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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, 2009
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.LR.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 Sewtl3 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 requirementsHe past 90 days.

YES M NO O

Indicate by check mark whether the registrant lidisnitted electronically and posted on its corpokieb site, if any, every Interactive
Data File required to be submitted and posted pumsto Rule 405 of Regulation S-T (8232.405 of tiapter) during the preceding 12 months
(or for such shorter period that the registrant veagiired to submit and post such files).

YES O NO O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @-accelerated 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.

Large accelerated filel] Accelerated filer M
Non-accelerated filer J Smaller reporting company]

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 issueriston stock as of November 1, 2009 was 27,167,879.
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Current Assets
Cash and cash equivalel
Accounts receivable, n
Inventories
Deferred income taxe
Income taxes receivab

PC CONNECTION, INC. AND SUBSIDIARIES

PART |—FINANCIAL INFORMATION
ltem 1—Financial Statements
CONDENSED CONSOLIDATED BALANCE SHEETS
(amountsin 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.

3

September 3C

2009
(unaudited)

$ 65,68(
180,87¢
59,97¢
3,57¢
3,221
2,95¢
316,29¢
13,30:
48,06(
1,415

48(C

$ 379,55

$ 75¢
108,89:
20,19/
7,96¢
137,81t
3,03¢
3,821
4,06:
148,73:

27¢

96,61:
137,14°
(3,209)
230,82!

$ 379,55¢

December 31

2008

$ 47,00:
185,88t
60,81
4,24¢
1,44¢
3,62¢
303,01¢
24,48:
48,06(
2,22(

38¢

$ 378,16

$  69¢
101,78
19,99:
6,337
128,81.
3,61(
6,18¢
4,23¢
142,84

272
95,99;
142,33¢
(3,287)
235,32

$ 378,16°
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PC CONNECTION, INC. AND SUBSIDIARIES

Net sales
Cost of sale!

Gross profit
Selling, general and administrative exper
Special charge

Income (loss) from operations
Interest expens
Other, ne

Income (loss) before taxe
Income tax (provision) benef

Net income (loss

Earnings (loss) per common she
Basic

Diluted

Weighted average common shares outstant
Basic

Diluted

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

(Unaudited)

(amountsin thousands, except per share data)

Three Months Ended

Nine Months Ended

September 30, September 30,
2009 2008 2009 2008
$403,05: $441,44: $1,106,53! $1,314,56'
356,70¢ 388,12: 974,23t 1,151,66!
46,34+ 53,32 132,29° 162,90°
41,26 46,87 126,67( 140,43t
— 1,431 12,95¢ 1,431
5,081 5,02( (7,32¢) 21,03¢
(99) (187) (385) (54€)
93 24¢€ 452 61C
5,07¢ 5,07¢ (7,267) 21,10(
(2,186 (1,865) 2,072 (8,025)
$ 2,88¢ $ 3,214 $ (5189 $ 13,07
$ 011 $ 01z $ (019 $  0.4¢
$ 011 $ 01z $ (019 $  0.4¢
27,07¢ 26,83¢ 27,017 26,83¢
27,09t 26,89: 27,017 26,94

See notes to unaudited condensed consolidateccfalatatements.

4



Table of Contents

PC CONNECTION, INC. AND SUBSIDIARIES

PART |—FINANCIAL INFORMATION
Iltem 1—Financial Statements

CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STOC KHOLDERS' EQUITY

Balance—January 1, 2009
Stock-based compensation expel

Nine Months Ended September 30, 2009

(Unaudited)
(‘amountsin thousands)

Issuance of common stock under Employee Stock Res

Plan
Nonvested stock awart
Tax shortfall from stoc-based compensatic
Repurchase of common stock for treas
Net loss

Balance—September 30, 200!

Common Stock Additional Retained Treasury Stock
Shares  Amount Paid-In Capital Earnings Shares Amount Total
27,32¢ $ 27 $ 95,997 $142,33¢ (492) 9$(3,287) $235,32
— — 952 — — — 952
28 — 13¢ — — — 13¢
— — (372) — 58 372 —
— — (109) — — — (109)
— — — — (72) (297) (297)
— — — (5,189 — — (5,189)
27,35 $ 275 $ 96,61 $137,14°  (50€) $(3,207) $230,82!

See notes to unaudited condensed consolidateccfalatatements.
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PC CONNECTION, INC. AND SUBSIDIARIES

PART I—FINANCIAL INFORMATION
Item 1—Financial Statements
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(amountsin thousands)

Cash Flows from Operating Activities:

Net (loss) incom:

Adjustments to reconcile net (loss) income to @eshcprovided by operating activitie
Non-cash portion of special charg
Depreciation and amortizatic
Provision for doubtful accoun
Deferred income taxe
Stock-based compensation expel
Tax (shortfall) benefit from sto-based compensatic
Loss (gain) on disposal of fixed ass
Excess tax benefit from exercise of stock opti

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

Issuance of stock under Employee Stock Purchase

Exercise of stock optior

Net share settlement obligati

Excess tax benefit from exercise of stock opti

Net cash used for financing activiti

Increase in cash and cash equivali

Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

See notes to unaudited condensed consolidateccfalatatements.

6

Nine Months Ended
September 30,

2009
$ (5,189

11,62t
5,221
1,771

(1,697)
952

(109)
15

3,23¢
834
(1,11)
(99)
7,247
1,65¢
24, 36

(5,017)
2

(5,010

22, 05
(22,05¢)
(517)
(297)
13¢

(676)
18,67
47,00

$ 65,68(

2008

$ 13,07¢

5,23¢
1,39¢
1,31¢
1,09¢
16
(13
©)

17,93
394
(59¢)
15
4,22¢
(1,149
42,94:

(8,709)
44

(8,664

37, 34:
(37,349
(389)
(1,200)
12¢

204

55
___ 3
(1,19)
33,08¢
13,74:

$ 46,82
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PC CONNECTION, INC. AND SUBSIDIARIES

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

Note 1—Basis of Presentation

The accompanying condensed consolidated finanitdraents of PC Connection, Inc. and its subsiathe “Company,” “we,” “us,”
or “our”) have been prepared in accordance witloanting principles generally accepted in the Uniates of America. Such principles were
applied on a basis consistent with the accountoligips described in our Annual Report on Form 1@Kthe year ended December 31, 2008
filed with the Securities and Exchange Commissidre accompanying condensed consolidated finaneitdraents should be read in
conjunction with the financial statements contaimedur Annual Report on Form 10-K.

In the opinion of management, the accompanying ditea condensed consolidated financial statememitam all adjustments
(consisting only of normal recurring adjustmentsgessary for a fair presentation of the resulspefrations for the interim periods reported
and of the Company’s financial condition as of dag¢e of the interim balance sheet. The Companyiderssevents or transactions that occur
after the balance sheet date but before the finhatdatements are issued to provide additionalemdd relative to certain estimates or to ide
matters that require additional disclosure. Subsegjavents have been evaluated through the dégsuzince of these financial statements. The
operating results for the three and nine monthgei8kptember 30, 2009 may not be indicative ofekalts expected for any succeeding
guarter or the entire year ending December 31, 2009

Use of Estimatesin the Preparation of Financial Statements

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

Note 2—Earnings Per Share

Basic earnings (loss) per common share is compusigd) the weighted average number of shares odisgrDiluted earnings (loss) per
share is computed using the weighted average nudfilsérares outstanding adjusted for the incremestiates attributed to options outstanding
to purchase common stock and nonvested stocKuiiva@. In the nine months ended September 30, 200&ive securities were antidilutive
calculating loss per share due to operating losssized in this period and therefore were notuded in the calculations.

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

Three Months Ended Nine Months Ended

September 30, 2009 2008 2009 2008
Numerator:

Net income (loss $ 2,88¢ $ 3,21« $(5,189) $13,07¢
Denominator

Denominator for basic earnings (loss) per sl 27,07¢ 26,83t 27,015 26,83¢

Dilutive effect of employee equity awar 17 57 — 107

Denominator for diluted earnings (loss) per st 27,09¢ 26,89: 27,015 26,94
Earnings (loss) per shal

Basic $ 0.11 $ 0.12 $ (0.19) $ 0.4¢

Diluted $ 0.11 $ 0.17 $ (0.19 $ 0.4¢
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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)
(amountsin thousands, except per share data)

For the three and nine months ended Septembel089,&nhd 2008, the following weighted average ontiitay stock options and other
common stock equivalents were excluded from thepegation of diluted earnings (loss) per share beedhe effect would have been anti-
dilutive:

Three Months Ended Nine Months Ended
September 30, 2009 2008 2009 2008
Anti-dilutive common stock equivaler 813 1,007 934 612

Note 3—Goodwill and Other Intangible Assets

Goodwill and certain intangible assets with indiédditives are not amortized but are subject toramual impairment test, and more
frequently, if events or circumstances occur thatild indicate a potential decline in our fair valMée perform the assessment annually as of
January 1, and on an interim basis if potentialaimmpent indicators arise, and determine the fdweraf the reporting units using established
income and market valuation approaches.

We performed an interim impairment review effectivecember 31, 2008 and determined that the goodaiitied by our SMB and
Public Sector segments was fully impaired, and @salt, we recognized an impairment loss of $8,80%5,383 net of taxes, in our operating
results for the year ended December 31, 2008. dihedlue of the Large Account reporting unit exdee its carrying value, and accordingly
there was no need to perform the second step afjh@irment test for this reporting unit at Decem®g, 2008. Given the results of the
December 31, 2008 review, we concluded there waspairment on January 1, 2009. We considered pleeading results and future
projections of the Large Account reporting unityadl as changes in our overall market capitalaratand did not identify any events or
circumstances that would indicate that it is mdtely than not that the carrying value of the rejpgy unit was in excess of its fair value during
the period ended September 30, 2009.

September 30, 20C
Goodwill $ 48,06(
Trademarks 1,19(C

Intangible assets subject to amortization at Selpeer®0, 2009 consisted of customer lists of $22T ¢nh accumulated amortization of
$4,993). Intangible assets subject to amortizagioDecember 31, 2008 consisted of customer lisg941 and a licensing agreement of $89
of accumulated amortization of $4,278 and $38eetvely). For each of the three-month periodseenBeptember 30, 2009 and 2008, we
recorded amortization expenses of $268. For the-mionth periods ended September 30, 2009 and 2@0&corded amortization expense of
$803 and $804, respectively.

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

For the Year Ending December 31

2009 $13¢€0
2010 88
2011 and thereafte —

(*) Represents estimated amortization expensehtothree months ending December 31, 2009.

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)
(amountsin thousands, except per share data)

We also periodically consider whether there areiadications of impairment of our indefinite andhiplived assets and determined,
except as noted below, that the undiscounted d¢asls £xpected from the use of our assets exceddechirying amounts of such assets, and
thus were not impaired during the nine months erg®getember 30, 2009.

During the nine months ended September 30, 2009ledaymined to stop further development on a custorlationship management
(“CRM™) module of our internally developed softwal&'e further determined that we would not realiag future cash flows from this CRM
module. As a result, we recognized a non-cash ehafr§11,609 in the nine months ended Septembe2@IY to write-off the carrying amount
of the module. Please see “Note 5—Special Charfgeglrther discussion.

Note 4—Segment and Related Disclosures

We are required to report profits and losses anghioeother information on our “reportable opergtsegments” in our annual and interim
financial statements. Our chief operating decisiaker (“CODM?”) evaluates operations and allocaesources based on a measure of
operating income. The internal reporting strucused by our CODM to assess performance and alloesteirces determines the basis for our
reportable operating segments. Our CODM is our {Ekecutive Officer.

Our operations are organized under three reportgi#eating segments—the “SMB” segment, which sesweall- and medium-sized
businesses, as well as consumers; the “Large Atteegment, which serves medium-to-large corporati@nd the “Public Sector” segment,
which serves federal, state, and local governmeateglucational institutionstegether with our Headquarters/Other group thatigeservice
in areas such as finance, human resources, infamizgchnology, legal, product management, comnatians, and marketing. Most of the
operating costs associated with the Headquartdref@roup functions are charged to the reportapégaiing segments based on their
estimated usage of the underlying functions. Wenteghese charges to the operating segments agc#tlbns.” Certain of the headquarters
costs relating to executive oversight functiong dra not allocated to the operating segmentsnateded under the heading of
“Headquarters/Other” in the tables below.
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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)
(amountsin thousands, except per share data)

Net sales represent net sales to external custandrexclude inter-segment product revenues, gsaitgenot reviewed by our CODM. In
addition, our CODM reviews income tax expense eorsolidated basis, and accordingly, we do notrtédpoome tax expense by operating
segment. Segment information applicable to ourntepte operating segments for the three and ningtmscended September 30, 2009 and
2008 is shown below:

Three Months Ended September 30, 20C

Large Account Public Sectoi Headquarters)
SMB

Segment Segment Segment Other Consolidatec
Net sales $182,56¢ $ 103,92: $ 116,56 $ 403,05:
Operating income (loss) before allocati $ 12,24: $ 5,00¢ $ 5,04¢ $ (17,21) $ 5,08
Allocations (9,480 (803%) (4,356 14,63¢ —
Operating income (los: $ 2,767 $ 4,20 $ 68¢ $ (2,57Y) $ 5,081
Net interest expense and other, ©
Income before taxe $ 5,07
Selected Operating Expens:
Depreciation and amortizatic $ 28 $ 32¢ $ 29 $ 1,29¢ $ 1,68t

Three Months Ended September 30, 2008
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 allocatit $ 14,87« $ 6,16¢ $ 3,967 $ (19,989 $ 5,0
Allocations (10,82) (782) (3,936) 15,53¢ —
Operating income (los: $ 4,052 $ 5,38¢ $ 31 $ (4450 ® 5,02(
Net interest expense and other, 59
Income before taxe $ 5,07¢
Selected Operating Expen:
Depreciation and amortizatic 72 337 33 1,28¢ 1,73(
Special charge 13 — 42 1,37€¢0 1,431

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)
(amountsin thousands, except per share data)

Nine Months Ended September 30, 20C

Large Account Public Sectol Headquartersi
SMB
Segment Segment Segment Other Consolidated
Net sales $531,66¢ $ 304,31 $ 270,54¢ $1,106,53!
Operating income (loss) before allocatit $ 34,41¢ $ 13,12¢ $ 10,64¢ $ (65,52 $ (7,329
Allocations (31,209 (2,519 (12,109 45,82t —
Operating income (los: $ 3,21f $ 10,60 $ (1459 $ (19,690 @ $ (7,329
Net interest expense and other, 67
Loss before taxe $ (7,26)
Selected Operating Expens:
Depreciation and amortizatic $ 164 $ 98¢ $ 91 $ 3,97¢ $ 5,221
Special charge 112 107 143 12,5910 12,95t
Balance Sheet Data as of September 30, 2
Total asset $150,76: $ 136,47¢ $ 58,89t $ 33,42 $ 379,55¢
Goodwill — 48,06( — — 48,06(
Nine Months Ended September 30, 20C
Large Account Public Sectol Headquartersi
SMB
Segment Segment Segment Other Consolidated
Net sales $693,98' $ 361,87¢ $ 258,70 $1,314,56'
Operating income (loss) before allocatis $ 49,50t $ 19,82t $ 9,43: $ (57,729 $ 21,03¢
Allocations (32,699 (2,370 (10,780 45,84« —
Operating income (los: $ 16,81 $ 17,45t $ (1,349 $ (11,880 @ 21,03¢
Net interest expense and other, 62
Income before taxe $ 21,10(
Selected Operating Expens
Depreciation and amortizatic 21F 98t 12¢ 3,90¢ 5,23¢
Special charge 13 — 42 1,37¢® 1,431

(1) Special charges incurred by the Headquarters/@jioerp are not allocated to our operating segm:

Our operating segments’ assets presented aboyeiararily accounts receivables, intercompany reaiglies, and goodwill. Assets for the
Headquarters/Other group are managed by corpoeatggiarters, including cash, inventory, and prgpart equipment. Total assets for the
Headquarters/Other group at September 30, 2008rasented net of intercompany balance eliminatfdddd,873. Our capital expenditures
largely consist of information technology (“IT”) ldware and software purchased to maintain or uggoad management information systems.
These systems serve all of our subsidiaries, tgivgdegrees, and as a result, our CODM does rauete capital expenditures on a segment
basis.

11
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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)
(amountsin thousands, except per share data)

Senior management also monitors revenue by prodixcf(Software; Notebooks and PDAs; Desktops and&sr Video, Imaging, and
Sound; Net/Com Products; Printers and Printer Seppbtorage Devices; Memory and System Enhancemeamd Accessories/Other).

Net sales by business segment and product mixraseipted below:

Three Months Ended Nine Months Ended
September 30 2009 2008 2009 2008
Segment (excludes transfers between segn
SMB $182,56: $217,46! $ 531,66¢ $ 693,98
Large Accoun 103,92: 117,30( 304,31¢ 361,87t
Public Secto 116,56° 106,68: 270,54¢ 258,70
Total $403,05: $441,44. $1,106,53' $1,314,56
Product Mix
Notebooks and PDA $ 61,67¢ $ 70,21t $ 163,64( $ 204,25!
Desktop/Server 56,71« 59,16¢ 150,05 179,61:
Software 55,58 56,03¢ 157,03: 169,19!
Video, Imaging and Sour 53,67 65,77¢ 144,31! 192,58t
Net/Com Product 42,93( 46,14( 114,38( 132,98(
Printers and Printer Suppli 35,18¢ 41,557 97,45¢ 122,70:
Storage Device 31,76 35,56¢ 91,87¢ 114,71(
Memory and System Enhanceme 13,76( 13,71¢ 37,97t 46,697
Accessories/Othe 51,76¢ 53,26 149,80¢ 151,82¢
Total $403,05: $441,44: $1,106,53" $1,314,56

Substantially all of our net sales for the thred aime months ended September 30, 2009 and 20@8medie to customers located in the
United States. Shipments to customers locatedréigo countries aggregated less than 1% in eatfiose respective periods. All of our assets
at September 30, 2009 and December 31, 2008 wemeelbin the United States. Our primary targetausts are small- and medium-sized
businesses with 20 to 1,000 employees, federaé, stad local government agencies, educationatitisns, and medium-to-large corporate
accounts. Except for the federal government, nglsioustomer accounted for more than 3% of totabakes in the three and nine months
ended September 30, 2009 and 2008. Net sales fedaeml government accounted for $42,773, or 1006%tal net sales for the three months
ended September 30, 2009, and $37,759, or 8.6%ialfrtet sales for the three months ended SepteBth@008. Net sales to the federal
government accounted for $92,759, or 8.4% of taalsales for the nine months ended Septembei088, 2nd $84,281, or 6.4% of total net
sales for the nine months ended September 30, 2008.

Note 5—Special Charges

In June 2009, we determined to stop the furtheeldgment of an internally developed CRM module assalt of identified significant
increases in the estimated costs to complete gndifisant extensions of delivery schedules. Wehertdetermined that we would not realize
any future cash flows from this CRM module, anéassult, we recognized a non-cash asset writef&11,609 representing the CRM
module’s capitalized cost. We also recorded chao§&4,346 in the nine months ended September(I) 2elated to workforce reduction

12
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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)
(amountsin thousands, except per share data)

and management restructuring costs, classifiedoakfarce reductions and other in the table belowthe nine months ended September 30,
2008, we recorded a charge of $1,431 related t&fanare reduction and management restructuring costs

A roll forward of special charges for the nine menended September 30, 2009 is shown below.

Workforce
Reductions &

Asset

Other Write-off Total
Balance December 31, 20 $ 1,26¢ $ — $ 1,26¢
Charges 1,34¢ 11,60¢ 12,95¢
Adjustments (16) (11,609 (11,625
Cash payment (1,619 — (1,619
Liabilities at September 30, 20! $ 981 $ — $ 981

Non-cash special charges in the nine months endpt&@ber 30, 2009 totaled $11,625 and are refletenh “adjustment” in the above
roll forward. Liabilities at September 30, 2009 sizt of $885 of current liabilities and $96 of nomrrent other liabilities on the condensed
consolidated balance sheet and are expected taith¢hpough January 2011. Liabilities at Decemtler2008 consist of $955 of current
liabilities and $309 of non-current other liabéisi on the condensed consolidated balance sheet.

Note 6—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 noceeghéo have a material effect on our financialitias, results of operations, and cash
flows.

We are subject to audits by states on sales anthi@taxes, unclaimed property, and other assessmfenbmprehensive multi-state
unclaimed property audit is currently in progréshile management believes that known and estinmbilities have been adequately
provided for, it is too early to determine the miéite outcome of this audit. Such outcome could aveterial negative impact on our financial
position, results of operations, and cash flows.

Note 7—Bank Borrowing and Trade Credit Arrangements

We have a $50,000 credit facility collateralizeddoypstantially all of our business assets. Thidifiacan be increased to $80,000 for
approved acquisitions or other uses authorizedhéyank at substantially the same terms. Amountganding under this facility bear interest
at the prime rate (3.25% at September 30, 2009 .fatility also gives us the option of obtainingr&dpllar Rate Loans in multiples of $1,000
for various short-term durations. The credit fagilncludes various customary financial ratios apérating covenants, including minimum net
worth and maximum funded debt ratio requirememntd, r@strictions on the payment of dividends to shalders, repurchase of our common
stock, and default acceleration provisions, nonetith we believe significantly restricts our opgéras. Funded debt ratio is the ratio of
average outstanding advances under the crediityefcit the quarter to EBITDA (Earnings Before Irgst Expense, Taxes, Depreciation, and
Amortization), excluding non-cash special chardesthe trailing twelve months. The maximum allowab
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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)
(amountsin thousands, except per share data)

funded debt ratio under the agreement is 2.0 tpaliOactual funded debt ratio at September 309 2065 less than 0.01 to 1.0. Future
decreases in our consolidated EBITDA, however,ataiit our potential borrowings under the credicility.

No borrowings were outstanding under this creditlitg at September 30, 2009 and December 31, 2808 ,accordingly the entire
$50,000 facility was available for borrowing at batates. The credit facility matures on October2#,2, at which time amounts outstanding
become due.

At September 30, 2009, we had security agreemeittiswo financial institutions to facilitate the mnase of inventory from various
suppliers under certain terms and conditions. reements allow a collateralized first positiorcartain branded products inventory financed
by the financial institutions up to an aggregatewant of $45,000. The cost of such financing uridese agreements is borne by the suppliers
by discounting their invoices to the financial ingions as an incentive for us to purchase theidpcts. We do not pay any interest or discount
fees on such inventory financing. At September28@9 and December 31, 2008, accounts payable ietl$8,350 and $13,499, respectively,
owed to these financial institutions.

Note 8—Treasury Stock Purchases

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 tingpending on market conditions. Our current bank éihcredit however limits repurchases
made after September 2005 to $10,000 without bapkoaal of higher amounts.

We have permitted employees to surrender shanesstifcted stock awards to the Company to satisfyitory withholding requirements
due upon the vesting of such stock awards. Suchhzt settlements are reported as a purchassastitiy shares in our financial statements
similar to the Company’s open market treasury pasels. Our employees surrendered 15 shares fon$%2 share settlements during the nine
months ended September 30, 2009. In addition, percbased 57 shares for $225 in the nine monthsde8dptember 30, 2009. As of
September 30, 2009, we have repurchased an aggi@Eyet5 shares for $3,960. The maximum approxirdalier value of shares, however,
that may yet be purchased under the program withwtliter bank approval is $8,326. In the nine merghded September 30, 2009, we issued
shares from treasury stock for restricted stockrdsvand have reflected upon vesting of such stakds the net remaining balance of trea:
stock on the condensed consolidated balance sheet.

Note 9—Fair Value

Our financial instruments consist primarily of casid cash equivalents, accounts receivable, amalatpayable. The carrying value:
cash, accounts receivable, and accounts payabtexaptes their fair market values due to theirrsierm nature. We are required to measure
fair value under a fair value hierarchy that maxiesi the use of observable inputs and minimizesskeof unobservable inputs. Observable
inputs are obtained from independent sources amtheaalidated by a third party, whereas unobséevaputs reflect assumptions regarding
what a third party would use in pricing an assdtatnility. A financial instrument’s categorizatiamithin the fair value hierarchy is based upon
the lowest level of input that is significant tetfair value measurement. Three levels of inputg beaused to measure fair value:

Level 1—Quoted prices in active markets for idealtessets or liabilities.
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(amountsin thousands, except per share data)

Level 2—Include other inputs that are directly mdirectly observable in the marketplace.
Level 3—Unobservable inputs which are supporteditby or no market activity.

We measure our cash equivalents at fair value endlassified within Level 1 or Level 2 of the fa@lue hierarchy. The classification
been determined based on the manner in which we2\@lr cash equivalents, primarily using quotedketaprices or alternative pricing
sources. Assets measured at fair value on a ragurgsis consisted of the following types of instemts and were reported as cash equivalents

as of September 30, 2009:

Fair Value Measurements at Reporting Date Usin

Quoted Prices ir

Active Markets Significant
for Identical Other
Instruments Observable
(Level 1) Inputs (Level 2)
Assets
Cash Equivalent:
Bank time deposit $ — $ 47,967
Money market fund deposi 17,718 —
Total assets measured at fair valu $ 17,71 $ 47,967

Significant

Unobservable

Inputs (Level 3 Total Balance

$ — $ 47,96
— 17,71
— $ 65,68(

As discussed in Notes 3 and 5, we abandoned theagewent of CRM software during the nine monthseeh8eptember 30, 2009. We
wrote off the total amount capitalized of $11,6@%tze fair value of the CRM software was deemdaktaero as there was no alternative use or

salvage value. The measurement of the fair valeeaf and resulting charge is considered a Leugb@3t.
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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—includingmputer systems, software and
peripheral equipment, networking communicationsl atiher products and accessories that we purchasenfianufacturers, distributors, and
other suppliers. We also offer a wide range ofaltestion, configuration, repair, and other servipesformed by our personnel and third-party
providers. We operate through three primary busisegments: (a) consumers and small- to mediund-bizginesses, or SMBs, through our
PC Connection Sales subsidiaries, (b) large enserpustomers, or Large Account, through our More@isubsidiary, and (c) federal, state,
and local government and educational institutieng;ublic Sector, through our GovConnection subsidi

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 have had,cndd continue to have, a negative effect
on our financial condition, results of operatioasd cash flows.

The primary challenges we face in effectively mang@ur business are (1) maintaining, if not insieg, our revenues in the face of a
global recession, while at the same time imprownggross profit margins in all three business s=gs) (2) recruiting, retaining, and
improving the productivity of our sales personmld (3) effectively controlling our selling, genleaad administrative, or SG&A, expenses
over a possible lower sales base. If recent declimé&l spending continue, any significant salesagh for us must come through increased
market share. Competition may become even moradgati the future, which would put more pressurenangins. Given the deterioration in
the demand environment, management implementedesttions late in the first quarter of 2009 tavdw expenses, which contributed to
reduced SG&A expenses in both dollars and as a&ptxge of net sales in the third quarter of 2008pgared to the third quarter of 2008.
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We believe that more of our customers are seekita] T solutions, rather than simply specific [foducts. Through the formation of ¢
services organization, ProConnection, we are abpedvide customers complete IT solutions, fronniidging their needs, to designing,
developing, and managing the integration of proglacid services to implement their IT projects. Saervice offerings carry higher margins
than traditional product sales. Additionally, tleetnical certifications of our service engineempeus to offer higher-end, more complex
products that also carry higher gross margins. ¥ypee these service offerings and technical cediifons to continue to play a role in sales
generation and gross margins in this competitisgrenment.

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 efficla addition, as stated above, we
continue to actively monitor and manage our expstregture in order to obtain better leverage afaperating costs and to adjust our expense
structure to changing revenue levels.

RESULTS OF OPERATIONS

The following table sets forth information deriviedm our statements of operations expressed ascamage of net sales for the periods
indicated:

Three Months Ended Nine Months Ended

September 30 2009 2008 2009 2008
Net sales(in millions) $403.1 $441.¢ $1,106. ! $1,314.¢
Net sales 100.(% 100.(% 100.(% 100.(%
Gross margit 11.5 12.1 12.C 12.4
Selling, general and administrative exper 10.z 10.€ 11k 10.7
Special charge — 0.4 1.2 0.1
Income (loss) from operatiol 1.3% 1.1% (0.97% 1.€%

Net sales in the third quarter of 2009 decrease®38y4 million, or 8.7%, compared to the third daaof 2008. The year-over-year
decrease in sales experienced by both our SMB argkLAccount segments was patrtially offset by iaseel public sector sales in the third
quarter of 2009. We generated approximately $5I0omiin operating income in both the third quardé2009 and 2008 as the cost savings
implemented earlier in 2009 and the avoidance etisp charges in the third quarter of 2009 largefget the year-over-year decrease in gross
profit dollars that resulted from decreased reverara gross profit margins.

Net sales in the nine months ended September 8@, &ecreased by $208.0 million, or 15.8%, comp&wdte nine months ended
September 30, 2008. The year-over-year decreas®dn experienced by both our SMB and Large Accsegiments was partially offset by
increased public sector sales in the nine monttlegSeptember 30, 2009. Our income from operatioB808 decreased to a loss from
operations in 2009 due to the significant year-euear decline in sales and the special chargesritim the nine months ended Septembe
2009.

17



Table of Contents

Net Sales Distribution
The following table sets forth our percentage dfsades by business segment and product mix:

Three Months Ended Nine Months Ended
September 30, 2009 2008 2009 2008
Business Segme
SMB 45% 49% 48% 53%
Large Accoun 26 27 28 27
Public Secto 29 24 24 20
Total _10C% _10C% _ 10C% _10C%
Product Mix
Notebooks and PDA 15% 16% 15% 15%
Desktop/Server 14 13 14 14
Software 14 13 14 13
Videos, Imaging and Sour 13 15 13 15
Net/Com Product 11 11 10 10
Printers and Printer Suppli 9 9 9 9
Storage Device 8 8 8 9
Memory and System Enhanceme 3 3 3 4
Accessories/Othe 13 12 14 11
Total 10C% 10C% 10C% 10(%

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, 2009 2008 2009 2008
Business Segme
SMB 13.6% 14.2% 13.% 14.(%
Large Accoun 10.€ 11.1 10.t 11.2
Public Secto 9.C 8.9 9.7 9.6
Total 11.5% 12.1% 12.(% 12.4%

Consolidated gross profit dollars for the third qaaof 2009 decreased by $7.0 million comparetthita quarter of 2008, due to lower
sales and gross profit margins. Consolidated guosf# dollars for the nine month ended Septemitgr2B09 decreased by $30.6 million
compared to the nine months ended September 38, 20€ to lower net sales and gross profit margudslitionally, gross profit margins in
the three and nine months ended September 30,#08%ecreased year over year due to a yearymaarincrease in public sector sales, w|
generally have lower gross profit margins compaoeshles of our SMB and Large Account segments.

Cost of Sales and Certain Other Costs

Cost of sales includes the invoice cost of the pedddirect costs of packaging, inbound and outldugight, and provisions for inventc
obsolescence, adjusted for discounts, rebatesythied vendor allowances. Direct operating experslesing 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 naolpeparable to those of other entities who inclallef the costs related to their
distribution network in cost of goods sold. Sucktspas a percentage of net sales for the peristed, are as follows:

Three Months Ended Nine Months Ended
September 30 2009 2008 2009 2008
Purchasing/Distribution Cent 0.72% 0.6&% 0.7¢% 0.6<%
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Operating Expenses
The following table breaks out our more significaperating expenses for the periods indicated (iloms of dollars):

Three Months Ended Nine Months Ended

September 30, 2009 2008 2009 2008
Personnel cos $ 27.¢ $ 30.€ $ 84. $ 94.C
Advertising, nel 3. 4.8 12.5 14.5
Facilities operation 2.1 2.4 6.¢ 7.2
Credit card fee 1.€ 1.8 5.C 5.7
Depreciation and amortizatic 1.7 1.7 5.2 5.2
Bad debt: 0.4 0.1 14 11
Other, ne 3.7 5.3 11.7 12.7

Total $ 41.: $ 46.C $126.5 $140.

Percentage of net sal 10.2% 10.€% 11.5% 10.7%

Personnel costs represent the majority of our dipgraxpenses, with sales personnel representatatijest portion of these costs.
Personnel costs decreased year over year due éo l@siable compensation associated with reducestsgorofits, as well as headcount
reductions implemented in the first half of 2009.

Year-Over-Year Comparisons
Three Months Ended September 30, 2009 Compared to Three Months Ended September 30, 2008
Changes in net sales and gross profit by busireggaent are shown in the following table (dollarsnilions):

Three Months Ended September 3C

2009 2008
% of Net % of Net
%
Amount Sales Amount Sales Change
Sales:
SMB $182.¢ 45.2% $217.¢ 49.2% (16.0%
Large Accoun 103.¢ 25.¢ 117.3 26.€ (11.9
Public Secto 116.¢ 28.¢ 106.7 24.2 9.3
Total $403.1 100.(% $441 .« 100.(% (8.7%
Gross Profit
SMB $ 24.¢ 13.€% $ 30.¢ 14.2% (19.9%
Large Accoun 11.C 10.€ 13.C 11.1 (15.9
Public Secto 10.t 9.C 9.t 8.C 10.5
Total $ 46.c 11.5% $ 53.c 12.1% (13.1%

Net saledor the third quarter of 2009 decreased comparedddhird quarter of 2008, as explained below:

. Net sales for the SMB segment declined as bothurnasand corporate sales decreased year over yd#9b in the third quarte
of 2009, reflecting the continued softness in detin@verage annualized sales productivity in thedtigjuarter of 2009 however
increased by 3% year over year due to a reducfigales representatives. Sales representativesifd8MB segment totaled 372 at
September 30, 2009, compared to 453 at Septemb&088 and 371 at June 30, 2009. We have reduaattbent to better align
expenses with lower sales volum
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. Net sales for the Large Account segment decreasadover year as large enterprises continued tabgous in their IT spendir
in the third quarter of 2009. Average annualizddssproductivity in the third quarter of 2009 dexsed by 6% year over year,
consistent with the year-over-year decline in res=n Sales representatives for our Large Accogmeat totaled 90 at
September 30, 2009, compared to 92 at Septemb@088,and 87 at June 30, 20

. Net sales for the Public Sector segment increaséukithird quarter of 2009 due to increased fddgreernment contract sales s
Kindergarten through 12 grade education sales coedpa the prior year quarter. Education salesimsed primarily due to the
sales representatives added at our new salegydatk in 2008. Overall average annualized satedyztivity however decreased
9% year over year in the third quarter of 2009 tuihe increased number of new hires. Sales repiabees for our Public Sector
segment totaled 139 at September 30, 2009, araisefeom 121 at September 30, 2008 but down sjidiain 145 at June 30,
2009.

Gross profitin the third quarter of 2009 decreased in dollaug @s a percentage of net sales on a consolidasisl tompared to the third
quarter of 2008, as explained below:

. Gross profit for the SMB segment decreased yearye@ in dollars and as a percentage of net gakke third quarter of 2009.
The decrease in sales discussed above and thesB8doént decline in gross profit margins led te jfear-overyear decline in gros
profit dollars. Gross profit margins declined ldgglkecause of increased competitive pricing pressuwhich led to reduced invoice
margins and lower freight revenu

. Gross profit for the Large Account segment decrégsar over year in dollars and as a percentagetafales in the third quarter of
2009. Reduced freight revenues and lower agencydesetributed to the year-over-year decline in gim®fit margins in the third
guarter of 2009. Agency fees are recognized asi@/en a net basis with no associated cost of gealdsand as a result can
significantly affect gross profit rates even thodgtal dollars may be sma

. Gross profit for the Public Sector segment incrdagear over year in dollars and as a percentageta$ales in the third quarter of
2009. The dollar increase was largely attributablthe sales increase as gross profit marginsasectby 16 basis-points as lower
invoice margins were offset by increased freighteraies and vendor consideration in the third quaft2009.

Selling, general and administrative expenisethe third quarter of 2009 decreased in dollaug @s a percentage of net sales on a
consolidated basis compared to the third quart@0o8.

SG&A expenses attributable to our operating segmamd the Headquarters/Other group are summarged tfdollars in millions):

Three Months Ended September 3C

2009 2008
% of Net % of Net
%

Amount Sales Amount Sales Change
SMB $221 12.1% $ 26.€ 12.5% (17.5%

Large Accoun 6.8 6.5 7.6 6.5 (10.5)

Public Secto 9.¢ 8.5 94 8.8 5.3

Headquarters/Othe 2.E 3.1 (19.9
Total $41.2 10.2% $ 46.C 10.6% (11.9%

. SG&A expenses for the SMB segment decreased yegiryear in dollars and as a percentage of net Batee third quarter c
2009. Reduced advertising expense and headcoummitedead to the year-over-year decreases; in auditower variable
compensation associated with decreased grossscofitributed to the dollar decrease in the thirdrter of 2009
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. SG&A expenses for the Large Account segment deedeysar over year in dollars but was unchangedpesaentage of net sale
Lower variable compensation associated with deexkgsoss profits as well as headcount reductiopeimented earlier in 2009
reduced SG&A expenses in the third quarter of 2

. SG&A expenses for the Public Sector segment inexkabghtly in dollars as cost savings implemeritetthe first half of 2009
largely offset increased variable compensation@ated with higher gross profit

. SG&A expenses for the Headquarters/Other grouperthird quarter of 2009 decreased year over yeata manageme’'s cosi
reductions. These included headcount reductiongyeadover-year decreases in facilities costs aofeépsional fees. The
“Headquarters/Other” group provides services tothinee reportable operating segments in areasasifihance, human resources,
IT, product management, and marketing. Most ofojerating costs associated with such corporatequeaitirs functions are
charged to the operating segments based on thigivatésd usage of the underlying functions. The am®shown above represent
the remaining unallocated cos

We did not record any special charges in the threeths ended September 30, 2009. In the three memnied September 30, 2008, we
recorded a charge of $1.4 million related to workéoreduction and management restructuring costs.

Income from operationfor the third quarter of 2009 was $5.1 million, quemed to operating income of $5.0 million for thed quarter
of 2008. Income from operations as a percentage$ales was 1.3% for the third quarter of 2008mared to income from operations of
1.1% as a percentage of net sales for the thirdepuaf 2008. Our operating income in the third feaof 2009 increased due to management’s
cost reductions and the absence of special chardbe third quarter of 2009.

Our effective tax rate was 43.1% for the third gemof 2009 compared to the effective tax rate@®¥% for the third quarter of 2008. C
tax rate will continue to vary based on variationstate tax levels for certain subsidiaries, vaduareserves, and accounting for uncertain tax
positions.

Net incoméor the third quarter of 2009 decreased by $0.3onito $2.9 million, compared to $3.2 million fdre third quarter of 2008,
as the year-over-year increase in effective tax offiset the slight increase in operating incomthenthird quarter of 2009.

Nine Months Ended September 30, 2009 Compared to Nine Months Ended September 30, 2008
Changes in net sales and gross profit by busireggaent are shown in the following table (dollarsnitlions):

Nine Months Ended September 30,

2009 2008
% of Net % of Net
%
Amount Sales Amount Sales Change
Sales:
SMB $ 531.7 48.1% $ 694.C 52.8% (23.9%
Large Accoun 304.: 27.t 361.¢ 27.5 (15.9
Public Secto 270.k 24.L 258.7 19.7 4.6
Total $1,106.¢ 100.(% $1,314.¢ 100.(% (15.9%
Gross Profit;
SMB $ 74.C 13.€% $ 974 14.(% (24.0%
Large Accoun 32.C 10.t 40.7 11.2 (21.9)
Public Secto 26.2 9.7 24.¢ 9.6 6.C
Total $ 132.c 12.(% $ 162.¢ 12.4% (18.6)%
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Net saledor the nine months ended September 30, 2009 denlezompared to the nine months ended Septemb20@8, as explained
below:

. Net sales for the SMB segment decreased in themorghs ended September 30, 2009 as both corpamdteonsumer sal
declined year over year, reflecting the industrgevsoftness in IT demand. Sales representativesufoBMB segment totaled 372
at September 30, 2009, a decrease from 453 atrSkeete30, 2008

. Net sales for the Large Account segment decreastgtinine months ended September 30, 2009 asdatgeprise custome
continued to defer purchases and redeploy excesgregnt resulting from recent corporate layoffdeSaepresentatives for our
Large Account segment totaled 90 at September(B,2 decrease from 92 at September 30, -

. Net sales for the Public Sector segment increas#tki nine months ended September 30, 2009 duwerteaised federal governme
and education sales in that period. The increasaer&l government sales were generated under sé@esal contracts, and
education sales increased in the Kindergarten girdi2th grade sector. Sales representatives forulidPSector segment totaled
139 at September 30, 2009, an increase from 13¢@ember 30, 200

Gross profitfor the nine months ended September 30, 2009 deemléa dollars and as a percentage of net salasconsolidated basis
compared to the nine months ended September 38, 28@xplained below:

. Gross profit for the SMB segment decreased yearyear in dollars due to lower sales in the ninenthse ended September 30,
2009. Despite increased competitive pricing pressugross profit margins decreased by only 7 hasists in the nine months
ended September 30, 2009 as increased vendor ecetsioh as a percentage of net sales largely dffeedr invoice margins

. Gross profit for the Large Account segment decréaséhe nine months ended September 30, 2009adyedi-ovel-year decline:
in both revenues and gross profit margins. Loweoice margins associated with increased pricinggqrees reduced gross profit
margins in the nine months ended September 30.,.:

. Gross profit for the Public Sector segment incrddasdhe nine months ended September 30, 2009tindmdlars and as
percentage of net sales compared to the priorper@rd. Gross profit margins increased by 11 bpsists year over year as
increased freight contribution and higher ageneyrévenues offset increased competitive pricingqres

Selling, general and administrative expenisethe nine months ended September 30, 2009 dextéaslollars but increased as a
percentage of net sales on a consolidated basiparechto the nine months ended September 30, 2008.

SG&A expenses attributable to our operating segsand the Headquarters/Other group are summareed ifdollars in millions):

Nine Months Ended September 3C

2009 2008
% of Net % of Net
%
Amount Sales Amount Sales Change
SMB $ 70.7 13.2% $ 80.F 11.€% (12.2)%
Large Accoun 21. 7.C 23.2 6.4 (8.€)
Public Secto 27.€ 10.2 26.1 10.1 5.7
Headquarters/Othe 7.1 10.5 (32.9
Total $126.7 11.5% $140.4 10.7% (9.8%

. SG&A expenses for the SMB segment decreased yeary@ar in dollars but increased as a percentagetcfales in the nir
months ended September 30, 2009. Lower advertesipgnse
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headcount, and variable compensation associatbd@dticed gross profits resulted in the -ovel-year dollar decrease in the ni
months ended September 30, 2009. SG&A expensalaiseased due to decreased usage of corporateuaeirlg functions as a
result of lower sales levels and reduced expemst®eiHeadquarters/Other group. SG&A expense asaeptage of net sales
increased due to the decrease in net s

. SG&A expenses for the Large Account segment deedegsar over year in dollars but increased as @epeage of net sales in t
nine months ended September 30, 2009. Lower heatleod variable compensation associated with deetkgross profits led to
the year-over-year dollar decrease in the nine hmahded September 30, 2009. SG&A expense as enpege of net sales
increased due to the decrease in net s

. SG&A expenses for the Public Sector segment inexkgsar over year in both dollars and as a pergerdgfnet sales in the nil
months ended September 30, 2009. The year-overtyaaiases resulted from greater usage of corpbestdquarters functions as
well as headcount added at a new sales facilitgaérfourth quarter of 200:

. SG&A expenses for the Headquarters/Other groupedsed year over year in dollars due to reducedcloeatiand professional
fees, in addition to other cost reductions impleteérby managemer

Special chargewmtaled $13.0 million in the nine months ended Seyiter 30, 2009 and consisted of a non-cash asietoffrof $11.6
million and $1.4 million of workforce reduction antenagement restructuring charges. We recognizeddset writeff after we determined
stop further development of an internally develo@&M module. The asset write-off represented thpétalized costs of the CRM module, and
as a result, the charge had no impact on our ¢asis.fManagement is evaluating alternative solitmthe internally developed CRM
software and will consider future implementatiotusions, including purchased software. We recor@igd million in special charges in the
nine months ended September 30, 2008 related thfevoe reduction and management restructuring @sarg

Loss from operation®r the nine months ended September 30, 2009 w&sriiflion, compared to operating income of $21 iliom for
the nine months ended September 30, 2008. Lossdparations as a percentage of net sales was @i7&tef nine months ended
September 30, 2009 compared to income from opesatb1.6% as a percentage of net sales for treemonths ended September 30, 2008.
Our operating loss in the nine months ended Semell 2009 was largely attributable to the sigaifit decline in sales and special charges
incurred in that period.

Our effective tax benefit rate was 28.5% for theeninonths ended September 30, 2009 compared &ffdntive tax rate of 38.0% for the
nine months ended September 30, 2008. Our taxartke third quarter of 2009 was unfavorably afiéecby unrealized state tax loss benefits,
which decrease the benefit rate in loss periodsrmrdase the tax rate in profitable periods.

Net losgfor the nine months ended September 30, 2009 wasniilion compared to net income of $13.1 millimm the nine months
ended September 30, 2008, due to the operatingfubthe year-over-year decrease in our effecixdenefit rate experienced in the nine
months ended September 30, 2009.

Liquidity and Capital Resources

Our primary sources of liquidity have historicallgen internally generated funds from operationstemtbwings under our bank line of
credit. We have used those funds to meet our dapdairements, which consist primarily of workiogpital for operational needs and capital
expenditures for computer equipment and softwaee s our business.
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We believe that funds generated from operatiorggtteer with available credit under our bank linedit 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 credifolows:

. Cash on Hant. At September 30, 2009, we had approximately $68lion in cash.

. Cash Generated from Operatio. We expect to generate cash flows from operaiivescess of operating cash needs by genel
earnings (net of non cash charges) and balancinghaages in inventories and receivables with coreging changes in payables
to generate a positive cash flow. Historically, kea’e consistently generated positive cash flows foperations

. Credit Facilities. As of September 30, 2009, our entire $50.0 nmllb@ank line of credit was available for borrowifidnis line of
credit can be increased, at our option, to $80l0amifor approved acquisitions or other uses atitteal by the bank. Borrowings :
limited, however, by certain minimum collateral asatnings requirements, as described more fullgvine

Our ability to continue funding our operations, bbatternally and externally, is dependent uponatility to generate sufficient cash flc
from operations or to obtain additional funds tlglawequity or debt financing, or from other souroéfinancing, as may be required. While at
this time we do not anticipate needing any add#ticources of financing to fund our operationsleémand for information technology products
declines, our cash flows from operations may betsutially affected. See also related risks ligtelbw under Item 1A, “Risk Factors.”

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

Nine Months Ended

September 30 2009 2008

Net cash provided by operating activit $24.4 $ 43.C
Net cash used for investing activiti (5.0 (8.7)
Net cash used for financing activiti (0.7) (1.2
Increase in cash and cash equival $ 18.7 $ 33.1

Cash provided by operating activitidecreased by $18.6 million in the nine months erksgtember 30, 2009 compared to the nine
months ended September 30, 2008. Cash flow provigerperations in the nine months ended Septenthe2®9 resulted from an increase in
accounts payable as well as the net of our $5.Bomibperating loss adjusted for $11.6 million pesial charges that did not impact cash flc
Inventory decreased by $0.8 million from the psiear-end balance largely due to reduced stockiggimrements associated with lower sales
levels. Inventory turns increased to 24 turns lierthird quarter of 2009 compared to 22 turnsHergrior year period. Accounts receivable
decreased by $5.0 million from December 31, 2008I&due to the year-over-year decline in sal@lerthird quarter of 2009. DSOs were 45
days at September 30, 2009, compared to 43 déSspaember 30, 2008. We attribute the increase @IS the year-over-year increase in
public sector sales in the third quarter of 200®sencustomers generally have longer bill-to-castesy

At September 30, 2009, we had $108.9 million irstartding accounts payable. Such accounts are digngaal within 30 days, or earli
when favorable cash discounts are offered. Thiarza will be financed by cash flows from operationshort-term borrowings under the line
of credit. This balance includes $9.4 million palgato two financial institutions under inventorpde credit agreements we use to finance our
purchase of certain inventory, secured by the itorgrso financed. We believe we will be able to trae obligations under our accounts
payable with cash flows from operations and oustaxg line of credit.
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Cash used for investing activitidecreased by $3.7 million in the nine months erlgstember 30, 2009 compared to the prior year
period. These activities include our capital expemds, primarily for purchases of computer equiptrend software and capitalization of
internally-developed software. We completed anrmesitee desktop upgrade in the first half of 2008 #ecounted for much of the prior year’s
increased cash usage. We expect total capital dipess in 2009 to be between $6.0 million and $#ilion.

Cash used for financing activitielecreased year over year by $0.5 million in the mronths ended September 30, 2009 due to reduced
purchases of treasury shares. Our treasury stackases and employee net share settlements t§&al&anillion in the nine months ended
September 30, 2009 compared to $1.1 million inptther year period.

Debt Instruments, Contractual Agreements, and Related Covenants

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 $tecurities and Exchange Commission. For morerivdton 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 statementstemdd¢companying 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 priméeré3.25% at
September 30, 2009). In addition, we may increlsdacility by an additional $30.0 million for spec bank-approved purposes, based on
sufficient levels of trade receivables to meet baing base requirements, and depending on meetimignem EBITDA (earnings before
interest, taxes, depreciation, and amortizatioexgJuding non-cash special charges, and equityiregents, described below under “Factors
Affecting Sources of Liquidity.” The facility alsgives us the option of obtaining Eurodollar Rateh® in multiples of $1.0 million for various
short-term durations. Substantially all of our &ssee collateralized as security for this facjleyd all of our subsidiaries are guarantors under
the line of credit. At September 30, 2009, thererf660 million facility was available for borrowing

This facility, which matures in October 2012, ogesaunder an automatic cash management progranekhdisbursements in excess of
available cash are added as borrowings at thedisiirsement checks clear the bank, and avail@sle iceipts are first applied against any
outstanding borrowings and then invested in starttqualified cash investments. Accordingly, boiirayg under the line are classified as
current.

Inventory Trade Credit Agreement®/e have additional security agreements with tiwarfcial institutions to facilitate the purchase of
inventory from various suppliers under certain teand conditions. These agreements allow a cdlaed first position in certain branded
products inventory financed by these financialitnibns. Although the agreements provide for ua@% financing on the purchase price, up
to an aggregate of $45.0 million, any outstandingrfcing must be fully secured by available inventdVe do not pay any interest or discount
fees on such inventory financing; such costs araéby the suppliers as an incentive for us to lpase their products. Amounts outstanding
under such facilities, equal to $9.4 million asSefptember 30, 2009, are recorded in accounts pyatd the inventory financed is classifie
inventory on the condensed consolidated balanacet.she

Capital Leases We have a fifteen-year lease for our corporatalfjgarters with an affiliated company related tgfoobommon
ownership. In addition to the rent payable underftzility lease, we are required to pay real ediates, insurance, and common area
maintenance charges. The initial term of the leagéres in 2013, and we have the option to ren@nehse for two additional terms of five
years eacl

Operating LeasesWe also lease facilities from our principal sthalders and facilities and equipment from thirdtigsrunder non-
cancelable operating leases. See “Contractual &tfigs” in our Annual Report on Form 10-K for theay ended December 31, 2008 for
commitments under these leases.
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Sports Marketing CommitmentgVe have entered into multi-year sponsorship agesgs with the Boston Red Sox and the New England
Patriots that extend to 2010 and 2013, respectiViégigse agreements, which grant us various matkatjhts and seating arrangements, rec
annual payments aggregating from $0.3 million tat$@illion per year.

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

Contractual Obligations.The disclosures relating to our contractual oltigges in our Annual Report on Form 10-K for the yeaded
December 31, 2008 have not materially changed sirectled that report.

Factors Affecting Sources of Liquidity

Internally Generated Fund3he key factors affecting our internally generdiatds are our ability to minimize costs and fulgheeve ou
operating efficiencies, timely collection of ourstomer receivables, and management of our invetetosls.

Bank Line of CreditOur credit facility contains certain financial @diand operational covenants and other restricfiookiding
restrictions on additional debt, guarantees, stepkirchases, dividends and other distributiongstments, and liens) with which we and all of
our subsidiaries must comply. Any failure to compiigh these covenants would not only prevent umflmrrowing 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 averageandsig advances under the line for the quarteiddi/by the consolidate
EBITDA for the trailing four quarters, excludingmaash special charges) must not be more thar2.®t Our actual funded debt
ratio at September 30, 2009 was less than 0.0D0t@$ average borrowings were minimal againscoedit facility during the three
months ended September 30, 2C

. Minimum Consolidated Net Worth must be at least@@5nillion, plus 50% of consolidated net incomedach quarter, beginnir
with the quarter ended September 30, 2007 (losgamsanot counted). Such amount was calculate@giegber 30, 2009 as $17
million. Our actual consolidated stockholc’ equity at September 30, 2009 was $230.8 mill

The borrowing base under this facility is set &¥86f qualified commercial receivables, plus 50%oélified government receivables.
of September 30, 2009, the entire $50.0 millionlitgavas available for borrowings.

Inventory Trade Credit AgreementShese agreements contain similar financial radiud operational covenants and restrictions as those
contained in our bank line of credit described ab@®uch agreements also contain cross-defaultgiomd whereby a default under the bank
agreement would also constitute a default undesetlagreements. Financing under these agreemdimstésl to the purchase of specific
branded products from authorized suppliers, anduarscoutstanding must be fully collateralized byeintories of those products on hand.

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.

SUMMARY OF CRITICAL ACCOUNTING POLICIES AND ESTIMAT ES

Our critical accounting policies have not mateyiglhanged from those discussed in our Annual RepoRorm 10-K for the year ended
December 31, 2008. These policies include reveacegnition, accounts
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receivable, vendor allowances, inventories, comtimges, value of goodwill and long-lived assetsluding intangibles, employee
compensation and benefits, share-based compensatidincome taxes.

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 havégaificant impact on our business in the foreseediure.
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PC CONNECTION, INC. AND SUBSIDIARIES

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

We invest cash balances in excess of operatingresgents in short-term securities, generally witlitunities of 90 days or less. In
addition, our unsecured credit agreement providebdrrowings, which bear interest at variablesdtased on the prime rate and Euro dollar
rates. We had no borrowings outstanding pursuaotitaredit agreement as of September 30, 200%é&Neve the effect, if any, of reasonably
possible near-term changes in interest rates ofirmmncial position, results of operations, andhctisws should not be material. Our credit
agreement exposes earnings to changes in shorifrterast rates since interest rates on the urnidgriybligations are variable. However, as
noted above, no borrowings were outstanding putdoahe credit agreement at September 30, 20@Pasarage borrowings in the nine
months ended September 30, 2009 were minimal. Aaugly, the change in earnings resulting from adtfiptical 10% increase or decrease in
interest rates would not be material.
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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 SepteB8thex009. The term “disclosure controls and prooesitl as defined in Rules 13a-15(e) and
15d-15(e) under the Securities Exchange Act of 1884mended, or the Exchange Act, means contidlsther procedures of a company that
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®nadble assurance of achieving their objectiveeasribed above. Based on the evaluation
of our disclosure controls and procedures, our {Executive Officer and Chief Financial Officer aduaded that, as of September 30, 2009
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, 208Shas 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 assumptidmsanagement 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 ter
or the negative of those terms.

We cannot assure investors that our assumptionsapdctations will prove to have been correct. Irtgrd 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.

The uncertainty in economic conditions and the finacial markets may adversely affect our business angduce our operating results.

Recent economic weakness and financial marketsoiliivave adversely impacted economic conditionsultgng in additional
recessionary pressures and further declines inucoasconfidence and spending. Businesses haverimaacted to the decline in consumer
spending by reducing staffing levels and delayindeferring corporate spending, including theireipenditures. Both our SMB and Large
Account segments, which serve small, medium, argglausinesses, have experienced significant declmrevenues and increased
competitive pricing pressures, which have advera#fiscted our operating results. The financial retéskurmoil has also resulted in a
substantial tightening of the credit markets, wHiels increased the cost of capital and reducedvhiability of credit. Further delays or
reductions in IT spending could have a materiakasky affect on demand for our products and consglguen our financial results. In additic
customer insolvencies could impact our ability édlect receivables and negatively impact our opegatesults and liquidity.

It is difficult to predict how long the uncertainity economic conditions and the financial markeis a@ntinue, the extent, if any, to
which they may deteriorate, and to which our bussnmay be adversely affected. However, if the airtenditions should worsen, we are
likely to experience a further adverse impact, Whitay be material, on our business and our resfitiperations.

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

Several factors have caused our sales and re$dfemations to fluctuate and we expect thesedltidns to continue on a quarterly
basis. Causes of these fluctuations include:

. shifts in customer demand for hardware and softwasducts
. variations in levels of competitio
. industry shipments of new products or upgra
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. the timing of new merchandise and catalog offer;i

. fluctuations in response rate

. fluctuations in postage, paper, shipping, and princosts and in merchandise retu
. adverse weather conditions that affect responsgilalition, or shipping

. changes in our product offerings; €

. changes in vendor distribution of produc

Our results also may vary based on our ability &mage personnel levels in response to fluctuatiorsvenue, as well as our success in
integrating acquisitions into our business, andr ttedative costs.

We base our operating expenditures on sales fdeedbeur revenues do not meet anticipated leiete future, we may not be able to
reduce our staffing levels and operating expensegimely manner to avoid significant losses froperations.

Should our financial performance not meet expectatins, we may be required to record an additional sigficant charge to earnings for
impairment of goodwill and other intangibles.

We test goodwill for impairment on an annual baaig] more frequently if potential impairment indaa arise. We determined that the
fair values of our SMB and Public Sector segmegesidwill were lower than the carrying values a®etember 31, 2008, and accordingly the
carrying values of those segments’ goodwill werétem off, resulting in a significant non-cash ap@to earnings. Although we determined
that the fair value of our Large Account segmegtsdwill exceeded its carrying value, should tleigreent’s financial performance not meet
expectations, we would likely adjust downward expdduture operating results and cash flows. Suaisément may result in a determination
that our carrying values for goodwill and otherimgibles for that segment exceed fair values. @aisrmination may in turn require that we
record an additional significant non-cash chargeaimings to reduce the $50.0 million aggregateyoay amount of goodwill and other
intangibles in the Large Account operating segmestilting in a negative effect on our results pémtions.

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 hardwarekeighas already resulted in the
following:

. reduction or elimination of some of these incenpivegrams
. more restrictive price protection and other terarg]
. 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@gtent that they represent specific reimbursemefritecremental and identifiable costs, are
offset against SG&A expenses. Advertising allowantat cannot be associated with a specific produated 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 veratwideration available to us from certain manufiess. 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.

We face many competitive risks.

The direct marketing industry and the computer potsiretail 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
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Corporation, Insight Enterprises, Inc., and Dedl.Jnvho are much larger than we are. Certain harelaad software vendors, such as Hewlett-
Packard Company, or HP, Lenovo, and Apple, whoideproducts to us, are also selling their proddotsctly to end users through their own
catalogs, stores, and via the Internet. We compettenly for customers, but also for advertisingmart from personal computer product
manufacturers. Some of our competitors have largtog circulations and customer bases and griéaéecial, marketing, and other
resources. In addition, some of our competitorsrcdfwider range of products and services thanaand may be able to respond more qui

to new or changing opportunities, technologies, emstomer requirements. Many current and poteotiaipetitors also have greater name
recognition, engage in more extensive promotiontVidies, and adopt pricing policies that are maggressive than ours. We expect
competition to increase as retailers and direcketars who have not traditionally sold computerd satated products enter the industry.

In addition, product resellers and direct markesgescombining operations or acquiring or mergint wther resellers and direct
marketers to increase efficiency. Moreover, cureartt 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 continaertipete 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 peas@omputer industry, particularly in this curremonomic environment, and we expect
pricing pressures to escalate if economic conditiworsen. An increase in price competition couklitein a reduction of our profit margins.
There can be no assurance that we will be abl&detdhe effects of price reductions with an irage in the number of customers, higher sales,
cost reductions, or otherwise. Also, our saleses§pnal computer hardware products are generallyuaing lower profit margins than those
associated with software products. Such pricingsrees could result in an erosion of our marketeshiaduced sales, and reduced operating
margins, any of which could have a material adveffect on our business.

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

Revenues from the public sector are derived frolesda federal, state, and local government degartsnand agencies, as well as to
educational institutions, through various contraetd open market sales. Government contractindnighdy regulated area. Noncompliance
with government procurement regulations or contpactisions could result in civil, criminal, andrathistrative liability, including substantial
monetary fines or damages, termination of governroentracts, and suspension, debarment, or inditgifrom doing business with the
government. Our current arrangements with thesemaovent agencies allow them to cancel orders \tith br no notice and do not require
them to purchase products from us in the future &tfect of any of these possible actions by anyegument department or agency could
adversely affect our financial position, resultopgrations, and cash flows.

We are exposed to inventory obsolescence due to tfagid technological changes occurring in the perswl 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 dedrend to obtain favorable purchasing discountshawee and may continue to carry
increased inventory
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levels of certain products. By so doing, we argextttio the increased risk of inventory obsoleseedso, in order to implement our business
strategy, we intend to continue, among other thipging larger than typical inventory stockinglers of selected products and increasing our
participation in first-to-market purchase opporties. We may also, from time to time, make largeeirtory purchases of certain end-of-life
products and market products on a private-labaspagich would increase the risk of inventory diescence. In addition, we sometimes
acquire special purchase products without retuifril@ges. There can be no assurance that we willdde to avoid losses related to obsolete
inventory. In addition, manufacturers are limitiregurn rights and are taking steps to reduce theéntory exposure by supporting “configure-
to-order” programs authorizing distributors ancetkess to assemble computer hardware under the faetvers’ brands. These trends reduce
the costs to manufacturers and shift the burdenveintory risk to resellers like us, which couldyagvely impact our business.

We acquire products for resale from a limited numbe of vendors. The loss of any one of these vendarsuld 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 67% and 70% of our total product purchaseésémine months ended September 30,
2009 and 2008, respectively. Among these five vesqaurchases from Ingram Micro Inc., or Ingranpresented 23% and 25% of our total
product purchases in the nine months ended Septe36b2009 and 2008, respectively. Purchases freah Data Corporation comprised 17%
and 18% of our total product purchases in the mpnaths ended September 30, 2009 and 2008, respigctrurchases from Synnex
Corporation represented 11% and 9% of our totadycbpurchases in the nine months ended Septerfb2089 and 2008, respectively.
Purchases from HP represented 10% and 11% of talmpt@duct purchases in the nine months endece8dr 30, 2009 and 2008,
respectively. No other vendor supplied more tha 10 our total product purchases in the nine moetided September 30, 2009 and 2008,
respectively. If we were unable to acquire prodfircis Ingram, Tech Data, Synnex, or HP, we coulpegience a short-term disruption in the
availability of products, and such disruption coblive a material adverse effect on our resultpefations and cash flows.

Substantially all of our contracts and arrangemeiitts our vendors that supply significant quansta 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, 2009 was $108.9 million. Termimatinterruption, or contraction of relationshipghaour vendors, including a reduction in
the level of trade credit provided to us, couldénavmaterial adverse effect on our financial positi

Some product manufacturers either do not permib s&ll the full line of their products or limiteémumber of product units available to
direct marketers such as us. An element of oumlegsi strategy is to continue increasing our ppsitwn 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 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 managernméormation systems, including:

. our ability to manage inventory and accounts read@e collection
. our ability to purchase, sell, and ship productigieihtly and on a timely basis; al
. our ability to maintain operation
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Our management information systems require contimpgrades to most effectively manage our operatand customer database.
Although we maintain some redundant systems, wilfhdfita backup, a substantial interruption in mamagement information systems or in
our telephone communication systems, includingahesulting from natural disasters as well as pdass, telecommunications failure, or
similar events, would substantially hinder our épiio process customer orders and thus could hawaterial adverse effect on our business.

We are dependent on key personnel.

Our future performance will depend to a significartent 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 suaoésglans for future growth will also depend om akility 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 dfiedi personnel to achieve our business objectives.

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,reewd methods of distribution and
sale, such as online shopping services, have echdrgedware 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 majoporate accounts. These types of programs miatyncie 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, manufacturerg 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 electronicadlyend users could have a material adverse effeouioresults of operations.

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, suchRS &t FedEx Corporation. A strike
or other interruption in service by these shipmensld adversely affect our ability to market oridet 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 rmgjlour catalogs and shipping customer orders.dgesprices and shipping rates increase
periodically, and we have no control over futurer@ases. We have a long-term contract with UPSpetidve that we have negotiated
favorable shipping rates with our carriers. We galteinvoice customers for shipping and handlithgiges. There can be no assurance that we
will be able to pass on to our customers the foditcincluding any future increases in the costarhmercial delivery services.

We also incur substantial paper and postage celstted to our marketing activities, including prothg and mailing our catalogs. Paper
prices historically have been cyclical, and we haxgerienced substantial increases in the pastifisiant increases in postal or shipping rates
and paper costs could adversely impact our busifiaasicial condition, and results of operatiorastigularly if we cannot pass on such
increases to our customers or offset such incréasesducing other costs.

34



Table of Contents

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

We collect and remit sales and use taxes in sitatshich we have either voluntarily registered avé a physical presence. Various st
have sought to impose on direct marketers the Inupfleollecting state sales and use taxes on ke s&products shipped to their residents. In
1992, the United States Supreme Court affirmefatstion that it is unconstitutional for a statdrtgpose sales or use tax collection obligations
on an out-of-state mail-order company whose onhtacts with the state are limited to the distribntof catalogs and other advertising
materials through the mail and the subsequenteatgliof purchased goods by United States mail dnteystate common carrier. However,
legislation that would expand the ability of stat@émpose sales and use tax collection obligatmndirect marketers has been introduced in
Congress on many occasions. Additionally, certtites have adopted rules that require companiethairdaffiliates to register in those states
as a condition of doing business with those stgémeies.

Moreover, due to our presence on various formdeafti®nic media and other operational factors,auntacts with many states may
exceed the limited contacts involved in the Supr@uart case. We cannot predict the level of costtwit is sufficient to permit a state to
impose on us a sales or use tax collection obtigafiwo of our competitors have elected to coltedes and use taxes in all states. If the
Supreme Court changes its position, or if legistais passed to overturn the Supreme Court’s daegisir if a court were to determine that our
contacts with a state exceed the constitutionalynitted contacts, the expansion of a sales otaxseollection obligation on us in states to
which we ship products would result in additiondiranistrative expenses to us, could result in iability for past sales as well as price
increases to our customers, and could reduce faales.

Privacy concerns with respect to customer list del@pment and maintenance may materially adversely &ct our business.

We mail catalogs and send electronic messagesnesia our proprietary customer database and enfiat customers whose names we
obtain from rented or exchanged mailing lists. Wewlide public concern regarding personal privacy $iabjected 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 are controlled by two principal stockholders.

Patricia Gallup and David Hall, our two principéekholders, beneficially own or control, in thegaggate, approximately 63% of the
outstanding shares of our common stock. Due to tregieficial stock ownership, these stockholdersammtinue to elect the members of the
Board of Directors and decide all matters requistackholder approval at a meeting or by a writensent in lieu of a meeting. Similarly,
such
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stockholders can control decisions to adopt, amencepeal our charter and our bylaws, or takeraab&ons requiring the vote or consent of
our stockholders and prevent a takeover of us leyasrmore third parties, or sell or otherwise tfantheir stock to a third party, which could
deprive our stockholders of a control premium thaght otherwise be realized by them in connectidhan acquisition of our Company. St
control may result in decisions that are not inlibst interest of our public stockholders. In cartioe 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 negattigact on the market price of our common stock.

Item 2—Unregistered Sales of Equity Securities and'se of Proceeds

The following table provides information about gurchases during the quarter ended September 80,d@quity securities that we
have registered pursuant to Section 12 of the Enghdct:

ISSUER PURCHASES OF EQUITY SECURITIES

Maximum Number (or

Total Total Number of
Number of Average Shares Purchase Approximate Dollar
Price Paic Value) of Shares (or
Shares (o1 as Part of Publicly Units) that May Yet Be
per Share
Units) Announced Plans Purchased Under the
Period Purchasec (or Unit) or Programs Plan or Programs ()
07/01/09- 07/31/09 — = — $ 11,159,80
08/01/09- 08/31/09 7,53¢ $ 5.5¢ 7,53¢ $ 11,117,71
09/01/09- 09/30/09 14,042 5.52 14,04: $ 11,040,16
Total 21,58( $ 5.5¢ 21,58( $ 11,040,16

(1) On March 28, 2001, our Board of Directors armemd approval of a share repurchase program admumon stock having an aggregate
value of up to $15.0 million. Share purchases aadarin open market transactions from time to timyeethding on market conditions. 1
Program does not have a fixed expiration d

Iltem 6—Exhibits

Exhibit

Number Description

31.1* Certification of the Company’s President and Clirécutive Officer pursuant to Section 302 of theb8aes-Oxley Act of
2002.

31.2* Certification of the Company’s Executive Vice Pdisit, Treasurer, and Chief Financial Officer punéua Section 302 of the
Sarbane-Oxley Act of 2002

32.1* Certification of the Compar's President and Chief Executive Officer pursuarit®dJ.S.C. Section 1350, as adopted purs
to Section 906 of the Sarba-Oxley Act of 2002

32.2* Certification of the Compar's Executive Vice President, Treasurer, and Chiefidial Officer pursuant to 18 U.S.C. Sect

1350, as adopted pursuant to Section 906 of theaBa-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 6, 20C By: sl __PATRICIA G ALLUP

Patricia Gallup
Chairman and Chief Executive Officer

Date: November 6, 2009 By: /sl Jack F ERGUSON
Jack Ferguson
Executive Vice President, Treasurer, ant
Chief Financial Officer
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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 6, 2009 /s| Patricia Gally

Patricia Galluf
President 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 6, 2009 /s| Jack Fergusc

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, 2009
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 faplgesents, in all material respects, the finanaaldition and results of operations of the
Company.

Date: November 6, 2009 s/ Patricia Gally

Patricia Gallup
President 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, 2009
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), the undersigdack Ferguson, Executive Vice
President, Treasurer, and Chief Financial Offidehe Company, hereby certifies, pursuant to 18.0.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 faplgesents, in all material respects, the finanaaldition and results of operations of the
Company.

Date: November 6, 2009 /s| Jack Fergusc
Jack Ferguson
Executive Vice President, Treasurer, and Chiefriara Officer




