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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

Quarterly Report Pursuant to Section 13 or 15 (d) of the Securities Exchange Act of 1934 for the
Quarterly period ended March 31, 2015

Commission File Number: 000-26926

ScanSource, Inc.
(Exact name of registrant as specified in its charter)

SOUTH CAROLINA 57-0965380

(State or other jurisdiction of (IR.S. Employer
incorporation or organization) Identification No.)
6 Logue Court

Greenville, South Carolina, 29615

(Address of principal executive offices)

(864) 288-2432

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post to such files. Yes x No ~

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

Large accelerated filer X Accelerated filer

Non-accelerated filer " (Do not check if a smaller reporting company)  Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act). Yes © No x

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date.

Class Outstanding at April 30, 2015

Common Stock, no par value per share 28,619,898 shares
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FORWARD-LOOKING STATEMENTS

The forward-looking statements included in the "Management’s Discussion and Analysis of Financial Condition and
Results of Operations" and "Quantitative and Qualitative Disclosures About Market Risk" and "Risk Factors" sections
and elsewhere herein, which reflect our best judgment based on factors currently known, involve risks and
uncertainties. Words such as "expects," "anticipates," "believes," "intends," "plans," "hopes," "forecasts," "seeks,"
"estimates," "goals," "projects," "strategy," "future," "likely,"” "may," "should," and variations of such words and
similar expressions are intended to identify such forward-looking statements. Any forward-looking statement made by
us in this Form 10-Q is based only on information currently available to us and speaks only as of the date on which it
is made. Except as may be required by law, we expressly disclaim any obligation to update these forward-looking
statements to reflect events or circumstances after the date of this Quarterly Report on Form 10-Q or to reflect the
occurrence of unanticipated events. Actual results could differ materially from those anticipated in these
forward-looking statements as a result of a number of factors including, but not limited to, the factors discussed in
such sections and, in particular, those set forth in the cautionary statements included in "Risk Factors" contained in our
Annual Report on Form 10-K for the year ended June 30, 2014. The forward-looking information we have provided in
this Quarterly Report on Form 10-Q pursuant to the safe harbor established under the Private Securities Litigation
Reform Act of 1995, should be evaluated in the context of these factors.

nn nn

nn nan
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

SCANSOURCE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(In thousands, except share information)

Assets

Current assets:

Cash and cash equivalents

Accounts receivable, less allowance of $30,859 at March 31, 2015 and $26,257 at
June 30, 2014

Inventories

Prepaid expenses and other current assets

Deferred income taxes

Total current assets

Property and equipment, net

Goodwill

Other non-current assets, including net identifiable intangible assets
Total assets

Liabilities and Shareholders’ Equity

Current liabilities:

Current debt

Accounts payable

Accrued expenses and other current liabilities

Current portion of contingent consideration

Income taxes payable

Total current liabilities

Deferred income taxes

Long-term debt

Long-term portion of contingent consideration

Other long-term liabilities

Total liabilities

Commitments and contingencies

Shareholders’ equity:

Preferred stock, no par value; 3,000,000 shares authorized, none issued
Common stock, no par value; 45,000,000 shares authorized, 28,594,872 and
28,539,481 shares issued and outstanding at March 31, 2015 and June 30, 2014,
respectively

Retained earnings

Accumulated other comprehensive income (loss)

Total shareholders’ equity

Total liabilities and shareholders’ equity

June 30, 2014 amounts are derived from audited consolidated financial statements.

See accompanying notes to these condensed consolidated financial statements.
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March 31,
2015

$93,578
487,148

485,603
47,145
20,879
1,134,353
47,401
64,848
100,317
$1,346,919

$5,171
392,396
71,132
9,955
2,328
480,982
3,636
6,696
21,403
35,151
547,868

171,084

699,868
(71,901
799,051
$1,346,919

June 30,
2014

$194,851
464,405

504,758
33,558
18,109
1,215,681
31,823
32,342
55,278
$1,335,124

$—
421,721
63,574
5,851
8,685
499,831
185
5,429
5,256
21,780
532,481

168,447

650,896
(16,700
802,643
$1,335,124
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SCANSOURCE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED INCOME STATEMENTS (UNAUDITED)

(In thousands, except per share data)

Net sales

Cost of goods sold

Gross profit

Selling, general and administrative expenses
Change in fair value of contingent consideration
Operating income

Interest expense

Interest income

Other (income) expense, net

Income before income taxes

Provision for income taxes

Net income

Per share data:

Net income per common share, basic
Weighted-average shares outstanding, basic

Net income per common share, diluted
Weighted-average shares outstanding, diluted

Quarter ended

March 31,
2015
$763,203
683,187
80,016
58,235
285
21,496
891

(731
1,515
19,821
6,878
$12,943

$0.45
28,646

$0.45
28,855

)

2014
$682,998
609,647
73,351
46,705
981
25,665
217
(545

13
25,980
9,031
$16,949

$0.59
28,502

$0.59
28,730

See accompanying notes to these condensed consolidated financial statements.

Nine months ended

March 31,
2015
$2,361,941
2,126,168
235,773
158,047
1,262
76,464
1,288
(2,057
2,238
74,995
26,023
$48,972

$1.71
28,590

$1.70
28,825

2014
$2,155,520
1,928,414
227,106
143,541
2,218
81,347
698
(1,644

65

82,228
27,544
$54,684

$1.93
28,275

$1.92
28,548




Edgar Filing: SCANSOURCE INC - Form 10-Q

Table of Contents

SCANSOURCE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) (UNAUDITED)
(In thousands)

Quarter ended Nine months ended

March 31, March 31,

2015 2014 2015 2014
Net income $12,943 $16,949 $48,972 $54,684
Foreign currency translation adjustment (31,899 ) 1,562 (55,201 ) 5,458
Comprehensive income (loss) $(18,956 ) $18,511 $(6,229 ) $60,142

See accompanying notes to these condensed consolidated financial statements.
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SCANSOURCE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(In thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by (used in) operating

activities:

Depreciation and amortization

Amortization of debt issuance costs

Provision for doubtful accounts

Share-based compensation

Deferred income taxes

Excess tax benefits from share-based payment arrangements
Change in fair value of contingent consideration

Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable

Inventories

Prepaid expenses and other assets

Other non-current assets

Accounts payable

Accrued expenses and other liabilities

Income taxes payable

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Capital expenditures

Cash paid for business acquisitions, net of cash acquired
Net cash provided by (used in) investing activities

Cash flows from financing activities:

Borrowings (repayments) on short-term borrowings, net
Borrowings on revolving credit

Repayments on revolving credit

Debt issuance costs

Repayments on long-term debt

Repayments on capital lease obligation

Contingent consideration payments

Exercise of stock options

Repurchase of common stock

Excess tax benefits from share-based payment arrangements
Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents
Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See accompanying notes to these condensed consolidated financial statements.

Nine months ended

March 31,

2015

$48,972

8,050
223
(2,120
4,740
4,910
(260
1,262

23,044
23,759
(140
384
(78,497
(1,359
(5,831
27,137

(19,854
(59,740
(79,594

(27,952
93,579
(93,579
(318
(201
(5,640
379
(2,694
260
(36,166
(12,650
(101,273
194,851
$93,578

2014

$54,684

5,391

238

5,469

3,807

10,981

(982 )
2,218

13,340

(74,461 )
(2,924 )
3,790

12,404

(2,817 )
1,532

32,670

(6,785 )

(6,785 )

(468 )
(3,793 )
12,152

982

8,873

640

35,398

148,164
$183,562
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SCANSOURCE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

(1) Business and Summary of Significant Accounting Policies
Business Description

ScanSource, Inc. is a leading international wholesale distributor of specialty technology products. ScanSource, Inc.
and its subsidiaries ("the Company") provide value-added distribution services for technology manufacturers and sell
to resellers in the following specialty technology markets: POS and Barcode, Security and 3D Printing through its
Worldwide Barcode & Security segment and video, voice, and network solutions through its Worldwide
Communications & Services segment.

The Company operates in the United States, Canada, Latin America and Europe. The Company distributes to the
United States and Canada from its Southaven, Mississippi distribution center; to Latin America principally from
distribution centers located in Florida, Mexico, Brazil and Colombia; and to Europe from distribution centers located
in Belgium, France, Germany and the United Kingdom.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of ScanSource, Inc. have been prepared by
the Company’s management in accordance with United States generally accepted accounting principles ("US GAAP")
for interim financial information and applicable rules and regulations of the Securities Exchange Act of 1934, as
amended. Accordingly, they do not include all of the information and footnotes required by US GAAP for annual
financial statements. The unaudited condensed consolidated financial statements included herein contain all
adjustments (consisting of normal recurring and non-recurring adjustments) which are, in the opinion of management,
necessary to present fairly the financial position as of March 31, 2015 and June 30, 2014, the results of operations for
the quarters and nine months ended March 31, 2015 and 2014, the statements of comprehensive income for the
quarters and nine months ended March 31, 2015 and 2014 and the statements of cash flows for the nine months ended
March 31, 2015 and 2014. The results of operations for the quarters and nine months ended March 31, 2015 and 2014
are not necessarily indicative of the results to be expected for a full year. These financial statements should be read in
conjunction with the audited consolidated financial statements and notes thereto included in the Company’s Annual
Report on Form 10-K for the fiscal year ended June 30, 2014.

Summary of Significant Accounting Policies

Except as described below, there have been no material changes to the Company’s significant accounting policies for
the nine months ended March 31, 2015 from the information included in the notes to the Company’s consolidated
financial statements included in the Annual Report on Form 10-K for the fiscal year ended June 30, 2014. For a
discussion of the Company’s significant accounting policies, please see the Company’s Annual Report on Form 10-K
for the fiscal year ended June 30, 2014.

Cash and Cash Equivalents
The Company considers all highly liquid investments with original maturities of three months or less, when
purchased, to be cash equivalents. The Company maintains some zero-balance, disbursement accounts at various

financial institutions in which the Company does not maintain significant depository relationships. Due to the nature
of the Company’s banking relationships with these institutions, the Company does not have the right to offset most if

10
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not all outstanding checks written from these accounts against cash on hand, and the respective institutions are not
legally obligated to honor the checks until sufficient funds are transferred to fund the checks. Checks released but not
yet cleared from these accounts in the amounts of $47.9 million and $84.1 million are included in accounts payable as
of March 31, 2015 and June 30, 2014, respectively.

Recent Accounting Pronouncements

In May 2014, the FASB issued a comprehensive new revenue recognition standard for contracts with customers that
will supersede most current revenue recognition guidance, including industry-specific guidance. The core principle of
this standard is that an entity should recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those
goods or services. To achieve this core principle, the standard provides a five-step analysis of transactions to
determine when and how revenue is recognized. Other major provisions include the capitalization and amortization of
certain contract costs, ensuring the time value of money is considered in the transaction

8
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price, and allowing estimates of variable consideration to be recognized before contingencies are resolved in certain
circumstances. This guidance also requires enhanced disclosures regarding the nature, amount, timing and uncertainty
of revenue and cash flows arising from an entity’s contracts with customers. The new standard is effective for fiscal
years, and interim periods within those years, beginning after December 15, 2016. Early application is prohibited. The
standard permits the use of either the retrospective or cumulative effect transition method. This guidance will be
applicable to the Company for the fiscal year beginning July 1, 2017, which is the first quarter of fiscal year 2018. The
Company is currently evaluating the impact on its consolidated financial statements upon the adoption of this new
standard.

(2) Earnings Per Share
Basic earnings per share are computed by dividing net income by the weighted-average number of common shares

outstanding. Diluted earnings per share are computed by dividing net income by the weighted-average number of
common and potential common shares outstanding.

Quarter ended Nine months ended
March 31, March 31,
2015 2014 2015 2014
(in thousands, except per share data)
Numerator:
Net Income $12,943 $16,949 $48,972 $54,684
Denominator:
Weighted-average shares, basic 28,646 28,502 28,590 28,275
Dilutive effect of share-based payments 209 228 235 273
Weighted-average shares, diluted 28,855 28,730 28,825 28,548
Net income per common share, basic $0.45 $0.59 $1.71 $1.93
Net income per common share, diluted $0.45 $0.59 $1.70 $1.92

For the quarter and nine months ended March 31, 2015, weighted-average shares outstanding excluded from the
computation of diluted earnings per share because their effect would be anti-dilutive were 426,045 and 339,510,
respectively. For the quarter and nine months ended March 31, 2014, there were 275,635 and 203,384
weighted-average shares outstanding excluded from the computation of diluted earnings per share because their effect
would be anti-dilutive.

(3) Accumulated Other Comprehensive Income (Loss)
Accumulated other comprehensive income (loss) consists of the following:

March 31, June 30,

2015 2014

(in thousands)
Foreign currency translation adjustment $(71,901 ) $(16,700 )
Accumulated other comprehensive income (loss) $(71,901 ) $(16,700 )

The tax effect of amounts in comprehensive income (loss) reflect a tax expense or benefit as follows:

Quarter ended March 31, Nine Months ended March 31,
2015 2014 2015 2014
(in thousands)

Tax expense (benefit) $1,090 $(165 ) $2,376 $(184 )

12
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(4) Acquisitions
Imago

On September 19, 2014, the Company acquired 100% of the shares of Imago Group plc, a European value-added
distributor of video and voice communications equipment and services, through a newly-formed special purchase
entity. Subsequent to the acquisition, the Company changed Imago's name to ScanSource Video Communications Ltd.
(dba Imago ScanSource). Imago ScanSource joins the Company’s Worldwide Communications and Services operating
segment. This acquisition supports the Company’s strategy to be the leading value-added distributor of video, voice,
and networking solutions for resellers in Europe.

Under the Share Purchase Agreement, the Company structured the purchase transaction with an initial cash payment
of $37.4 million, plus two additional annual cash installments for the twelve month periods ending September 30,
2015 and 2016, based on the financial performance of Imago ScanSource. The Company acquired $1.9 million of cash
during the acquisition, resulting in net $35.5 million cash paid for Imago ScanSource. Please see Note 8, Fair Value of
Financial Instruments for further information regarding the fair value accounting for this contingent consideration.

Pro forma results of operations and a complete purchase price allocation have not been presented for this acquisition
because the results of this acquisition are not material to our consolidated results. The purchase price of this
acquisition was allocated to the assets acquired and liabilities assumed based on their estimated fair values on the
transaction date, resulting in goodwill and identifiable intangible assets. As of the date of this report, the finalization
of purchase accounting adjustments is incomplete, therefore, estimates provided are subject to change. The purchase
price allocated to goodwill and identifiable intangible assets as of the acquisition date is estimated as follows:

Identifiable Intangible

Goodwill Assets
(in thousands)
Imago ScanSource $18,620 $19,606

Intangible assets acquired include trade names, customer relationships, and non-compete agreements.

For tax purposes, due to the nondeductible nature of the amortization of identifiable intangible assets acquired, the
Company recorded a deferred tax liability in the amount of $4.1 million. The deferred tax liability represents the
difference between the book and tax bases in the assets and will decrease over time as the assets are amortized for
book purposes.

Network1

On January 13, 2015, the Company acquired 100% of the shares of Intersmart Comércio Importacdo Exportacao de
Equipamentos Eletr6nicos, S.A., a corporation organized under the laws of the Federative Republic of Brazil, and its
related entities (collectively “Network1”’) from the Network1 shareholders. Network]1 is a Brazilian value-added
distributor of communications equipment and services and joins the Company’s Worldwide Communications and
Services operating segment. ScanSource is committed to becoming the leading value-added distributor of
communications solutions for resellers in Latin America, and this acquisition represents an important step in this
strategy.

Under the Share Purchase Agreement, the Company structured the purchase transaction with an initial cash payment
of approximately $29.1 million, plus additional annual cash installments based on a form of adjusted earnings before
interest expense, taxes, depreciation and amortization ("adjusted EBITDA") over the next four years, commencing
with the period ending June 30, 2015. The Company acquired $4.8 million of cash during the acquisition, resulting in
$24.2 million net cash paid for Network1. The Company assumed net debt of $34.7 million as part of the initial

14
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purchase consideration.

Pro forma results of operations and a complete purchase price allocation have not been presented for this acquisition
because the results of this acquisition are not material to our consolidated results. The purchase price of this
acquisition was allocated to the assets acquired and liabilities assumed based on their estimated fair values on the
transaction date. As of the date of this report, initial purchase accounting for the business combination, which includes
valuation of the pre-acquisition contingencies and related indemnification receivables, contingent consideration,
intangible assets, and certain tangible assets, has not been finalized, therefore, purchase price allocation estimates
presented are subject to change. Please see Note 8, Fair Value of Financial Instruments for further information
regarding the fair value accounting for this contingent consideration and Note 10, Commitments and Contingencies
for further information regarding pre-acquisition contingencies and related indemnification receivables.

10
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Identifiable Intangible

Goodwill Assels
(in thousands)
Network1 $22,014 $23,561

Intangible assets acquired include trade names, customer relationships, and non-compete agreements.
(5) Goodwill and Other Identifiable Intangible Assets

The changes in the carrying amount of goodwill for the nine months ended March 31, 2015, by reporting segment, are
as follows:

Barcode & Communications

Security & Services Total

Segment Segment

(in thousands)
Balance as of June 30, 2014 $16,876 $ 15,466 $32,342
Additions — 40,634 40,634

Foreign currency translation adjustment (1,671 ) (6,457 ) (8,128 )

Balance as of March 31, 2015 $15,205 $ 49,643 $64,848

Included within other non-current assets in the Condensed Consolidated Balance Sheets are net identifiable intangible
assets of $46.9 million and $16.0 million at March 31, 2015 and June 30, 2014, respectively. The increase in net
identifiable intangible assets is due to those acquired related to the Imago ScanSource and Network1 acquisitions.
These amounts relate to acquired intangible assets including trade names, customer relationships, non-compete
agreements, and distributor agreements.

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

Imago ScanSource has multi-currency invoice discounting credit facilities secured by the subsidiary’s assets for its
operations based in the United Kingdom and France. The invoice discounting facilities allow for the issuance of funds
up to 85% of the amount of each invoice processed, subject to limits by currency of £4.1 million, €4.1 million, and $0.7
million. Borrowings under the invoice discounting facilities bear interest at a base rate determined by currency, plus a
spread of 1.85%. The base rate is the United Kingdom base rate published by the Bank of England for GBP-based
borrowings, 30-day Euro Interbank Offered Rate ("EUROLIBOR") for Euro-based borrowings, and the Lloyds Bank
daily USD published rate for the USD-based borrowings. Additionally, the Company is assessed an annual
commitment fee of less than £0.1 million. There were no outstanding balances at March 31, 2015.

Network1, a subsidiary of the Company, has a term loan agreement, denominated in the US dollar, with Banco
Santander to provide funding for working capital needs. The loan is secured by accounts receivable of the subsidiary
and a personal guarantee of a former shareholder. In general, in the absence of an event of default, the term loan
matures on May 18, 2015. The terms of the loan provide for payment upon maturity and bear interest at 2.09% per
annum. The loan possesses a cross currency swap contract which bears interest at a base rate equal to the Average
One-Day Interbank Deposit Rate ("CDI" rate), plus a spread of 1.84% per annum. The CDI interest rate at March 31,
2015 was approximately 12.6%. As of March 31, 2015, the subsidiary was in compliance with all covenants under this
loan. The outstanding balance as of March 31, 2015 was $1.5 million.

Revolving Credit Facility

16
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The Company has a $300 million multi-currency senior secured revolving credit facility that was scheduled to mature
on October 11, 2016. On November 6, 2013, the Company entered into an amendment of this credit facility
("Amended Credit Agreement") with JPMorgan Chase Bank N.A., as administrative agent, and a syndicate of banks to
extend its maturity to November 6, 2018. The Amended Credit Agreement allows for the issuance of up to $50 million
for letters of credit and has a $150 million accordion feature that allows the Company to increase the availability to
$450 million, subject to obtaining additional credit commitments for the lenders participating in the increase. The
Company incurred debt issuance costs of $0.5 million in connection with the Amended Credit Agreement, which were
capitalized to other assets on the Condensed Consolidated Balance Sheets and added to the unamortized debt issuance
costs from the previous credit facility.

11
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At the Company's option, loans denominated in U.S. dollars under the Amended Credit Agreement, other than
swingline loans, bear interest at a rate equal to a spread over the London Interbank Offered Rate ("LIBOR") or
alternate base rate depending upon the Company's ratio of total debt (excluding accounts payable and accrued
liabilities), measured as of the end of the most recent quarter, to adjusted earnings before interest expense, taxes,
depreciation and amortization ("EBITDA") for the most recently completed four quarters (the "Leverage Ratio"). The
Leverage Ratio calculation excludes the Company's subsidiaries in Brazil. This spread ranges from 1.00% to 2.25%
for LIBOR-based loans and 0.00% to 1.25% for alternate base rate loans. The spread in effect for the period ended
March 31, 2015 was 1.00% for LIBOR-based loans and 0.00% for alternate base rate loans. Additionally, the
Company is assessed commitment fees ranging from 0.175% to 0.40%, depending upon the Leverage Ratio, on
non-utilized borrowing availability, excluding swingline loans. The commitment fee rate in effect for the period ended
March 31, 2015 was 0.175%. Borrowings are guaranteed by substantially all of the domestic assets of the Company
and a pledge of up to 65% of capital stock or other equity interest in certain foreign subsidiaries determined to be
either material or a subsidiary borrower as defined in the Amended Credit Agreement. The Company was in
compliance with all covenants under the credit facility as of March 31, 2015. There were no outstanding balances at
March 31, 2015 and June 30, 2014.

The average daily balance during the nine month period ended March 31, 2015 and 2014 was $2.2 million and $0.0
million, respectively. There was $300 million available for additional borrowings as of March 31, 2015 and 2014, and
there were no letters of credit issued under the revolving credit facility.

Long-Term Debt

On August 1, 2007, the Company entered into an agreement with the State of Mississippi to provide financing for the
acquisition and installation of certain equipment to be utilized at the Company’s Southaven, Mississippi distribution
facility, through the issuance of an industrial development revenue bond. The bond matures on September 1, 2032 and
accrues interest at the 30-day LIBOR rate plus a spread of 0.85%. The terms of the bond allow for payment of interest
only for the first 10 years of the agreement, and then, starting on September 1, 2018 through 2032, principal and
interest payments are due until the maturity date or the redemption of the bond. The agreement also provides the
bondholder with a put option, exercisable only within 180 days of each fifth anniversary of the agreement, requiring
the Company to pay back the bonds at 100% of the principal amount outstanding. As of March 31, 2015, the
Company was in compliance with all covenants under this bond. The balance on the bond was $5.4 million as of
March 31, 2015 and June 30, 2014 and is included in long-term debt. The interest rate at March 31, 2015 and June 30,
2014 was 1.02% and 1.00%, respectively.

Network1 has multiple term loan agreements, denominated in Brazilian reais, with Banco Bradesco, to provide
funding for working capital needs. The agreements are collectively secured by accounts receivable of the subsidiary
and a personal guarantee by a former shareholder. In general, in the absence of an event of default, the term loans
mature on May 9, 2016. The terms of the loans provide for bi-annual payments of varying amounts and bear interest at
11.48% per annum. As of March 31, 2015, the subsidiary was in compliance with all covenants under this loan. The
outstanding balance as of March 31, 2015 was $2.6 million, of which $1.9 million is classified as current.

Network1 holds a term loan agreement, denominated in the Brazilian real, with Banco do Brasil to provide funding for
working capital needs. The loan is secured by accounts receivable of the subsidiary and a personal guarantee by a
former shareholder. In general, in the absence of an event of default, the term loan matures on October 28, 2017. The
terms of the loan provide for monthly payments and bear interest at 12.08% per annum. As of March 31, 2015, the
subsidiary was in compliance with all covenants under this loan. The outstanding balance as of March 31, 2015 was
$1.0 million, of which $0.4 million is classified as current.
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Network1 holds a term loan agreement, denominated in the US dollar, with Banco Safra to provide funding for
working capital needs. The loan is secured by accounts receivable of the subsidiary. In general, in the absence of an
event of default, the term loan matures on September 21, 2015. The terms of the loan provide for quarterly payments
and bear interest at 3.6% per annum. The loan possesses a cross currency swap contract which bears interest at a base
rate equal to the CDI rate, plus a spread 2.75% per annum. The CDI interest rate at March 31, 2015 was
approximately 12.6%. As of March 31, 2015, the subsidiary was in compliance with all covenants under this loan. The
outstanding balance as of March 31, 2015 was $1.3 million, all of which is classified as current.

Please see Note 7, Derivatives and Hedging Activities for further information regarding the cross currency swaps.

12
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Debt Issuance Costs

As of March 31, 2015, net debt issuance costs associated with the credit facility and bonds totaled $1.1 million and are
being amortized on a straight-line basis through the maturity date of each respective debt instrument.

13
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(7) Derivatives and Hedging Activities

The Company’s results of operations could be materially impacted by significant changes in foreign currency exchange
rates and interest rates. These risks and the management of these risks are discussed in greater detail below. In an
effort to manage the exposure to these risks, the Company periodically enters into various derivative instruments. The
Company’s accounting policies for these instruments are based on whether the instruments are designated as hedge or
non-hedge instruments in accordance with US GAAP. The Company records all derivatives on the balance sheet at

fair value. Derivatives that are not designated as hedging instruments or the ineffective portions of cash flow hedges
are adjusted to fair value through earnings in other income and expense.

Foreign Currency Derivatives — The Company conducts a portion of its business internationally in a variety of foreign
currencies. The exposure to market risk for changes in foreign currency exchange rates arises from foreign
currency-denominated assets and liabilities, and transactions arising from non-functional currency financing or trading
activities. The Company’s objective is to preserve the economic value of non-functional currency-denominated cash
flows. The Company attempts to hedge transaction exposures with natural offsets to the fullest extent possible and,
once these opportunities have been exhausted, through forward contracts or other hedging instruments with third
parties. These contracts will periodically hedge the exchange of various currencies, including the U.S. dollar, euro,
British pound, Canadian dollar, Mexican peso, Colombian peso, Chilean peso and Brazilian real. While the Company
utilizes foreign exchange contracts to hedge foreign currency exposure, the Company's foreign exchange policy
prohibits the use of derivative financial instruments for speculative purposes.

The Company had contracts outstanding for purposes of managing cash flows with notional amounts of $84.7 million
and $62.5 million for the exchange of foreign currencies as of March 31, 2015 and June 30, 2014, respectively. To
date, the Company has chosen not to designate these derivatives as hedging instruments, and accordingly, these
instruments are adjusted to fair value through earnings in other income and expense. Summarized financial
information related to these derivative contracts and changes in the underlying value of the foreign currency exposures
are as follows:

Quarter ended Nine months ended
March 31, March 31,
2015 2014 2015 2014
(in thousands)
Net foreign exchange derivative contract (gains) losses $(3,255 ) $114 $(6,741 ) $2,511
i\(l)z; ef;)re1gn currency transactional and re-measurement (gains) 4,881 57 ) 9.347 (2.185 )
Net foreign currency (gains) losses $1,626 $57 $2,606 $326

Net foreign exchange gains and losses consist of foreign currency transactional and functional currency
re-measurements, offset by net foreign currency exchange contract gains and losses and are included in other income
and expense. Foreign exchange gains and losses are generated as the result of fluctuations in the value of the British
pound versus the euro, the U.S. dollar versus the euro, the U.S. dollar versus the Brazilian real and other currencies
versus the U.S. dollar.

Cross Currency Swaps — Through the acquisition of Network1, the Company has borrowings denominated in foreign
currencies that have primarily been hedged into the functional currency of the respective borrowing entity using cross
currency swaps in order to mitigate the impact of foreign currency exposures and interest rate exposures on these
borrowings. These swaps involve the exchange of principal and fixed interest receipts of U.S. dollar-denominated debt
held by one of our Brazilian subsidiaries (Network1) for principal and variable interest payments in Brazilian reais.
The impact of the changes in foreign exchange rates of the cross currency debt instruments are recognized as
adjustments to other income and expense in the Condensed Consolidated Income Statements. Interest rate differentials
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paid or received under the swap agreements are recognized as adjustments to interest expense in the Condensed
Consolidated Income Statements, which totaled approximately $0.4 million during the quarter ended March 31, 2015.
The fair value of the swaps was a receivable of $0.7 million as of March 31, 2015 and is included in prepaid expenses
and other current assets in the Condensed Consolidated Balance Sheets.

14
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The Company used the following derivative instruments, located on its Condensed Consolidated Balance Sheets, for
the risk management purposes detailed above:
As of March 31, 2015

Fair Value of Fair Value of
Derivatives Derivatives

Designated as Hedge Not Designated as Hedge
Instruments Instruments

(in thousands)
Derivative assets:(®

Forward foreign currency exchange contracts $— $9
Cross currency swap agreements $— $ 651
Derivative liabilities:®

Forward foreign currency exchange contracts $— $ 571

All derivative assets are recorded as prepaid expenses and other current assets in the Condensed Consolidated
Balance Sheets.

All derivative liabilities are recorded as accrued expenses and other current liabilities in the Condensed
Consolidated Balance Sheets.

(a)
(b)

15
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(8) Fair Value of Financial Instruments

Accounting guidance defines fair value as the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. Under this guidance, the Company is
required to classify certain assets and liabilities based on the fair value hierarchy, which groups fair value measured
assets and liabilities based upon the following levels of inputs:

Level 1 — Unadjusted quoted prices in active markets that are accessible at the measurement date for identical,
unrestricted assets or liabilities;

.Level 2 — Quoted prices in markets that are not active, or inputs which are observable, either directly or indirectly, for
substantially the full term of the asset or liability; and

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

The assets and liabilities maintained by the Company that are required to be measured or disclosed at fair value on a
recurring basis include the Company’s various debt instruments, deferred compensation plan investments, outstanding
foreign exchange forward contracts, cross currency swap agreements and contingent consideration owed to the
previous owners of Brasil Distribuidora de Tecnologias Especiais LTDA ("CDC" or "ScanSource Brasil"), Imago
ScanSource and Network1. The carrying value of debt is considered to approximate fair value, as the Company’s debt
instruments are either indexed to a variable rate using the market approach (Level 2 criteria) or the fixed rate applied
approximates the variable rate published as of March 31, 2015.

The following table summarizes the valuation of the Company’s remaining assets and liabilities measured at fair value
on a recurring basis as of March 31, 2015:
Quoted Significant

. Significant
prices i other unobservable
Total active observable .
markets inputs tnputs
(Level 1) (Level2) (eveld)
(in thousands)
Assets:
Defe‘:rred compensation plan investments, current and non-current $15.791  $15.791 $— $_
portion
Forward foreign currency exchange contracts 9 — 9 —
Cross currency swap agreements 651 — 651 —
Total assets at fair value $16,451 $15,791 $660 $—
Liabilities:
Defe;rred compensation plan investments, current and non-current $15.791  $15.791 $— §_
portion
Forward foreign currency exchange contracts 571 — 571 —
Llablllty for contingent consideration, current and non-current 31.358 o o 31.358
portion
Total liabilities at fair value $47,720 $15,791 $571 $31,358
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The following table summarizes the valuation of the Company’s remaining assets and liabilities measured at fair value
on a recurring basis as of June 30, 2014:
Quoted Significant

. Significant
prices in other unobservable
Total active observable .
markets inputs tnputs
(Level 1) (Level2) (veld)
(in thousands)
Assets:
Defe‘:rred compensation plan investments, current and non-current $14.044  $14.044 $— §_
portion
Forward foreign currency exchange contracts 65 — 65 —
Total assets at fair value $14,109 $14,044 $65 $—
Liabilities:
Defe‘:rred compensation plan investments, current and non-current $14.044  $14.044 $_ §_
portion
Forward foreign currency exchange contracts 119 — 119 —
Llablllty for contingent consideration, current and non-current 11,107 . o 11,107
portion
Total liabilities at fair value $25,270 $14,044 $119 $11,107

The investments in the deferred compensation plan are held in a rabbi trust and include mutual funds and cash
equivalents for payment of non-qualified benefits for certain retired, terminated or active employees. These
investments are recorded to prepaid expenses and other current assets or other non-current assets depending on their
corresponding, anticipated distributions to recipients, which are reported in accrued expenses and other current
liabilities or other long-term non-current liabilities, respectively.

Derivative instruments, such as, foreign currency forward contracts and cross currency swap agreements are measured
using the market approach on a recurring basis considering foreign currency spot rates and forward rates quoted by
banks or foreign currency dealers and interest rates quoted by banks (Level 2). See Note 7 - Derivatives and Hedging
Activities. Foreign currency contracts and cross currency swap agreements are classified in the consolidated balance
sheet as prepaid expenses and other current assets or accrued expenses and other current liabilities, depending on the
respective instruments' favorable or unfavorable positions.

The Company recorded contingent consideration liabilities at the acquisition date of CDC, Imago ScanSource and
Network1 representing the amounts payable to former shareholders, as outlined under the terms of the Share Purchase
Agreements, based upon the achievement of a projected earnings measure, net of specific pro forma adjustments. The
current and non-current portions of these obligations are reported separately on the Condensed Consolidated Balance
Sheets. The fair value of the contingent considerations (Level 3) are determined using a form of a probability
weighted discounted cash flow model. Subsequent changes in the fair value of the contingent consideration liabilities
are recorded to the change in fair value of contingent consideration line item in the Condensed Consolidated Income
Statements. Fluctuations due to foreign currency translation are captured in other comprehensive income through the
changes in foreign currency translation adjustments line item as seen in Note 3 - Accumulated Other Comprehensive
Income (Loss).

CDC is part of the Company's Worldwide Barcode and Security Segment, and Imago ScanSource and Network1 are
part of the Company's Worldwide Communications and Services segment.
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The table below provides a summary of the changes in fair value of the Company’s contingent considerations (Level 3)
for the CDC, Imago ScanSource and Network1 earnouts for the quarter and nine months ended March 31, 2015:
Contingent consideration for the quarter ~ Contingent consideration for the nine

ended months ended

March 31, 2015 March 31, 2015

Barcode & Communications Barcode & Communications

Security & Services Total Security & Services Total

Segment  Segment Segment  Segment

(in thousands)
Fair value at beginning of $4952  $5053 $10,005  $11,107 $— $11,107
period
Issuance of contingent — 27,052 27052 — 32,035 32,035
consideration
Payments (111 ) — (111 ) (5,640 ) — (5,640 )
Change in fair value of 172 113 285 830 432 1,262
contingent consideration
Foreign currency translation
adjustment (853 ) (5,020 ) (5,873 ) (2,137 ) (5,269 ) (7,406 )
Fair value at end of period $4,160 $27,198 $31,358 $4,160 $27,198 $31,358

The table below provides a summary of the changes in fair value of the Company’s contingent considerations (Level 3)
for the CDC earnout for the quarter and nine months ended March 31, 2014:
Contingent consideration for the quarter =~ Contingent consideration for the nine

ended months ended

March 31, 2014 March 31, 2014

Barcode & Communications Barcode & Communications

Security & Services Total Security & Services Total

Segment  Segment Segment  Segment

(in thousands)
Fair value at beginning of period$9,547 $— $9,547 $12,545 $— $12,545
Payments (147 ) — (147 ) (3,793 ) — (3,793 )
Change in fair value of 981 — 981 2,218 — 2,218
contingent consideration
Fo.reign currency translation 355 . 355 (234 )y — (234 )
adjustment
Fair value at end of period $10,736 $— $10,736 $10,736 $— $10,736

The fair values of amounts owed are recorded in current portion of contingent consideration and long-term portion of
contingent consideration in the Company’s Condensed Consolidated Balance Sheets. The U.S. dollar amounts of actual
disbursements made in connection with future earnout payments are subject to change as the liability is denominated
in currencies other than the U.S. dollar and subject to foreign exchange fluctuation risk. The Company will revalue the
contingent consideration liabilities at each reporting date through the last payment, with changes in the fair value of
the contingent consideration reflected in the change in fair value of contingent consideration line item on the
Company’s Condensed Consolidated Income Statements that is included in the calculation of operating income. The
fair value of the contingent consideration liabilities associated with future earnout payments is based on several

factors, including:

estimated future results, net of pro forma adjustments set forth in the Share Purchase Agreements;
the probability of achieving these results; and
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a discount rate reflective of the Company’s creditworthiness and market risk premium associated with the Brazilian
and European markets.

A change in any of these unobservable inputs can significantly change the fair value of the contingent consideration.
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Barcode and Security Segment

The fair value of the liability for the contingent consideration related to CDC recognized at March 31, 2015 was $4.2
million, all of which is classified as current. The change in fair value of the contingent consideration recognized in the
Condensed Consolidated Income Statements contributed a loss of $0.2 million and $0.8 million for the quarter and
nine months ended March 31, 2015. The change for the quarter and year to date period is largely driven by the
recurring amortization of the unrecognized fair value discount. In addition, volatility in the foreign exchange between
the Brazilian real and the U.S. dollar has driven changes in the translation of this Brazilian real denominated liability.
Although there is no contractual limit, total future undiscounted contingent consideration payments are anticipated to
range up to $4.4 million, based on the Company’s best estimate of the earnout calculated on a multiple of adjusted
earnings.

Communications and Services Segment

The fair value of the liability for the contingent consideration related to Imago ScanSource recognized at March 31,
2015 was $4.9 million of which $2.3 million is classified as current. The change in fair value of the contingent
consideration recognized in the Condensed Consolidated Income Statements contributed a loss of $0.1 million and
$0.4 million for the quarter and nine months ended March 31, 2015. The change for the quarter and year to date period
is largely driven by the recurring amortization of the unrecognized fair value discount and changes in the probability
assumption of future achievable results. In addition, volatility in the foreign exchange between the British pound and
the U.S. dollar has driven changes in the translation of this British pound denominated liability. Although there is no
contractual limit, total future undiscounted contingent consideration payments are anticipated to range between $4.5
million and $5.8 million, based on the Company’s best estimate of the earnout calculated on a multiple of adjusted
earnings, before interest expense, income taxes, depreciation and amortization.

The fair value of the liability for the contingent consideration related to Network1 recognized at March 31, 2015 was
$22.3 million of which $3.5 million is classified as current. The change in fair value of the contingent consideration
recognized in the Condensed Consolidated Income Statements contributed a loss of less than $0.1 million for the
quarter and nine months ended March 31, 2015. The change for the quarter and year to date period is largely driven by
the recurring amortization of the unrecognized fair value discount, offset by less than expected actual results. In
addition, volatility in the foreign exchange between the Brazilian real and the U.S. dollar has driven changes in the
translation of this Brazilian real denominated liability. Although there is no contractual limit, total future undiscounted
contingent consideration payments are anticipated to range up to $30.7 million, based on the Company’s best estimate
of the earnout calculated on a multiple of adjusted earnings, before interest expense, income taxes, depreciation and
amortization, plus the effects of foreign exchange.

19

30



Edgar Filing: SCANSOURCE INC - Form 10-Q

Table of Contents

(9) Segment Information

The Company is a leading distributor of specialty technology products, providing value-added distribution sales to
resellers in specialty technology markets. The Company has two reportable segments, based on product and service

type.
Worldwide Barcode & Security Segment

The Barcode & Security distribution segment focuses on automatic identification and data capture ("AIDC"),
point-of-sale ("POS"), electronic physical security, and 3D printing technologies. We have business units within this
segment for sales and merchandising functions, including ScanSource POS and Barcode business units in North
America, Latin America, and Europe and the ScanSource Security business unit in North America. We see
adjacencies among these technologies in helping our resellers develop solutions, such as with networking products.
AIDC and POS products interface with computer systems used to automate the collection, processing and
communication of information for commercial and industrial applications, including retail sales, distribution,
shipping, inventory control, materials handling, warehouse management and health care applications. Electronic
physical security products include identification, access control, video surveillance, intrusion-related and wireless and
networking infrastructure products. 3D printing solutions replace and complement traditional methods and reduce the
time and cost of designing new products by printing real parts directly from digital input.

Worldwide Communications & Services Segment

The Communications & Services distribution segment focuses on communications technologies and services. We
have business units within this segment for sales and merchandising functions, and these business units offer voice,
video conferencing, wireless, data networking and converged communications solutions in North America, Latin
America, and Europe. As these solutions come together on IP networks, new opportunities are created for value-added
resellers to move into adjacent solutions for all vertical markets, including education, healthcare, and government.
ScanSource Services Group delivers value-added support programs and services, including education and training,
network assessments, custom configuration, implementation and marketing to help resellers develop a new technology
practice, or to extend their capability and reach.
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Selected financial information for each business segment is presented below:

Sales:
Worldwide Barcode & Security
Worldwide Communications & Services

Depreciation and amortization:
Worldwide Barcode & Security
Worldwide Communications & Services

Operating income:

Worldwide Barcode & Security
Worldwide Communications & Services
Corporate (D

Capital expenditures:

Worldwide Barcode & Security
Worldwide Communications & Services
Corporate

Sales by Geography Category:
North America

International

Less intercompany sales

Quarter ended

March 31,
2015

(in thousands)

$422,061
341,142
$763,203

$1,172
2,538
$3,710

$10,327
11,461
(292
$21,496

$508
521
5,042
$6,071

$545,764
228,461
(11,022
$763,203

2014

$455,822
227,176
$682,998

$1,024
719
$1,743

$13,820
11,845

) —
$25,665

$204
130
6,029
$6,363

$508,751
184,225

) (9,978
$682,998

Nine months ended

March 31,
2015

$1,422,793
939,148
$2,361,941

$3,248
4,802
$8,050

$36,444
43,136
(3,116
$76,464

$686
822
18,346
$19,854

$1,751,435
644,341
(33,835
$2,361,941

2014

$1,382,672
772,848
$2,155,520

$3,159
2,232
$5,391

$38,734
42,613

$81,347

$507
249
6,029
$6,785

$1,637,308
553,318
(35,106
$2,155,520

() For the quarter and nine months ended March 31, 2015, the amount shown includes acquisition costs.

Assets:

Worldwide Barcode & Security
Worldwide Communications & Services
Corporate

Property and equipment, net by Geography Category:

North America
International

21

March 31, 2015 June 30, 2014

(in thousands)

$650,276
575,824
120,819
$1,346,919

$42,176
5,225
$47,401

$702,230
431,908
200,986
$1,335,124

$28,673
3,150
$31,823
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(10) Commitments and Contingencies

The Company and its subsidiaries are, from time to time, parties to lawsuits arising out of operations. Although there
can be no assurance, based upon information known to the Company, the Company believes that any liability resulting
from an adverse determination of such lawsuits would not have a material adverse effect on the Company’s financial
condition, results of operations or cash flows.

The Company is in the process of implementing a new Enterprise Resource Planning ("ERP") system. In December
2013, the Company retained SAP for software platform and implementation consulting services on the new ERP
system. The Company's European operations, excluding Imago ScanSource, began utilizing the new ERP system
during the third quarter of the current fiscal year. The Company is currently working on the implementation of the
new ERP platform in North America. For the quarter and nine months ended March 31, 2015, the Company incurred
$3.5 million and $15.3 million, respectively, in the form of capital expenditures related to the ERP project. Amounts
in accrued expenses and other current liabilities related to capital expenditures totaled $0.0 million and $3.0 million as
of March 31, 2015 and June 30, 2014, respectively. Total capital expenditures for fiscal 2015 could range from $20
million to $21 million.

During the Company's due diligence for the CDC and Network1 acquisitions, several pre-acquisition contingencies
were identified regarding various Brazilian federal and state tax exposures. The Company is able to record
indemnification receivables that are reported gross of the pre-acquisition contingency liabilities as they were escrowed
or claimed against future earnout payments in the Share Purchase and Sale Agreement. However, indemnity claims
can be made up to the entire purchase price, which includes the initial payment and all future earnout payments. The
table below summarizes the balances and line item presentation of these pre-acquisition contingencies and
corresponding indemnification receivables in the Company's Condensed Consolidated Balance Sheets as of March 31,
2015:

CDC Network1

(in thousands)
Assets
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