensation package are dependent on Company-wide or business unit profitability and individual
performance. and are, therefore. at risk. Our annual variable cash compensation program primarily consists
of our Management Incentive Plan and our Strategic Initiatives Plan. Each of our executive officers is
eligible to participate in our Management Incentive Plan. which is designed to reward our executives for
meeting and exceeding Company-wide and business unit quantitative financial and operational objectives.
such as goals related to our pro forma earnings. pro forma EPS. net income. business unit pre-tax profit
(“BU Profit™). operating contribution, return on equity (net income divided by shareholders™ equity)
(“*ROE™). return on invested capital or return on working capital (this metnic is calculated by dividing
working capital, which is accounts receivable plus inventory minus accounts payable, by pre-tax profit)
(“ROWC™). The Management Incentive Plan also encourages executives to improve qualitative aspects of
individual and Company performance by providing financial incentives upon the satisfaction of
management objectives (“MBOs™). In addition, our senior executive officers who have global responsibility
within our Company and. therefore, have considerable influence on our strategic direction and long-term
results, are eligible to participate in our Strategic Initiatives Plan, which is designed to reward these
executives for the achievement of specified strategic objectives. We believe that our approach of linking
short-term rewards to measurable corporate and individual performance increases the likelihood that we will
experience sustained profitability and generate greater shareholder value over time. while providing our
executive officers with the opportunity 1o be suitably and significantly rewarded.

2. We seek to provide long-term rewards based on creating shareholder value. In addition to base salary and
annual cash incentives. we utilize long-term equity Incentives to motivate our executives 1o

increase shareholder value. We have historically provided long-term equity incentives in the form of stock
options and restricted stock units (“RSU™). although we often tie the granting of RSUs to achievement of
goals related to financial performance. Meaningful equity opportunities are provided to those executive
officers who are most responsible for driving our financial and operating results. Actual awards reflect
individual performance and our goal to retain valued employees. Generally. as an executive officer’s
responsibility and ability to impact our financial performance increases, the individual’s at risk
performance-based compensation increases as a portion of his or her total compensation. Moreover. the ratio
of long-term to short-term compensation increases proportionately with job responsibility. Ultimately.
individuals with greater roles and responsibilities associated with achieving our performance targets should
bear a greater proporunon of the risk if those goals are not achieved and should receive a greater proportion
of the reward if the goals are met or surpassed.

3. We srrive to provide competitive compensation 10 artract, morivate and retain 1op 1aleni. In order 10
attract. motivate and retain executives of outstanding ability, we establish salary levels and total
compensation opportunities that are competitive with the market in which we compete for management
talent. This supports our objective of attracting and retaining high-quality executives and ensures that the
overal] economic cost of compensation is reasonable and. therefore. sustainable in relanon to our peers. The
Compensation Committee of the Board (the “Compensation Committee™). which oversees our executive
compensation program, worked with Compensia, Inc., an executive compensation consulting firm. in late
2007. to update and reaffirm our list of peer benchmark companies and to compare the level of
compensation for our executives with executives holding similar positions at these peer benchmark
companies. The Compensation Committee has determined that it will utilize the services of an outside
consultant to analyze executive compensation every other vear.
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The Compensation Committee evaluates these three objectives regularly to ensure that they are consistent
with our goals and needs. We believe that. by implementing these measures and programs. we are able 10
reinforce our goal of maintaining a results-oriented culture that provides above-target rewards only when
performance is also above-target. Thus, we believe that the interests of our executives are directly aligned with
those of our shareholders. as the financial success of both is contingent upon performance.

Oversight and Authority over Executive Compensation

The responsibility for matters relating to our executive compensation program has been delegated by the
Board to the Compensation Committee, which is comprised of three independent directors. each of whom
satisfies the definition of “independence” as set forth in the Marketplace Rules of The NASDAQ Stock Market.
The members of the Compensation Committee as of May 31. 2009 were David M. Ernsberger. Chairman.
Gordon A. Campbell and Mark L. Sanders.

Our compensation structure is designed so that W. Donald Bell. our President and Chief Executive Officer,
evaluates the performance of each of our other executive officers. including the named executive officers (other
than himself). and works with the Compensation Committee to help set the compensation for each of them. The
Compensation Committee has the authority to adjust Mr. Bell’s recommendations as it deems appropriate after
evaluating al) of the information that the Compensation Commitiee believes is relevant to implementing the
guiding objectives for compensation programs discussed above. In 2007 and 2008, the Compensation Committee
approved substantially all of Mr. Bell’s recommendations regarding the compensation of the other executive
officers. Mr. Bell does not give recommendations regarding his own salary or performance. Rather. the
Compensation. Committee determines his compensation after discussing with him his performance against his
written goals for the year. In addition. the Compensation Committee is responsible for reviewing and
recommending the compensation elements to the full Board for the non-employee members of our Board.

Peer Group and Benchmarking

The Compensation Commitiee worked with Compensia in late 2007 to review and make recommendations
regarding our executive compensation program, including a review of the guiding objectives and the completion
of a detailed competitive total direct compensation assessment. As part of this analysis. the Compensation
Committee selected peer benchmark companies by identifving IT distributors. contract manufacturers and broad-
based high-tech suppliers that had revenues between one-quarter and four times the Jevel of our revenues. These
peer benchmark companies were:

IT Distributors Contract Manufacturers Broad-Based High-Tech Suppliers
Arrow Electronics, Inc.* Benchmark Electronics. Inc. Advanced Micro Devices, Inc.*
Avnet. Inc. Jabil Circuit. Inc. Applied Materials. Inc.*

CDW Corporation* Plexus Corp. EMC Corporation*

Insight Enterprises. Inc.* Sanmina-SCI Corporation LS1 Corporation*

PC Connection, Inc. Newwork Appliance, Inc.*
SYNNEX Corporation™ SanDisk Corporation*

Seagate Technology*
Sun Microsystems, Inc.*
Western Digital Corporation*

* Denotes the custom data sort of the Company s peers, as discussed in the paragraph below.

In 2007. we henchmarked our executive compensation practices for our CEO and other named executive
officers by evaluating the base salary. annual incentive awards and long-term incentives provided to our
executives against these peer benchmark companies. We extracted the data from publicly available sources.
including information contained in the proxy statements of these companies. In addition to analyzing the publicly
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available data for our peer benchmark companies. we also reviewed the results of the Radford September 2007
High Technology Industry Survey. which included a custom data sort of 13 of our 19 peer benchmark companies.
and the Radford September 2007 High Technology Industry International Compensation Survey. We then
compared the actual base salary and annual cash incentives for our executive officers 1o those of our peer
benchmark companies.

The Compensation Committee targets cash and equity compensation for our named executive officers at the
median of our peer benchmark companies. The benchmark analysis showed that, with respect 10 2007 base
salaries. our CEO and other named executive officers had a collective salary that was 101% of the 50th percentile
of our peer benchmark companies. In other words, the collective base salaries of our named executive officers
were 1% above the median level of our peer benchmark companies. The total target cash compensation (base
salary plus bonus opportunity) of our named executive officers was at the 50® percentile of the total target cash
compensation of the benchmark companies.

We did not analyze the compensation practices of the benchmark companies during 2008 as it has been the
Compensation Committee’s practice to conduct this analysis every other year.

Elements of Executive Compensation Program

We have developed an executive compensation program consisting of four main elements: (1) base salary.
(2) annual variable cash compensation, (3) long-term equity incentives and (4) other compensation and benefits.
each of which is detailed below. We view the components of compensation as related but distinct. as we do not
believe that significant compensation derived from one component of compensation should necessarily negate or
reduce compensation from other components. Each element is intended to reward and motivate executives in
different ways consistent with our overall guiding objectives for compensation. For example. in order to foster
our belief in creating shareholder value. we provide long-term equity incentives that will encourage key
executives 10 work to create Jasting revenue and earnings growth. Similarly. we use annual variable cash
compensation to motivate and reward executives for improvements to short-term organizational profits and other
straiegic objectives. The principles that total compensation should increase with position and responsibility. and
that compensation should be tied to performance, are reflected by the fact that a portion of each element of our
executive compensation program varies with position, level of responsibility and achievement of individual and
Company performance targets.

Base Salary

We seek to provide our executive officers and other key executives with a base salary targeted at the median
range of salary levels for equivalent positions at our peer benchmark companies in order to balance our ability to
attract high performing individuals with our desire to keep compensation expenses in line with other companies.
In setting base salaries each year, the Compensation Committee also considers the scope of responsibility for
each position, individual contributions during the preceding year, changes in position or responsibility, internal
equity for established pay levels, business factors and changes in our strategies and philosophies. Each executive
officer’s actual salary ultimately depends on the individual’s performance. responsibilities. expenence.
leadership and potential future contribution.

The base salaries for our named executive officers in 2007 were as shown in the Summary Compensation
Table for 2007. Except for Messrs. Illson and Sturgeon. the base salaries for our named executive officers in
2007 remained unchanged from the salaries in effect at the end of 2006. In 2002. when Mr. Illson was hired by
the Company. his initia} compensation was reduced by $15.000 to pay for his commuting and lodging expenses
associated with his travel to and from his home in Southern California and his office in Northern California. In
July 2007, the $15.000 was added back to his base salary. thus increasing his salary from $450.000 per year to
$465.000 per year. In the case of Mr. Sturgeon, his annual base salary was increased in 2007 by $15.000 from
$215.000 to $230.000 to recognize his assumption of responsibility for operations outside of North America.
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As a result of the benchmarking analysis conducted in 2007, it was determined that the base salaries for
Messrs. Bell. Tilson, Mever. Jacquet, Sturgeon and Watt were 88%. 104%. 89%, 89%. 81% and 165%.
respectively. of the 50th percentile of the base salaries of executives holding comparable positions at our peer
benchmark companies. The Compensation Committee determined not to change the base salaries of these
executive officers for 2008.

Annual Cash Variable Compensation

Our annual variable cash compensation program consists of our Management Incentive Plan and our
Strategic Initiatives Plan. In addition. the Compensation Committee has the authority to award discretionary
bonuses when they believe it is appropriate. The goal of our annual cash variable compensation program is 1o
link short-term rewards direct]y and substantially to measurable corporate and individual performance.

Management Incentive Plan

We designed the Management Incentive Plan to provide cash incentives to our named executive officers and
other key executives, based on the achievement of certain financial objectives, as well as individual performance
goals. We believe it is important to provide cash incentives to motivate our executive officers and other key
executives 10 attain specific short-term performance objectives that, in turn. further our long-term objectives.
This plan ensures that a significant portion of each executive’s cash compensation is at risk and payable only
when our shareholders have also benefited from their efforts.

The Compensation Committee. upon the recommendation of our Chief Executive Officer, is responsible for
approving the annual Company-wide financial and individual goals under the Management Incentive Plan and
establishing target incentive Jevels that will cause tota] compensation for each executive position to be in the
median range of total compensation levels for equivalent positions at our peer benchmark companies.

A portion of the available award under the Management Incentive Plan is conditioned upon the achievement
of Company financial objectives. As determined by the Compensation Committee, the financial objectives may
be one or more of the following:

s Pro forma earnings per share (“EPS™):
*  Pro forma net income:

+  BU Profit:

+  Operating contribution:

« ROE:

+  Retum on invested capital (at the business unit level. this metric is calculated by dividing
investments and intercompany Joans by pre-tax profit: at the corporate level, after-tax profit is
used instead of pre-tax profit). or

+ ROWC.

The remaining portion of the target incentive amount is conditioned upon the achievement of individual
MBOs that vary among our executives based on their position. Each executive must submit his or her individual
MBOs in writing at the beginning of the year. The submission must include a statement of the objective, the
delivery date and the expected result. If there is more than one objective. each objective will be weighied equally
unless the objective states otherwise. For 2007 and 2008. Mr. Bell reviewed and approved of each of the other
named executives’ MBOs prior to their submission to the Compensation Committee. The Compensation
Committee approved the MBOs of Mr. Bell and the other named executives.

For 2007. the Management Incentive Plan was an annual plan with possible payments 10 participants at the
end of each fiscal quarter once financial results for the quarter had been finalized. We compared unaudited
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financial performance for the quarter against the financial plan for the quarter. Participants were paid a portion of
their annual incentive based on achievement of their financial goals for that quarter relative to plan; however. we
did not make interim payments for achievement above 100% of plan. After the close of the fiscal year and
completion of our financial audit with respect to such year, financial performance for the year was compared 10
the financial plan for the year to determine the amount of incentive each executive earned due to financial
performance (which occurred immediately prior to the filing of this Annual Report on Form 10-K). The total
incentives earned for the year based on an achievement of financial goals and completion of MBOs, less the
amount of quarterly payments. was made to the participants following approval by the Compensation Committee.
In the event the year-end reconciliation indicates an overpayment, because a goal was met for a particular
quarter, but not the full year, we do not generally require reimbursement from the participant; however. that
overpayment generally would be offset by any other sums due under the Management Incentive Plan for that
year.

For 2008. the Management Incentive Plan operated in a similar manner to the 2007 plan. except that the
Compensation Committee modified the plan to provide for a separate first half plan that aliowed for possible
payments at the end of the first quarter and a final reconciliation at the end of the first balf. and a second-half
plan that allowed for possible payments at the end of the third quarter and a final reconciliation at the end of the
second half.

Typically. incentive payouts are in the form of cash. However. the Compensation Committee has discretion
to make payments in cash. RSUs or a combination thereof.

For 2007, actual performance with respect to the EPS, BU Profit and ROWC goals resulted in payouts
dependent on the percentage of achievement of such financial objectives. as shown here:

Percentage of Financial Metric Achieved Percentage of Incentive Earped (1)
Less than 80% 0%
80% 25%
90% 50%
100% 100%
Greater than 100% Same percentage as overachievement of

financial metrics

(1) Use straight-line interpolation between metrics for calculations above 80% and below 100% achievement.

In mid-2007. the Compensation Committee determined that it was appropriate to change the payout
calculation chart to reflect a greater amount of incentive for achieving above 80% but below 100% of the
financial metrics and allowed for payments of up to 200% of the target incentive for achievement that was 150%
or above of the targeted financial performance. The Compensation Committee modified the payout percentages
for the third and fourth quarters of 2007 as shown here:

Percentage of Financial Metric Achieved Percentage of Incentive Earped (1)
Less than 80% 0%
80% 50%
100% 100%
150% or greater 200%

(1) Use straight-line interpolation between metrics.
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Since the 2007 Management Incentive Plan was an annual plan with possible quarterly payments and at the
close of the year the amount of incentive earned was based on the entire year. the Compensation Commitiee
determined that it was appropriate to use the following chart for the 2007 year-end reconciliation of financial
achievement:

Percentage of Financial Metric Achieved Percentage of Incentive Earned (1)
Less than 80% 0%
80% 40%
100% 100%
150% or greater 180%

(1) Use straight-line interpolation between metrics.

For 2008, the Compensation Committee adopted the following payout calculanon chart:

Percentage of Financial Metric Achieved Percentage of Incentive Earped (1)
Less than 80% 0%
80% 50%
100% 100%
150% or greater 200%

(1) Use straight-line interpolation between metrics.

The following tables show, for each named executive officer. his target incentive opportunity for each
component of the Management Incentive Plan for 2007 and 2008:

2007

Total

Target

EPS BU Profit ROWC MBOs Award
W.DonaldBell .................. $253.000 $ — $253.000 $126,500  $632.500
James E. Illson ........... ... ... 108.000 — 108.000 34,000 270,000
William E. Meyer (1) ......... ... 40,174 — 40.174 20.087 100,434
Richard J. Jacquet . ............... 22.200 — 22.200 66.600 111.000
RobertJ. Sturgeon . ............ .. — 25,000 50,000 50,000 125.000
Graeme Watt (2) .. ... — 114,000 114.000 57.000 285.000

(1) Mr. Meyer's target incentive for 2007 was prorated from his August 6. 2007 hire date. The Compensation
Committee determined, as part of his offer of employment. that Mr. Meyer's incentive compensation for
2007 would be paid at 100% of target. regardless of financial results.

(2)  All amounts for Mr. Watt have been converted from British pounds to U.S. dollars using an exchange rate of
$2.00/£1.00. which was the average British pound to U.S. dollar exchange rate during 2007.

2008

Total

BU Target

EPS Profit ROWC MBOs Award
W.DonaldBell ................... $253.000 & — $253.000 $126.500  $632.500
William E. Meyer (1) .............. 80.000 — 20,000 40,000 200.000
JamesE. Illson ................... 108.000 — 108,000 54,000 270,000
Andrew S. Hughes (2) ............. 24.000 —_ 24,000 72.000 120,000
Richard J. Jacquet . .. .............. 22.200 — 22.200 66.600 111.000
Graeme Watt (3) .. ... ..o — 66.262 66.262 132525 265.050
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(1) Mr. Meyer was asked to devote the majority of his time on the restatement of the Company’s financial
statements, and not on the Company’s financial objectives for 2008. Therefore. the Compensation
Committee determined that Mr. Meyer’s incentive compensation for 2008 would be paid at 100% of target.
regardiess of financial results.

(2} Mr. Hughes was asked to devote the majority of his time on the restatement of the Company s financial
statements, and not on the Company's financial objectives for 2008. Therefore, the Compensation
Committee determined that Mr. Hughes’ incentive compensation for 2008 would be paid at 100% of target.
regardless of financial results.

(3} In conjunction with Mr. Watt's pending relocation from the UK. to the U.S.. the Compensation Committee
made a one-time £4,500 adjustment to his second half management incentive. Additionally, for 2008 only,
the Compensation Commitiee approved a one-time change in Mr. Watt’s incentive plan mix of performance
metrics from 40% pre-tax profit performance. 40% ROWC performance, and 20% MBOs to 25% pre-tax
profit performance. 25% ROWC performance. and 50% MBOs. All amounts for Mr. Watt have been
converted from Brtish pounds to U.S. dollars using an exchange rate of $1.86/£1.00, which was the average
British pound to U.S. dollar exchange rate during 2008.

The Company was unable to complete our audited financial statements for the years ended December 31.
2008 and 2007 in a timely manner because of issues related to the investigations that led to the restatement of the
Company’s historical financial statements. As a result, the time necessary to complete the financial statements
for 2007 took significantly longer than initially anticipated. Because of concemns regarding employee morale and
related retention issues. the Compensation Committee decided in mid-2008 to make incentive payments for 2007.
and other periods. to participants in the Management Incentive Plan, including our named executive officers. In
determining these award payments. the Compensation Comirhittee reviewed the then-available preliminary
financial statements for 2007. In addition, due to the significant delay in the payment of incentive awards. the
Compensaton Committee approved additional payments in the namre of interest at a rate of three percent per
annum from the date the 2007 awards typically would have been paid to the actual date of the payments. The
Compensation Committee also determined to review these incentive awards again following the completion of
the Company’s consolidated financial statements for 2007.

When the Company s financial statements for 2007 were completed (which occurred immediately prior to
the filing of this Annual Report on Form 10-K). the Compensation Committee determined that payments related
to the Company’s 2007 financial performance were made to certain employees. including to Mr. Wart. one of our
named executive officers, in excess of the amounts earmed under the 2007 Management Incentive Plan, resulting
in an overpayment. Based upon these final financial results. Mr. Watt received an overpayment of £129.156, plus
£699 in interest ($189.588 in the aggregate using an exchange rate of $1.46/£1.00 as of December 31. 2008). The
Compensation Committee expects that it will review Mr. Watt's award within 60 days of the filing of this Annual
Report on Form 10-K to determine what action to take, if any. '

When the Company s financial statements for 2008 were completed (which occurred immediately prior to
the filing of this Annual Report on Form 10-K). the Compensation Committee determined that no payments
related to the Company s 2008 financial performance to our named executive officers were in excess of the
amounts earned under the 2008 Management Incentive Plan.

Payments were made in Apri]l 2008 and in March 2009 related to the achievement of individual MBOs for
2007 and 2008, respectively. as those amounts were not dependent on the Company’s consolidated financial
results.

The following tables show for 2007 and 2008. the amount each named executive officer earned for each
component of the Management Incentive Plan. as well as the total compensation he earned under the
Management Incentive Plan and the percentage this represents of his target incentive.



(2)

(H

2007

Total % of

EPS BU Profit ROWC MBO Earned Target
W.Donald Bell .......... .. 5 — ¥ — 58 — $93.820 § 93.820 14.8%
James E. Illson ............ — — — 28.404 28.404 10.5%
William E. Meyer (1) ....... 40.174 — 40,174 20,087 100434  100.0%
Richard J. Jacquet .......... — — — 58.275 58.275 52.5%
Robert J. Sturgeon .. ...... .. — — 63,158 38.400 101,558 81.2%
Graeme Watt (2) ........... —- 119,188 139,120 57.000 315.308 110.6%

Mr. Meyer’s annual incentive compensation was prorated from his hire date. The Compensation Committee
determined, as part of his offer of employment. that his annual incentive compensation would be paid at
100% of target for 2007.

All amounts for Mr, Watt have been converted from British pounds to U.S. dollars using an exchange rate of
$2.00/£1.00. which was the average British pound to U.S. dollar exchange rate during 2007.

2008

Total % of

EPS BU Profit ROWC MBO Earned Target
W.DonaldBell ............. $ — $— $ — $104.363  $104.363 16.5%
William E. Meyver (1) ........ 80,000 — 80,000 40.000 200.000 100.0%
James E. Illson (2) .......... —_ — —_ 50.000 50.000 18.5%
Andrew S. Hughes (3) ....... 24,000 —_ 24.000 72.000 120,000  100.0%
Richard J. Jacquet ........... — — — 61,938 61.938 55.8%
Graeme Watt (4) ............ — — — 109.089 109,089 41.2%

Mr. Meyer was asked to devote the majority of his time on the restatement of the Company’s financial
statements. and not on the Company's financial objectives for 2008. Therefore, the Compensation
Committee determined that Mr. Meyer s incentive compensation for 2008 would be paid at 100% of target.
regardless of financial performance.

Mr. Tllson’s MBO payment was negotiated as part of the separation agreement he and the Company entered
into with respect 1o his termination from the Company.

Mr. Hughes was asked to devote the majority of his time on the restatement of the Company’s financial
statemnents. and not on the Company’s financial objectives. for 2008. Therefore, the Compensation
Commitiee determined that Mr. Hughes’ incentive compensation for 2008 would be paid at 100% of rarget.
regardless of financial performance.

All amounts for Mr. Watt have been converted from British pounds to U.S. dollars using an exchange rate of
$1.86/€1.00. which was the average British pound to U.S. dollar exchange rate during 2008.

In 2008, the Compensation Committee set the bonus opportunity parameters for each of our named

executive officers after review of the compensation analysis completed by its third-party consultant, Compensia.
along with the input of Mr. Bell for all executive officers other than himself.

In 2008, Messrs. Bell's and Jacquet's bonus opportunity for financial metrics was based on a corporate EPS

target of $0.22 for the first half and $0.365 for the second half, and a ROWC target of 2.20% for the first half and
3.51% for the second half. Mr. Watt’s bonus opportunity for financial metrics was based on a European pretax
profit target of £3.34 million ($6.2] million using the average exchange rate for 2008 of $1.86/£1.00) for the first
half and £4.90 million ($9.11 million using the average exchange rate for 2008 of $1.86/£1.00) for the second
half. and a Europe ROWC target of 3.17% for the first half and 4.84% for the second half. In 2008. we achieved
a corporate EPS of $0.33 in the first half and $(1.79) in the second half. and a ROWC of (3.27)% for the first half
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and (14.74)% for the second half. For Europe, the pretax profit (loss) achieved was £0.36 million ($0.67 million
using the average exchange rate for 2008 of $1.86/£1.00) for the first half and £(6.77) million ($(12.59) million
using the average exchange rate for 2008 of $1.86/£1.00) for the second half and ROWC of 0.40% for the first
half and (11.09)% for the second half.

In 2007, the bonus opportunity for Messrs. Bell. Hllson and Jacquet with respect to financial metrics was
based on a corporate EPS target of $0.69 and a ROWC target of 7.75%. Mr. Sturgeon’s bonus opportunity for
financial metrics was based on an Americas pretax profit target of $41.38 million and a North America ROWC
target of 8.85%. Mr. Watt’s bonus opportunity for financial metrics was based on a European pretax profit target
of £7.06 million ($14.12 million at the average exchange rate for 2007 of §2.00/£1.00) and a Europe ROWC
target of 6.68%. In 2007. we achieved a corporate EPS of $(2.24) and a ROWC of (13.43)%. For the Americas.
we achieved a pretax profit of $(25.41) million and in North America an ROWC of 10.21%. For Europe. the
pretax profit achieved was £(13.05) million ($26.10 million at the average exchange rate for 2007 of
$2.00/£1.00) and ROWC of (13.71)%.

With respect to MBOs for our named executive officers in 2008. an average of 87% of all objectives were
deemed completed by Mr. Bell and such determinations were ratified by the Compensation Comuminee. In 2007.
an average of 76% of all MBOs for our named executive officers were deemed completed by Mr. Bell and such
determinations were ratified by the Compensation Committee.

Strategic Initiative Plan

Our senior executive officers. who have global responsibility within our Company and. therefore. have
considerable influence on our strategic direction and Jong-term results, are eligible to participate in our Strategic
Initiatives Plan. The Strategic Initiatives Plan 1s designed to reward these executives for the achievement of
specific strategic objectives. As with our Management Incentive Plan, we believe it is important to provide
annual cash incentives under the Strategic Initiatives Plan to motivate our executive officers to attain specific
strategic objectives that. in turn. further our Jong-term objectives. In addition. awards under the Strategic
Initiatives Plan increase the earning potential of the participating executive officers and are. therefore, important
for attracting and retaining key executives.

During 2007. Messrs. Bell. Illson and Jacquet. and. during 2008. Messrs. Bell, Jacquet and Watt, were each
eligible to receive awards under the Strategic Initiatives Plan. The objectives under the Strategic Initiatives Plan
generally relate to the improvement of certain business units, strengthening of the organization. strengthening
internal financial controls and enhancement of shareholder value. These objectives are formulated by Mr. Bell
and are approved by the Compensation Committee. Any payments under the Strategic Initiatives Plan are
approved by the Compensation Committee.

2007 Strategic Initiative Plan Objectives. In 2007, Mr. Bell s target incentive under the Strategic Initiative
Plan was $375.000. Payment of the target incentive was contingent upon Mr. Bell's achievement of strategic
objectives. which were equally weighted and pertained to: (1) building a strong financial organization with
processes and Jong-term effectiveness: (2) growing our strategic businesses: (3) positioning the Company with
the right culture and management: and (4) enhancing the contributions of our European business unit. Mr. Bell
earned a total of $295.875. or 79%. for his accomplishments in achieving these objectives.

In 2007, Mr. Illson’s target incentive under the Strategic Initiative Plan was $200,000. Payment of the target
incentive was contingent upon Mr. lllson’s achievement of strategic objectives. which were weighted as shown
below and pertained to: (1) strengthening the financial organization and filling several key financial positions
(weight: 50%): (2) growing the profitability of our value-added reseller businesses (weight: 16.7%): (3) growing
the strategic distribution businesses (weight: 16.7%): and (4) positioning the Company strategically in terms or
our capital structure (weight: 16.6%). Mr. Illson earned a total of $110.833. or 55%. for his accomplishments in
achieving these objectives.
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In 2007. Mr. Jacquet's target incentive under the Strategic Initiative Plan was $150.000. Payment of the
target incentive was contingent upon Mr. J acquet’s achievement of strategic objectives, which were weighted as
shown below and pertained to: (1) addressing deficiencies identified in andits of the Company. including
recruiting persons 1o fill a number of key financial positions (weight: 60%): (2) working closely with division
presidents to strengthen management of several key functions (weight: 20%); and (3) reducing the Company’s
overall voluntary employee tumover through improved employee communication and other employee relations
programs (weight: 20%). Mr. Jacquet earned a total of $90,000. or 60%. for his accomplishments in achieving
these objectives.

5008 Stratevic Initiative Plan Objectives. In 2008. Mr. Bell's target incentive under the Strategic Initiative
Plan was $300.000. Payment of the target incentive was contingent upon Mr. Bell's achievement of strategic
objectives. which were equally weighted and pertained to: (1) bringing the Company back into full and timely
compliance with SEC filing requirements and continuing to strengthen the financial organization: (2) Jeading the
Company through the current audit. investigation and delisting to ensure a continuity of business and maintaining
effective relationships with suppliers, customers. shareholders and employees: and (3) leading the establishment
and implementation of the Company's strategic objectives and effectively managing our banking and credit
availability necessary to support our ongoing business. Mr. Bell earned a total of $255.000, or 85%, for his
accomplishments in achieving these objectives. However. Mr. Bell's incentive payment of $255.000 was reduced
by $159.091 for a net payment of $95.909. The reduction was due to an overpayment of 2006 incentives
previously made to Mr. Bell. This reduction represents 50% of the overpayment. The remaining amount of the
overpayment will be considered when future incentives are earned.

In 2008, Mr. Jacquet's target incentive under the Strategic Initiative Plan was $150.000. Payment of the
target incentive was contingent upon Mr. J acquet’s achievement of strategic objectives. which were weighted as
shown below and pertained to: (1) providing the Jeadership and assistance to Jead the organization through the
various emplovee issues associated with the audit. investigation. delisting. stock price decline and personnel
actions (weight: 57% J: (2) recruiting and staffing a number of critical positions (weight: 24%): and (3) partnering
with the CEO. CFO and General Counsel to update and improve specific corporate governance programs in the
Company (weight: 19%). Mr. Jacquet earned a total of $140.571. or 94%. for his accomplishments in achieving
these objectives. However, Mr. Jacquet's incentive payment of $140.571 was reduced by $7.627 for a net
payment of $132.944. The reduction was due t0 an overpayment of 2006 incentives previously made to
Mr. Jacquet. This reduction represents 0% of the overpayment. The remaining amount of the overpayment will
be considered when future incentives are earned.

In 2008. Mr. Watt’s target incentive under the Strategic Initiative Plan was $200,000. Payment of the target
incentive was contingent upon Mr. Watt’s achievement of strategic objectives, which were equally weighted and
pertained to: (1) managing the worldwide distribution businesses through the audit. investigation and delisting
and maintaining effective relationships with our suppliers, customers and employees: (2) establishing the role of
the President. Worldwide Distribution and making material contributions to the Company: (3) making significant
progress in growing the profitability of Continental Europe: and (4) implementing specific global programs to
grow gross profit. operating profit and ROWC in the worldwide distribution businesses. Mr. Wart eamed a total
of $180.000. or 90%. for his accomplishments in achieving these objectives.

Discretionary Bonuses

The Compensation Committee has the authority to award discretionary bonuses to our executives when they
believe it to be appropriate. Mr. Meyer was awarded a $50.000 hire-on bonus in August 2007. There were no
discretionary bonus payments made 1o our named executive officers for 2008.

Long-Term Equity Incentives

We utilize Jong-term equity incentives to ensure that our executive officers have a continuing stake in our
Jong-term success and to align their interests with the interests of our shareholders. We have historically provided
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Jong-term equity incentives in the form of stock options and RSUs, although we generally ne the granting of
RSUs to our achievement of specific financial-related goals. Meaningful equity opportunities are provided to
those executive officers who are most responsible for driving our financial and operating results. Actual awards
reflect individual performance and retention objectives. In determining the number of stock options and/or RSUs
to be granted, the Compensation Committee reviews each executive officer’s individual performance and
outstanding equity awards and analyzes the retention value of the unvested stock options and/or RSUs.
Generally. as an executive officer’s responsibility and ability to impact our financial performance grows. the
individual's at-risk, performance-based compensation increases as a portion of his or her total compensation.
Moreover, the ratio of Jong-term to short-term compensation increases proportionately with job responsibility.
Ulumately individuals with greater roles and responsibilities associated with achieving our performance targets
should bear a greater proportion of the risk if those goals are not achieved and should receive a greater proportion
of the reward if the goals are met or surpassed. Although the award of stock options and RSUs may accumulate
sizeable value over time, we believe that the expected benefit 1o us and our shareholders outweigh the cost. We
believe that the reward is an appropriate motivational tool and is necessary to retain critical team members for
our Company.

In the past, we have made stock option grants to executives in connection with their joining the Company.
and both awards of stock options and RSUs to our named executive officers in recognition of ongoing individual
contributions to our performance. We do not have a policy that provides for automatic grants of stock options
or RSUs to executive officers.

In May 2008. our 1998 Stock Plan expired. As a result. we are presently unable to make any stock-based
compensation awards. At our annual meeting in 2009. we intend to ask our shareholders to approve a new equity
incentive plan.

Stock Options

Stock options granted under our 1998 Stock Plan generally have a term of five vears and vest at a rate of
25% on each anniversary of the grant date. The deferred vesting of stock options 1s designed to create an
incentive for the executive to remain employed with us and build shareholder value. Accordingly. an executive is
rewarded only if our shareholders receive the benefit of appreciation in the price of our common stock. We
believe this promotes our executive compensation philosophy of providing long-term rewards based on creating
shareholder value.

In July 2007, we granted Mr. Hughes an option to purchase 70,000 shares of our common stock at an
exercise price of $6.13 per share. In August 2007. we granted Mr. Mever an option to purchase 225.000 shares of
our common stock at an exercise price of $3.15 per share. The stock option grants have a term of five vears and
vest at a rate of 25% on each anniversary of the grant date. These options were granted by our Compensation
Committee when Mr. Hughes and Mr. Meyer were hired by the Company.

In January 2008. we granted Messrs. Hughes. Meyer and Watt an option to purchase 20.000. 30.000 and
60.000 shares. respectively. of our common stock at an exercise price of $5.90 per share. The stock option grants
have a term of five years and vest at a rate of 25% on each anniversary of the grant date.

Restricted Stock Units

Our 1998 Stock Plan also enabled the Compensation Committee to award RSUs to our executive officers.
RSUs are contractual rights that entitle the recipient to receive one share of our common stock per unit once the
RSU has vested. In general, RSUs granted to our executive officers vest on the basis of length of service. the
attainment of performance-based milestones or a combination of both. as determined by the Compensation
Committee. RSUs granted to our executive officers typically vest at a rate of 25% on each anniversary of the
grant date. As with stock options. the deferred vesting of RSUs is designed to create an incentive for the
executive to remain employed with us and build shareholder value.
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We often tie the grant of RSUs 1o our achievement of financial-related goals. During 2007. there were
no RSUs granted to any of the named executive officers.

In January 2008, Messrs. Hughes, Meyer and Watt were granted RSUs. in the amounts of 15.000. 25,000
and 40,000, respectively. The vesting of these RSUs was initially based on the Company achieving its 2008
annual operating plan, with 50% vestng immediately and the remaining 50% vesting 12 months later. In
May 2008, the Compensation Committee elected to change the vesting requirement 1o be based solely on length
of service o that 50% of the award would vest in March 2009 and the remaining 50% in March 2010. In
February 2009. the Compensation Committee decided to further extend the vesting requirement for the awards
that would vest in March 2009 to August 2009, at the option of the named executive officers. Mr. Hughes elected
1o not change the vesting date and his RSUs vested in March 2009. Mr. Meyer and Mr. Wart elected to extend the
vesting of their RSUs from March 2009 to August 2009.

In May 2008. the Compensation Committee granted RSUs to Messrs. Hughes. Jacquet. Meyer and Watt 10
strengthen the retention value of each executive's outstanding equity awards. The total number and vesting of
these RSUs is as follows:

Shares Vested on  Shares Vesting on ~ Shares Vesting on  Shares Vesting on  Total RSUs

5/20/09 8/28/09 1/29/10 5/20/10 Granted
Mr. Hughes ... .. 9.854 — — 9.854 19.708
Mr. Jacquet .. ... 5.000 — 21.500 5.000 31.500
Mr. Meyer ...... — 10.000 42.500 10.000 62.500
Mr. Watt ....... — 20.000 42.500 20.000 82.500

In addition to the RSUs that were granted 1o certain named executive officers in December 2008 to improve
employee retention. Mr. Hughes was given an additional cash retention incentive of $100.000 that will be
payable to him if he is an active employee of the Company on December 31. 20009.

Other Elements
Deferred Compensation

We have adopted certain broad-based employee benefit plans. in which all employees, including our named
executive officers. are permitted to participate on the same terms and conditions relating to eligibility and
generally subject to the same limitations on the amounts that may be contributed or the benefits payable under
those plans. Under our Section 401 (k) plan. which is a defined contribution plan qualified under the Internal
Revenue Code, participants. including our named executive officers who reside in the United States (which
includes all of our named executive officers, other than Mr. Watt). can contribute a percentage of their annual
compensation. In addition. we make a maiching contribution: subject 10 a maximum of $2.000. For 2007. each of
Messrs. Bell, Illson and Jacquet received the maximum maiching contribution. and Mr. Sturgeon received a
matching contribution of $817. Messrs. Meyer and Watt did not participate in the plan in 2007 and were not
eligible for a matching contribution. For 5008. each of the named executive officers, except Mr. Watt, received a
matching contribution of $2.000.

Pension Benefits

Effective July 1. 2002, the Board adopted a Supplemental Executive Retirement Program (the “SERP"). as
amended in November 2007. Mr. Bell is. and has been. the only participant in the SERP. In 2005, in lieu of
granting Mr. Bell additional stock options. the Board increased Mr. Bell’s annual benefit under the SERP from
$250.000 per vear 10 $450.000 per year. The SERP is intended to retain Mr. Bell as our Chief Executive Officer
and provide supplemental income benefits 10 Mr. Bell upon his retirement, or to his survivors upon his death.
The SERP is funded by way of Company-owned life insurance policies on the lives of Mr. Bell and other key
current and former employees. While the payments due under the SERP are an obligation of the Company. we
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believe that the proceeds from these life insurance policies will be sufficient to cover, over time. the full cost of
the benefits provided. plus the cost of the life insurance premiums.

Personal Benefits and Perquisites

We do not grant our named executive officers significant perquisites. However. we believe that benefits and
perquisites are sometimes necessary in order to attract and retain talent. We have assessed competitive market
factors to determine appropriate benefit levels. In addition to our Section 401(k) plan described above. our U.S -
based executive officers are eligible to participate in our heaith. dental and vision plans. life insurance and Jong-
and short-term disability insurance plans. and each of the other benefit plans that we offer to our other U.S.-based
employees. These are the same plans that all full-time U.S.-based employees are offered and our executive
officers do not receive any different level of benefits.

Messrs. Jacquet and Sturgeon are participants in the executive death benefit program. Mr. Illson was also a
participant in the program until his termination in 2008. In the event of a participant’s death while emploved by
the Company. this program provides each participant’s beneficiary a benefit of $250.000 payable in equal
installments over five years. While the payments due under the executive death benefit program are an obligation
of the Company. we believe that the proceeds from Company-owned life insurance policies maintained on the
executive will be sufficient to cover. over time. the full cost of the benefits provided plus the cost of the
insurance premiums.

Pursuant to Mr. Watt’s employment agreement. in each of 2007 and 2008, the Company paid Mr. Wan
£12,000 ($24.000 using an average exchange rate of $2.00/£1.00 during 2007 and $22,320 using an average
exchange rate of $1.86/£1.00 during 2008) for the purchase and contribution of a private pension plan. Also.
during 2007, the Company contributed £23.280 ($46.560 using an average exchange rate of $2.00/£1.00 during
2007) and. during 2008. £23.280 ($43.301 using an average exchange rate of $1.86/£1.00 during 2008) 10
Mr. Watt’s private life insurance and income protection plans.

In 2007, Messrs. Bell. Hughes. Illson and Mever received a car allowance in the amount of $300 per month.
and Mr. Watt received a car allowance in the amount of £500 per month (using an exchange of $2.00/£1.00 for
2007). In 2008 these car allowances continued except that Mr. Illson’s allowance stopped upon his termination
date in August 2008.

In February 2007, the Compensation Committee authorized that Mr. Bell's annual allowance for tax
preparation and estate planning be increased from $5.000 per year to $15,000 per year. In 2007 and 2008,
Messrs. Tllson. Jacquet, Meyer and Sturgeon received an annual allowance for tax preparation and estate planning
of up to $1.500.

Because of Mr. Bell's extensive travel schedule. he is authorized to have his spouse accompany him on up
to five trips per year, at the Company’s expense, and on any trips where he is required 1o be away from home for
three or more consecutive weekends. Effective in September 2007, the Compensation Committee approved a
policy reaffirming this practice for Mr. Bell. and extended the policy to allow the spouses of certain other
Company executives. including the named executive officers. to have their spouse accompany them on up to two
trips per year that are in addition to trips where the spouse is expected to attend. In 2007. the Company
reimbursed Mr. Bell $61.263 for these travel-related expenses. Also during 2007. we reimbursed Messrs. Illson,
Jacquet, Sturgeon and Watt $7.236. §9.236. §9.057 and $375. respectively. for their spouses’ travel. In 2008.
Mr. Bell was reimbursed $44.627 for spousal travel. and Messrs. Hughes, Illson. Jacquet and Watt were
reimbursed $2.602. $766, $3.703 and $16.751. respectively, for spousal travel.

During the first half of 2007. we reimbursed Mr. Illson $13,938, which was grossed up for tax purposes by
an additional $11.755, for payment of his travel and lodging expenses associated with his commute from his
home in Southern California and his office in Northern California. This reimbursement practice ceased effective
July 1. 2007.
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Tax Treatment

Section 162(m) of the Internal Revenue Code places a limit of $1.000.000 on the amount of compensation
we may deduct for federal income tax purposes In any one year with respect to our Chief Executive Officer and
the next four most highly compensated officers (excluding the principal financial officer) who were serving as
executive officers as of the last day of the applicable year. There is an exemption from the $1 million limitation
for performance-based compensation that meets certain requirements. All grants of stock options under our 1998
Stock Plan were intended to qualify for this exemption. Grants of RSUs under our 1998 Stock Plan may qualify
for the exemption if vesting is contingent on the attainment of objectives based on the performance criteria set
forth in the plan and if certain other requirements are met. Grants of RSUs that vest solely on the basis of Jength
of service cannot qualify for the exemption. Our current cash incentive plan is not designed to qualify for the
exemption.

To maintain flexibility in compensating officers in a manner designed 1o promote varying corporate goals,
the Compensation Comruttee has not adopted a policy requiring all compensation to be deductible. Although tax
deductions for some amounts that we pay to our named executive officers as compensation may be limited by
Section 162(m). the increased amount of income tax is not significant. The Compensation Committee generally
intends to comply with the requirements to exempt executive compensation from the $1 million deduction
limitation under Section 162(m): however, the Compensation Committee may determine that such compliance in
a given circumstance would not be in our best interests or those of our shareholders.

Employment and Change in Contro} Agreements

In March 2009. we entered into a new employment agreement with Mr. Bell. The agreement has a two-year
term and automatically renews for one-year periods thereafter. In addition to establishing his salary. incentives
and other benefits. the agreement provides for a non-solicitation covenant for a period of one year following his
termination from the Company. In the event he is terminated by the Company for reasons other than cause. he
will receive severance benefits equal to two times his annual base salary. In the event there is a change in contro]
event and his employment is terminated by the Company without cause during the 12-month period following a
change in control. Mr. Bell will receive the severance benefits mentioned above. and accelerated vesting of
unvested equity awards.

We have also entered into employment agreements with Messrs. Jacquet, Meyer. Sturgeon and Watt that
provide for covenants not to compete with us for 12 months following their termination of employment: and. in
the case of termination without cause. severance payments equal 10 their base salary for periods ranging from six
months to 12 months. These agreements are in effect unless either the Company or the executive officer provides
the other party with notice of intent to terminate the employment agreement.

The Company has also entered into management retention agreements with our other named executive
officers. The agreements generally provide severance benefits in the event that the executive officer’s
employment is terminated for reasons other than cause during the 12-month period following a change in control.
The management retention agreements have three-year terms and are automatically extended for successive
one-vear periods unless terminated. amended or modified by us. If the named executive officer is involuntarily
terminated other than for cause, then he will receive a cash payment equal to his base annual salary. certain
benefits for one year from the date of termination or until the date that the named executive officer becomes
covered under another employer’s benefit plans. and accelerated vesting of any unvested equity awards. In the
event that the named executive officer’s employment is terminated for any reason either prior 10 the occurrence
of a change in control, or later than 12 months following a change in control. then he is entitled only to receive
severance and other benefits under established severance and benefits plans and practices. or pursuant to another
agreement with us.

The change of control payments we offer our named executive officers (currently. two years of base pay for
Mr. Bell and the equivalent of one year of base pay for our other named executive officers) is at the Jower end of
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the change in control practices in our industry. Many of our competitors offer 2.99 years of total target cash
compensation as severance in the event of a change in control. The terms of the change in control agreements
have not influenced any of our other compensation programs.

Stock Ownership Policy

In February 2009, the Board revised the Stock Ownership Guidelines for our Chief Executive Officer and
for our other executive officers, to increase their required equity stake in the Company and more closely align
their interests with those of our shareholders. The guidelines require our Chief Executive Officer to hold stock of
the Company having a value equal to a minimum of 100% of his or her annual base salary. as of the last day of
each fiscal year. With respect to our other executive officers. the guidelines require ownership of stock in the
Company having a value equal to a2 minimum of 50% of his or her annual base salary. as of the last day of each
fiscal year. The ownership guidelines are to be met by the later of five years following their appointment as an
executive officer, or December 31. 2011.

The Board also revised the stock ownership guidelines for all non-employee directors. which are to be met
by the later of five years following their appointment or election, or December 31. 2011. The guidelines require
each of our non-employee directors to hold stock of the Company having a value equal to a minimum of 100% of
his or her annual retainer as of the last day of each fiscal year.

Compensation Committee Report

The Compensation Committee of the Board has reviewed and discussed the Compensation Discussion and
Analysis set forth above with management. Based on this review and discussion with management. the
Compensation Committee recommended to the Board that the Compensation Discussion and Analysis be
included in the Annual Report on Form 10-K for the fiscal year ended December 31, 2008.

Members of the Compensation Committee:
David M. Emsberger. Chairman

Gordon A. Campbell
Mark L. Sanders



Execntive Compensation Tables
2007 Sumomary Compensation Table

The following table provides information with respect to the compensation earned during 2007 by our
named executive officers for that year.

Non-Equity Change in
Stock  Option Incentive Plan  Pension All Other

Name and Principal Salary Bomus Awards Awards Compensation  Value Compensation Total
Position Year ($) ($) ($)(1) ($)(1) ($)(2) ($)(3) ($)(4) ($)
W.DonaldBell . ...... 2007 647.096 — 96,585 50.665 389.695 — 77192 1.261.233

President & Chief 2006 632,500 110.000 346,753 39.561 434,631 2.027.850 124,703 3.716,038
Executive Officer

James E. Olson(3) ... .. 2007 467.657 — 83,159 47.549
Chief Operating 2006 450.000 — 166,936 114.650
Officer. President of
the Americas &

Chief Financial
Officer

William E. Meyer(6) .. 2007 137.597 50.000(7) — 41.786  100.434 —_ 1.461 331.278
Executive Vice
President & Chief
Financial Officer

Richard J. Jacquet . . . .. 2007 229.169 — 5441 17.945 148.275 — 27.821 428.651
Senior Vice President 2006 224.000 — 56363 24,563 133.250 — 21,408 459.584
of Human Resources

o W

7 — 52741 790543
7 — 103517 1.056,160
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Robert I. Sturgeon . ... 2007 232.462 — 17.678  101.558 — 20,225 375.016
Vice President.
Operations & Chief

Information Officer

Graeme Watt(8) . ... .. 2007 570.000 —  65.894 87.411 315.308 — 82.935 1.121.548
President, Worldwide 2006 524.400 64,410 99.682 173.524 41.952 — 75,955 979.923
Distribution



2008 Summary Compensation Table

The following table provides information with respect to the compensation earned during 2008 by our

named executive officers for that year.

Nop-Equity Change in
Stock  Option Incentive Plan  Pension All Other

Salary Bonus Awards Awards Compensation Value Compensation Total

Name and Principal Position Year ($) ($) ($)(1) ($)(1) ($)(2) ($)(3) ($)(4) ($)

W. Donald Bell ....... 2008 632.500 — 20,965 50,804 200.272 — 89,730 994271
President & Chief 2007 647.096 — 96,585 50,665 389.695 — 77,192 1.261.233
Executive Officer 2006 632.500 110.000 346,753 39.561 434.631 2.027.890 124,703 3.716,038

James E. lllson(5) ..... 2008 290.265 — 37,174 26,497 50,000 — 608,540 1.012,476
Former Chief 2007 467.657 — 83,359 47.549 139.237 — 52,741 790,543
Operating Officer and 2006 450.000 - 166.936 114,650 221.057 — 103,517 1.056.160
President of the
Americas

Wilkiam E. Mever(6) ... 2008 350.000 — 117.136 118.723  200.000 — 6.500 792.359
Executive Vice 2007 137.597 50.000(7) —  41.786 100,434 — 1.461 331.278
President & Chief
Financial Officer

Andrew S. Hughes .. ... 2008 300.000 — 55.750 48.315 120.000 — 8.202 332.267
Vice President,

General Counsel &
Corporate Secretary

Richard J. Jacquet .. ... 2008 224.000 — 25.729 13.548 194,882 — 23.319 481.478
Senior Vice President 2007 229.169 — 5.441 17.945 148.275 — 27.821 428.651
of Human Resources 2006 224.000 — 56.363 24563 133.250 — 21.408 459.584

Graeme Watt(8) ....... 2008 538.470 — 206,366 48.877 289,089 — 93,118 1,175.920
President. Worldwide 2007 570.000 — 65.894 87.411 315.308 — 82,935 1,121.548
Distribution 2006 524,400 64.410 099.682 173.524 41.952 — 75.955 979.923

(N

(4)

(5)
(6)

Under SEC rules. the values reported in the “Stock Awards™ and “Options Awards™ columns of the Summary
Compensation Table reflect the dollar amount of expense recognized for financial statement reporting purposes for
2008. 2007 and 2006 in accordance with SFAS 123(R). with the exception that estimated forfeitures related to
service-based vesting were disregarded in these amounts. We calculate compensation expense related to stock
options using the Black-Scholes valuation model. Assumptions used in the calculation of this amount for purposes
of our financial statements are included in Note 8 — Srock-Based Compensation Plans in our notes to the
consolidated financial statements included in this Annual Report on Form 10-K.

Amounts shown under the heading “Non-Equity Incentive Plan Compensation” for each of the named executive
officers are the actual amounts paid under our Management Incentive and Strategic Initiative Plans. Mr. Nlson’s
2008 award under the Management Incentive Plan was determined pursuant to a separation agreement into which
he and the Company entered in connection with his termination.

Represents the year-to-vear change in the present valve of Mr. Bell s benefits under our Supplemental Executive
Retirement Plan. The change in pension value for Mr. Bell in 2007 was $(64.232) and in 2008 was $(72.803). In
2006, Mr. Bell's SERP benefit was increased from $250.000 per year to $450.000 per year. See Item 11 -
Executive Compensation — Pension Benefits for 2007 and Item 11 — Executive Compensation — Pension Benefits

for 2008 for additional information.

For a break-out of the amounts included in “All Other Compensation™ see the table immediately following these
footnotes.

Mr. lllson ceased to be an executive officer in June 2008 and terminated his employment in August 2008.

Mr. Meyer joined the Company in August 2007.
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(7) In 2007, Mr. Meyer received a one-time hire-on bonus of $50.000.

(8) All amounts for Mr. Watt have been converted from British pounds 1o U.S. dollars using an exchange rate of
$1.86/£1.00 for 2008, $2.00/£1.00 for 2007 and $1.80/£1.00 for 2006. These rates were the average British pound
to U.S. dollar exchange rate during the vears indicated.

All Other Compensation — Detail

This table sets forth each of the elements comprising each named executive officer’s compensation reported in
the “All Other Compensation” columns in the Summary Compensation Table. above.

401(k) Match  Tax Prep. Executive Spousal or

Car or Pension Financial Death Dependent
Aliowance Contribution  Planning Benefit Travel Otber Total

Name Year (§) (8) (%) (3) ($) (a)(§) (%)
W.DonaldBell ........ 2008 3.600 2,000 15.000 — 44,627 24503 89.730

2007 3.600 2.000 10.300 — 61.263 — 77.193
James E. Hlson ........ 2008 2,286 — 1.060 — 766 604428 608.540

2007 3.600 2.000 3530  10.682 7.236 25.693 52741
William E. Meyer ...... 2008 3.600 2.000 900 — — — 6.500

2007 1,461 — — —_ — — 1.461
Andrew S. Hughes ..... 2008 3.600 2.000 — — 2,602 — 8.202
Richard J. Jacquet ... ... 2008 — 2,000 650  15.935 3.703 1.031  23.319

2007 — 2.000 650 15.935 0.236 — 27.821
Robert J. Sturgeon . .. . .. 2007 — 817 — 10.351 9.057 — 20.225
Graeme Watt (b) ... . ... 2008 11.160 22.320 — — 16,751 44.887 95,118

2007  12.000 24.000 — — 375 46.560 82933

(a) (i) For Mr. Bell, “Other” consists of $21.973 paid in 2008 as interest for the delay in paying 2006
incentives. $1.151 in 2008 for the cost of a medical examination. and $1.379 in 2008 of imputed
income for computer equipment.

(ii) For Mr. Illson, “Other” consists of a housing and travel reimbursement and related tax gross-up
totaling $25.693 in 2007. $1.379 in 2008 of imputed income for computer equipment. and in 2008, in
connection with his termination from the Company. $465.000 in severance pay, $99,285 in consultung
fees following his termination from the Company, and the payout of his accrued vacation in the amount
of $38,764.

(iif) For Mr. Jacquet. “Other” consists of $1.03] paid in 2008 to compensate him for the delay in paying
2006 incentives.

(iv) For Mr. Watt, “Other” consists of an employee benefit allowance of $43.301 and $46.560 in 2008 and
2007. respectively. and a payment in 2008 of $1.586 as interest for the delay in paying 2007 incentives.
(b) All amounts for Mr. Watt have been converted from British pounds 10 U.S. dollars using an exchange rate of
$1.86/£1.00 for 2008 and $2.00/£1.00 for 2007. These rates were the average British pound to U.S. dollar
exchange rate during the vears indicated.
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Grants of Plan-Based Awards for Fiscal Year Ended December 31, 2007

The following table provides certain information with respect to grants of options to purchase shares of our
common stock made to our named executive officers daring 2007. The table also provides informanton with
regard 1o cash bonuses under our performance-based. non-equity incentive plans to the named executive officers.

All Other Grant
Options  Exercise Date Fair
Awards: or Base Value of
Number of Price of Stock and
Securities Option  Option
Underlying Awards Awards

Estimated Future Payouts under

Date of Board  Grant Non-Equity Incentive Plan Awards

Name Action Date Thresbold Target Maximum Options ($/Sh) (7)
W. Donald Bell ...... 4/11/2007  7/1/2007 316.250(1) 632.500(2) 1.138.500(3) _— — —
4/24/2007 4/24/2007 — 375.000¢4) — — — —
James E. Olson (3) ... 4/11/2007  7/1/2007 135.000(1) 270.000(2) 486.000(3) — — —
4/24/2007 4/24/2007 — 200.000¢4) — — — —
William E. Mever . ... 7/20/2007  8/6/2007 — 100.434(2) — — — —
7/20/2007  8/6/2007 — — — 225000 515 415305
Richard 1. Jacquet . ... 4/11/2007  7/1/2007 355.500(1) 111.000(2) 199.800(3) — — —
4/24/2007 4/24/2007 — 150.000(4) — — — —
Robert J. Sturgeon ... 4/11/2007  7/1/2007 62.500(1) 125.000(2) 225.000(3) — — —
Graeme Watt (6) .. ... 4/11/2007  7/1/2007 142,500(1) 285.000(2) 513.000(3) — — —

(1) This amount represents 50% of the target incentive under our Management Incentive Plan. Under this plan the
minimum payout of incentives for financial performance metrics is 50% for achieving 80% of the financial-related
target.

2) Represents target bonus award payments under the Company’s Management Incentive Plan for 2007 based on
100% achievement of goals. The Compensation Committee determined that Mr. Mever’s incentive compensation
for 2007 would be paid at 100% of target as part of his offer of employment.

(3) Under the Company’s Management Incentive Plan. named executive officers can eamn more than their target
incentive for exceeding financial-related goals above 100% of target. For 2007. the named executive officers
could earn up to 180% of their target incentive if they achieved at least 150% of their financial goals.

(4} Under the Company’s Strategic Initiative Plan, named executive officers who participate can earn any amount up
1o the target incentive amount depending on achievement of their strategic initiative objectives.

(5) Mr. Illson resigned from his position as an executive officer of the Company effective in June 2008. although he
remained employed by the Company through August 2008.

(6) Mr. Watt's annual incentive targets under the Company's Management Incentive Plan and the Strategic Initiative
Plan for 2007 have been converted from British pounds to U.S. dollars using the average exchange rate of
$2.00/£1.00 during 2007.

(7) These amounts reflect the full grant date fair value of each equity award computed in accordance with
SFAS 123(R). Assumptions used in the calculation of this amount for purposes of our consolidated financial
statements are included in Note 8 — Stock-Based Compensation Plans in the notes to our consolidated financial
statements included in this Annual Report on Form 10-K.
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Grants of Plan-Based Awards for Fiscal Year Ended December 31, 2008

The following table provides certain information with respect to grants of options to purchase shares of our

common stock made to our named executive officers during 2008. The table also provides information with regard
to cash bonuses under our performance-based. non-equity incentive plans to the named executive officers.

All Other
Stock  All Other
Awards: Options Exercise
Number Awards: or Base Grant Date

Estimated Future Pavouts under Non- of Shares Number of Price of Fair Value

Date of ol . . of Stock Securities Option  of Stock
Board  Grant Equity Incentive Plap Awards or Units Underlving Awards and Option

Name Action Date  Threshold ($) Target (3) Maximum (§) #) Options  ($/Sh) Awards (7)
W.Donald Bell ...... 1/21/2008 1/21/2008 316.250(1) 632.500(2) 1.265.000(3) —_ — —_

1/21/2008 1/21/2008 — 300.000(4) — — — —
James E. Illson (3) . ... 1/21/2008 1/21/2008 135.000 270.000(2)  540.000(3) — — —
William E. Meyer .. ..1/21/2008 1/21/2008 — 200.000(2) —

1/21/2008 1/21/2008 30.000 5.90 62,181

1/21/2008 1/21/2008 25,000 147,500

5/20/2008 5/20/2008 62.500 165.625
Andrew S. Hughes . . .. 1/21/2008 1/21/2008 — 120.000(2) —

1/21/2008 1/21/2008 20,000 5.90 41.454

1/21/2008 1/21/2008 15.000 88.500

5/20/2008 5/20/2008 19.708 52.226
Richard J. Jacquet .. ..1/21/2008 1/21/2008 55.500¢1) 111,000(2) 222.000(3)

1/21/2008 1/21/2008 —_ 150,000(4) —_

5/20/2008 5/20/2008 31.500 83.475
Graeme Watt (6) ... .. 1/21/2008 1/21/2008  132.525(1) 265.050(2)  530.100(3)

5/20/2008 5/20/2008 — 200.000(4) —

1/21/2008 1/21/2008 60.000 560 124.362

1/21/2008 1/21/2008 40,000 236.000

5/20/2008 5/20/2008 82.500 218.625

(6)

(7)

This amount represents 50% of the target incentive under our Management Incentive Plan. Under this plan the minimurm
payout of incentives for financial performance metrics is 50% for achieving 80% of the financial-related target.

Represents target bonus award payments under our Management Incentive Plan for 2008 based on 100% achievement of
goals. The Compensation Committee determined that Mr. Meyver's and Mr. Hugbes incentive compensation for 2008 would
be paid at 100% of target.

Under the Company s Management Incentive Plan. the named executive officers can earn more than their target incentive
for exceeding financial-related goals above 100% of target. For 2008. the named executive officers could earn up 10 200%
of their target incentive if they achieved at Jeast 150% of their financial goals.

Under the Company's Strategic Injtiative Plan. the named executive officers who participate can earn any amount up 1o their
targe! incentive amount depending on achievernent of their strategic initiative objectives.

Mr. Illson resigned from his position as an executive officer of the Company effective in June 2008, although he remained
emploved by the Company through August 2008.

In conjunction with Mr. Watt's pending relocation from the U.K. to the U.S., the Compensation Cominitiee made a one-time
£4.500 adjustment to his second half management incentive. Additonally. for 2008 only. the Compensation Commitiee
approved a one-time change in Mr. Watt's incentive plan mix of performance metrics from 40% pre-tax profit performance.
40% ROWC performance, and 20% MBOs. to 25% pre-tax profit performance. 25% ROWC performance and 50% MBOs.
Mr., Wart's annual incentive target under the Company’s Management Incentive Plan and the Strategic Initiative Plan for
2008 has been converted from British pounds to U.S. dollars using the average exchange rate of §1.86/£1.00 during 2008.
These amounts reflect the full grant date fair value of each equity award computed in accordance with SFAS 123(R).
Assumptions used in the calculation of this arnount for purposes of our financial statements are included in Note 8 — Siock-
Based Compensation Plans in the notes to our consolidated financial staterents included in this Annual Report on

Form 10-K.
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Stock options granted to our named executive officers in 2007 and 2008 have a term of five years and vest

at a rate of 25% on each anniversary of the grant date. RSUs granted to our named executive officers in 2007 and

2008

vest as described in Item 11, Executive Compensation — Compensation Discussion and Analvsis -

Restricted Stock Units.

Outstanding Equity Awards at 2008 Fiscal Year End

The following table provides information with respect to each unexercised stock option and unvested RSU

awards held by each named executive officer for 2008 as of December 31. 2008.

Option Awards Stock Awards
Number of Number of Number of Market Value
Securities Securities Shares or of Shares or
Underlying Underlying Units of Stock  Units of Stock
Unexercised  Unexercised Option Option That Have Not  That Have Not
Options (#) Options (#) Exercise Price  Expiration Vested Vested
Name Exercisable  Unexercisable ($) Date (#) (%)
W.DonaldBell ...... ... 100,000 0 7.23 8/27/2008(1) — —
37.500 37.500(3) 6.32 3/21/2011 — —
James E. lllson (2) .. ... .. 232.000 0 3.90 8/13/2007(1)
50.000 0 4.12 5/22/2008
25.000 0 10.00 2/19/2009
60.000 0 6.73 8/9/2009
16.000 0 10.28 8/3/2010
12.500 12.500(3) 6.32 3/21/2011]
12.500(4) 7.500
William E. Meyer .. ... .. 56.250 168.750(3) 5.15 8/06/2012
0 30.000(3) 5.90 1/21/2013
87.500(4) 52.500
Andrew S. Hughes . ... ... 17.500 52.500(3) 6.13 7/30/2012
0 20.000(3) 5.90 1/21/2013
34,708(4) 20.823
Richard J. Jacquet ....... 50.000 0 4.37 7/07/2008(1)
6.000 0 10.28 8/03/2010
10,000 10.000(3) 6.32 3/21/2011
15.000 0 10.00 5/22/2010
31.500(4) 18.900
Graeme Watt ........... 250.000 0 6.45 4/21/2009(1)
0 60.000(3) 5.90 1/21/2013

160.000(4) 96.000

The expiration dates of the options scheduled to expire in 2007. 2008 and 2009 were extended by the
Compensation Committee to expire generally 30 days after the Company is current in its SEC filings. which
is currently expected to occur by the end of 2009.

Mr. Ilson resigned from his position as an executive officer of the Company effective in June 2008.
although he remained a service provider for purposes of our 1998 Stock Plan through May 2009.

The stock option grant date is five years prior to the expiration date for the grant. The stock option grant
vests 25% per year on each anniversary of the grant date.

For Mr. Hlson, the RSUs vested on May 17. 2009. For Mr. Meyer: 22,500 RSUs vest on August 28. 2009.
12.500 RSUs vest on March 1. 2010. 42.500 RSUs vest on January 29, 2010 and 10,000 RSUs vest on

May 20, 2010. For Mr. Hughes: 7.500 RSUs vested on March 1, 2009. 9.854 RSUs vested on May 20. 2009.
7.500 RSUs vest on March 1. 2010, and 9,854 RSUs vest on May 20, 2010. For Mr. Jacquet: 5.000 RSUs
vested on May 20, 2009, 21,500 RSUs vest on January 29. 2010 and 5.000 RSUs vest on May 20. 2010. For
Mr. Watt: 77,500 RSUs vest on August 28, 2009, 42,500 RSUs vest on January 29. 2010. 20.000 RSUs vest
on March 1. 2010. and 20.000 RSUs vest on May 20, 2010.
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Option Exercises and Stock Vested for Fiscal Year Ended December 31, 2007

The followin ¢ table provides information with respect to the exercising of option awards and shares subject
to RSU awards held by our named executive officers for 2007 that vested during 2007.

Option Awards Stock Awards
Number of Number of

Shares Acquired Value Realized Shares Acquired Value Realized
Name on Exercise (#) on Exercise (§)  on Vesting (#) on Vesting ($)
W.DonaldBell ................. ... — — — —
JamesE. Illson ..................... — — 22.500 130.875
William E. Meyer .................. — — — —
Richard I. Jacquet .................. — — 10.625 69.856

Robert J. Sturgeon . ........... ... .. — — — —
Graeme Watt . ............ ..., — — —_— —

Option Exercises and Stock Vested for Fiscal Year Ended December 31, 2008

The following table provides information with respect to the exercising of option awards and shares subject
to RSU awards held by our named executive officers for 2008 that vested during 2008.

Option Awards Stock Awards
Number of Number of
Shares Acquired Value Realized Shares Acquired Value Realized
Name on Exercise (#) on Exercise (§) on Vesting (#) on Vesting ($)
W.DonaldBell ............... — — 100.000 274.000
JamesE. lllson ............... — — 22.500 57.150

William E. Meyer ............. — — — —
Andrew S. Hughes ............ — — — -
Richard I. Jacquet .. ........... — — —_ _—
Graeme Watt . ................ — — — —

Pension Benefits for 2007

The following table provides information regarding the present value of benefits under our Supplemental
Executive Retirement Plan (the “SERP”) as of December 31, 2007. Other than Mr. Bell. none of our named
executive officers for 2007 are participants in the SERP or other post-employment benefit plans.

Present Value of

Number of Years Accumulated Pavments During
Name Plan Name Credited Service Bepefits (1) Last Fiscal Year
W.DonaldBell . ............... SERP N/A $4.117.112 $ 0

JamesE. Illson ................ — — — —
William E. Meyer . ........... .. — — — —
Richard J. Jacquet . . ............ _— — —_ —
Robert]. Sturgeon ............. — — — —
Graeme Watt ................. — — — —

Pension Benefits for 2008

The following table provides information regarding the present value of benefits under the SERP as of
December 21. 2008. Other than Mr. Bell, none of our named executive officers for 2008 are participants in the
SERP or other post-employment bepefit plans.



Present Valuoe of

Number of Years Accumulated Payvments During
Name Plan Name Credited Service Benefits (1) Last Fiscal Year
W.DonaldBell . ............... SERP N/A $4.044,309 $ 0

JamesE. Hllson ............. ... — — — —
William E. Meyer .............. — — — —
Andrew S. Hughes ............. — — — —
Richard J. Jacquet . . ............ — — — —_—
Graeme Watt . ................ — — — —

(1) The present values have been calculated assuming Mr. Bell would have retired at age 70, the normal
retirement age under the SERP. The present values also assume that the benefit is payable as a single life
annuity. The discount rate assumptions for the 2007 and 2008 calculations are 5.75% and 3.50%,
respectively. The mortality assumptions were based on the RP-2000 Mortality Tables.

The SERP provides supplemental retirement benefits to certain executive officers designated by the Board.
The Board establishes the amount of the annual retirement benefit. vesting schedule and other terms separately
for each participant. Although benefits under the SERP are unsecured. we have purchased life insurance policies
on Mr. Bell and other executives, the proceeds of which are payable to us. We expect that the proceeds from
these policies will be sufficient to recover, over time, the full cost of the SERP. the cost of the insurance and
certain death benefits payable to the other covered executives.

Mr. Bell is the only named executive officer who has been designated as a participant in the SERP. He 1s
fully vested in his benefits, which entitle him to an annual income benefit of $450.000. Mr. Bell's benefits are
payable in the form of a life annuity unless he elects, in accordance with the terms of his award, an actuarially
equivalent joint and survivor form of benefit prior to his termination of employment.

Payments upon Termination or Change in Control

The following table describes the potential payments and benefits upon termination of employment of our
named executive officers for 2008. other than Mr. Ilison, including in connection with a change in control of our
Company. as if each named executive officer’s employment terminated as of December 31. 2008. For purposes
of valuing the severance and vacation payments in the table below. we used each officer’s base salary rate in
effect on December 31. 2008, and the number of accrued but unused vacation days on December 31, 2008. A
summary of the employment and change in control agreements that provide severance benefits to our named
executive officers 1s set forth in Item 11 — Execurive Compensarion — Compensation Discussion and Analvsis
— Emplovment and Change in Control Agreements.

Mr. Tllson resigned from his position as an executive officer of the Company effective in June 2008.
although he remained employed by the Company through August 2008. In connecton with his termination.
Mr. Ilson received $465.000 in severance pay and $38.764 for accrued vacation. In 2008. Mr. Illson also
received $99.285 in consulting fees following his termination from the Company.

The value of the acceleration of equity awards shown in the table below was calculated based on the
assumption that the change in control. if applicable. occurred and the officer’s employment terminated on
December 31. 2008, and that the fair market value per share of our common stock on that date was $0.60. which
was the closing trading price of our common stock on December 31. 2008. The value of the accelerated vestng
of RSUs was calculated by muluplying the number of unvested RSUs by $0.60.
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Name

W. Donald Bell (4) .. ..

William E. Meyer ... ..

Andrew S. Huaghes (5) ..

Richard I. Jacquet . . ...

Graeme Watt (6) ......

As of December 31, 2008

Involuntary
Termination
Without
Cause
Termination Within
of 12 Months
Employment after a Termination
Without Change in Due to

Benefit Cause (1) Control (2} Death (3)

Severance $ 0 $632,500 % —
Accrued Vacation 80.235 80.255 80.255

Stock Option Acceleration — 0 —

Restricted Stock Unit Acceleration — 0 —

Continued Employee Benefits 0 12,949 —
Death Benefit — — 1,125,000
Total Value $ 80.255 $725,704  $1.205.000

Severance $350.000 $350.000 $ —
Accrued Vacation 3,374 3.374 3.374

Stock Option Acceleration — 0 —

Restricted Stock Unit Acceleration — 52.500 —_

Continued Employee Benefits — 17.590 —

Death Benefit
Total Value

Severance

Accrued Vacation

Stock Option Acceleration
Restricted Stock Unit Acceleration
Continued Employee Benefits
Death Benefit

Total Value

Severance

Accrued Vacation

Stock Option Acceleration
Restricted Stock Unit Acceleration
Continued Employee Benefits
Death Benefit

Total Value

Severance

Accrued Vacation

Stock Option Acceleration
Restricted Stock Unit Acceleration
Continued Employee Benefits
Death Benefit

Total Value

$423.464 § 3374

$353.374

$150.000

$300.000 § —
11.931 11,931 11.931
— 0 —
— 20.825 —
12.949 —
$161.931  $345,705 § 11,931
$112,000  $224.000 § —
19,815 19.815 19.815
— 0 _
— 18.900 —
— 12.949 —
— — 250,000
$131.815 $275.664 $ 209815
$538.470  $538470 § —
— 0 _
— 96.000 —
9.430 —
$538.470  $643,900 § —

(1) For Messrs. Hughes, Jacquet and Sturgeon, the severance payment under this column is the equivalent of six
months of base salary. For Messrs. Meyer and Watt, the severance payment under this column is the
equivalent of 12 months of base salary. payable under their respective employment agreements. The
severance is payable in a Jump-sum payment.
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Pursuant to change in control agreements, the amounts in the table above represent a lump sum severance
payment equal to 12 months of base salary, continuation of benefits for one year and acceleration of all
outstanding equity awards. Under the change in contro] agreements. an “Involuntary Termination™ occurs
when the Company causes: (i) without the officer’s express written consent. the significant reduction of his
duties. authority or responsibilities relative to his duties, authority or responsibilities in effect immediately
prior to such reduction, or the assignment to the officer of such reduced duties, authority or responsibilities:
(i) without the officer’s express written consent, a substantial reduction. without good business reasons. of
the facilities and perquisites (including office space and Jocation) available to him immediately prior to such
reduction: (i1i) a reduction in the officer’s base salary: (iv) a material reduction in the kind or level of
employee benefits. including bonuses. to which the officer is entitled with the result that the officer’s overall
benefits package is significantly reduced: (v) the relocation of the officer to a facility or a location more than
35 miles from the officer’s then-present Jocation. without the officer’s express written consent: (vi) any
purported termination of the officer’s employment other than for disability or for cause. or any purported
termination for which the grounds relied upon are not valid: (vii) the failure of the Company to obtain the
assumption of the officer’s retention agreement by any successor: or (viii) any act or set of facts or
circumstances, which would, under California Jaw. constitute constructive termination. “Cause” means

(a) any act of personal dishonesty taken by the officer in connection with his responsibilities as an employee
and intended to result in substantial personal enrichment to the employee; (b) conviction of a felony: (c) a
willful act by the officer that constitutes gross misconduct and that is injurious to the Company: and

(d) following delivery to the officer of a written demand for performance from the Company that describes
the basis for the Company’s belief that the officer has not substantially performed his duties. continued
violations by the officer of his obligations to the Company that are demonstrably willful and deliberate on
his part. “Change of Control” means the occurrence of any of the following events: (x) any “person” (as
such term is used in Sections-13(d) and 14(d) of the Exchange Act) is or becomes the “beneficial owner™ (as
defined in Rule 13d-3 under this Act), directly or indirectly. of securities of the Company representing 50%
or more of the total voting power represented by the Company: (¥) a change in the composition of the Board
occurring within a two-year period. as a result of which fewer than a majority of the directors are incumbent
directors; (z) the stockholders of the Company approve a merger or consolidation of the Company with any
other corporation. other than a merger or consohidation that would result in the voting securities of the
Company outstanding immediately prior thereto continuing 1o represent at least 50% of the total voting
power represented by the voting securities of the Company or such surviving entity outstanding immediately
after such merger or consolidation. or the stockholders of the Company approve a plan of complete
liquidation of the Company or an agreement for the sale or disposition by the Company of all or
substantially all of its assets.

For Mr. Bell. represents his death benefit under the SERP. which entitles his spouse 10 50% of the annual
benefit he would have been to entitled over five years. payable in equal monthly installments. For

Mzr. Jacquet, represents the benefit under our executive death benefit program, payable in five equal annual
installments. A description of this program is set forth in Item 11 - Execurive Compensation —
Compensarion Discussion and Analvsis — Other Element — Personal Benefits and Perquisiies.

In March 2009, the Board approved a new employment agreement for Mr. Bell that provides. in the case of
termination without cause or termination without cause within 12 months of a change in control. a severance
payment of two times his annual base salary. payment of COBRA benefits for a period of 18 months and. in
the case of or termination without cause within 12 months of a change in control. the acceleration of the
vesting of all unvested equity awards.

Mr. Hughes was not a named executive officer in 2007.

This amount and others shown in the above table for Mr. Watt were converted from British pounds to U.S.
dollars using an average exchange rate of $2.00/£1.00 during 2007 and $1.86/£1.00 during 2008.

Director Compensation

In 2007 and 2008. our non-employee directors received an annual retainer of $30,000, a fee of $4.000 per

day for each Board meeting attended in person, $2.000 for artendance at each telephonic Board meeting, and a
fee of $2.000 for each in-person or telephonic Board committee meeting atiended. In addition, the Lead
Independent Director received an additional annual retainer of $15.000 prior to April 2007 (was increased to
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$50.000 per year effective April 2007), the Audit Committee Chair received an additional annual retainer of
$15.000, the Compensation Commitiee Chair received an additional annual retainer of $12.000. and the
Corporate Governance and Nominating Committee Chair received an additional annual retainer of $8,000 prior
to April 2007 ($15.000 per year effective April 2007). During 2008 and 2007, many of our non-employee
directors served on the special committees related to the investigatons that led to our restatement. Directors
serving on these special committees were compensated for meeting attendance consistent with attendance at
meetings of 'standing committees. Effective November 15, 2007, the Board modified the compensation of our
then-Lead Independent Director, Mr. Ousley. to $350.000 per year in lieu of all other monetary compensation.
including meeting fees, in recognition of the additional work Mr. Ousley undertook during and after the financial
restatemnent process. Effective March 1. 2009. the Board reduced Mr. Ousley’s compensation to $150.000 per
vear. In addition, the Board reduced by 30% the quarterly retainer and meeting fees earned by non-employee
directors on or after January 1, 2009.

Under the terms of our 1998 Stock Plan. each non-employee director automatically receives a nongqualified
option to purchase 22,500 shares of our common stock upon his or her initial election or appointment as a
director and a nonqualified option to purchase 7.500 shares of common stock following each of the Company’s
annual meetings of shareholders. As a result of the Company not holding an annual meeting of shareholders in
2007 and 2008. no option awards were granted to our non-employee directors in 2007 and 2008.

The following table provides information with respect to all compensation awarded to. earned by. or paid to
each person who served as a non-employee director (Mr. Bell. our President and Chief Executive Officer.
receives no additional compensation for his service on our Board) for some or 2l of fiscal 2007 or 2008. Other
than as set forth in the table. for the periods presented, we did not pay any fees to our directors. made any equity
or non-equity awards to our directors, or paid any other compensation to our directors.

2007 2008
Fees Fees
Earned Earned
or Option or Option
Paid in Awards Paid in Awards
Name Cash ($) ($)(1) Total ($) Cash (%) ($)(1) Total ($)
Gordon A. Campbell ..... ... .. ... 76.000 — 76,000 76,000 — 76.000
Eugene B. Chaiken . ... 105.006 — 105,000 99.500 — 99.500
David M. Emsberger . ...........iiinn 138,000 — 138,000 99,000 — 99.000
EdwardL. Gelbach ....... ... ... ... .. .. 96,000 — 96,000 88,000 — 88.000
Michael I. Grainger (2) ...........c.... oo 202.000 — 202.000 19.500 — 19,500
Peter G. Hanelt (3) .. ... i — — — 25500 @ — 25.500
JamesE.Ousley .. ... i 177.375 — 177.375 350,000 — 350,000
Glenn E. PenisSten . . ..ot 103.500 — 103,500  92.000 — 92.000
Mark L. Sanders . . ... 132,000 — 132.000 97.500 — 97.500

(1) These amounts reflect the dollar amount of expense recognized for financial statement reporting purposes
for 2007 or 2008. as appropriate. in accordance with SFAS 123(R). with the exception that estimated
forfeitures related to service-based vesting were disregarded in these amounts. Assumptions used in the
calculation of this amount for purposes of our financial statements are included in Note 8 — Siock-Based
Compensation Plans in the notes to our consolidated financial statements included in this Annual Report on
Form 10-K. As of December 31. 2008. each non-employee director held the following number of stock
options: Mr. Campbell (7.500). Mr. Chaiken (30.000), Mr. Ernsberger (45.000), Mr. Gelbach (45.000).

Mr. Hanelt (0): Mr. Ousley (26.250), Mr. Penisten (37.500) and Mr. Sanders (15.000).

(2) Mr. Grainger resigned from the Board on March 4. 2008.

(3) Mr. Hanelt was appointed to the Board on October 29. 2008.
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The following table presents information regarding the beneficial ownership of the shares of our common
stock as of May 31. 2009 with respect to:

* each of our directors:

« each of the executive officers listed in the Summary Compensation Table for 2008 contained under the
caption Execurive Compensation above:

» by all current directors and executive officers as a group: and

+ persons beneficially owning more than 5% of our common stock.

Beneficial ownership is determined under the rules of the SEC and generally includes voting or investment
power over securities. Except in cases where community property laws apply or as indicated in the footnotes to
this table. we believe that each shareholder identified in the table possesses sole voting and investment power
over all shares of common stock shown as beneficially owned by the shareholder. Shares of common stock
subject to options that are currently exercisable or will become exercisable on or before July 30. 2009. are
considered outstanding and beneficially owned by the person holding the options.

Shares Bepeficially Owned

Name of Bepeficial Owner(1) Number Percent(2)

Greater than 5% Shareholders

FMR LLC(3) o oottt 4.561.108 14.3
Ciugroup Global Markets. Inc.(4) .. ... ... o 3.663.742 115
State of Wisconsin Investment Board(5) .......... ... . 3.043.389 9.6
Paradigm Capital Management. Inc.(6) .. ...... ... ... .. ... .. ... ... ... 2.743.922 8.6
Caisse de dépbdt et placement du Québec (7) ... ... .. ..o L. 2.300.000 7.2
Dimensional Fund Advisors LP.(8) ... ... . o 2.236.538 7.0
Wells Fargo & Company (9) ... ... 2.229.723 7.0
AQR Capital Management LLC and affiliated entity (10) . .......... .. ... . ... 1.962.081 5.8
Directors

W.Donald Bell (11) ... 1.174.235 3.7
Gordon A. Campbell (12) .. ... 20.500 *
Eugene B. Chaiken (13) ... . o 34,264 *
David M. Emsberger (14) ... ... . 52.039 *
Edward L. Gelbach (15) . ... .. 158922 *
Peter G. Hanelt .. .. .. 0 *
James E. Ousley (16) .. .. ... o 57.098 *
Glenn E. Penisten (17) .. .. 80,909 *
Mark L. Sanders (18) ... ..., 16,264 *
Named Executive Officers

Andrew S. Hughes (19) ... ... 57.354 *
James E. Ilson (20) . ..o 86.845 *
Richard J. Jacquet (21) ... ... . ... . 128.241 *
William E. Meyer (22) .. 63.750 *
Graeme Watt (23) ... 277.500 *
All current directors and executive officers as a group (14 individuals)24) ......... 2.185.015 6.9

*  Less than 1% of our outstanding common stock.
(17 Unless otherwise indicated. the address of each of the named individuals is c/o Bell Microproducts. 1941
Ringwood Avenue. San Jose. CA 95131].
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(2) Percentage of beneficial ownership is based on 31,828.490 shares of common stock outstanding as of
May 31. 2009.

(3) As reported in Schedule 13G filed February 14. 2008, with the SEC by FMR LLC (“FMR™) on behalf of
itself and Edward C. Johnson 3d. The address for FMR is 82 Devonshire Street, Boston, MA 02109. FMR, a
parent holding company. has sole voting power over 2.41 7 shares and sole dispositive power over all the
shares. FMR did not file a Schedule 13G in 2009.

(4) As reported in Schedule 13G/A filed May 8. 2009. with the SEC by Citigroup Global Markets Inc.

(*CGM™). Citigroup Financial Products Inc. (“CFP"), Citigroup Global Market Holdings Inc. (“CGM

Holdings”) and Citigroup Inc. (“Citigroup™). CFP is the sole stockholder of CGM. CGM Holdings 1s the

sole stockholder of CFP. Citigroup is the sole stockholder of CGM Holdings. The address for each of CGM.,

CFP and CGM Holdings is 388 Greenwich Street. New York, NY 10013. The address for Citigroup is 399

Park Avenue. New York, NY 10043. CGM. CFP, CGM Holdings and Citigroup have shared voting and

shared dispositive power over all the shares.

As reported in Schedule 13G filed January 30. 2009, with the SEC by the State of Wisconsin Investment

Board (“Wisconsin Investment”). The address for Wisconsin Investment is P.O. Box 7842. Madison. Wi

53707. Wisconsin Investment has sole voting power and sole dispositive power over all the shares.

(6) As reported in Schedule 13G/A filed February 17, 2009. by Paradigm Management, Inc (“Paradigm™). The
address for Paradigm is Nine Elk Street. Albany. NY 12207. Paradigm has sole voting power and sole
dispositive power over all the shares.

(7) As reported in Schedule 13G filed January 20. 2009. by Caisse de dépét et placement du Québec (“Caisse™).
The address for Caisse is 1000, place Jean-Paul Riopelle, Montréal. Québec. H2Z 2B3. Caisse has sole
voting power and sole dispositive power over all the shares.

(8) As reported in Schedule 13G/A filed February 9. 2009, with the SEC by Dimensional Fund Advisors L.P.
(“Dimensional Fund”). The address for Dimensional Fund is Palisades West, Building One, 6300 Bee Cave
Road. Austin. TX 78746. Dimensional Fund has sole voting and dispositive power over all the shares.

(9) As reported in Schedule 13G filed January 27, 2009. with the SEC by Wells Fargo & Company (“Wells
Fargo™). The address for Wells Fargo is 420 Montgomery Street. San Francisco. CA 94104. Wells Fargo has
sole voting power over 2.223,048 shares and sole dispositive power over 2.146,423 shares.

(10) As reported in a Schedule 13G/A filed February 17. 2009, with the SEC by AQR Absolute Return Master
Account L.P. (“Absolute”) and a Schedule 13G/A filed with the SEC on February 17. 2009 by AQR Capital
Management, LLC (“Management”). The address for both Absolute and Management is Two Greenwich
Plaza. 3rd Floor. Greenwich. CT 06830. Each of Absolute and Management reported shared voting power
and shared dispositive power over debt securities that are convertible into 1.962,081 shares of our common
stock. Management is a registered investment adviser.

(11) Includes options held by Mr. Bell to purchase 156.250 shares. which are currently exercisable or will
become exercisable on or before July 30. 2009.

(12) Includes options held by Mr. Campbell to purchase 7.500 shares. which are currently exercisable or will
become exercisable on or before July 30. 2009.

(13) Includes options held by Mr. Chaiken to purchase 30,000 shares. which are currently exercisable or will
become exercisable on or before July 30. 2009.

(14) Includes options held by Mr. Emsberger 1o purchase 45.000 shares. which are currently exercisable or will
become exercisable on or before July 30. 2009.

(15) Includes options held by Mr. Gelbach to purchase 37,500 shares. which are currently exercisable or will
become exercisable on or before July 30. 2009.

(16) Includes options held by Mr. Ousley to purchase 22,500 shares. which are currently exercisable or will
become exercisable on or before July 30. 2009.

(17) Includes options held by Mr. Penisten to purchase 30.000 shares. which are currently exercisable or will
become exercisable on or before July 30. 2009.

(18) Includes options held by Mr. Sanders to purchase 15,000 shares, which are currently exercisable or will
become exercisable on or before July 30. 2009.

(19) Includes options held by Mr. Hughes to purchase 40.000 shares. which are currently exercisable or will
become exercisable on or before July 30, 2009.

—
N
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(20) Mr. Hlson is no longer employed with the Company.

(21) Inciudes options held by Mr. Jacquet to purchase 86.000 shares. which are currently exercisable or will
become exercisable on or before July 30. 2009.

(22) Includes options held by Mr. Meyer to purchase 63.750 shares, which are currently exercisable or will
become exercisable on or before July 30, 2009.

(23) Includes options held by Mr. Watt to purchase 265.000 shares. which are currently exercisable or will
become exercisable on or before July 30, 2009.

(24) Incindes options to purchase an aggregate of 862,439 shares held by six current executive officers and eight
non-employee directors, which are currently exercisable or will become exercisable on or before July 30.
2009.

The following table provides information concerning our equity compensation plans as of December 31.
2008:

Equity Compensation Plan Information

Number of
Securities
Remaining
Available for
Future
Number of Issuance
Securities Weighted- Under
to be Issued Average Equity
Upon Exercise Compensation
Exercise of Price of Plans
Outstanding  Outstanding (Excluding
Options, Options Securities
Warrants Warrants Reflected in
Plan Category and Rights and Rights Column (a))
Equity compensation plans approved by security holders . . .......... 3.767.567 $6.52(1) — (2)
Equity compensation plans not approved by security holders(3) ...... 232.000 $3.90 —
Total ..o 3.999.567 $6.37 —

(1) Weighted-average exercise price excludes 1.020.083 shares for RSUs with zero exercise price.

(2) Our 1998 Stock Plan expired in May 2008. Therefore. no equity awards are available for grant under the
1998 Stock Plan.

(3) Represents stock options that have been granted to employees outside of our 1998 Stock Plan. which options
are represented by agreements substantially the same as agreements with respect to options under the 1998
Stock Plan and generally provide for a vesting period as determined by the Board and expire over terms not
exceeding ten years from the date of grant.

Item 13. Certain Relationships and Related Transactions and Director Independence
Transaction with Related Persons

The Audit Committee of the Board monitors and reviews issues involving potential conflicts of interest and
reviews and approves all transactions in which a related person has had or will have a direct or indirect material
interest.

Since October 2005. the Company has employed a stepson of Mr. Bell in the position of director of strategic
markets. In 2008 and 2007, Mr. Bell's stepson received total cash compensation of $246,217 and $238.307,
respectively. On November 17. 2005, he was granted an option to purchase 15.000 shares of common stock, with
an exercise price of $7.95 per share. On January 21, 2008, he was granted an option 1o purchase 10.000 shares of
common stock at an exercise price of $5.90. In addition, he participates in all other benefits that the Company
offers to all of our employees. The Audit Committee reviewed and ratified the employment of Mr. Bell's stepson
and his compensaton.
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Director Independence

The Board has determined that each of Messrs. Campbell. Chaiken, Ernsberger. Gelbach, Hanelt. Ousley.
Penisten and Sanders is independent of the Company and our management within the meaning of the Nasdag
listing standards.

Item 14. Principal Accountant Fees and Services
Principal Accountant Fees

On December 30. 2008, the Audit Committee approved the engagement of Deloitte & Touche LLP as our
independent registered public accounting firm for the fiscal years ended December 31, 2008 and 2007. Prior to
December 30. 2008, PricewaterhouseCoopers LLP was our independent registered public accounting firm for the
fiscal year ended December 31. 2006 and the preceding fiscal years. We incurred the following fees to Deloitte &
Touche LLP. the member firms of Deloitte Touche Tomatsu, and their respective subsidiaries and affiliates
(collectively “Deloitte™). associated with their audits of fiscal years 2008 and 2007 (in thousands):

Fiscal Year Fiscal Year

2008 2007
AUGIT FEES .« o oo e e e $4.801 $5.629
AUGIt-TEIAIEA TEES .« o o ottt e — —
TaX 8BS o o o ot —_ —
ATLOTHET FEES o v v o oo e et e e e e e — —
TOAL © o o oo e $4.801 $5.629

Audit fees are for professional services rendered by Deloitte for the audit of the Company’s annual financial
statements and the internal control over financial reporting under Section 404 of the Sarbanes-Oxley Act for
fiscal vear 2008 and the audit of the financial statements for fiscal 2007, and services that are normally provided
in connecuion with statutory and regulatory filings or engagements

Audit-related fees consist of fees reasonably related to the performance of the audit or review of the
registrant’s financial statements and are not reported under “Audit fees.” The Company paid no fees in this
category 10 Deloitte for the fiscal years ended December 31, 2008 and 2007.

Tax fees consist of fees for services related to tax compliance, tax advice. and tax planning. The Company
paid no fees in this category to Deloitte for the fiscal years ended December 31. 2008 and 2007.

All other fees consist of fees for services other than the services reported above. The Company paid no fees
in this category to Deloitte for the fiscal years ended December 31. 2008 and 2007.

Pre-Approval Policy

Pursuant to the Audit Committee’s pre-approval policy, the Audit Committee is responsibie for
pre-approving all audits and permitted non-audit services to be performed for the Company by our independent
anditors or any other auditing or accounting firm. The Audit Committee has delegated to the Chairman of the
Committee the authority to unilaterally approve any incremental service 10 be performed by the independent
auditor, provided such service does not exceed $50.000. All audit and audit-related services for fiscal years 2008
and 2007 were pre-approved by the Audit Committee.



PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) The following documents are filed as part of this Form 10-K:
(1) Consolidated Financial Statements.

The financial statements (including the notes thereto) listed in the index to consolidated financial
statements (set forth in Item 8 of this Form 10-K) are filed as part of this Annual Report on Form 10-K.

(2) Consolidated Financial Statement Schedule I1 — Valuation and Qualifying Accounts.

Schedules not listed above have been omitted because they are not required or the information required
10 be set forth therein is included in the consolidated financial statements or the notes to the consolidated
financial statements included in this Annual Report on Form 10-K.

(3) Exhibits — See Exhibit Index following signature page.
(b) Exhibits. See Item 15(a). above.

(c) Financial Statements and Schedule. See Item 15(a), above.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this Report to be signed on its behalf by the undersigned. thereunto duly authorized on June 28.
2009.
BELL MICROPRODUCTS INC.

By: /s/  WiLLIaM E. MEYER

William E. Mever
Executive Vice President and Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report on Form 10-K has been
signed below by the following persons on behalf of the Registrant and in the capacities and on the dates
indicated:

Signature Title Date
/s/  W.DONALD BELL President and Chief Executive Tune 28. 2009
(W. Donald Bell) Officer

(Principal Executive Officer)

/s/  WiLiaM E. MEYER Executive Vice President and Chief June 28. 2009
(William E. Meyer) Financial Officer
(Principal Financial Officer and
Principal Accounting Officer)

/s/  GORDON A. CAMPBELL Director June 28. 2009
(Gordon A. Campbell)

/s/ EUGENE B. CHAIKEN Director June 28. 2009
(Eugene B. Chaiken)

/s/  DaviD M. ERNSBERGER Director June 28. 2009
(David M. Ernsberger)

/s/ EDWARD L. GELBACH Director June 28, 2009
(Edward L. Gelbach)

/s/  PETER G. HANELT Director June 28. 2009
(Peter G. Hanelt)

/s/ JaMES E. OUSLEY Chairman of the Board June 28, 2009

(James E. Ousley)

/s/  GLENN E. PENISTEN Director June 28. 2009

(Glenn E. Penisten)

/s/  MARK L. SANDERS Director June 28. 2009
(Mark L. Sanders)

—
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SCHEDULE IT —
VALUATION AND QUALIFYING ACCOUNTS

Additions
Batance at  Charged (Credited) Charged
Beginning of to Costs and to Other Deductions- Balance at
Years Ended December 31, Period Expenses Accounts(l) Write-Offs  End of Period
(in thousands)

2006
Allowance for doubtful accounts ... ... $ 8.940 $ 8,506 $ — (5.859) 11.587
Allowance for deferred taxes ......... 8.041 23.065 1.223 — 32.330
2007
Allowance for doubtful accounts ...... 11,587 7.090 — (3.533) 13.144
Allowance for deferred taxes ......... 32,330 13.238 (6.853) — 38.715
2008
Allowance for doubtful accounts ...... 13.144 16.375 — (6.915) 22.604
Allowance for deferred taxes ......... 38.715 22.027 (7.657) — 53.085

(1) Amounts charged to deferred tax assets/liabilities.
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Number

Index to Exhibits

Description of Document

2.]

to
(8]

(93]
[

4.1

4.6

4.7

4.8

49

10.1

Asset Purchase Agreement, dated October 2. 2006. armong the Company. New ProSys Corp.. ProSys
Information Systems. Inc., Michelle Clery and Bruce Keenan. Incorporated by reference to Exhibit 2.1
filed with the Company's Current Report on Form 8-K filed with the SEC on October 4, 2006.

Stock Purchase Agreement, dated October 2. 2006, by and between New ProSys Corp. and Bruce
Keenan. Incorporated by reference to Exhibit 2.2 filed with the Company’s Current Report on
Form 8-K filed with the SEC on October 4, 2006.

Amended and Restated Articles of Incorporation of the Company. Incorporated by reference to
Exhibit 4.1 filed with the Company’s Registration Statement on Form S-3 (File No. 333-1 17555) on
July 21, 2004.

Amended and Restated Bylaws of the Company (as amended through May 21, 2009). Incorporated by
reference to Exhibit 3.2 filed with the Company’s Current Report on Form 8-K on May 22. 2009.

Form of Indenture between the Company and Wells Fargo Bank, National Association, as Trustee. with
respect 10 the Series B 3¥%4% Subordinated Convertible Notes due 2024. Incorporated by reference 10
Exhibit 4.1 filed with the Company's Registration Statement on Form S-4 (File No. 333-120527) on
November 16, 2004.

Indenture dated as of March 5. 2004 between the Company and Wells Fargo Bank, National
Association as Trustee, with respect to the 3%4% Subordinated Convertible Notes due 2024.
Incorporated by reference to Exhibit 4.1 filed with the Registrant’s Registration Statement on Form S-
3 (File No. 333-116130) on June 3, 2004.

Form of Series B 3.75% Subordinated Convertible Notes due 2024 (contained in Exhibit 4.1).
Form of 3.75% Subordinated Convertible Notes due 2024 (contained in Exhibit 4.2).

Registration Rights Agreement dated March 5. 2004 by and among the Company. Merrill Lynch,
Pierce, Fenner & Smith Incorporated and Raymond James & Associates, Inc. Incorporated by reference
to Exhibit 4.2 filed with the Companys Registration Statement on Form S-3 (File No. 333-] 16130) on
June 3. 2004.

First Supplemental Indenture dated as of December 20. 2006 between the Company and Wells Fargo
Bank. N.A. Incorporated by reference to Exhibit 4.1 filed with the Company’s Current Report on
Form 8-K on December 21, 2006.

9% Semor Subordinated Note in the Amount of $23.000.000 dated as of October 2, 2006 in connection
with the Securities Purchase Agreement dated as of October 2. 2006 among the Company. The
Teachers’ Retirement System of Alabama and the Employees’ Retirement System of Alabama.
Incorporated by reference to Exhibit 10.2 filed with the Company's Current Report on Form 8-K on
October 4, 2006.

9% Senior Subordinated Note in the Amount of $12.000,000 dated as of October 2. 2006 in connection
with the Securities Purchase Agreement dated as of October 2, 2006 among the Company, The
Teachers’ Retirement System of Alabama and the Employees’ Retirement System of Alabama.
Incorporated by reference to Exhibit 10.3 filed with the Company's Current Report on Form 8-K on
October 4, 2006.

Warrant 10 Purchase 125.000 Shares of Bell Microproducts Inc. dated as of October 2. 2006.
Incorporated by reference 1o Exhibit 10.4 filed with the Company's Current Report on Form 8-K on
October 4, 2006.

Employment Agreement dated as of July 1. 1999 between the Company and W. Donald Bell.
Incorporated by reference to Exhibit 10.1 filed with the Company's Quarterly Report on Form 10-Q/A
(File No. 000-21528) for the quarter ended September 30. 1999. on January 10, 2000.*
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Number

Description of Document

10.2

10.4

10.7

10.8

109

10.10

10.11

10.12

10.13

10.14

10.13

Amendment to Employment Agreement berween the Company and W. Donald Bell dated as of
October 19, 2000. Incorporated by reference to Exhibit 10.1 filed with the Company’s Quarterly Report
on Form 10-Q (File No. 000-21528) for the gquarter ended March 31, 2001.*

Amendment No. 2 to Employment Agreement between the Company and W. Donald Bell dated as of
April 30, 2002. Incorporated by reference to Exhibit 10.1 filed with the Company’s Quarterly Report on
Form 10-Q (File No. 000-21528) for the quarter ended September 30. 2002.*

Executive Employment and Non-Compete Agreement dated as of August 13, 2002 between the
Company and James E. Illson. Incorporated by reference to Exhibit 10.2 filed with the Company s
Quarterly Report on Form 10-Q (File No. 000-21528) for the quarter ended September 30. 2002.*

Syndicated Composite Guarantee and Debenture effective as of December 2, 2002 by and among Bell
Microproducts Limited, certain other companies Jisted and Bank of America, N.A. Incorporated by
reference to Exhibit 10.40 filed with the Company’s Annual Report on Form 10-K (File

No. 000-21528) for the year ended December 31, 2002.

Form of Management Retention Agreement between the Company and certain executive officers of the
Company. Incorporated by reference to Exhibit 10.1 filed with the Company’s Quarterly Report on
Form 10-Q for the quarter ended September 30, 2005.*

Securities Purchase Agreement dated October 2. 2006 among the Company. The Teachers’ Retirement
System of Alabama and The Employees’ Retirement System of Alabama. Incorporated by reference to
Exhibit 10.1 filed with the Company’s Current Report on Form 8-K on October 4, 2006.

Bell Microproducts Inc. Supplemental Executive Retirement Program. effective July 1, 2002 and
amended on November 13, 2007. Incorporated by reference to Exhibit 99.2 filed with the Company’s
Current Report on Form 8-K on November 15. 2007 .*

Bell Microproducts Inc. 2008 Management Incentive Plan. Incorporated by reference to Exhibit 10.1
filed with the Company’s Current Report on Form 8-K on January 25. 2008.*

Ninth Supplemental Agreement dated May 21, 2008 in relation to a Syndicated Credit Agreement dated
December 2, 2002, among Bell Microproducts Limited. Bell Microproducts Europe Export Limited.
Bell Microproducts Europe (Holdings) B.V., BM Europe Partners C. V.. Bell Microproducts Europe
B.V. and Bank of America, National Association. Incorporated by reference to Exhibit 10.1 filed with
the Company’s Current Report on Form 8-K on May 28, 2008.

Separation Agreement dated May 12. 2008, by and between the Company and James E. Illson.
Incorporated by reference to Exhibit 10.1 filed with the Company’s Current Report on Form 8-K on
June 10, 2008.*

Consultant Agreement dated as of May 12. 2008. by and between the Company and James E. Illson.
Incorporated by reference to Exhibit 10.2 filed with the Company’s Current Report on Form 8-K on
June 10, 2008.

Amended and Restated Credit Agreement effective as of June 30. 2008 and executed on Angust 5.
2008, among the Company, the Teachers’ Retirement Sysiem of Alabama, the Employees’ Retirement
System of Alabama. Judicial Retirement Fund. the PEIRAF-Deferred Compensation Plan and the
Public Employee Individual Retirement Account Fund. Incorporated by reference to Exhibit 10.1 filed
with the Company’s Current Report on Form 8-K on August 6. 2008.

Letter to Bell Microproducts Inc. dated August 4, 2008, from The Teachers’ Retirement System of
Alabama and the Employees’ Retirement System of Alabama. amending the Securities Purchase
Agreement dated October 2, 2006. Incorporated by reference to Exhibit 10.2 filed with the Company s
Current Report on Form 8-K on August 6, 2008.

Letter Agreement executed August 6. 2008 between Bell Microproducts Limited and Bank of America.
N.A. as Agent for the Syndicated Credit Agreement dated December 2, 2002, as amended and restated
effective May 21, 2008. Incorporated by reference to Exhibit 10.1 filed with the Company’s Current
Report on Form 8-K on August 11. 2008.
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Description of Document

10.16

10.17

10.18

10.19

10.20

10.21

10.24

10.25

Amended and Restated Loan and Security Agreement dated September 29. 2008. among Bell
Microproducts Inc., Bell Microproducts — Future Tech, Inc., Rorke Data, Inc.. Bell Microproducts
Canada — Tenex Data ULC, TotalTec Systems. Inc., Forefront Graphics U.S. Inc. as Borrowers, Bell
Microproducts Canada Inc. and Bell Microproducts Mexico Shareholder. LLC. as Guarantors and
Wachovia Capital Finance Corporation (Western) (“Wachovia™) in its capacity as administrative agent
for the financial institutions. Wachovia, Bank of America, N.A., The CIT Group/Business Credit, Inc.
and Wells Fargo Foothill, LLC (the “Lenders™). Incorporated by reference to Exhibit 10.1 filed with the
Company’s Current Report on Form 8-K on September 30. 2008.

Letier Agreement, dated Septernber 29, 2008. terminating the Second Amended and Restated Credit
and Security Agreement dated as of May 14. 2007. as amended, by and between the Company, Bell
Microproducts Funding Corporation. Variable Funding Capital Company LLC. Wachovia Bank.
National Association and General Electric Capital Corporation. Incorporated by reference to
Exhibit 10.2 filed with the Company’s Current Report on Form 8-K on September 30. 2008.

Bell Microproducts Inc. form of Executive Officer Indemnification Agreement. Incorporated by
reference 1o Exhibit 10.1 filed with the Company s Current Report on Form 8-K on November 3.
2008.*

Bell Microproducts Inc. form of Director Indemnification Agreement. Incorporated by reference to
Exhibit 10.2 filed with the Company’s Current Report on Form 8-K on November 5, 2008.*

Bell Microproducts Inc. form of Amended and Restated Director Indemnification Agreement.
Incorporated by reference to Exhibit 10.3 filed with the Company's Current Report on Form 8-K on
November 3, 2008.*

1998 Stock Plan, as amended through August 1. 2007, and form of option agreement. Incorporated by
reference to Exhibit 10.22 filed with the Company’s Annual Report on Form 10-K for the year ended
December 31, 2006.*

1998 Stock Plan Form of Restricted Stock Unit Agreement. Incorporaied by reference to Exhibit 10.23
filed with the Company’s Annual Report on Form 10-K for the year ended December 31, 2006.*

2007 Management Incentive Plan Description. revised effective July 1. 2007. Incorporated by reference
10 Exhibit 10.25 filed with the Company’s Annual Report on Form 10-K for the year ended
December 31, 2006.*

Executive Employment Agreement dated August 6. 2007. between the Company and William E.
Meyer. Incorporated by reference to Exhibit 10.26 filed with the Company’s Annual Report on
Form 10-K for the year ended December 31. 2006.*

Second Amendment to Amended and Restated Loan and Security Agreement dated February 17. 2009.
among Bell Microproducts Inc., Bell Mj croproducts — Future Tech. Inc.. Rorke Data, Inc., Bell
Microproducts Canada — Tenex Data ULC. TotalTec Systems, Inc., Forefront Graphics U.S. Inc. as
Borrowers. Bell Microproducts Canada Inc. and Bell Microproducts Mexico Shareholder, LLC, as
Guarantors and Wachovia Capital Finance Corporation (Western) ( “Wachovia™) in its capacity as
administrative agent for the financial institutions. Wachovia. Bank of America, N.A.. The CIT Group/
Business Credit, Inc. and Wells Fargo Foothill, LLC (the “Lenders™). Incorporated by reference to
Exhibit 10.1 filed with the Company’s Current Report on Form 8-K on February 20, 2009.

2009 Management Incentive Plan. Incorporated by reference to Exhibit 10.1 filed with the Company’s
Current Report on Form 8-K on February 24. 2009.*

First Amendment to the October 2, 2006 Securities Purchase Agreement dated as of February 24. 2009.
among the Company. The Teachers™ Retirement System of Alabama (“TRSA™) and The Employees’
Retirement System of Alabama (“ERSA™). Incorporated by reference to Exhibit 10.1 filed with the
Company’s Current Report on Form 8-K on March 2.2009.
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Description of Document

10.28

10.29

10.30

10.32

Second Amendment to the June 30. 2008 Amended and Restated Credit Agreement dated as of
February 24, 2009, among the TRSA. ERSA, Judicial Retirement Fund, PEIRAF-Deferred
Compensation Plan and Public Employees Individual Retirement Account Fund. Incorporated by
reference to Exhibit 10.2 filed with the Company’s Current Report on Form 8-K on March 2, 2009.

Letter Agreement to Bell Microproducts Inc. dated February 25, 2009, among the Company. TRSA and
ERSA. Incorporated by reference to Exhibit 10.1 filed with the Company’s Current Report on
Form 8-K on March 3, 2009.

Employment Agreement dated as of March 12. 2009, between the Company and W. Donald Bell.
Incorporated by reference to Exhibit 10.1 filed with the Company’s Current Report on Form 8-K on
March 16, 2009.*

First Amendment to Amended and Restated Loan Agreement dated as of November 10, 2008, by and
among Bell Microproducts Inc., Bell Microproducts — Future Tech, Inc.. Rorke Data. Inc., Bell
Microproducts Canada — Tenex Data ULC, TotalTec Systems, Inc.. Forefront Graphics U.S. Inc. as
Borrowers, Bell Microproducts Canada Inc. and Bell Microproducts Mexico Shareholder. LLC, as
Guarantors and Wachovia Capital Finance Corporation (Western) (“Wachovia™) in its capacity as
administrative agent for the financial institutions, Wachovia, Bank of America, N.A., The CIT Group/
Business Credit, Inc. and Wells Fargo Foothill, LLC (the “Lenders™).

First Amendment to Amended and Restated Credit Agreement dated as of December 23, 2008. by and
among the Company, TRSA. ERSA, Judicial Retirement Fund, the PEIRAF-Deferred Compensation
Plan and the Public Employee Individual Retirement Account Fund.

Subsidiaries of the Company.

Certification of Chief Executive Officer Pursuant to Section 302 of Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer Pursuant to Section 302 of Sarbanes-Oxley Act of 2002.
Certification of Chief Executive Officer Pursuant to Section 906 of Sarbanes-Oxley Act of 2002.**

Certification of Chief Financial Officer Pursuant to Section 906 of Sarbanes-Oxley Act of 2002.**

*  Denotes management contract or compensatory plan or arrangement.
*#*  Furnished, not filed.
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