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1. Name and Address of Reporting Person *

FOODY JAMES G
2. Issuer Name and Ticker or Trading

Symbol
SCANSOURCE INC [SCSC]

5. Relationship of Reporting Person(s) to
Issuer

(Check all applicable)

__X__ Director _____ 10% Owner
_____ Officer (give title
below)

_____ Other (specify
below)

(Last) (First) (Middle)

15 LANDSDOWN AVENUE
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(Month/Day/Year)
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(Month/Day/Year)
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3.
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(Instr. 8)

4. Securities
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Disposed of (D)
(Instr. 3, 4 and 5)
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Beneficially
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Following
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(Instr. 3 and 4)

6. Ownership
Form: Direct
(D) or
Indirect (I)
(Instr. 4)

7. Nature of
Indirect
Beneficial
Ownership
(Instr. 4)

Code V Amount

(A)
or

(D) Price
Common
Stock 12/12/2008 G V 8,000 D $ 0 61,600 D

Common
Stock 4,850 I By Wife
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Table II - Derivative Securities Acquired, Disposed of, or Beneficially Owned
(e.g., puts, calls, warrants, options, convertible securities)
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1. Title of
Derivative
Security
(Instr. 3)

2.
Conversion
or Exercise
Price of
Derivative
Security

3. Transaction Date
(Month/Day/Year)

3A. Deemed
Execution Date, if
any
(Month/Day/Year)

4.
Transaction
Code
(Instr. 8)

5.
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of
Derivative
Securities
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(A) or
Disposed
of (D)
(Instr. 3,
4, and 5)

6. Date Exercisable and
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(Month/Day/Year)

7. Title and
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Underlying
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8. Price of
Derivative
Security
(Instr. 5)

9. Number of
Derivative
Securities
Beneficially
Owned
Following
Reported
Transaction(s)
(Instr. 4)

10.
Ownership
Form of
Derivative
Security:
Direct (D)
or Indirect
(I)
(Instr. 4)

11. Nature
of Indirect
Beneficial
Ownership
(Instr. 4)

Code V (A) (D)

Date
Exercisable

Expiration
Date Title

Amount
or
Number
of
Shares

Reporting Owners

Reporting Owner Name / Address
Relationships

Director 10% Owner Officer Other

FOODY JAMES G
15 LANDSDOWN AVENUE
GREENVILLE, SC 29601

  X

Signatures
 /s/ James G.
Foody   12/12/2008

**Signature of
Reporting Person

Date

Explanation of Responses:
* If the form is filed by more than one reporting person, see Instruction 4(b)(v).

** Intentional misstatements or omissions of facts constitute Federal Criminal Violations. See 18 U.S.C. 1001 and 15 U.S.C. 78ff(a).
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--

Operating leases

$
7,508

$
2,844

$
3,773

$
446

$
445

Carrier commitments (3)

81,650

19,250

41,600

20,800

--

Total Contractual Obligations

$
122,306

$
38,891

$
47,281

$
35,689

$
445
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(1) Reflects our February 19, 2004 notice and commitment to redeem $15 million principal amount of these 12%
Senior Subordinated Notes on April 20, 2004 and resulting change in the maturity of such principal amount to the
noticed redemption date. Since the first quarter 2004 and through May 10, 2004, we have redeemed the $15 million of
these 12% Senior Subordinated Notes that we so noticed for redemption.

(2) The amount of the 8% Convertible Senior Subordinated Notes include $2.8 million of principal and $0.9 million of
future accrued interest.

(3) In December 2003, we entered into a new four-year master carrier agreement with AT&T. The agreement provides
us with a variety of services, including transmission facilities to connect our network switches as well as services for
international calls, local traffic, international calling cards, overflow traffic and operator assisted calls. The agreement
also provides that, subject to certain terms and conditions, we will purchase these services exclusively from AT&T
during the term of the agreement, provided, however, that we are not obligated to purchase exclusively in certain
cases, including if such purchases would result in a breach of any contract with another carrier that was in place when
we entered into the AT&T agreement, or if vendor diversity is required. Certain of our network service agreements,
including the AT&T agreement, contain certain minimum usage commitments. Our contract with AT&T establishes
pricing and provides for annual minimum revenue commitments based upon usage as follows: 2004 - $25 million,
2005 - $32 million, 2006 - $32 million and 2007 - $32 million and obligates us to pay 65 percent of the revenue
shortfall, if any. A separate contract with a different vendor establishes pricing and provides for annual minimum
payments for 2004 of $3.0 million. While we believe we will meet these annual minimum revenue commitments, and
that we will not have to pay the shortfalls, there can be no assurances of this, and, if we are required to pay any of the
shortfall amounts under one of these agreements, our costs of purchasing the services under the agreement will
correspondingly increase.

Cash Provided By Operating Activities. Net cash provided by operating activities was $11.9 million and $14.6 million
for the quarters ended March 31, 2004 and 2003, respectively. For the quarter ended March 31, 2004, the major
contributors to the net cash provided by operating activities were:
· Net income of $8.3 million;
· Increases in accounts payable of $4.2 million, primarily due to increased levels of sales and marketing activity to
continue our bundled sales growth, and an increase in network and line costs primarily due to the increase in bundled
customers;
· Non-cash items of $12.8 million, primarily consisting of utilization of deferred tax assets of $4.3 million. The
application of NOL carryforwards have limited our current payment of income taxes to cash taxes for alternative
minimum taxes and state income taxes. We expect that our NOLs will be fully utilized by the end of 2007;
· An increase in deferred revenue of $1.7 million for advance customer billings, primarily due to the growth in
bundled customers.

Partially offsetting these contributors to the net cash provided by operating activities were:
· An increase in accounts receivable of $5.8 million due to the growth of our customer base. We generally do not have
a significant concentration of credit risk with respect to net trade accounts receivable, due to the large number of
end-users comprising our customer base;
· A decrease in accrued compensation of $7.0 million due to payment of year-end performance bonuses;
· A decrease in other current liabilities of $1.1 million primarily attributable to a decrease in accrued interest due to
both lower debt levels and accrued interest payments.

For the quarter ended March 31, 2003, the major contributors to the net cash provided by operating activities were:
· Net income of $9.3 million;
· An increase in accounts payable of $3.3 million attributable to an increase in network and line costs primarily due to
the increase in bundled customers;
· An increase in deferred revenue of $1.2 million for advance customer billings, primarily due to the growth in
bundled customers;
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· A decrease in other assets of $1.1 million attributable to repayment of a related party loan.

Partially offsetting these contributors to the net cash provided by operating activities were:
· An increase in accounts receivable of $5.3 million, primarily due to the continued shift in our customer base from
long distance customers to local bundled customers with higher average monthly revenue per customer.
· A decrease in accrued compensation of $2.3 million primarily due to payment of year-end performance bonuses;
· A decrease in other current liabilities of $2.5 million primarily attributable to accrued interest payments.
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Net Cash Used in Investing Activities. Net cash used in investing activities was $2.0 million during the quarter ended
March 31, 2004, consisting of capitalized software development costs of $0.8 million and capital expenditures of $1.2
million, consisting primarily of upgrades to our information technology capabilities.

In 2004, we plan to add six additional colocations to our existing local network and to continue migrating local
bundled customers over to our network, and expect to incur capital expenditures of approximately $12 to $15 million
for both network and non-network assets. As we pursue our "customer first" strategy of building a large, profitable
base of bundled service customers using the wholesale operating platforms of the incumbent local exchange
companies and then migrate those customers to our own networking platform and offer new products and services to
these customers, our capital expenditures are expected to increase significantly.

Capitalized software development costs consist of direct development costs associated with internal-use computer
software, including external direct costs of material and services and payroll costs for employees devoting time to the
software projects. In 2003, capitalized software development costs totaled $2.7 million and were primarily related to
the development of customer relations management software. In 2004, we expect software development costs to
increase moderately as we continue to develop the integrated information systems required to provide local
switch-based service.

Net cash used in investing activities was $3.4 million during the quarter ended March 31, 2003, consisting of
capitalized software development costs of $0.7 million and capital expenditures primarily for the purchase of
equipment of $2.7 million.

Net Cash Used in Financing Activities. Net cash used in financing activities for the quarters ended March 31, 2004
and 2003 was $15.3 and $15.8 million, primarily attributable to debt repayment of $15.0 and $10.8 million,
respectively. In addition, for the quarter ended March 31, 2003, pursuant to our share buyback program announced in
January 2003, we purchased 1,315,789 shares for a purchase price of $5.0 million. Under the buyback program, we
are authorized to spend up to $10.0 million for share purchases, with a cap of 2.5 million shares.

In the second quarter of 2004 through May 10, 2004, we have redeemed the $15 million of 12% Senior Subordinated
Notes for which we had given notice in February 2004, leaving $10.7 million principal amount of the 12% Senior
Subordinated Notes currently outstanding. In 2004, we will continue to evaluate opportunities to purchase our debt
prior to maturity, as well as to consider acquiring shares under the balance of our share buyback program. The
remaining shares authorized under the program may be purchased, from time to time, in the open market and/or in
private transactions.

While we believe that we have access to new capital in the public or private markets to fund our ongoing cash
requirements, there can be no assurance as to the timing, amounts, terms or conditions of any such new capital or
whether it could be obtained on terms acceptable to us. We anticipate that our cash requirements will generally be met
from our cash-on-hand and from cash generated from operations. Based on our current projections for operations, we
believe that our cash-on-hand and our cash flow from operations will be sufficient to fund our currently contemplated
capital expenditures, our debt service obligations, and the expenses of conducting our operations for at least the next
twelve months. However, there can be no assurance that we will be able to realize our projected cash flows from
operations, which is subject to the risks and uncertainties discussed in this report, or that we will not be required to
consider capital expenditures in excess of those currently contemplated, as discussed in this report.
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OTHER MATTERS

Our provision of telecommunication services is subject to government regulation. Changes in existing regulations
could have a material adverse effect on us. Our local telecommunication services are provided almost exclusively
through the use of unbundled network elements purchased from incumbent local telephone companies, and it is
primarily the availability of cost-based unbundled network element rates that enables us to price our local
telecommunications services competitively. The FCC currently requires incumbent local telephone companies to
provide an unbundled network element platform, that includes all of the network elements required by a competitor to
provide a retail telecommunications service, in most geographic areas. Through the use of such unbundled network
element platforms we are able to provide retail local services entirely through the use of the incumbent local telephone
company’s facilities at lower prices than those available for local resale through total resale service agreements. In its
UNE Triennial Review proceeding, the FCC sought to identify, among other issues, which if any network elements
the incumbent local telephone companies should no longer be required to offer on an unbundled basis. The FCC also
analyzed the issue of which elements must be unbundled in response to a remand of its previous rules by the U.S.
Court of Appeals for the District of Columbia Circuit. In the FCC’s UNE Triennial Review Order, released August 21,
2003 and effective as of October 2, 2003, the Commission determined that certain network elements will no longer be
subject to unbundling, while other elements must continue to be offered subject to further, more detailed review by the
state public utility commissions. The Order was subject to numerous federal judicial appeals, which were consolidated
in the U.S. Court of Appeals for the District of Columbia Circuit. The Court, on March 2, 2004, issued an order that
reversed the FCC’s Order in part and remanded to the FCC with instructions to revise the Order in material ways. The
Court stayed its decision until the denial of any petitions for rehearing or for a 60-day period (i.e., until May 1, 2004),
whichever is later. In April 2004 the Court extended its stay to June 15, 2004. As directed by the FCC in early April
2004, we have agreed to negotiate in good faith new commercial contracts for the receipt of wholesale phone services
from the incumbent local exchange carriers. To date no agreements have been reached nor can any assurance be given
that any agreements will be reached.

Should the local circuit switching unbundled network element become effectively unavailable due to this adverse
decision or otherwise, we would be unable to offer services on an unbundled network element platform basis and
would instead have to serve customers through total service resale agreements with the incumbent local exchange
companies, through network elements purchased from the Regional Bell Operating Companies at "just and
reasonable" rates under Section 271 of the Act or through our own facilities or the switching facilities of other
non-incumbent carriers. Our transition from providing telecommunications services on an unbundled network element
platform basis could delay our service roll-out in some markets, increase our costs and have a material adverse effect
on our business, prospects, operating margins, results of operations, cash flows and financial condition.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States. The preparation of these financial statements requires us to make estimates and judgments that affect
the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and
liabilities. On an on-going basis, we evaluate our estimates, including those related to bad debt, goodwill and
intangible assets, income taxes, sales taxes, network and line costs, contingencies and litigation. We base our
estimates and judgments on historical experience and on various other assumptions that are believed to be reasonable
under the circumstances, the results of which form the basis for making judgments about the carrying values of assets
and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions.

Additional information about these critical accounting policies may by found in our Annual Report on Form 10-K for
the year ended December 31, 2003 filed March 12, 2004, as amended by our Form 10-K/A filed May 7, 2004, as
restated by our Form 10-K/A Amendment No. 2 filed March 28, 2005 and in Item 7, "Management's Discussion and

Edgar Filing: SCANSOURCE INC - Form 4

Explanation of Responses: 8



Analysis of Financial Condition and Results of Operations," under the heading "Critical Accounting Policies."

Item 4. Controls and Procedures

Disclosure Controls and Procedures—We maintain disclosure controls and procedures that are designed to ensure that
information required to be disclosed in our reports under the Securities Exchange Act of 1934, as amended (the
"Exchange Act"), is recorded, processed, summarized and reported within the time periods specified in the SEC's rules
and forms, and that such information is accumulated and communicated to management, including our Chief
Executive Officer ("CEO") and Chief Financial Officer ("CFO"), as appropriate, to allow timely decisions regarding
required disclosure.
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We carried out an evaluation under the supervision and with the participation of our management, including the CEO
and CFO, of the effectiveness of the design and operation of our disclosure controls and procedures (as defined in
Rule 13a-15(e) under the Exchange Act) as of March 31, 2004. Based upon this evaluation, our CEO and the CFO
concluded that, for the reasons described below, our disclosure controls and procedures were not effective as of March
31, 2004.

We have restated our previously issued consolidated financial statements for the year ended December 31, 2003, the
four quarters of 2003. This restatement was primarily the result of the following material weaknesses:

1. We did not maintain effective controls over the application of generally accepted accounting principles related to
the financial reporting process for complex transactions. Specifically, we did not have personnel who possess
sufficient depth, skills and experience in accounting for and review of complex transactions in the financial reporting
process to ensure that complex transactions were accounted for in accordance with generally accepted accounting
principles. This control deficiency resulted in the restatement of our financial statements for the third and fourth
quarters of 2003, the year ended December 31, 2003 and the first quarter of 2004.

2. We did not maintain effective controls over sales, use and excise tax liabilities. Specifically, our reconciliation and
review procedures with respect to sales, use and excise tax liability that we collect and remit did not identify that
certain customer fee revenue had been incorrectly recorded in the sales, use and excise tax general ledger account.
This control deficiency resulted in the restatement of our revenues and sales, use and excise tax liability for each of
the quarters in 2003, the year ended December 31, 2003 and the first quarter of 2004.

The restatements, described above, were for matters related to (a) the recognition in revenue in the four quarters 2003,
the year ended December 31, 2003 and for the first quarter of 2004 of certain customer fees previously recorded in
those periods as increases in current liabilities; (b) the calculation of outstanding diluted weighted average common
and common equivalent shares since the third quarter 2003 to reflect the inclusion of assumed tax benefits in the
proceeds used to repurchase shares in the application of the treasury stock method of accounting for outstanding
options; (c) for the third and fourth quarters 2003 and the year ended December 31, 2003, a correction in the
calculation of net operating losses utilized in 2003 and in the calculation of state deferred tax assets; and (d) the
recording, beginning in the third quarter 2003 and for the year ended December 31, 2003, of a deferred tax asset
associated with acquired net operating loss carryforwards. Refer to Note 7 to the Consolidated Financial Statements
for further information regarding this restatement, including the effect of the restatement for each of the four quarters
of 2003, the year ended December 31, 2003 and the first quarter of 2004.

To address these material weaknesses, subsequent to March 31, 2004, we have taken the following actions:

1.  Engaging outside contractors with technical and accounting related expertise to assist in the preparation of the
income tax provision and related work papers. We are also implementing controls to assure accurate data is
provided to, and that we review and agree with the conclusions of, outside contractors.

2.  Outside contractors with technical accounting capabilities have been and will be retained to the extent an issue is
sufficiently complex and outside the technical accounting capabilities of our personnel.

3.  We have redesigned the account reconciliation process for sales, use and excise tax liabilities. Our Controller will
increase the depth of review of the account reconciliation and our Chief Accounting Officer will confirm that
established review processes are being adhered to.

We are in the process of developing procedures for the testing of these controls to determine if the material
weaknesses have been remediated. We will continue the implementation of policies, processes and procedures
regarding the review of complex transactions. Management believes that our controls and procedures will continue to
improve as a result of the further implementation of these measures.
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The changes to internal control over financial reporting were implemented subsequent to the quarter ended March 31,
2004. There were no changes in our internal control over financial reporting that occurred during the quarter ended
March 31, 2004 that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.
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PART II - OTHER INFORMATION

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits

31.1 Rule 13a-14(a) Certifications of Edward B. Meyercord, III (filed herewith).

31.2 Rule 13a-14(a) Certifications of David G. Zahka (filed herewith).

32.1Certification of Edward B. Meyercord, III Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section
906 of the Sarbanes-Oxley Act of 2002 (furnished to the Commission herewith).

32.2Certification of David G. Zahka Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 (furnished to the Commission herewith).

(b) Reports on Form 8-K.

No Current Reports on Form 8-K were filed by us during the three months ended March 31, 2004.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

TALK AMERICA HOLDINGS, INC.

Date: April 25, 2005 By: /s/ Edward B. Meyercord, III  
Edward B. Meyercord, III
Chief Executive Officer
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