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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)
M QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 20C
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to
Commission file number 0-23827
PC CONNECTION, INC.
(Exact name of registrant as specified in its chaet)
DELAWARE 02-051361¢
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

730 MILFORD ROAD,
MERRIMACK, NEW HAMPSHIRE 03054

(Address of principal executive offices) (Zip Code)

(603) 683-2000

(Registrant’s telephone number, including area code

Former name, former address and former fiscal yearif changed since last report: N/A

Indicate by check mark whether the registranth@g filed all reports required to be filed by Sexti3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 modh$or such shorter period that the registrans weuired to file such reports), and
(2) has been subject to such filing requirementdte past 90 days.

YES M NO O

Indicate by check mark whether the registrantlexge accelerated filer, an accelerated filer, maccelerated filer, or a smaller reporting
company. See definitions of “large accelerated,filaccelerated filer,” and “smaller reporting cpany” in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated fileild Accelerated filer 4
Non-accelerated filer Smaller reporting company
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the BExge Act).
YES O NO
The number of shares outstanding of the issuerimeon stock as of November 1, 2008 was 27,069,248.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
PC Connection, Inc.
Merrimack, New Hampshire

We have reviewed the accompanying condensed cdasedi balance sheet of PC Connection, Inc. anddatbes (the “Company”as o
September 30, 2008, and the related condensedlictaied statements of income for the three-monthrane-month periods ended
September 30, 2008 and 2007, and the condensedlicatsd statement of changes in stockholders’tgdai the nine-month period ended
September 30, 2008, and the condensed consolidiatenents of cash flows for the nine-month perara$ed September 30, 2008 and
2007. These interim financial statements are thpaesibility of the Company’s management.

We conducted our review in accordance with thedsteds of the Public Company Accounting Oversighaf8qUnited States). A review
of interim financial information consists principabf applying analytical procedures and makinguiinigs of persons responsible for financial
and accounting matters. It is substantially lesscimpe than an audit conducted in accordance hétistandards of the Public Company
Accounting Oversight Board (United States), thesotiye of which is the expression of an opinionareiing the financial statements taken as a
whole. Accordingly, we do not express such an apini

Based on our review, we are not aware of any naterodifications that should be made to such coselémronsolidated interim financ
statements for them to be in conformity with acdgprinciples generally accepted in the Unitedt&t of America.

We have previously audited, in accordance withdsaaahs of the Public Company Accounting OversighaioUnited States), the
consolidated balance sheet of PC Connection, it sabsidiaries as of December 31, 2007, and thtedeconsolidated statements of income,
stockholders’ equity, and cash flows for the yéa@ntended (not presented herein); and in our refaded March 14, 2008, we expressed an
unqualified opinion on those consolidated finanstatements (and included an explanatory paragegdrding the Company’s adoption of
Financial Accounting Standards Board Interpretahion 48, Accounting for Uncertainty in Income Taxean interpretation of FASB
Statement No. 109, effective January 1, 2007.uinapinion, the information set forth in the accanping condensed consolidated balance
sheet as of December 31, 2007 is fairly statedllimaterial respects, in relation to the consa#debalance sheet from which it has been
derived.

DELOITTE & TOUCHE LLP
Boston, Massachusetts
November 10, 200
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Current Assets
Cash and cash equivalel
Accounts receivable, n
Inventorie—merchandist
Deferred income taxe
Income taxes receivab

PC CONNECTION, INC. AND SUBSIDIARIES

PART |I—FINANCIAL INFORMATION
Iltem 1—Financial Statements
CONDENSED CONSOLIDATED BALANCE SHEETS
(amounts in thousands)

ASSETS

Prepaid expenses and other current a:

Total current assets

Property and equipment, r
Goodwill

Other intangibles, n¢
Other asset

Total Assets

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current Liabilities:

Current maturities of capital lease obligation fidiate

Accounts payabl

Accrued expenses and other liabilit

Accrued payrol

Total current liabilities

Capital lease obligation to affiliate, less curreraturities

Deferred income taxe
Other liabilities
Total Liabilities

Stockholder Equity:
Common stocl
Additional paic-in capital
Retained earning
Treasury stock at co

Total Stockholders’ Equity
Total Liabilities and Stockholders’ Equity

See notes to unaudited condensed consolidateccfalatatements.

2

September 3C

2008
(unaudited)

$ 46,82
182,88:
75,69¢
2,96¢
2,02
3,24¢
313,64(
24,90(
56,86
2,48¢

302

$ 398,19

$ 661
115,18t
20,91¢
9,111
145,87
3,79:
6,86+
4,037
160,56¢

27¢

95,39(
145,04t
(3,079%)
237,63l

$ 398,19

December 31

2007

$ 13,74:
202,21¢
76,09(
2,85¢

34&

4,322
299,57.
20,83!
56,86
3,291

31€

$ 380,87¢

$ 527
111,14(
20,551
10,81¢
143,04(
4,30¢
5,43¢
3,78¢
156,56¢

272
94,13:
131,97
(2,065)
224,31

$ 380,87
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PC CONNECTION, INC. AND SUBSIDIARIES

PART |—FINANCIAL INFORMATION
Iltem 1—Financial Statements
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Net sales
Cost of sale!

Gross profit
Selling, general and administrative exper
Special charge

Income from operations
Interest expens
Other, ne

Income before income taxe
Income tax provisiol
Net income
Weighted average common shares outstant
Basic
Diluted
Earnings per common sha
Basic

Diluted

(Unaudited)
(amounts in thousands, except per share data)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2008 2007 2008 2007
$441,44:  $456,47(  $131456  $1,29577.
388,12:  398,94( 1,151,661 1,134,28
53,32 57,53( 162,90° 161,48
46,87: 45,57 140,43 134,77(
1,431 — 1,431 —
5,02( 11,95¢ 21,03¢ 26,71¢
(187) (218) (54¢) (66€)
24€ 197 61C 652
5,07¢ 11,93: 21,10 26,70(
(1,865) (4,247 (8,025) (9,877)
$ 321 $ 768 $ 1307 $ 16,82
26,83 26,81 26,83 26,76
26,89: 27,01 26,94 27,00¢
$ 12 0§ 2¢ $ 4c$ 63
$ 12 $ 28 $ 4c$ 62

See notes to unaudited condensed consolidateccfalatatements.

3
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PC CONNECTION, INC. AND SUBSIDIARIES

PART I—FINANCIAL INFORMATION
Item 1—Financial Statements
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STOC KHOLDERS' EQUITY
Nine Months Ended September 30, 2008
(Unaudited)
(amounts in thousands)

Common Stock Additional Retained Treasury Shares
Shares  Amount  Paid-In Capital Earnings Shares Amount Total

Balance—January 1, 2008 27,25: $ 273 $ 94,130 $131,97( (327) $(2,065) $224,31(
Stock compensation exper — — 1,09¢ — — — 1,09¢
Issuance of common stock under stock incentivesp

including income tax benel 33 — 22C — — — 22C
Issuance of stock under Employee Stock Purchase 14 — 12¢ — — — 12¢
Repurchase of common stock for Treas — — — — (12¢) (1,200 (1,200
Nonvested stock awart — — (187) — 26 187 —
Net income — — — 13,07f — — 13,07¢
Balance—September 30, 200! 27,29¢ $ 273 $  9539( $145,04' (429 $(3,07¢ $237,63(

See notes to unaudited condensed consolidateccfalatatements.

4
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

PC CONNECTION, INC. AND SUBSIDIARIES

PART |—FINANCIAL INFORMATION
Iltem 1—Financial Statements

(Unaudited)
(amounts in thousands)

Cash Flows from Operating Activities:

Net income

Adjustments to reconcile net income to net cashigeal by operating activitie:

Depreciation and amortizatic
Provision for doubtful accoun
Deferred income taxe
Stock compensation exper
Income tax benefit from exercise of stock opti
Excess tax benefit from exercise of stock opti
(Gain) loss on disposal of fixed ass
Changes in assets and liabiliti
Accounts receivabl
Inventories
Prepaid expenses and other current a:
Other norcurrent assel
Accounts payabl
Accrued expenses and other liabilit

Net cash provided by operating activit

Cash Flows from Investing Activities:

Purchases of property and equipm
Proceeds from sale of property and equipn

Net cash used for investing activiti

Cash Flows from Financing Activities:

Proceeds from sh¢-term borrowings

Repayment of shc-term borrowings

Repayment of capital lease obligati

Purchase of treasury sha

Exercise of stock optior

Issuance of stock under Employee Stock Purchase
Excess tax benefit from exercise of stock opti
Net share settlement obligati

Net cash (used for) provided by financing actig
Increase in cash and cash equival

Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

Noncash Financing Activity:

Issuance of nonvested stock from treas

See notes to unaudited condensed consolidateccfalatatements.

5

Nine Months Ended
September 30,

2008 2007
$ 13,07 $ 16,82
5,23¢ 5,15¢
1,39¢ 1,48:
1,31¢ 512
1,09€ 202
16 88¢
) (359
(13) 53
17,93 (18,28()
394 (6,130)
(59¢) 25€
15 91
4,22t 6,03¢
(1,149) 2,18:
42,94 8,91¢
(8,709) (5,189

44 —
(8,66Y) (5,18/)
37,34 3,31¢
(37,349 (3,319
(389) (665)

(1,200 —
204 2,54¢
12¢ 134
3 35¢

55 —
(1,197) 2,372
33,08¢ 6,10%
13,74/ 17,58:
$ 46,82 $ 23,68¢

$ 187 $ —
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PC CONNECTION, INC. AND SUBSIDIARIES

PART |I—FINANCIAL INFORMATION
Item 1—Financial Statements
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(amounts in thousands, except per share data)

Note 1—Basis of Presentation

The accompanying condensed consolidated finangitdraents of PC Connection, Inc. and its subsikathe “Company,” “we,” “us,”
or “our”) have been prepared in accordance witlbanting principles generally accepted in the Unialtes of America. Such principles were
applied on a basis consistent with those of thenfinal statements contained in our Annual Repofam 10-K for the year ended
December 31, 2007 filed with the Securities andiaxge Commission. The accompanying condensed ¢datgal financial statements should
be read in conjunction with the financial staterserdntained in our Annual Report on Form 10-K.Ha opinion of management, the
accompanying unaudited condensed consolidateddigiastatements contain all adjustments (consigtinly of normal recurring adjustments)
necessary for a fair presentation of the resultspefations for the interim periods reported anthefCompany’s financial condition as of the
date of the interim balance sheet. The operatiagltefor the three and nine months ended Septe&the008 may not be indicative of the
results expected for any succeeding quarter oetiiee year ending December 31, 2008.

Revenue Recognitio

Revenue on product sales is recognized at the poiithe when persuasive evidence of an arrangemdsits, the price is fixed and final,
delivery has occurred, and there is a reasonablea@sce of collection of the sales proceeds. Wergdlg obtain oral or written purchase
authorizations from our customers for a specifiebant of product at a specified price. Because ithee(i) have a general practice of
covering customer losses while products are insitatespite title transferring at the point of shgnt or (ii) have FOB-destination specifically
set out in our arrangements with federal agencidscartain commercial customers, delivery is deetodthve occurred at the point in time
when the product is received by the customer.

We provide our customers with a limited thirty-d&yht of return generally limited to defective meandise. Revenue is recognized at
delivery and a reserve for sales returns is recbrdée have demonstrated the ability to make reddersnd reliable estimates of product
returns in accordance with Statement of Financ@loAnting Standards (“SFAS”) No. 48, “Revenue Redtign When Right of Return
Exists,” based on significant historical experience

All amounts billed to a customer in a sale transaatelated to shipping and handling, if any, rejerg revenues earned for the goods
provided, and these amounts have been classifigieasales.” Costs related to such shipping amdilieg billings are classified as “cost of
sales.” Sales are reported net of sales, useher thnsaction taxes that are collected from enste and remitted to taxing authorities.

Revenue for third party service contracts is reedrdn a net sales recognition basis because wetdssume the risks and rewards of
ownership in these transactions. For such contragt®valuate whether the sales of such servicaddte recorded as gross sales or net sales
as required under the guidelines described in ®tatbunting Bulletin No. 104, “Revenue Recognitiarid Emerging Issues Task Force
(“EITF”) Issue No. 99-19, “Reporting Revenue Grassa Principal versus Net as an Agent.” Under gsakss recognition, we are the primary
obligor, and the entire selling process is recolidezhles with our cost to the third party senpeevider recorded as a cost of sales. Under net
sales recognition, we are not the primary obligod the cost to the third party service provideetorded as a reduction to sales, with no cost
of goods sold, thus leaving the entire gross pedithe reported net sale for the transaction.

6
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PC CONNECTION, INC. AND SUBSIDIARIES

PART |I—FINANCIAL INFORMATION
Item 1—Financial Statements
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(amounts in thousands, except per share data)

Similarly, we recognize revenue from agency sakssactions on a net sales basis. In agency safesattions, we facilitate product si
by equipment and software manufacturers directlyuilocustomers and receive agency, or referras, fimesuch transactions. We do not take
title to the products or assume any maintenancetorn obligations in these transactions; titlpassed directly from the supplier to our
customer.

Although service revenues represent a small peagerif our consolidated revenues, we offer a grgwéimge of services, including
installation, configuration, repair, and other seeg performed by our personnel and third-partyigiers. If a service is performed in
conjunction with the delivery of hardware, softwawe another service, then we determine whethéeamincluded in such multiple-element
arrangements constitutes a separate deliverabdecordance with EITF 00-21, “Accounting for ReverArrangements with Multiple
Deliverables.”

In these arrangements, an element is separatedediverable only when the following three conditsoare met:
* The delivered item(s) has value to the customex standalone basi

» There is objective and reliable evidence of thevalue of the undelivered item; a

» If the arrangement includes a general right ofrretelative to the delivered item, delivery or meriance of the undelivered item(s)
is considered probable and substantially undecontrol.

Cost of Sales and Certain Other Costs

Cost of sales includes the invoice cost of the peoddirect costs of packaging, inbound and outbldugight, and provisions for inventc
obsolescence, adjusted for discounts, rebatespthed vendor allowances, including those pursuaiITF Issue No. 02-16, “Accounting by a
Customer (Including a Reseller) for Certain Consitlen Received from a Vendor.” Direct operatingemnses relating to our purchasing
function and receiving, inspection, internal tramsfvarehousing, packing and shipping, and otheraijng expenses of our distribution center
are included in selling, general and administraff&5&A”) expenses. Total direct operating expensaating to these functions included in
SG&A expenses for the periods reported are shodowbe

Three Months Nine Months

Ended Ended
September 30, 20( $ 3,01¢ $ 9,13«
September 30, 20C 2,862 8,37¢

Accounts Receivabl

We perform ongoing credit evaluations of our custsrand adjust credit limits based on payment hyistod customer creditworthiness.
We maintain an allowance for estimated doubtfubaots based on our historical experience and temer credit issues identified. We
monitor collections regularly and adjust the allow@ for doubtful accounts as necessary to recogmygehanges in credit exposure.

7



Table of Contents

PC CONNECTION, INC. AND SUBSIDIARIES

PART |I—FINANCIAL INFORMATION
Item 1—Financial Statements
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(amounts in thousands, except per share data)

Inventorie—Merchandise

Inventories (all finished goods) consisting of a@fte packages, computer systems, and peripherigdregat, are stated at cost
(determined under a weighted-average cost methachveipproximates the first-in, first-out method)moarket, whichever is lower. Inventory
guantities on hand are reviewed regularly, andrallces are maintained for obsolete, slow movind,ramsalable inventory.

Vendor Allowances

We receive allowances from merchandise vendorprioe protections, discounts, product rebates,ather programs. These allowances
are treated as a reduction of the vendor’s prindsaae recorded as adjustments to cost of salles@ntory, as applicable. Allowances for
product rebates that require certain volumes oflpcbsales or purchases are recorded only afteetated milestones are met.

Advertising Costs and Allowanc

Costs of producing and distributing catalogs amrgéd to expense in the period in which the catatog first issued. Other advertising
costs are expensed as incurred.

Vendors have the ability to place advertisementsuincatalogs or fund other advertising activifi@swhich we receive advertising
allowances. These vendor allowances, to the extanthey represent specific reimbursements ofitteerlying incremental and identifiable
costs, are offset against SG&A expenses. Advegialtowances that cannot be associated with afippcogram funded by an individual
vendor or that exceed the fair value of advertigirgense associated with that program are clagsifieoffsets to cost of sales or inventory in
accordance with EITF 02-16. Our vendor partnersegaly consolidate their funding of advertising astler marketing programs, and as a
result, we classify substantially all vendor corsadion as a reduction of cost of inventory purelsamther than a reduction of advertising
expense.

Goodwill and Other Intangible Assets

We have designated January 1 of each year as thevegperform our annual impairment tests relatvgoodwill. We completed the
impairment review in January 2008 and determinati@ir goodwill and trademarks were not impaireddifionally, in view of the recent
decline in the economy and in the market valueufammmon stock, we performed an interim impairntest as of September 30, 2008. As a
result of this interim test, we determined that goodwill and trademarks were not impaired.

September 30, 20C
Goodwill $ 56,86

Trademarks 1,19(C

Intangible assets subject to amortization at Selpeer80, 2008 consisted of customer lists of $1dM®a licensing agreement of $119
(net of accumulated amortization of $4,041 and $8&§pectively). Intangible assets subject to aization at December 31, 2007 consisted of
customer lists of $1,893 and a licensing agreemE®208 (net of accumulated amortization of $3,386 $267, respectively). For each of the
three-month periods ended September 30, 2008 a0itl & recorded amortization expenses of $268e&oh of the nineronth periods ende
September 30, 2008 and 2007, we recorded amooiizatipenses of $804.

8
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PC CONNECTION, INC. AND SUBSIDIARIES

PART |I—FINANCIAL INFORMATION
Item 1—Financial Statements
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(amounts in thousands, except per share data)

The estimated amortization expense for each oftee succeeding years and thereafter is as fallows

For the Year Ended December 31,

2008 $265(*)
2009 94z
2010 88

2011 and thereafte —

(*) Represents estimated amortization expense fohtke tonths ending December 31, 2(

Share-Based Compensation

In accordance with SFAS No. 123 (revised 2004) at8kBased Payment,” (“SFAS 123(R)"), we measurgythat date fair value of
equity awards given to employees and recognizecttgtton a straight-line basis, adjusted for edtohforfeitures, over the periods that such
services are performed in our condensed consotidatencial statements. We use the Black-Scholéismpaluation model and apply the
single-option valuation approach to assess thet-glate fair value of stock option awards. We deteethe fair value of nonvested stock
awards using the end-of-day market value of ourmmomstock on the grant date.

Income Taxes

We recognize deferred income tax assets and liaiifior the differences between the financialestegnt and tax basis of assets and
liabilities that will result in taxable or dedudgbamounts in the future, based on enacted tax d&dgates anticipated to be applicable to the
periods in which the differences are expected fiecataxable income. On January 1, 2007, we addpitgahcial Accounting Standards Board
(“FASB") Interpretation No. 48, “Accounting for Urcdtainty in Income Taxes—an interpretation of FASatement No. 109,” (“FIN 48")Ve
account for uncertain tax positions in accordanitk ®N 48. Accordingly, we report a liability famrecognized tax benefits resulting from
uncertain tax positions taken or expected to bertak a tax return. We recognize interest and piesalf any, related to unrecognized tax
benefits in income tax expense. During the ninetlmanded September 30, 2008, there were no niatkaages in the liability for
unrecognized tax benefits. We do not currently ekfigat our unrecognized tax benefits will chanigaificantly within the next twelve
months.

Use of Estimates in the Preparation of Financial&@ements

The preparation of financial statements in conftymiith accounting principles generally accepteth@ United States of America
requires management to make estimates and assmsplicese estimates and assumptions affect therdasn@ported in the accompanying
condensed consolidated financial statements. Acésaillts could differ from those estimates.

Share Repurchase Authorizatio

On March 28, 2001, our Board of Directors authatitee spending of up to $15,000 to repurchase awmnwon stock. Share purchases
will be made in the open market from time to tinepending on market conditions. Our current bank eihcredit, however, limits repurchases
made after June 2005 to $10,000 without bank agp@ihigher amounts.

9
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PC CONNECTION, INC. AND SUBSIDIARIES

PART |I—FINANCIAL INFORMATION
Item 1—Financial Statements
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(amounts in thousands, except per share data)

During the nine months ended September 30, 2008¢pachased an aggregate of 119,752 shares f4%h1As of September 30, 2008,
we have repurchased an aggregate of 482,169 doa®3,430. The maximum approximate dollar valuslwires that may yet be purchased
under the program without further bank approv&l8s855. We have issued nonvested shares from tgestack and have reflected upon
vesting the net remaining balance of treasury stocthe condensed consolidated balance sheetdlticad we withheld 8,239 shares upon the
vesting of nonvested stock to satisfy related eggBdax obligations during the nine months endgate®eber 30, 2008. Such transactions were
recognized as a repurchase of common stock andhegttio treasury but do not apply against authdriepurchase limits under our bank line
agreement and Board of Directors’ authorization.

Note 2—Earnings Per Share

Basic earnings per common share is computed useng/¢ighted average number of shares outstandihge® earnings per share is
computed using the weighted average number of slartstanding adjusted for the incremental shatebwted to outstanding equity awards,
if dilutive, under the treasury stock method.

The following table sets forth the computation asie and diluted earnings per share:

Three Months Ended Nine Months Ended

September 30, 2008 2007 2008 2007
Numerator:

Net income $ 3,21« $ 7,68¢ $13,07¢ $16,82!
Denominator

Denominator for basic earnings per st 26,83t 26,81« 26,83 26,76¢

Dilutive effect of employee equity awar 57 203 107 244

Denominator for diluted earnings per sh 26,89: 27,015 26,94 27,00¢
Earnings per shar

Basic $ 12 $ .29 $ .49 $ .63

Diluted $ 12 $ .28 $ .49 $ .62

For the three and nine months ended Septembe88,ahd 2007, the following weighted average ur@sed stock options and other
common stock equivalents were excluded from thepedation of diluted earnings per share becausefteet would have been anti-dilutive:

Three Months Ended Nine Months Ended
September 30, 2008 2007 2008 2007
Anti-dilutive equity award: 1,007 29€ 612 23€

Note 3—Recently Issued Accounting Standards

In September 2006, the FASB issued SFAS No. 1541y Value Measurements” (“SFAS 157”). This Statetramfines fair value,
establishes a framework for measuring fair valne, @xpands disclosures about fair value measursm@BRAS 157 does not require any new
fair value measurements but rather applies undr @tccounting pronouncements that require or péamivalue measurements. SFAS 157 is
effective for fiscal years beginning after Novemt&r 2007. In February 2008, the FASB issued FA&Sf $osition No. 157-2

10
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PC CONNECTION, INC. AND SUBSIDIARIES

PART |I—FINANCIAL INFORMATION
Item 1—Financial Statements
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(amounts in thousands, except per share data)

(“FSP 157-2"). FSP 157-2 delays the effective @dt8FAS 157 for all nonfinancial assets and nonfaial liabilities, except those that are
recognized or disclosed at fair value in the finahstatements on a recurring basis (at least dlypuantil fiscal years beginning after
November 15, 2008, and interim periods within thfiseal years. These nonfinancial items includetssand liabilities such as reporting ut
measured at a fair value in a goodwill impairmest and nonfinancial assets acquired and lialslagsumed in a business combination.
Effective January 1, 2008, we adopted SFAS 15Tifancial assets and liabilities, and such adoptiighnot have a significant effect on our
financial position, results of operations, and cisivs.

In October 2008, the FASB issued FSP 157-3 “Deteirrgithe Fair Value of a Financial Asset When tharlkét for That Asset Is Not
Active” (“FSP 157-3"). FSP 157-3 clarifies the aigption of SFAS 157 in a market that is not actaveqd addresses application issues such as
the use of internal assumptions when relevant gbbér data does not exist, the use of observabtikenmformation when the market is not
active, and the use of market quotes when assegginglevance of observable and unobservable B8R.157-3 is effective for all periods
presented in accordance with SFAS 157. The adopfi¢isP 1573 did not have a significant impact on our consaikd financial statements
the fair values of our financial assets and litgib#i.

In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Financabilities” (“SFAS 159),
which permits companies to voluntarily choose t@suee specified financial instruments and othenstat fair value on a contract-by-contract
basis. If the fair value option is elected, subsadehanges in fair value will be required to bgorged in earnings each reporting period. This
Statement is effective for fiscal years beginniftgraNovember 15, 2007 and interim periods witthioge fiscal years. We have elected not to
measure any eligible items at fair value. Accordlinthe adoption of SFAS 159 did not have a makémaact on our financial position, results
of operations, and cash flows.

In December 2007, the FASB issued SFAS No. 141ideev2007), “Business Combinations” (“SFAS No. B)J. Under SFAS 141(R),
an entity is required to recognize the assets aedyiabilities assumed, contractual contingenaesl contingent consideration at their fair
value on the acquisition date. It further requitest acquisition-related costs be recognized séglgriom the acquisition and expensed as
incurred; that restructuring costs generally bee@sed in periods subsequent to the acquisition datethat changes in accounting for deferred
tax asset valuation allowances and acquired indamancertainties after the measurement periog¢begnized as a component of provision
for taxes. This Statement is effective for fiscahags beginning after December 15, 2008, and ig tapiplied prospectively. We are currently
assessing the potential impact SFAS 141(R) wilkeharw our financial statements.

Note 4—Related-Party Transactions

We lease our corporate headquarters under a fifteanlease from G&H Post, LLC, an affiliated compaelated to us through common
ownership. Lease payments for the facility commdrindDecember 1998, and we have the option to rahevease for two additional terms
five years each. Our subsidiary Merrimack ServiCegporation also leases from G&H Post, LLC a facitidjacent to our corporate
headquarters under a ten-year lease agreementarteioption to renew the lease for two addititwvalyear terms. A copy of the lease was
filed as Exhibit 10.1 to our Quarterly Report FatQ for the period ended June 30, 2008.

Note 5—Segment and Related Disclosures

SFAS No. 131, “Disclosures About Segments of arefpmise and Related Information,” requires thatlipudbmpanies report profits and
losses and certain other information on their “régdale operating segments”
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PC CONNECTION, INC. AND SUBSIDIARIES

PART |I—FINANCIAL INFORMATION
Item 1—Financial Statements
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(amounts in thousands, except per share data)

in their annual and interim financial statementar Chief Operating Decision Maker (“CODMé&yaluates our operations based on a meas
operating income. The internal organization usedlryyCODM to assess performance and allocate ressutetermines the basis for our
reportable operating segments. Our CODM is our {Executive Officer.

Our operations are organized under three reportgi#@eating segments—the “SMB” segment, which sesvesll- and medium-sized
businesses, as well as consumers; the “Large Atteagment, which serves medium-to-large corporati@nd the “Public Sector” segment,
which serves federal, state, and local governmethteglucational institutionstegether with our Headquarters/Other group thatigdeservice
in areas such as finance, human resources, infmmigchnology, legal, communications, and markgtiost of the operating costs associ
with the Headquarters/Other group functions aregegthto the reportable operating segments bas#ueimestimated usage of the underlying
functions. We report these charges to the operatiggents as “Allocations.” Certain of the headtprarcosts relating to executive oversight
functions that are not allocated to the operategngents are included under the heading of “HeadensaDther” in the tables below.

Net sales represent net sales to external custaaseysr CODM does not review inter-segment prodexgtnues. Segment information
applicable to our reportable operating segmentghi®three and nine months ended September 30,&@08007 is shown below:

Three Months Ended September 30, 20C

Large Account Public Sectoi Headquartersi

SMB

Segment Segment Segment Other Consolidatec
Net sales $217,46: $ 117,30( $ 106,68: $ 441,44
Operating income (loss) before allocati $ 14,87 $ 6,16¢ $ 3,96i $ (19,989 $ 5,02
Allocations (10,827 (782) (3,936 15,53¢ —
Operating income (los: $ 4,05: $ 5,38¢ $ 31 $ (4,450 $ 5,0
Selected Operating Expens
Depreciation and amortizatic $ 72 $ 337 $ 33 $ 1,28¢ $ 1,73
Special charge 13 — 42 1,37¢ 1,431

Three Months Ended September 30, 20C
Large Account Public Sectol Headquartersi
SMB

Segment Segment Segment Other Consolidatec
Net sales $234,85( $ 130,02 $ 91,59! $ 456,47(
Operating income (loss) before allocatis $ 17,76« $ 7,821 $ 4,02t $ (17,65Y $ 11,95¢
Allocations (9,409 (439 (3,080 12,92: —
Operating income (los: $ 8,361 $ 7,382 $ 94¢ $ (4,739 $ 11,95¢
Selected Operating Expen:
Depreciation and amortizatic $ 77 $ 30¢ $ 28 $ 1,27¢ $ 1,68¢

Special charge

12



Table of Contents

PC CONNECTION, INC. AND SUBSIDIARIES
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Item 1—Financial Statements
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(amounts in thousands, except per share data)

Nine Months Ended September 30, 20C
Large Account Headquarters/

Public Sectol

SesgljvlmBent Segment Segment Other Consolidated
Net sales $693,98' $ 361,87¢ $ 258,70: $1,314,56'
Operating income (loss) before allocatit $ 49,50t $ 19,82t $ 9,43 $ (57,729 $ 21,03¢
Allocations (32,699 (2,370 (20,780) 45,84+ —
Operating income (los: $ 16,81: $ 17,45t $ (1,349 $ (11,880 $ 21,03¢
Selected Operating Expens
Depreciation and amortizatic $ 21F $ 98¢t $ 12¢ $ 3,90¢ $ 5,23
Special Charge 13 — 42 1,37¢ 1,431
Balance Sheet Dat:
Total asset $149,66( $ 156,68t¢ $ 63,00¢ $ 28,84: $ 398,19¢
Goodwill 1,17: 48,06( 7,63¢ — 56,86"

Nine Months Ended September 30, 20C
Large Account Public Sectol Headquarters/
SMB

Segment Segment Segment Other Consolidated
Net sales $700,71¢ $ 373,94 $ 221,11( $1,295,77.
Operating income (loss) before allocatis $ 48,12: $ 21,17« $ 8,82¢ $ (51,409 $ 26,71t
Allocations (30,35¢) (669) (8,775 39,80( —
Operating income (los: $ 17,767 $ 20,50 $ 51 $ (11,609 $ 26,71t
Selected Operating Expens
Depreciation and amortizatic $ 23C $ 99z $ 85 $ 3,85( $  5,15¢
Special charge — — — — —
Balance Sheet Dat:
Total asset $151,69( $ 159,75¢ $ 48,097 $ 16,36¢ $ 375,90
Goodwill 1,17: 48,06( 7,63¢ — 56,86"

Our operating segments’ assets presented aboyeiararily accounts receivables, intercompany resiglies, and goodwill and other
intangibles. Assets for the Headquarters/Othergere managed by corporate headquarters, inclwgislg, inventory, and property and
equipment. Total assets for the Headquarters/Q@iitoerp are presented net of intercompany balanéeietions of $52,403 and $72,299 for
September 30, 2008 and 2007, respectively. Outalapipenditures are largely comprised of IT hamgwand software purchased and software
developed internally, to maintain or upgrade ounagement information systems. These systems skivfeoar subsidiaries, to varying
degrees, and as a result, our CODM does not eeata@ital expenditures on a segment basis.
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(amounts in thousands, except per share data)

Net sales by business segment and product mixrasemted below:

Three Months Ended Nine Months Ended
September 30 2008 2007 2008 2007
Segment (excludes transfers between segn
SMB $217,46: $234,85( $ 693,98 $ 700,71¢
Large Accoun 117,30( 130,02 361,87t 373,94
Public Secto 106,68: 91,59: 258,70 221,11(
Total $441,44. $456,47( $1,314,56 $1,295,77.
Product Mix
Notebooks and PDA $ 70,21¢ $ 71,73( $ 204,25 $ 217,74
Video, Imaging and Sour 65,77¢ 65,23¢ 192,58t 172,48:
Desktop/Server 59,16¢ 65,77¢ 179,61: 185,78
Software 56,03¢ 58,10¢ 169,19 162,59!
Net/Com Product 46,14( 37,92« 132,98( 103,37:
Printers and Printer Suppli 41,557 43,44¢ 122,70: 126,84!
Storage Device 35,56¢ 41,23 114,71( 115,69(
Memory and System Enhanceme 13,71¢ 20,46( 46,69’ 64,44:
Accessories/Othe 53,261 52,55¢ 151,82¢ 146,81!
Total $441,44. $456,47( $1,314,56 $1,295,77.

Substantially all of our net sales for the nine therended September 30, 2008 and 2007 were madestmmers located in the United
States. Shipments to customers located in foredgmities aggregated less than 1% in each of tlesgeective periods. All of our assets at
September 30, 2008 and December 31, 2007 wereebhaathe United States. Our primary target custsraee small- and medium-sized
businesses with 20 to 1,000 employees, federag, stad local government agencies, educationatutishs, and medium-to-large corporate
accounts. No single customer accounted for 10%areraf our total net sales for the three- and mrgath periods ended September 30, 2008
and 2007.

Note 6—Special Charges

In the nine months ended September 30, 2008, veeded a charge of $1,431 related to workforce régdo@nd management
restructuring costs, classified as workforce reidnstin the table below. We did not record any sgdesharges in the nine months ended
September 30, 2007.

A roll forward of special charges for the nine mtenended September 30, 2008 is shown below.

Workforce

Reductions

Balance December 31, 20 $ 541
Charges 1,431
Cash payment (221
Liabilities at September 30, 201 $ 1,751
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(amounts in thousands, except per share data)

Liabilities at September 30, 2008 and Decembef807 are included in accrued expenses and oth®litlss on the consolidated balat
sheet.

Note 7—Commitments and Contingencies

We are subject to various legal proceedings arithslavhich have arisen during the ordinary courskusiness. In the opinion of
management, the outcome of such matters is noteghéo have a material effect on our financialifias, results of operations, and cash
flows.

We are subject to audits by states on sales andni@t¢axes, unclaimed property, and other assessnfentulti-state unclaimed property
audit is in progress, and certain sales tax audtg be imminent. While management believes thatinlabilities have been adequately
provided for, it is too early to determine the mitite outcomes of such audits. Such outcomes cawiel & material impact on our results of
operations and financial condition.

Note 8—Income Taxes

We file one consolidated U.S. federal income taurrethat includes all of our subsidiaries as wasliseveral consolidated, combined, and
separate company returns in many U.S. state tésdjations. The tax years 2005-2007 remain opexx&mination by the major state taxing
jurisdictions in which we file. In September 200& settled an Internal Revenue Serv“IRS”) audit of the 2005 tax year with an adjustrhen
that increased taxable income in 2006 by $325|Riseasserted that $325 was the non-deductibleguootfi a General Services Administration
(“GSA”) settlement, of which $1,510 was accrued daducted in 2006. We paid $2,550 to the GSA ir620Gsettle all claims made after a
GSA contract administration review. The tax anéfiest on the $325 adjustment totaled $127 and widsip September 2008. Additionally
during the quarter, $440 of state tax loss andiccedryforwards were recognized.

Note 9—Bank Borrowing and Trade Credit Arrangements

We have a $50,000 credit facility collateralizeddoypstantially all of our business assets. Thidifiacan be increased, at our option, to
$80,000 for approved acquisitions or other uselaired by the bank at substantially the same teAmunts outstanding under this facility
bear interest at the prime rate (5.00% at SepteB®e2008). The facility also gives us the optidmlotaining Eurodollar Rate Loans in
multiples of $1,000 for various short-term duraioiihe credit facility includes various customanahcial ratios and operating covenants,
including minimum net worth and maximum funded dettito requirements, and restrictions on the payroédividends to shareholders,
repurchase of our common stock, and default act@erprovisions, none of which we believe sigrafity restricts our operations. Funded
debt ratio is the ratio of average outstanding adea under the credit facility to EBITDA (Earningefore Interest Expense, Taxes,
Depreciation, and Amortization). The maximum alléweafunded debt ratio under the agreement is 210apour actual funded debt ratio at
September 30, 2008 was less than 0.1 to 1.0.

No borrowings were outstanding under this creditlity at September 30, 2008 or December 31, 200@. credit facility matures on
October 15, 2012, at which time amounts outstandetpme due.

At September 30, 2008, we had security agreemeittigwo financial institutions to facilitate the mhase of inventory from various
suppliers under certain terms and conditions. reements allow a collateralized first positiorcartain branded products inventory financed
by these financial institutions up to an aggregate
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amount of $45,000. The cost of such financing utidese agreements is borne by the suppliers bguliging their invoices to the financial
institutions as an incentive for us to purchasé frducts. We do not pay any interest or discdaes on such inventory financing. At
September 30, 2008 and December 31, 2007, accpaydble included $16,811 and $12,197, respectioshed to these financial institutions.

Note 10—Fair Value

SFAS 157 establishes a fair value hierarchy thgires an entity to maximize the use of observatgats and minimize the use of
unobservable inputs when measuring fair value. @hafée inputs are obtained from independent soumndscan be validated by a third party,
whereas unobservable inputs reflect assumptiorssdery what a third party would use in pricing &set or liability. A financial instrument’s
categorization within the fair value hierarchy @&sbd upon the lowest level of input that is sigaffit to the fair value measurement. SFAS
No. 157 establishes three levels of inputs that beaysed to measure fair vali

Level 1—Quoted prices in active markets for idealtassets or liabilities.
Level 2—Include other inputs that are directly mdirectly observable in the marketplace.
Level 3—Unaobservable inputs which are supporteditdy or no market activity.

In accordance with SFAS 157, we measure our casivadgnts at fair value and are classified withewvel 1 or Level 2 of the fair value
hierarchy. The classification has been determirsesgtth on the manner in which we value our cash alguits, primarily using quoted market
prices or alternative pricing sources. Assets nreasat fair value on a recurring basis consistetth@following types of instruments and were
reported as cash equivalents as of September 88; 20

Fair Value Measurements at Reporting Date Usini
Quoted Prices ir

Active Markets Significant
for Identical Other Significant
Instruments Observable Unobservable Total
(Level 1) Inputs (Level 2) Inputs (Level 3) Balance
Assets
Cash Equivalents
Bank time deposit $ — $ 15,07¢ $ — $15,07¢
Money market fund deposi 31,74¢ — — 31,74¢
Total assets measured at fair valu 31,74¢ $ 15,07¢ — $46,82’
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PC CONNECTION, INC. AND SUBSIDIARIES

PART I—FINANCIAL INFORMATION
Iltem 2—MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINA NCIAL CONDITION
AND RESULTS OF OPERATIONS

Our management’s discussion and analysis of oanfifal condition and results of operations inclutle identification of certain trends
and other statements that may predict or anticigatare business or financial results that are sabjto important factors that could cause our
actual results to differ materially from those iodied. See Item 1A"Risk Factors” of this QuarteRgport on Form 10-Q.

OVERVIEW

We are a leading direct marketer of a wide rangafofmation technology, or IT, products and seegie-including computer systems,
software and peripheral equipment, networking comications, and other products and accessoriesvilagurchase from manufacturers,
distributors, and other suppliers. We also offgr@aving range of installation, configuration, rapaind other services performed by our
personnel and third-party providers. We operateuth three primary business segments: (a) consuandrsmall- to mediumsized businesse
or SMBs, through our PC Connection Sales subsatiatb) large corporate accounts, or Large Accdbrugh our MoreDirect subsidiary, €
(c) federal, state, and local government and edarg@tinstitutions, or Public Sector, through owv&onnection subsidiary.

We generate sales through (i) outbound telemargxetind field sales contacts by account managerséatan the business, education,
government markets, (ii) our websites, and (iifdnnd calls from customers responding to our cgsadmd other advertising media.

As a value added reseller in the IT supply chaiede not manufacture IT hardware or software. Wedapendent on our suppliers that
consist of manufacturers and distributors thabhisally have sold only to resellers rather thameclly to end users. Certain manufacturers |
on many occasions attempted to sell directly toaustomers, thereby eliminating our role. Consdiatain this industry is more evident than
ever, as further streamlining of our supply chaiows. If more of our suppliers were to succeeskiling to our customers directly, including
the electronic distribution of software productsy énancial condition, results of operations, aagh flows could be negatively affected.

Market conditions and technology advances signifigaaffect the demand for our products and sesvitértual delivery of software
products and advanced Internet technology providirsilomers enhanced functionality have substapiiadreased customer expectations,
requiring us to invest more heavily in our own I@veélopment to meet these new demands. As buyinggrehange and electronic commerce
continues to grow, customers become more sophistiGend have more choices than ever before. Cusscane also better able to make price
comparisons through the Internet, thereby incrgggiice competition. These conditions could havegative effect on our financial conditic
results of operations, and cash flows.

The primary challenges we face in effectively mang@ur business are (1) increasing our revenu#iseifiace of a weak economic
environment while also improving our gross profaingins in all three business segments, (2) reogjitietaining, and improving the
productivity of our sales personnel, and (3) effedy managing and leveraging our selling, genaral administrative, or SG&A, expenses
over a higher sales base. With modest growth piegeat best, in the overall IT industry, any siigaint sales growth for us must come thro
increased market share. Competition is expectée ven more intense in the future, which couldnporte pressure on margins. Given the
softness in customer demand, management implemeasgtdeductions in the third quarter of 2008 tuee expenses to be in line with lower
sales volumes. We lowered headcount in sales suppas and implemented various cost reductionrpnog that are expected to result in
annualized savings of $6 million beginning in tharth quarter of 2008.
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We believe that our customers are increasinglyisgdktal IT solutions, rather than simply specificproducts. Through the formation
of our services subsidiary, ProConnection, Inc. aneable to provide customers complete IT solstidrom identifying their needs, to
designing, developing, and managing the integragfqoroducts and services to implement their ITjgets. Such service offerings carry much
higher margins than traditional product sales. &Addally, the technical certifications of our se@iengineers permit us to offer higher-end,
more complex products that also carry higher gneasgins. We expect these service offerings anchieahcertifications to continue to play a
role in sales generation and gross margins incthirispetitive environment.

We seek to recruit, retain, and increase the ptddiycof our sales personnel through training, teeimg, financial incentives based on
performance, and updating and streamlining ourimédion systems to make our operations more efficM/e are currently undertaking a
major modification and upgrade of our sales ordec@ssing and customer management system thatpeeted to improve sales productivity
in the second half of 2009. In addition, as statiedve, we actively monitor and manage our expetngetsre in order to obtain better leverage
of our operating costs.

RESULTS OF OPERATIONS

The following table sets forth information deriviedm our statements of income expressed as a pgagenf net sales for the periods
indicated:

Three Months Ended Nine Months Ended

September 30, 2008 2007 2008 2007
Net sales(in millions) $441.¢ $456.£ $1,314.¢ $1,295.¢
Net sales 100.(% 100.(% 100.(% 100.(%
Gross margit 12.1 12.€ 12.4 12.5
Selling, general and administrative exper 10.€ 10.C 10.7 10.4
Special charge 0.4 — 0.1 —
Income from operatior 1.1% 2.6% 1.6% 2.1%

Net sales decreased year over year in the threainadnonths ended September 30, 2008 as reveuwlieedein the SMB and Large
Account segments were only partially offset by @ased Public Sector revenues. Operating marginsassx year over year in the three- and
nine-month periods ended September 30, 2008 agperienced higher operating costs and lower grosfit pnargins, compared to the three-
and nine-month periods ended September 30, 20@asGrofit margins decreased year over year fdr that three and nine months ended
September 30, 2008 due to competitive pricing presassociated with the recent softening in IT dpen Operating costs increased in dollars
and as a percentage of net sales in the threeiaadnonths ended September 30, 2008. The dolleeases were attributable to increased IT
investments in sales support systems and additgaias representatives; the rate increases weiteutdble to the weaker demand environment
that adversely affected such expenses as a pegecotaet sales.
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Net Sales Distributior
The following table sets forth our percentage dfsades by business segment and product mix:

Three Months Ended Nine Months Ended
September 30, 2008 2007 2008 2007
Business Segme
SMB 49% 51% 53% 54%
Large Accoun 27 29 27 29
Public Secto 24 20 20 17
Total _10C% _ 10C% _ 10C% _ 10C%
Product Mix
Notebooks and PDA 16% 16% 15% 17%
Videos, Imaging and Sour 15 14 15 13
Desktop/Server 13 14 14 14
Software 13 13 13 13
Net/Com Product 11 8 10 8
Printers and Printer Suppli 9 10 9 10
Storage Device 8 9 9 9
Memory and System Enhanceme 3 4 4 5
Accessories/Othe 12 12 11 11
Total 10C% 10C% 10C% 10C%

Our highest year-over-year growth category was@tl Products, which grew 22% in the third quarfe2@)8 compared to the prior
year period, reflecting industry demand for tofakblutions products in all thr-business segments. Sales of Video, Imaging anddand
Accessories/Other were level year over year desipit®verall decrease in net sales, primarily duadreased sales of Apple digital music
products, consumer electronics, and power managegmneducts.

Gross Profit Margins
The following table summarizes our overall grossfipmargins, as a percentage of net sales, oeepéhiods indicated:

Three Months Ended Nine Months Ended
September 30, 2008 2007 2008 2007
Business Segme
SMB 14.2% 14.2% 14.(% 13.71%
Large Accoun 11.1 11.5 11.2 11.2
Public Secto 8.9 9.8 9.€ 10.€
Total 12.1% 12.€% 12.2% 12.5%

Consolidated gross profit margins decreased year year due to lower invoice profit margins andyé&@rPublic Sector revenues as a
percentage of total net sales in the three andmim@ths ended September 30, 2008. Public Sectenues have the lowest margin rates of the
three business segments. Invoice profit margingwewersely impacted by pricing pressure assocuithdsoftening demand. Gross margin
improvement initiatives partly offset such pricipgessure. These include increasing vendor consideraeducing freight discounting to our
customers, and increasing the level of servicesssal
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Cost of Sales and Certain Other Costs

Cost of sales includes the invoice cost of the peoddirect costs of packaging, inbound and outbldugight, and provisions for inventc
obsolescence, adjusted for discounts, rebatesythed vendor allowances. Direct operating expersasing to our purchasing function and
receiving, inspection, internal transfer, warehngspacking and shipping, and other expenses ofiigtiibution center are included in SG&A
expenses. Accordingly, our gross margins may naoeparable to those of other entities who inclalllef the costs related to their
distribution network in cost of goods sold. Sucktspas a percentage of net sales for the pergpdsted, are as follows:

Three Months Ended Nine Months Ended
September 30 2008 2007 2008 2007
Purchasing/Distribution Cent 0.6&% 0.6% 0.6% 0.65%

Operating Expenses
The following table breaks out our more significaperating expenses for the periods indicated ddolh millions):

Three Months Ended Nine Months Ended

September 30, 2008 2007 2008 2007
Personnel cos! $ 30.¢ $ 30.€ $ 94.C $ 90.2
Advertising, ne 4.8 4.8 14.F 14.F
Facilities operation 2.4 2.3 7.2 6.8
Credit card fee 1.8 2.C 5.7 5.6
Depreciation and amortizatic 1.7 1.7 5.2 5.2
Bad debt:s 0.1 0.5 1.1 1.1
Other, ne B8 3.7 12.7 11.1

Total $ 46.€ $ 45.€ $140.¢ $134.¢

Percentage of net sal 10.€% 10.(% 10.7% 10.4%

Personnel costs represent the majority of our dipgraxpenses, with sales personnel representamtatbest portion of these costs.
Personnel costs increased year over year as atlititvestments in sales representatives offseclng in variable compensation associated
with lower operating results. We ended the thirdregr 2008 with 666 sales representatives, or 3%e ian at September 30, 2007. Other
expenses increased year over year in the threainadnonths ended September 30, 2008 primarilytalirevestments in sales system
enhancements which we expect to improve sales ptiwity beginning in the second half of 2009. Gitée softness in customer demand,
management implemented cost reductions in the thiedter of 2008 to reduce expenses in line witvelosales volumes. We reduced
headcount in sales support areas and implementexisaost reduction programs that are expectedduolt in annualized savings of $6 milli
beginning in the fourth quarter of 2008.

20



Table of Contents

Year-Over-Year Comparisons
Three Months Ended September 30, 2008 Comparede& Months Ended September 30, 2007
Changes in net sales and gross profit by busireggaent are shown in the following table (dollarsnilions):

Three Months Ended September 30,

2008 2007
% of Net % of Net
%
Amount Sales Amount Sales Change
Sales:
SMB $217.¢ 49.2% $234.¢ 51.4% (7.9%
Large Accoun 117.c 26.¢€ 130.( 28.t (9.9
Public Secto 106.7 24.2 91.€ 20.1 16.5
Total $441 .4 100.(% $456.5 100.(% (3.9%
Gross Profit;
SMB $ 30.€ 14.2% $ 33.¢ 14.2% (8.9%
Large Accoun 13.C 11.1 15.C 11. (13.9)
Public Secto 9.5 8.9 8.9 9.8 6.7
Total $ 53.¢ 12.1% $ 57.F 12.6% (7.9%

Net saledor the third quarter of 2008 decreased comparededhird quarter of 2007 as higher sales levettdexed by the Public Sector
segment only partially offset declines in SMB aratde Account segments, as explained below:

Net sales for the SMB segment decreased in the gjuiarter of 2008 across most product and custeswtors. Corporate sal
declined year over year, reflecting the industrgevslow-down in purchasing patterns of our busitgessomers. Consumer sales
continued to decline, reflecting our focus on madireerse marketing programs designed to reach asinbss customers and the
general decline in consumer spending. Average dizedssales productivity decreased 11% year ovar yethe third quarter of
2008 in part due to the hiring of new sales reprigives. Sales representatives for our SMB segtotaied 453 at September 30,
2008, an increase from 436 at September 30, -

Net sales for the Large Account segment decreasadover year, reflecting the indus-wide decline in IT spending by lar
corporate customers. As a result, average annda&es productivity decreased year over year bynte third quarter of 2008.
Sales representatives for our Large Account seginé&ied 92 at September 30, 2008, a decreaseY9voat September 30, 2007,
partly as a result of reductions implemented dutiregthird quarter of 200!

Net sales for the Public Sector segment in the thpirarter of 2008 increased year over year primdiik to increased fedel
government sales made under federal governmemntamtsit Average annualized sales productivity intkiel quarter of 2008
increased by 10% year over year primarily due éostinccess of our federal sales representativess 8gdresentatives for our Public
Sector segment totaled 121 at September 30, 2608¢ceease from 112 at September 30, 2

Gross profitfor the third quarter of 2008 decreased compareledhird quarter of 2007 in dollars and as a @&tage of net sales, as
explained below:

Gross profit for the SMB segment decreased year ya@ primarily due to decreased net sales, assgrmfit margins were large
unchanged. Increased vendor consideration and eddueight discounting by our sales representatffset increased competitive
pricing pressures in the third quarter of 2008 care to the prior year peric
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Gross profit for the Large Account segment decr@gsar over year in both dollars and as a percentéget sales. The decline
gross profit margins was attributable to compegifiwicing pressure as large corporate customereasmgly curtailed IT spending
in the third quarter of 2008. Increased freight gives and additional vendor consideration parthgeffsuch pricing pressul

Gross profit for the Public Sector segment in tiiedtquarter of 2008 increased in dollars but desee as a percentage of net sales
compared to the third quarter of 2007. Lower netnay fee revenues in the third quarter of 2008 el impacted gross profit
margins compared to the prior ye

Selling, general and administrative expenisethe third quarter of 2008 increased in dollard as a percentage of sales compared to the
third quarter of 2007.

SG&A expenses attributable to our operating segsand Headquarters/Other group are summarized keiailars in millions):

Three Months Ended September 30,

2008 2007
% of Net % of Net
%
Amount Sales Amount Sales Change
SMB $ 26.¢ 12.2% $ 25.2 10.7% 6.3%
Large Accoun 7.6 6.5 7.€ 5.8 —
Public Secto 94 8.8 8.C 8.7 17.t
Headquarters/Othe 3.1 4.8 (35.9
Total $ 46.C 10.€% $ 45.€ 10.(% 2.5%

SG&A expenses for the SMB segment increased yearryear in both dollars and as a percentage ddales. Increased person
costs and additional allocation expense of ceagrdlheadquarter services led to larger operatipgreses in the third quarter of
2008. Despite a decrease in variable compensaguiting from lower gross margins, personnel expémsreased due to the hiring
of sales representatives. The operating costsrpbcate headquarters and other support functianstzarged to the reportable
operating segments based on their estimated u$alge onderlying function:

SG&A expenses for the Large Account segment wechamged in dollars but increased as a percentaget shles compared to-
prior year period as a result of lower net salasinkrease in allocation expense of centralizediearter services was offset by
lower variable compensation that resulted from logress margins in the third quarter of 2008 coragdo the prior year perio

SG&A expenses for the Public Sector segment inegeasdollars but were largely unchanged as a péxge of net sales in tl

third quarter of 2008. The year-over-year dollar@ase was attributable to increases in persoxpehse and allocation expense of
centralized headquarter services in the third guaft2008. Incremental variable compensation aasatwith higher gross profit
dollars contributed to the ye¢-ovel-year personnel expense incre:

SG&A expenses for the Headquarters/Other groupedsed in dollars year over year as increased &thosato the operatin
segments offset increased investments in informagohnology system
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In the three months ended September 30, 2008, aeeded a charge of $1.4 million related to workéreduction and management
restructuring costs, classified as workforce reidnstin the table below. We did not record any sgeharges in the three months ended
September 30, 2007. A roll forward of special clearfpr the period presented is shown below (indhads of dollars).

Workforce

Reductions
Balance December 31, 20 $ 541
Charges 1,431
Cash payment (221
Liabilities at September 30, 201 $ 1,751

Liabilities related to special charges are incluitedccrued expenses and other liabilities on tresclidated balance sheet.

Income from operation®r the third quarter of 2008 decreased by $6.%oniffrom the third quarter of 2007 to $5.0 millidmcome fror
operations as a percentage of net sales decreadetbs for the third quarter of 2008 compared &92for the third quarter of 2007. Our
operating income decreased year over year in bathrd and as a percentage of net sales in the: dqjoiarter of 2008 primarily due to the
decrease in gross profits discussed above andltdendillion of special charges incurred in thedhjuarter of 2008.

Interest expenster the third quarter of 2008 decreased due to tdmterest incurred for our capital lease compdoethe third quarter of
2007.

Our effective tax rate was 36.7% for the third gesaof 2008 compared to 35.6% for the third quaofe2007. The higher effective tax
rate in 2008 was generally due to increased statexpense associated with filing in additionatestaas a result of our business expansion.
Offsetting this expense was the release of a vialuallowance relating primarily to the effect ecently enacted state tax legislation. Our low
tax rate in the third quarter of 2007 was due prily&o a prior year income tax settlement. We etpmur effective tax rate to approximate 4
in future periods.

Net incoméor the third quarter of 2008 decreased to $3.%ionil compared to $7.7 million for the third quart# 2007, as a result of the
decrease in income from operations.

Nine Months Ended September 30, 2008 Compared toeNVionths Ended September 30, 2007
Changes in net sales and gross profit by busireggaent are shown in the following table (dollarsnilions):

Nine Months Ended September 3C

2008 2007
% of Net % of Net
%
Amount Sales Amount Sales Change
Sales:
SMB $ 694.C 52.8% $ 700.7 54.1% (1.0%
Large Accoun 361.¢ 27.k 374.( 28.¢ (3.2
Public Secto 258.7 19.7 221.1 17.C 17.C
Total $1,314.¢ 100.(% $1,295.¢ 100.(% 1.5%
Gross Profit;
SMB $ 974 14.(% $ 96.C 13.7% 1.5%
Large Accoun 40.7 11.2 42.C 11.2 (3.2
Public Secto 24.¢ 9.6 23.5 10.€ 5.2
Total $ 162.¢ 12.8% $ 161.t 12.5% 0.€%
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Net saledor the nine months ended September 30, 2008 iseceeompared to the nine months ended Septemb26@0, as higher sal
levels achieved by the Public Sector segment offgetest declines in our SMB and Large Account segsy@s explained below:

* Net sales for the SMB segment decreased year @agras a decline in consumer spending offset a shgurease in corpora
sales. SMB’s outbound sales representatives inetleawrporate sales by 2% year over year by addimghusiness customers and
acquiring a greater share of existing customergdiichases. The decrease in consumer sales wihstatbte to the general decline
in consumer spending and our focus on more diveesieting programs designed to reach our businessmers

* Net sales for the Large Account segment decreasadgver year in the nine months ended Septemh&0B8, reflecting softene
demand for IT solutions from large corporate custmsy

* Net sales for the Public Sector segment in the mioeths ended September 30, 2008 increased 17%fi@prior year period du
to higher education sales and additional sales raader federal government contracts in 2008. Fédatas increased by 44% year
over year and sales to state, local, and educatistomers increased by 7% year over year compaurte thine months ended
September 30, 200

Gross profitfor the nine months ended September 30, 2008 isedeeompared to the nine months ended Septemb2080,in dollars
but decreased as a percentage of net sales, asnedbelow:

» Gross profit for the SMB segment increased slightigr over year due to improved gross profit marg@ross profit margins
benefited from additional vendor allowances realirethe nine months ended September 30, 20082028 gross margin
initiatives have emphasized increased utilizatibmemdor consideration, reduced freight discountargd growth in the level of
services salet

» Gross profit for the Large Account segment decrégsar over year due to the decline in net sakegr@ss profit margins were
unchanged. Gross profit margins were level year ggar as increased vendor consideration offse¢ldomvoice product margin

» Gross profit for the Public Sector segment incrdaasar over year in dollars but decreased as a@ptrge of net sales. Lower 1
agency fee revenues and lower invoice product matigithe nine months ended September 30, 2008salyémpacted gross
profit margins compared to the prior ye

Selling, general and administrative expenisethe nine months ended September 30, 2008 ireddagdollars and as a percentage of net
sales compared to the nine months ended Septer@b2037.

SG&A expenses attributable to our operating segesnand Headquarters/Other group are summarized eaiars in millions):

Nine Months Ended September 3C

2008 2007
% of Net % of Net
%
Amount Sales Amount Sales Change
SMB $ 80.F 11.€% $ 78.2 11.2% 2.%%
Large Accoun 23.Z 6.4 21.5 5.8 84
Public Secto 26.1 10.1 23t 10.€ 11.1
Headquarters/Othe 10.5 11.€ (9.5)
Total $140.4 10.7% $134.¢ 10.4% 4.2%

» SG&A expenses for the SMB segment increased yearyear in dollars and as a percentage of net aaleésreased allocatic
expense of Headquarter/Other services offset loweadvertising expense during the nine monthsee&aptember 30, 2008. The
operating costs of the Headquartt
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Other group are charged to operating segments lmasteir estimated usage of the underlying fumsidncremental variab
compensation associated with higher gross profiadoalso contributed to the y-ovel-year increase

* SG&A expenses for the Large Account segment inegtas dollars and as a percentage of net salesa@upo the prior year
period. Increased allocation expense of centralimatiquarter services was partially offset by lopgrnsonnel expense. The
operating costs of the Headquarters/Other grouplaaeged to operating segments based on theirastinusage of the underlying
functions. Personnel expense decreased year oaefaygely due to the transfer of service persoim#ie third quarter of 2007
from the Large Account segment to HeadquartersiQiaip.

* SG&A expenses for the Public Sector segment ineceasdollars but declined as a percentage ofalessn the nine months enc
September 30, 2008. The year-over-year dollar asgevas attributable to an increase in allocatipeese of centralized
headquarter services, higher variable compensaimhgreater net advertising expense. Improvedatipgrexpense leverage
resulted in the ye-overyear decrease in SG&A expenses as a percentage sdles

* SG&A expenses for the Headquarters/Other groupedsed year over year in dollars as increased #bbosao the operating
segments offset increased personnel expense amnental investments in our information technoleggtems. Despite a decrease
in bonus expense associated with lower operatingims personnel expense increased year over yeatotthe transfer of service
personnel discussed abo

In the nine months ended September 30, 2008, veeded a charge of $1.4 million related to workforeduction and management
restructuring costs, classified as workforce reidnstin the table below. We did not record any gdetharges in the nine months ended
September 30, 2007. A roll forward of special clesrfpr the period presented is shown below (indhads of dollars).

Workforce

Reductions

Balance December 31, 20 $ 541
Charges 1,431
Cash payment (221
Liabilities at September 30, 20! $ 1,751

Liabilities related to special charges are incluitedccrued expenses and other liabilities on tresclidated balance sheet.

Income from operationfer the nine months ended September 30, 2008 desaiday $5.7 million to $21.0 million, compared 6%
million in the nine months ended September 30, 20@bme from operations as a percentage of net sehs 1.6% for the nine months ended
September 30, 2008, compared to 2.1% for the nimatins ended September 30, 2007. Our operating iactBoreased year over year in
dollars and as a percentage of net sales in tleemonths ended September 30, 2008 primarily dircteased operating costs discussed al
in addition to the $1.4 million of special chargesurred in the 2008 period.

Interest expenstr the nine months ended September 30, 2008 deslday $0.1 million compared to the nine monthseend
September 30, 2007 due to lower interest incuroear capital lease.

Our effective tax rate was 38.0% for the nine memhded September 30, 2008, compared to the 3a@we experienced for the nine
months ended September 30, 2007. Our lower taxrdab® nine months ended September 30, 2007 wagpdmarily to a prior year income
tax settlement. We expect our effective tax ratepproximate 40% in future periods.
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Net incoméor the nine months ended September 30, 2008 deniday $3.7 million to $13.1 million, compared he hine months ended
September 30, 2007, primarily because of the deergaincome from operations.

Liquidity and Capital Resources

Our primary sources of liquidity have historicallgen internally generated funds from operationstamebwings under our bank line of
credit and inventory trade credit agreements. Wi hised those funds to meet our capital requiresnertich consist primarily of working

capital for operational needs, capital expenditfmesomputer equipment and software used in osimass, and as opportunities arise, pos:
acquisitions of new businesses.

We believe that funds generated from operatiorggtter with available credit under our bank linefdit and inventory trade credit
agreements, will be sufficient to finance our warkcapital, capital expenditure, and other requénets for at least the next twelve months. We
expect to meet our cash requirements for the meslt/e months through a combination of cash on haash generated from operations, and if
necessary, borrowings on our bank line of credifoflows:

e Cash on Hanc At September 30, 2008, we had approximately $#6li8n in unrestricted account

» Cash Generated from Operatio. We expect to generate positive cash flows froerajons in excess of operating cash neec
generating earnings and balancing net changevémiaries and receivables with compensating chaimgesyables. Historically,
we have consistently generated net positive castsffrom operations

» Credit Facilities. As of September 30, 2008, our $50.0 million bhmé of credit was available for borrowing. Thisdi of credit
can be increased, at our option, to $80.0 millmmafpproved acquisitions or other uses authorizeith® bank. Borrowings are,
however, limited by certain minimum collateral esanings requirements, as described more fullyvie

Our ability to continue funding our planned growhloth internally and externally, is dependent uponability to generate sufficient ce
flow from operations or to obtain additional furttisough equity or debt financing, or from other mms of financing, as may be required.
While at this time we do not anticipate needing adgitional sources of financing to fund our opierad, if demand for information technology
products declines, our cash flows from operatioay tve substantially affected. See also related tisted below under Item 1A, “Risk
Factors.”

Summary of Sources and Uses of Cé
The following table summarizes our sources and ageash over the periods indicated (in millions):

Nine Months Ended

September 30 2008 2007

Net cash provided by operating activit $ 43.C $ 8¢
Net cash used for investing activiti (8.7 (5.2
Net cash (used for) provided by financing acti (1.2 2.4
Increase in cash and cash equival $ 33.1 $ 6.1

Cash provided by operating activitieeereased by $34.1 million in the nine months en8egdtember 30, 2008 compared to the nine
months ended September 30, 2007. Cash flow provigeaperations in the nine months ended Septenthe2@8 resulted primarily from net
income before depreciation and amortization andaehse in accounts receivable. Accounts receidsdreased by $19.3 million from
December 31, 2007 levels due a decrease in daas @alstanding, or DSOs, as well as decreasedilestis the third quarter of 2008
compared to the fourth quarter of 2007. DSOs impdow 43 days for the third quarter of 2008, coregdo 45 days for the third quarter of
2007, because of improved collection efforts. Cfislu provided by operations in
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the nine months ended September 30, 2007 resuitedndy from net income before depreciation andbatization offset in part by an increase
in accounts receivables and inventories. Inventay largely unchanged from the 2007 yead balance as inventory turns was 22 turns fc
third quarter of 2008 and 21 turns for the fourttadger of 2007.

At September 30, 2008, we had $115.2 million irstariding accounts payable. Such accounts are digraa within 30 days of
incurrence, or earlier when favorable cash discoarg offered. This balance will be financed byhdémwns from operations or short-term
borrowings under the line of credit. This balanteludes $16.8 million payable to two financial ingions under inventory trade credit
agreements we use to finance our purchase of géma@ntory, secured by the inventory so finan&¥d.believe we will be able to meet our
obligations under our accounts payable with casldlfrom operations and our existing line of credit

Cash used for investing activitiexcreased by $3.5 million in the nine months enfedtember 30, 2008 compared to the prior year
period. These activities include our capital expeemds, primarily for purchases of computer equiptend software and capitalization of
internally-developed software. In the nine monthdexl September 30, 2008, we completed an extedssldop upgrade and increased year
over year our investments in sales system enhamdspibat together accounted for the majority &f tlear-overyear increase. We expect tc
capital expenditures in 2008 to be between $11lllomiand $12.0 million.

Cash used for financing activitiés the nine months ended September 30, 2008 wasuasible largely to our purchase of treasury share
that totaled $1.2 million in the nine months en@egptember 30, 2008. Cash provided by financingiéies in the nine months ended
September 30, 2007 benefited from proceeds of #lidn from the exercise of common stock optiomsler employee stock plans.

Debt Instruments, Contractual Agreements, and ReldtCovenant:

Below is a summary of certain provisions of ourditréacilities and other contractual obligationtsisl qualified in its entirety by the terms
of the actual agreements, which are on file with $recurities and Exchange Commission. For morerirdton about the restrictive covenants
in our debt instruments and inventory financingeggnents, see “Factors Affecting Sources of LiquitiFor more information about our
obligations, commitments, and contingencies, seeondensed consolidated financial statementstenddcompanying notes included in this
quarterly report.

Bank Line of Credit Our bank line of credit provides us with a boriogvcapacity of up to $50.0 million at the priméerg5.00% at
September 30, 2008). In addition, we have the aptidncrease the facility by an additional $30.0lian, based on sufficient levels of trade
receivables to meet borrowing base requirementsdapending on meeting minimum EBITDA (earningbefinterest expense, taxes,
depreciation, and amortization) and equity requéets, described below under “Factors Affecting esrof Liquidity.” The facility also give:
us the option of obtaining Eurodollar Rate Loanminltiples of $1.0 million for short-term duratiorubstantially all of our assets are
collateralized as security for this facility, arltlaf our subsidiaries are guarantors under the tihcredit. The entire $50 million facility was
available for borrowing at September 30, 2008.

This facility, which matures in October 2012, ogesaunder an automatic cash management progranelhdisbursements in excess of
available cash are added as borrowings at thedigsieirsement checks clear the bank, and availasle eceipts are first applied against any
outstanding borrowings and then invested in shartitqualified cash investments. Accordingly, borirgyg under the line are classified as
current.

Inventory Trade Credit AgreemesitWe have additional security agreements withfinancial institutions to facilitate the purchade o
inventory from various suppliers under certain teand conditions. These agreements allow a cdliéed first position in certain branded
products inventory financed by these financialifnsbns. Although the agreements provide for ud®% financing on the purchase price, up
to an aggregate
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of $45.0 million, any outstanding financing mustfblly secured by available inventory. We do noy pay interest or discount fees on such
inventory financing; such costs are borne by thgpBers as an incentive for us to purchase th&dpcts. Amounts outstanding under such
facilities, equal to $16.8 million as of SeptemB8y 2008, are recorded in accounts payable, anihvieatory financed is classified as invent
on the condensed consolidated balance sheet.

Capital LeasesWe have a 15-year lease for our corporate heatiggavith an affiliated company related through coon ownership.
We are required to make lease payments underdhé®ment aggregating approximately $1.1 millionyssr. In addition to the rent payable
under the facility lease, we are required to pay estate taxes, insurance, and common area mairgercharges.

Operating LeasesWe also lease facilities from our principal stookters and facilities and equipment from third fggrunder non-
cancelable operating leases.

Sports Marketing Commitment®Ve have multi-year sponsorship agreements wélBibston Red Sox and the New England Patriots thaf
extend to 2010 and 2013, respectively. These agretmwhich grant us various marketing rights aeating arrangements, require payments
aggregating $0.3 million to $1.6 million per year.

Off-Balance Sheet Arrangemenifge do not have any other off-balance sheet arraagtsthat have or are reasonably likely to have, a
current or future material effect on our finanaahdition, changes in financial condition, revenaesxpenses, results of operations, liquidity,
capital expenditures, or capital resources.

Contractual Obligations.The disclosures relating to our contractual obigyes in our Annual Report on Form 10-K for the yeaded
December 31, 2007 have not materially changed sueciled that report.

Factors Affecting Sources of Liquidity

Internally Generated Fund3he key factors affecting our internally generdi@ttls are our ability to minimize costs and fulbh&eve ou
operating efficiencies, timely collection of ourstomer receivables, and management of our invetdogjs.

Bank Line of CreditOur credit facility contains certain financial i@iand operational covenants and other restrictionkiding
restrictions on additional debt, guarantees, stepkirchases, dividends and other distributionssstments, and liens) with which we and all of
our subsidiaries must comply. Any failure to compfigh these covenants would not only prevent usflmrrowing additional funds under this
line of credit, but would also constitute a defatihis credit facility contains two financial tests

» The funded debt ratio (defined as the averageandgtg advances under the line for the quarteided/by the consolidate
EBITDA for the trailing four quarters) must not bere than 2.0 to 1.0. Our actual funded debt @ti®eptember 30, 2008 was less
than 0.1 to 1.0, as average borrowings againstieuiit facility were minimal during the third quartof 2008,

* Minimum Consolidated Net Worth must be at least@@5nillion, plus 50% of consolidated net incomeédach quarter, beginnir
with the quarter ended September 30, 2006 (losgerganot counted). Such amount was calculate@gtegber 30, 2008 as $17.
million. Our actual consolidated stockholc’ equity at September 30, 2008 was $237.6 mill

The borrowing base under this facility is set &086f qualified commercial receivables, plus 50%g0élified government receivables.
of September 30, 2008, the entire $50.0 millionlitgavas available for borrowings.

Inventory Trade Credit AgreementShese agreements contain similar financial raiod operational covenants and restrictions as those
contained in our bank line of credit described ah®&uch agreements also
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contain cross-default provisions whereby a defanidter the bank agreement would also constitutdaulieinder these agreements. Financing
under these agreements is limited to the purchiasgeaific branded products from authorized supgliand amounts outstanding must be fully
collateralized by inventories of those productsand.

Capital MarketsOur ability to raise additional funds in the capitearket depends upon, among other things, gepetalomic
conditions, the condition of the information tectogy industry, our financial performance and stpcke, and the state of the capital markets.

RECENTLY ISSUED FINANCIAL ACCOUNTING STANDARDS

In September 2006, the Financial Accounting Stadel&oard, or FASB, issued SFAS No. 157, “Fair Valleasurements,” or SFAS
157. This Statement defines fair value, establishieamework for measuring fair value, and expatidslosures about fair value measurem:
SFAS 157 does not require any new fair value measents but rather applies under other accountioggumcements that require or permit
fair value measurements. SFAS 157 is effectivdigoal years beginning after November 15, 200Fébruary 2008, the FASB issued FASB
Staff Position No. 157-2, or FSP 157-2. FSP 15%layk the effective date of SFAS 157 for all noaficial assets and nonfinancial liabilities,
except those that are recognized or disclosedratdlue in the financial statements on a recurbiagis (at least annually), until fiscal years
beginning after November 15, 2008, and interimgusiwithin those fiscal years. These nonfinan¢éahs include assets and liabilities such as
reporting units measured at a fair value in a gdbbdwpairment test and nonfinancial assets acgliaed liabilities assumed in a business
combination. Effective January 1, 2008, we ado@EAS 157 for financial assets and liabilities andhsadoption did not have a significant
effect on our financial position, results of op@as, and cash flows.

In October 2008, the FASB issued FSP 157-3 “Deteingithe Fair Value of a Financial Asset When therkét for That Asset Is Not
Active” (FSP 157-3). FSP 157-3 clarifies the apgion of SFAS 157 in a market that is not active] addresses application issues such as the
use of internal assumptions when relevant obsesvddifa does not exist, the use of observable mificetmation when the market is not
active, and the use of market quotes when assebginglevance of observable and unobservable B8fR.157-3 is effective for all periods
presented in accordance with SFAS 157. The adopfi&itP 1573 did not have a significant impact on our consaikd financial statements
the fair values of our financial assets and litgib#i.

In February 2007, the FASB issued SFAS No. 159¢“Fhir Value Option for Financial Assets and Finalndabilities,” or SFAS 159,
which permits companies to voluntarily choose t@suge specified financial instruments and othenstat fair value on a contract-by-contract
basis. If the fair value option is elected, subsequhanges in fair value will be required to bgorged in earnings each reporting period. This
Statement is effective for fiscal years beginniftgraNovember 15, 2007 and interim periods witthioge fiscal years. We have elected not to
measure any eligible items at fair value. Accordlinthe adoption of SFAS 159 did not have a makémaact on our financial position, results
of operations, and cash flows.

In December 2007, the FASB issued SFAS No. 141deenv2007), “Business Combinations,” or SFAS Nd.(B). Under SFAS 141(R),
an entity is required to recognize the assets aegjuiiabilities assumed, contractual contingenaesl contingent consideration at their fair
value on the acquisition date. It further requitest acquisition-related costs be recognized séglgriom the acquisition and expensed as
incurred; that restructuring costs generally bee@sed in periods subsequent to the acquisition datethat changes in accounting for deferred
tax asset valuation allowances and acquired indamencertainties after the measurement periogbegnized as a component of provision
for taxes. This Statement is effective for fiscahgs beginning after December 15, 2008, and ig taplplied prospectively. We are currently
assessing the potential impact SFAS 141(R) willehaw our financial statements.
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SUMMARY OF CRITICAL ACCOUNTING POLICIES AND ESTIMAT ES

Our critical accounting policies have not mateyialhanged from those discussed in our Annual RepoRorm 10-K for the year ended
December 31, 2007.

INFLATION

We have historically offset any inflation in openat costs by a combination of increased produgtiaitd price increases, where
appropriate. We do not expect inflation to havégaiicant impact on our business in the foreseediiure.
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PC CONNECTION, INC. AND SUBSIDIARIES

PART I—FINANCIAL INFORMATION
Item 3—QUANTITATIVE AND QUALITATIVE DISCLOSURES ABO UT MARKET RISK

Our market risk has not changed materially front thisclosed in our Annual Report on Form K@er the fiscal year ended December
2007.
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PC CONNECTION, INC. AND SUBSIDIARIES

PART I—FINANCIAL INFORMATION
Item 4—CONTROLS AND PROCEDURES

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures as of SepteB8thex008. The term “disclosure controls and prooesitl as defined in Rules 13a-15(e) and
15d-15(e) under the Securities Exchange Act of 1884mended (the “Exchange Actf)eans controls and other procedures of a compat
are designed to ensure that information requirdzktdisclosed by a company in the reports thae# br submits under the Exchange Act is
recorded, processed, summarized, and reportednwiith time periods specified in the SEC'’s ruled forms. Disclosure controls and
procedures include, without limitation, controlglgsrocedures designed to ensure that informatiguired to be disclosed by a company in the
reports that it files or submits under the ExchafAgeis accumulated and communicated to the compangnagement, including its principal
executive and principal financial officers, as agpiate to allow timely decisions regarding reqdidésclosure. Management recognizes that
any controls and procedures, no matter how welbdesl and operated, can provide only reasonableasse of achieving their objectives and
management necessarily applies its judgment iruatialy the cost-benefit relationship of possiblatomls and procedures. Our disclosure
controls and procedures are designed to provid®nedble assurance of achieving their objectiveteasribed above. Based on the evaluation
of our disclosure controls and procedures, our {Executive Officer and Chief Financial Officer adaded that, as of September 30, 2008
disclosure controls and procedures were effectitheareasonable assurance level.

No change in our internal control over financigloging (as defined in Rules 13a-15(f) and 15d-18(fder the Exchange Act) occurred
during the fiscal quarter ended September 30, 2088has materially affected, or is reasonablyljike materially affect, our internal control
over financial reporting.
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PART Il—OTHER INFORMATION

Iltem 1A. Risk Factors

Statements contained or incorporated by referendfis Quarterly Report on Form 10-Q that are nased on historical fact are
“forward-looking statements” within the meaningtbe Private Securities Litigation Reform Act of £98ection 27A of the Securities Act of
1933, as amended, and Section 21E of the Exchartg@iese forward-looking statements regardingrieievents and our future results are
based on current expectations, estimates, forecastsprojections and the beliefs and assumptidrmaiomanagement including, without
limitation, our expectations with regard to the irstiry’s rapid technological change and exposurgt@ntory obsolescence, availability and
allocations of goods, reliance on vendor suppod aslationships, competitive risks, pricing risksd the overall level of economic activity
and the level of business investment in informatehnology products. Forward-looking statementy v identified by the use of forward-
looking terminology such as “may,” “could,” “will,”“expect,” “estimate,” “anticipate,” “continue,” or similar terms, variations of such
terms, or the negative of those terms.

We cannot assure investors that our assumptionsapdctations will prove to have been correct. Irtgra factors could cause our
actual results to differ materially from those iodied or implied by forward-looking statements.Sfactors that could cause or contribute to
such differences include those factors discusskmhb&Ve undertake no intention or obligation to aplor revise any forward-looking
statements, whether as a result of new informafigmre events, or otherwise. If any of the follogviisks actually occur, our business,
financial condition, or results of operations wolikkly suffer.

We have experienced variability in sales, and thers no assurance that we will be able to maintainrpfitable operations.

Several factors have caused our sales and reswfgerations to fluctuate and we expect thesedhiobns to continue on a quarterly
basis. Causes of these fluctuations include:

» changes in the overall level of economic activ

» the condition of the personal computer industrgeneral;

» changes in the level of business investment irrimé&ion technology product
» shifts in customer demand for hardware and softwasducts

» variations in levels of competitio

* industry shipments of new products or upgra

» the timing of new merchandise and catalog offer;i

» fluctuations in response rat¢

» fluctuations in postage, paper, shipping, and jmrintosts and in merchandise retu
» adverse weather conditions that affect responsgjlalition, or shipping

» changes in our product offerings; €

» changes in vendor distribution of produ

Our results also may vary based on our abilityite &nd retain sales representatives and othentialsgersonnel, as well as our success
in integrating acquisitions into our business, Hralr relative costs.

We base our operating expenditures on sales fdseedbieur revenues do not meet anticipated leiwethe future, we may not be able to
reduce our staffing levels and operating expenseagimely manner to avoid significant losses froperations.
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We are exposed to inventory obsolescence due to tlapid technological changes occurring in the perswal computer industry.

The market for personal computer products is charized by rapid technological change and the fetjintroduction of new products
and product enhancements. Our success dependgeérpart on our ability to identify and market puots that meet the needs of customers in
that marketplace. In order to satisfy customer detvend to obtain favorable purchasing discountshawe and may continue to carry
increased inventory levels of certain productssBydoing, we are subject to the increased riskwdritory obsolescence. Also, in order to
implement our business strategy, we intend to naetiamong other things, placing larger than typiogentory stocking orders of selected
products and increasing our participation in ficsimarket purchase opportunities. We may also, fiiome to time, make large inventory
purchases of certain end-of-life products and magrkaducts on a private-label basis, which woulttéase the risk of inventory obsolescence.
In addition, we sometimes acquire special purclpagsducts without return privileges. There can bassurance that we will be able to avoid
losses related to obsolete inventory. In additioanufacturers are limiting return rights and akénig steps to reduce their inventory exposure
by supporting “configure-to-order” programs autkorg distributors and resellers to assemble comaeiware under the manufacturers’
brands. These trends reduce the costs to manwestamd shift the burden of inventory risk to riessllike us, which could negatively impact
our business.

We acquire products for resale from a limited numbe of vendors. The loss of any one of these vendasuld have a material adverse
effect on our business.

We acquire products for resale both directly froemnefacturers and indirectly through distributord ather sources. The five vendors
supplying the greatest amount of goods to us domsti 70% and 66% of our total product purchasésémine months ended September 30,
2008 and 2007, respectively. Among these five vesqaurchases from Ingram Micro Inc. representéd 28d 24% of our total product
purchases in the nine months ended September 88,2l 2007, respectively. Purchases from Tech Oatporation comprised 18% and
13% of our total product purchases in the nine im®enhded September 30, 2008 and 2007, respectiaighases from Hewlett-Packard
Company (“HP")represented 11% and 14% of our total product pseshan the nine months ended September 30, 2008007 respectively
No other vendor supplied more than 10% of our tptatluct purchases in the nine months ended Septe®® 2008 and 2007, respectively
we were unable to acquire products from Ingram, F#eh Data, or other significant suppliers, we daiperience a short-term disruption in
the availability of products, and such disruptiauld have a material adverse effect on our restiltgperations and cash flows.

Substantially all of our contracts and arrangemeuitis our vendors that supply significant quanste products are terminable by such
vendors or us without notice or upon short notMest of our product vendors provide us with tradedd, of which the net amount outstand
at September 30, 2008 was $115.2 million. Termimatinterruption, or contraction of relationshipghaour vendors, including a reduction in
the level of trade credit provided to us, couldéavmaterial adverse effect on our financial positi

Some product manufacturers either do not permio sell the full line of their products or limitéimumber of product units available to
direct marketers such as us. An element of oumlessistrategy is to continue increasing our ppgtn in first-to-market purchase
opportunities. The availability of certain desiggwducts, especially in the direct marketing chinmes been constrained in the past. We could
experience a material adverse effect to our busiii@ge are unable to source first-to-market pusehar similar opportunities, or if we face the
reemergence of significant availability constraints

We may experience a reduction in the incentive pragms offered to us by our vendors.

Some product manufacturers and distributors prougeith incentives such as supplier reimbursemeatgment discounts, price
protection, rebates, and other similar arrangem@ihis increasingly competitive computer hardwarekeishas already resulted in the
following:

» reduction or elimination of some of these incentivegrams
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e more restrictive price protection and other terarsj
» reduced advertising allowances and incentivespinescases

Many product suppliers provide us with advertisaligwances, and in exchange, we feature their potsdn our catalogs and other
marketing vehicles. These vendor allowances, t@ftent that they represent specific reimbursemefnitscremental and identifiable costs, are
offset against SG&A expenses. Advertising allowantat cannot be associated with a specific produtied by an individual vendor or that
exceed the fair value of advertising expense aasatiwith that program are classified as offseto&i of sales or inventory. In the past, we
have experienced a decrease in the level of verwlideration available to us from certain manufists. The level of such consideration we
receive from some manufacturers may decline ifuhee. Such a decline could decrease our grosgimand have a material adverse effect
on our earnings and cash flows.

Should our financial performance not meet our expeations and our stock price continue to trade at ctrent levels, we may be required
to record a significant charge to earnings for impament of goodwill and other intangibles.

We perform an annual impairment test relative todyaill in accordance with SFAS 142, “Goodwill andh@r Intangibles.” Given the
recent decline in the economy and our stock prigecompleted an interim review in the third quade2008. Although we determined that
fair values of our operating segments’ goodwill aradlemarks exceeded the carrying values at theftie third quarter, should our financial
performance not meet our expectations, we wouklikdjust downward expected future operating tesGluch adjustment may result in a
determination that our carrying values for goodwaild other intangibles exceed fair values. Thiemeihation may in turn require that we
record a significant non-cash charge to earningsdace the carrying amounts of goodwill and othtmgibles in one or more operating
segments, resulting in a negative effect on owltesf operations.

The failure to comply with our public sector contracts could result in, among other things, fines oidbilities.

Revenues from the public sector segment are defioad sales to federal, state, and local governrdepairtments and agencies, as well
as to educational institutions, through varioustamis and open market sales. Government contggistia highly regulated area.
Noncompliance with government procurement regutatior contract provisions could result in civilinginal, and administrative liability
including substantial monetary fines or damagesmitetion of government contracts, and suspensiebarment, or ineligibility from doing
business with the government. Our current arrangésneith these government agencies allow them meelaorders with little or no notice and
do not require them to purchase products from tkerfuture. The effect of any of these possibtéas by any government department or
agency could adversely affect our financial positi@sults of operations, and cash flows.

We face many competitive risks.

The direct marketing industry and the computer potslretail business, in particular, are highly petitive. We compete with consumer
electronics and computer retail stores, includimgesstores. We also compete with other direct markef hardware and software and
computer related products, including CDW Corporatiosight Enterprises, Inc., and Dell Inc., whe aruch larger than we are. Certain
hardware and software vendors, such as HP, LermovbApple, who provide products to us, are alslingetheir products directly to end users
through their own catalogs, stores, and via therh@t. We compete not only for customers, but fidsadvertising support from personal
computer product manufacturers. Some of our conmpsthave larger catalog circulations and custdmses and greater financial, marketing,
and other resources. In addition, some of our coitape offer a wider range of products and servites we do and may be able to respond
more quickly to new or changing opportunities, tembgies, and customer requirements. Many curneditp@tential competitors also have
greater name recognition, engage in more extemsimotional activities, and
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adopt pricing policies that are more aggressive thas. We expect competition to increase as eztaind direct marketers who have not
traditionally sold computers and related producteethe industry.

In addition, product resellers and direct markesgescombining operations or acquiring or mergint wther resellers and direct
marketers to increase efficiency. Moreover, curesrt potential competitors have established or @ségblish cooperative relationships among
themselves or with third parties to enhance theidpcts and services. Accordingly, it is possiblat thew competitors or alliances among
competitors may emerge and acquire significant etaskare.

We cannot provide assurance that we can continoertipete effectively against our current or futtmenpetitors. If we encounter new
competition or fail to compete effectively againsr competitors, our business may be harmed.

We face and will continue to face significant priceompetition.

Generally, pricing is very aggressive in the pess@omputer industry, and we expect pricing pressto continue. An increase in price
competition could result in a reduction of our firafargins. There can be no assurance that webeitlble to offset the effects of price
reductions with an increase in the number of custgirhigher sales, cost reductions, or otherwitsn,Aur sales of personal computer
hardware products are generally producing lowefitomargins than those associated with softwarelpets. Such pricing pressures could
result in an erosion of our market share, reduedéessand reduced operating margins, any of wiictidchave a material adverse effect on our
business.

The methods of distributing personal computers andelated products are changing, and such changes maggatively impact us and ou
business.

The manner in which personal computers and refateducts are distributed and sold is changing,revd methods of distribution and
sale, such as online shopping services, have enhdrgedware and software manufacturers have sottinaay intensify their efforts to sell,
their products directly to end users. From timértee, certain manufacturers have instituted progréonthe direct sales of large order
guantities of hardware and software to certain megoporate accounts. These types of programs matyncie to be developed and used by
various manufacturers. Some of our vendors, inolydipple, HP, and Lenovo, currently sell some eirtiproducts directly to end users and
have stated their intentions to increase the lef/slich direct sales. In addition, manufacturery atteempt to increase the volume of software
products distributed electronically to end usens.idcrease in the volume of products sold throughsed by consumers of any of these
competitive programs or distributed electronicatlyend users could have a material adverse effeotio results of operations.

We could experience system failures which would ietfere with our ability to process orders.

We depend on the accuracy and proper use of ouageament information systems, including our teleghsystem. Many of our key
functions depend on the quality and effective zailion of the information generated by our manag#rmdormation systems, including:

* our ability to manage inventory and accounts reai@i collection
» our ability to purchase, sell, and ship producfieiehtly and on a timely basis; a
e our ability to maintain operation

Our management information systems require contimpgrades to most effectively manage our operataomd customer database.
Although we maintain some redundant systems, wirdiita backup, a substantial interruption in nggamaent information systems or in
telephone communication systems, including thoseltiag from natural disasters as well as powes,ltdecommunications failure, and sim
events, would substantially hinder our ability togess customer orders and thus could have a @ilaadsierse effect on our business.
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We rely on the continued development of electronicommerce and Internet infrastructure development.

We have had an increasing level of sales madéheidnternet in part because of the growing useaaedptance of the Internet by end
users. Sales of computer products via the Integmesent a significant and increasing portionvarall computer product sales. Growth of our
Internet sales is dependent on potential customsng) the Internet in addition to traditional meafisommerce to purchase products. We
cannot accurately predict the rate at which theldwei so.

Our success in growing our Internet business weiflehd in large part upon the development of areagingly sophisticated infrastructi
for providing Internet access and services. Ifrthmber of Internet users or their use of Interesburces continues to grow rapidly, such
growth may overwhelm the existing Internet infrasture. Our ability to increase the speed with Whie provide services to customers and to
increase the scope of such services ultimateiynigdd by, and reliant upon, the sophisticatioreesty reliability, and cost-effectiveness of the
networks operated by third parties, and these misvmay not continue to be developed or be availabprices consistent with our required
business model.

We depend heavily on third-party shippers to deliveour products to customers.

Many of our customers elect to have their purchabggped by an interstate common carrier, suchtis, Wnited Parcel Service, or
FedEx Corporation. A strike or other interruptionsiervice by these shippers could adversely affe@cability to market or deliver products to
customers on a timely basis.

We may experience potential increases in shippingaper, and postage costs, which may adversely affexur business if we are not able
to pass such increases on to our customers.

Shipping costs are a significant expense in theatip® of our business. Increases in postal ormhiprates and paper costs could
significantly impact the cost of producing and rimgjlour catalogs and shipping customer orders.agesprices and shipping rates increase
periodically, and we have no control over futurer@ases. We have long-term contracts with DHL anited Parcel Service. We believe that
we have negotiated favorable shipping rates wigisetcarriers. We generally invoice customers fippsing and handling charges. There cal
no assurance that we will be able to pass on t@wstomers the full cost, including any future &ases in the cost, of commercial delivery
services.

We also incur substantial paper and postage celsted to our marketing activities, including proohg and mailing our catalogs. Paper
prices historically have been cyclical, and we hexgerienced substantial increases in the pastifsignt increases in postal or shipping rates
and paper costs could adversely impact our busifieasicial condition, and results of operatiorastigularly if we cannot pass on such
increases to our customers or offset such incrdasesducing other costs.

Privacy concerns with respect to list developmentral maintenance may materially adversely affect oubusiness.

We mail catalogs and send electronic messagestiesa our proprietary customer database and enfiat customers whose names we
obtain from rented or exchanged mailing lists. Wewlide public concern regarding personal privacy $izbjected the rental and use of
customer mailing lists and other customer infororatio increased scrutiny. Any domestic or foreiggislation enacted limiting or prohibiting
these practices could negatively affect our busines

We face many uncertainties relating to the colleatin of state sales and use tax.

We collect and remit sales and use taxes in sitat@hich we have either voluntarily registered axé a physical presence. Various st
have sought to impose on direct marketers the Inunfleollecting state sales and use taxes on ks s&products shipped to their residents. In
1992, the United States Supreme Court
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affirmed its position that it is unconstitutionalfa state to impose sales or use tax collectitigatibns on an out-of-state mail-order company
whose only contacts with the state are limitechedistribution of catalogs and other advertisiragarials through the mail and the subsequent
delivery of purchased goods by United States nrdilyainterstate common carrier. However, legislatioat would expand the ability of states
to impose sales and use tax collection obligatmndirect marketers has been introduced in Congressany occasions. Additionally, certain
states have adopted rules that require compangethair affiliates to register in those states asradition of doing business with those state
agencies.

Moreover, due to our presence on various formdeuftnic media and other operational factors,amntacts with many states may
exceed the limited contacts involved in the Supr€uart case. We cannot predict the level of costtwt is sufficient to permit a state to
impose on us a sales or use tax collection obtigaiiwo of our competitors have elected to colgates and use taxes in all states. If the
Supreme Court changes its position, or if legietais passed to overturn the Supreme Court’s aegisir if a court were to determine that our
contacts with a state exceed the constitutionalynitted contacts, the imposition of a sales ortageollection obligation on us in states to
which we ship products would result in additionadiranistrative expenses to us, could result in ialility for past sales as well as price
increases to our customers, and could reduce defoaodr product.

We are dependent on key personnel.

Our future performance will depend to a significertent upon the efforts and abilities of our semixecutives. The competition for
qualified management personnel in the computerymisdndustry is very intense, and the loss ofiseraf one or more of these persons could
have an adverse effect on our business. Our suaodsglans for future growth will also depend om akbility to hire, train, and retain skilled
personnel in all areas of our business, includalgssrepresentatives and technical support perkofimere can be no assurance that we will be
able to attract, train, and retain sufficient gfiedi personnel to achieve our business objectives.

We are controlled by two principal stockholders.

Patricia Gallup and David Hall, our two principsédakholders, beneficially own or control, in thegaggate, approximately 64% of the
outstanding shares of our common stock. Becautieeofbeneficial stock ownership, these stockhadamn continue to elect the members of
the Board of Directors and decide all matters neggistockholder approval at a meeting or by atemittonsent in lieu of a meeting. Similarly,
such stockholders can control decisions to adopgnal, or repeal our charter and our bylaws, or tdRer actions requiring the vote or consent
of our stockholders and prevent a takeover of usrt®yor more third parties, or sell or otherwisasfer their stock to a third party, which cc
deprive our stockholders of a control premium thaght otherwise be realized by them in connectidthan acquisition of our Company. St
control may result in decisions that are not intiket interest of our public stockholders. In cartioa with our initial public offering, the
principal stockholders placed substantially allresaof common stock beneficially owned by them imteoting trust, pursuant to which they
required to agree as to the manner of voting sbahes in order for the shares to be voted. Suchigioms could discourage bids for our
common stock at a premium as well as have a negatigact on the market price of our common stock.
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ltem 2—Unregistered Sales of Equity Securities andse of Proceeds

The following table provides information about gurchases during the quarter ended September 88,df@quity securities that we
have registered pursuant to Section 12 of the Engh@ct:

ISSUER PURCHASES OF EQUITY SECURITIES
@ (b) © (d)

Maximum Number (or

Total Total Number of
Number of Average Shares Purchase Approximate Dollar
Price Paic Value) of Shares (or
Shares (ot as Part of Publicly Units) that May Yet Be
per Share
Units) Announced Plans Purchased Under the
Period Purchasec (or Unit) or Programs (1) Plan or Programs
07/01/08- 07/30/08 — = — $ 11,775,09
08/01/08- 08/31/08 11,06¢ $ 7.3i 11,06¢ $ 11,693,59
09/01/08- 09/30/08 16,90¢ $ 7.3 16,90¢ $ 11,569,53
Total 27,97:¢ $ 7.3% 27,97: $ 11,569,53

(1) On March 28, 2001, our Board of Directors annouragggroval of a share repurchase program of our camstock having an aggreg:
value of up to $15.0 million pursuant to the Progr&hare purchases are made in open market traorsafrom time to time depending
on market conditions. The Program does not haweed £xpiration date
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Iltem 6—Exhibits

Exhibit
Number

Description

10.1

10.2*

15 *
31.1*

31.2*

32.1*

32.2*

Separation Agreement, dated October 14, 2008, Byatween the Company and David Beffegrini (incorporated by reference
the Compan's Current Report on Forn-K filed with the Securities and Exchange CommisgiarOctober 17, 2008

Sixth Amendment, dated September 18, 2008, to #dasé Agreement between GovConnection, Inc. andoNRetrk |, LLC, dated
December 14, 1993, for property located in Rock|anaryland.

Letter on unaudited interim financial informatic

Certification of the Company’s President and CHErécutive Officer pursuant to Section 302 of the
Sarbane-Oxley Act of 2002

Certification of the Compar's Executive Vice President, Treasurer, and Chigdugial Officer pursuant to Section 302 of
Sarbane-Oxley Act of 2002

Certification of the Compar's President and Chief Executive Officer pursuarit&ad).S.C. Section 1350, as adopted pursua
Section 906 of the Sarbal-Oxley Act of 2002

Certification of the Company’s Executive Vice Pdsit, Treasurer, and Chief Financial Officer punéda 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sar-Oxley Act of 2002

* Filed herewith
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SIGNATURES

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

PC CONNECTION, INC. AND SUBSIDIARIES

Date: November 10, 20( By: / s/ PATRICIA G ALLUP

Patricia Gallup
Chairman and Chief Executive Officer
(Principal Executive Officer)

Date: November 10, 2008 By: /'s/ JAck F ERGUSON

Jack Ferguson
Executive Vice President, Treasurer, an(
Chief Financial Officer
(Principal Accounting and Financial Officer)
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Exhibit 10.2
SIXTH AMENDMENT TO AGREEMENT OF LEASE

THIS SIXTH AMENDMENT TO AGREEMENT OF LEASE (“Sixth Amendment”) is made this 18ttay of Septembe2008, by and
betweerMETRO PARK |, LLC , a Delaware limited liability company (“LessorddGOVCONNECTION, INC. , a Maryland corporation,
formerly known as Comteq Federal, Inc. (“Lessee”).

WITNESSETH:

WHEREAS , Rockville Office/Industrial Associates, Lessapiedecessor in interest and Comteq Federal, lessée’s predecessor in
interest, entered into that certain Lease datec&iDber 14, 1993 (the “Original Lease”), as amendgethét certain First Amendment to Lease
dated November 1, 1996 (the “First Amendmerd® further amended by that certain Second Amendtoekgreement of Lease and Extens
of Term dated as of March 31, 1998 (the “Second wdngent”), as further amended by that certain TAimendment to Agreement of Lease
dated as of August 31, 2000 (the “Third Amendmeras)further amended by that certain Fourth AmemdnteAgreement of Lease dated
November 20, 2002 (tF*Fourth Amendment”), and as further amended by tleatain Fifth Amendment to Agreement of Lease dlate
December 12, 2005 (the “Fifth Amendment”) (the Ovéd Lease, First Amendment, Second AmendmentdTiAmendment, Fourth
Amendment and Fifth Amendment shall be referrecbitectively as the “Lease”), pursuant to which $@s leased that certain space in the
building located at 7501 and 7503 Standish Placek®lle, Maryland (the “Building”), said leasedgmises containing approximately Ten
Thousand One Hundred Ninety-Six (10,196) rentatjlease feet of space (the “Premises”);

WHEREAS , the Term of the Lease is scheduled to expire M&dg 2009; and

WHEREAS , Lessor and Lessee desire to amend the Leaseetodethe Term of the Lease and modify and amentdinesther terms ar
conditions of the Lease as herein provided.

NOW, THEREFORE , in consideration of the premises and mutual cam&hand agreements herein contained and for gtioet and
valuable consideration, the receipt and sufficieocyhich are hereby acknowledged, Lessor and leeBseeby agree to the following:

1. Recitals. The recitals set forth above are incorporate@ihdsy this reference with the same force and eHsdf fully set forth
hereinafter.

2. Capitalized Terms. Capitalized terms not otherwise defined herealldtave the meaning ascribed to them in the Leasen and
after the date




hereof, the Lease and this Sixth Amendment shakthiosvn collectively as the “Lease”.

3.Term . The Term of the Lease is hereby extended foriagef three (3) years and six (6) months commmpoin April 1, 2009 (the
“Renewal Date”) and expiring on September 30, 2(ddusively, the “Renewal Term”), unless termirdagooner pursuant to the provisions of
the Lease or hereof. From and after the date hea#toéferences in the Lease to “Term,” “Termloé L_ease,” “Term hereof,” and the like shall
be deemed to include the Renewal Term.

4. Base Rent Notwithstanding anything to the contrary contdimethe Lease, as of the Renewal Date, LessekphaBase Rent with
respect to the Premises at the times and in theenaet forth in Section 2.1 of the Original Leas®restated in Paragraph 5 of the Fourth
Amendment, according to the following schedule:

Lease Period Monthly Base Ren
04/01/09- 03/31/10 $ 16,993.01
04/01/10- 03/31/11 $ 17,503.0!
04/01/11- 03/31/12 $ 18,028.01
04/01/12- 09/30/12 $ 18,569.01

5.Base Year. As of the Renewal Date, Section 2.2.4 of the kessset forth in Paragraph 5 of the Fourth Amemdnas amended by
Paragraph 5 of the Fifth Amendment, shall be furthedified by deleting the penultimate sentenceefiem and substituting the following in
lieu thereof: “Lessee’s Expense Base Year shalhbealendar year 2008.”

6. Security Deposit. Lessor currently holds a Security Deposit underltease in the amount of Four Thousand Eight Hathtitinety-
Nine and No/100 Dollars ($4,899.00). Lessee stalemo obligation to supplement such security déposonnection with this Sixt
Amendment.

7. Lessee Improvements Lessee hereby accepts the Premises in its “amiglition existing on the Renewal Date. Lessoll $fzve no
obligation to make any Lessee improvements to teenlRes during the Renewal Term hereof.

8. Option to Renew. Provided that Lessee is not in default at thetohLessee’s exercise of the Option to Renew treat
commencement of the applicable Option term, Lesha# have one (1) three (3) year Option to rerf@w/ltease upon such terms and
conditions then in effect for comparable spacd@Rroject as of the commencement of the applid@pteon term, except that the Base Rent
payable during the first lease year of the apple&ption term shall be an amount equal to one radhthree percent (103%) of the Base Rent
payable during the last year of the applicable mxgiLease Term and such Base Rent shall be inetle2&% for the 2¢lease year and then th
dlease year of the Option term. All other terms aodditions of the Lease shall remain the samesiédh terms, conditions and rental
provisions shall, upon the exercise of the Optimnevidenced upon the form of lease then in eftedhe Project. Lessee shall provide to
Lessor on a date which is prior to the date thatQpption period would
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commence (if exercised) by at least one hundreateid 80) days, a written notice of the exercis¢hef Option to renew the Lease for the
applicable additional Option term, time being of #tssence. Such notice shall be given in accordaitice&Section 16 of the Lease. If
notification of the exercise of this Option is ot given and received, all options granted hereusit| automatically expire.

9. Brokers . Lessee represents and warrants to Lessor thaeedms not had any dealings or entered into aegmgnts with any perse
entity, realtor, broker, agent or finder in conf@eiwith the negotiation of this Sixth Amendmenesisee shall indemnify and hold harmless
Lessor from and against any loss, claim, damageerese (including costs of suit and reasonablersgya’ fees) or liability for any
compensation, commission or charges claimed byreaiyor, broker, agent or finder claiming to haeald with Lessee in connection with this
Sixth Amendment.

10. Reaffirmation of Terms. Except as expressly modified hereby, all of thenggrcovenants and provisions of the Lease are fereb
confirmed and ratified and shall remain unchangetiia full force and effect.

11.Representationsl essee hereby represents and warrants to Lessdrebsee (i) is not in default of any of its obtigas under the
Lease and that such Lease is valid, binding andreaéble in accordance with its terms, (ii) hasgolver and authority to execute and perft
this Sixth Amendment, and (iii) has taken all acticecessary to authorize the execution and perfuzenaf this Sixth Amendment.

12. Counterpart Copies. This Sixth Amendment may be executed in two or noongnterpart copies, each of which shall be deeimed
be an original and all of which counterparts shalle the same force and effect as if the partiestthd@ad executed a single copy of this Sixth
Amendment.

[SIGNATURES APPEAR ON NEXT PAGE]
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IN WITNESS WHEREOF , Lessor and Lessee have executed this Sixth Amentlas of the day and year first above written.

LESSOR: LESSEE:
METRO PARK I, LLC, GOVCONNECTION, INC.,
a Delaware limited liability compar a Maryland corporatio
By: PS Business Parks, L.P., By: /sl Gary Andersol
a California limited partnershi Name Gary Andersor

Title: Treasure
By: PS Business Parks, Inc.
California corporation, its
General Partne

By: /s/ Eugene R. Uhima
Eugene R. Uhlman
Regional Manage

Date 9-18-08 Date: 9-16-08
Lesso’s Execution Dat: Lesse’s Execution Dat

Lessor Fed. ID #:




Exhibit 15
November 10, 200

PC Connection, Inc.
730 Milford Road
Merrimack, NH

We have reviewed, in accordance with the standafrtiee Public Company Accounting Oversight Boaraifed States), the unaudited interim
financial information of PC Connection, Inc. andbsidiaries for the periods ended September 30, 2608007, as indicated in our report
dated November 10, 2008; because we did not perdforaudit, we expressed no opinion on that infoionat

We are aware that our report referred to abovechwisiincluded in your Quarterly Report on FormQG@er the quarter ended September 30,
2008 is incorporated by reference in Registratitaie®nent Nos. 333-40172, 333-50845, 333-50847,6831%0, 333-69981, 333-83943, 333-
91584, 333-106652, 333-130389, and 333-144065 om Sa8.

We also are aware that the aforementioned reparsupnt to Rule 436(c) under the Securities Ad983, is not considered a part of the
Registration Statement prepared or certified bp@ountant or a report prepared or certified bp@ountant within the meaning of Sections 7
and 11 of that Act.

Deloitte & Touche

Boston, Massachusetts



Exhibit 31.1
CERTIFICATIONS

I, Patricia Gallup, certify that:

1. | have reviewed this Quarterly Report on Forn-Q of PC Connection, Inc
2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statements$ atéimer financial information included in this repdairly present in all materi
respects the financial condition, results of opgerat and cash flows of the registrant as of, amdthe periods presented in this rep
4. The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contanld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize, and refpmahcial information; an

b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: November 10, 2008 /s/ Patricia Gallup

Patricia Galluf
Chairman and Chief Executive Offic



Exhibit 31.2
CERTIFICATIONS

I, Jack Ferguson, certify that:

1. | have reviewed this Quarterly Report on Forn-Q of PC Connection, Inc
2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statements$ atéimer financial information included in this repdairly present in all materi
respects the financial condition, results of opgerat and cash flows of the registrant as of, amdthe periods presented in this rep
4. The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contanld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize, and refpmahcial information; an

b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: November 10, 2008 /s| Jack Ferguson

Jack Ferguso
Executive Vice President, Treasurer, and Chiefiéiad Officer



Exhibit 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f PC Connection, Inc. (the “Company”) for theipd ended September 30, 2008
as filed with the Securities and Exchange Commiseiothe date hereof (the “Report”), the undergigfatricia Gallup, President and Chief
Executive Officer of the Company, hereby certifipgrsuant to 18 U.S.C. Section 1350, that:

(1) the Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExgwAct of 1934; and
(2) the information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of the
Company.

Date: November 10, 2008 /s|  Patricia Gallup
Patricia Gallug
Chairman and Chief Executive Offic




Exhibit 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f PC Connection, Inc. (the “Company”) for theipd ended September 30, 2008
as filed with the Securities and Exchange Commiseiothe date hereof (the “Report”), the undersigdack Ferguson, Executive Vice
President, Treasurer, and Chief Financial Offidahe Company, hereby certifies, pursuant to 18 €.Section 1350, that:

(1) the Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExaeAct of 1934; and

(2) the information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations
the Company.

Date: November 10, 2008 /s| Jack Ferguson
Jack Ferguso
Executive Vice President, Treasurer, and Chiefridred Officer




