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MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share and share amounts)

(Unaudited)
 

   
April 30,

2010   
July 31,

2009  
ASSETS    

Current assets:    
Cash and cash equivalents   $ 159,897   $ 168,767  
Available-for-sale securities    335    440  
Short-term investments    —      10,000  
Accounts receivable, trade, net of allowance for doubtful accounts of $879 and $3,767, at April 30, 2010 and

July 31, 2009, respectively    146,203    171,090  
Inventories, net    66,270    63,023  
Prepaid expenses and other current assets    12,020    12,773  

    
 

   
 

Total current assets    384,725    426,093  
    

 
   

 

Property and equipment, net    54,857    61,178  
Investments in affiliates    13,022    12,369  
Goodwill    42,007    25,708  
Other intangible assets, net    25,852    23,120  
Other assets    10,140    7,353  

    
 

   
 

Total assets   $ 530,603   $ 555,821  
    

 

   

 

LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Current installments of obligations under capital leases   $ 46   $ 152  
Accounts payable    108,730    122,125  
Current portion of accrued restructuring    5,611    15,098  
Accrued income taxes    1,260    1,803  
Accrued expenses    41,103    42,277  
Other current liabilities    4,696    5,793  
Current liabilities of discontinued operations    1,992    1,866  

    
 

   
 

Total current liabilities    163,438    189,114  
    

 
   

 

Long-term portion of accrued restructuring    1,276    2,014  
Obligations under capital leases, less current installments    43    194  
Other long-term liabilities    15,686    16,490  
Non-current liabilities of discontinued operations    3,575    2,411  
Stockholders’ equity:    

Preferred stock, $0.01 par value per share. Authorized 5,000,000 shares; zero issued or outstanding at
April 30, 2010 and July 31, 2009    —      —    

Common stock, $0.01 par value per share. Authorized 1,400,000,000 shares; 44,056,151 issued and
outstanding shares at April 30, 2010; 45,652,078 issued and 45,086,746 outstanding shares at July 31, 2009   441    457  

Additional paid-in capital    7,426,120    7,437,877  
Treasury stock, at cost 565,332 shares at July 31, 2009    —      (3,813) 
Accumulated deficit    (7,095,530)   (7,103,228) 
Accumulated other comprehensive income    15,554    14,305  

    
 

   
 

Total stockholders’ equity    346,585    345,598  
    

 
   

 

Total liabilities and stockholders’ equity   $ 530,603   $ 555,821  
    

 

   

 

See accompanying notes to unaudited condensed consolidated financial statements
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MODUSLINK GLOBAL SOLUTIONS INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

(Unaudited)
 

   
Three Months Ended

April 30,   
Nine Months Ended

April 30,  
   2010   2009   2010   2009  
Net revenue   $213,697   $231,469   $695,864   $ 783,343  
Cost of revenue    189,090    199,034    603,708    690,617  

    
 

   
 

   
 

   
 

Gross profit    24,607    32,435    92,156    92,726  
Operating expenses:      

Selling, general and administrative    21,395    21,961    68,270    79,042  
Amortization of intangible assets    1,657    1,373    4,628    4,113  
Impairment of goodwill    —      —      —      164,682  
Restructuring, net    260    6,410    425    13,484  

    
 

   
 

   
 

   
 

Total operating expenses    23,312    29,744    73,323    261,321  
    

 
   

 
   

 
   

 

Operating income (loss)    1,295    2,691    18,833    (168,595) 
    

 
   

 
   

 
   

 

Other income (expense):      
Interest income    49    106    252    1,323  
Interest expense    (130)   (132)   (416)   (549) 
Other gains (losses), net    (1,153)   430    (1,732)   2,345  
Equity in losses of affiliates and impairments    (211)   (1,786)   (1,923)   (13,296) 

    
 

   
 

   
 

   
 

Total other income (expense)    (1,445)   (1,382)   (3,819)   (10,177) 
    

 
   

 
   

 
   

 

Income (loss) from continuing operations before income taxes    (150)   1,309    15,014    (178,772) 
Income tax expense    942    3,188    4,997    10,677  

    
 

   
 

   
 

   
 

Income (loss) from continuing operations    (1,092)   (1,879)   10,017    (189,449) 
Discontinued operations:      

Income (loss) from discontinued operations    (2,334)   (68)   (2,319)   90  
    

 
   

 
   

 
   

 

Net income (loss)   $ (3,426)  $ (1,947)  $ 7,698   $(189,359) 
    

 

   

 

   

 

   

 

Basic and diluted earnings (loss) per share:      
Income (loss) from continuing operations per share   $ (0.03)  $ (0.04)  $ 0.22   $ (4.17) 
Income (loss) from discontinued operations per share   $ (0.05)  $ —     $ (0.05)  $ —    

    
 

   
 

   
 

   
 

Net income (loss) per share   $ (0.08)  $ (0.04)  $ 0.17   $ (4.17) 
    

 

   

 

   

 

   

 

Shares used in computing basic earnings (loss) per share:    43,730    45,276    44,256    45,442  
    

 
   

 
   

 
   

 

Shares used in computing diluted earnings (loss) per share:    43,730    45,276    44,408    45,442  
    

 
   

 
   

 
   

 

See accompanying notes to unaudited condensed consolidated financial statements
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MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)
 

   
Nine Months Ended

April 30,  
   2010   2009  
Cash flows from operating activities of continuing operations:    

Net income (loss)   $ 7,698   $(189,359) 
Income (loss) from discontinued operations    (2,319)   90  

    
 

   
 

Income (loss) from continuing operations    10,017    (189,449) 
Adjustments to reconcile income (loss) from continuing operations to net cash provided by continuing operations:    

Depreciation    12,668    14,139  
Impairment of goodwill    —      164,682  
Amortization of intangible assets    4,628    4,113  
Share-based payments    3,296    3,972  
Non-operating losses (gains)    1,732    (2,345) 
Equity in losses of affiliates and impairments    1,923    13,296  
Non-cash restructuring    —      389  
Changes in operating assets and liabilities, excluding effects from acquisition:    

Trade accounts receivable, net    24,204    33,502  
Inventories    949    11,401  
Prepaid expenses and other current assets    1,927    3,812  
Accounts payable, accrued restructuring and accrued expenses    (24,288)   (47,896) 
Refundable and accrued income taxes, net    (1,208)   1,181  
Other assets and liabilities    (2,104)   10,129  

    
 

   
 

Net cash provided by operating activities of continuing operations    33,744    20,926  
    

 
   

 

Cash flows from investing activities of continuing operations:    
Additions to property and equipment    (6,561)   (8,672) 
Redemption of short-term investments    10,000    —    
Proceeds from the sale of equity investments in affiliates    1,146    18,008  
Business acquisition, net of cash acquired    (29,580)   —    
Investments in affiliates    (3,202)   (8,783) 

    
 

   
 

Net cash provided by (used in) investing activities of continuing operations    (28,197)   553  
    

 
   

 

Cash flows from financing activities of continuing operations:    
Repayments on capital lease obligations    (422)   (277) 
Line of credit origination costs    (748)   —    
Proceeds from issuance of common stock    161    —    
Repurchase of common stock    (11,519)   (3,309) 

    
 

   
 

Net cash used in financing activities of continuing operations    (12,528)   (3,586) 
    

 
   

 

Cash flows from discontinued operations:    
Operating cash flows    (1,235)   (1,854) 

    
 

   
 

Net cash used in discontinued operations    (1,235)   (1,854) 
    

 
   

 

Net effect of exchange rate changes on cash and cash equivalents    (654)   (9,121) 
    

 
   

 

Net increase (decrease) in cash and cash equivalents    (8,870)   6,918  
Cash and cash equivalents at beginning of period    168,767    160,585  

    
 

   
 

Cash and cash equivalents at end of period   $159,897   $ 167,503  
    

 

   

 

See accompanying notes to unaudited condensed consolidated financial statements
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MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

(1) NATURE OF OPERATIONS

ModusLink Global Solutions, Inc. (together with its consolidated subsidiaries, “ModusLink Global Solutions” or the “Company”), through its wholly
owned subsidiaries, ModusLink Corporation (“ModusLink”), ModusLink Open Channel Solutions, Inc. (“ModusLink OCS”), ModusLink PTS, Inc.
(“ModusLink PTS”) and Tech for Less, LLC (“TFL”), is a leader in global supply chain business process management serving technology-based clients in the
computing, software, consumer electronics, storage and communications markets. The Company designs and executes critical elements in our clients’ global
supply chains to improve speed to market, product customization, flexibility, cost, quality and service. These benefits are delivered through a combination of
innovative service solutions, integrated operations, proven business processes, an expansive global footprint and world-class technology.

On December 4, 2009, the Company acquired TFL. TFL is a processor and marketer of customer-returned consumer electronics and business technology
products. The Company acquired 100% of the equity interest of TFL for approximately $31.0 million.

The Company had fiscal 2009 revenue of approximately $1.0 billion. As of April 30, 2010, the Company has an integrated network of strategically located
facilities in various countries, including numerous sites throughout North America, Europe and Asia. The Company previously operated under the names CMGI,
Inc. and CMG Information Services, Inc. and was incorporated in Delaware in 1986. ModusLink Global Solutions’ address is 1100 Winter Street, Suite 4600,
Waltham, Massachusetts 02451.

(2) BASIS OF PRESENTATION

The accompanying condensed consolidated financial statements have been prepared by the Company in accordance with accounting principles generally
accepted in the United States of America (“U.S. GAAP”) for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-
X. Accordingly, they do not include all the information and footnotes required by generally accepted accounting principles for complete financial statements. In
the opinion of management, all adjustments (consisting of a normal recurring nature) considered necessary for fair presentation have been included. These
condensed consolidated financial statements should be read in conjunction with the audited financial statements and related notes for the year ended July 31,
2009, which are contained in the Company’s Annual Report on Form 10-K filed with the Securities and Exchange Commission (“SEC”) on October 14, 2009.
The results for the three and nine months ended April 30, 2010 are not necessarily indicative of the results to be expected for the full fiscal year.

The Company has six operating segments: Americas; Asia; Europe; ModusLink OCS; ModusLink PTS and TFL. The Company has three reportable
segments, Americas, Asia and Europe. The Company reports the ModusLink PTS operating segment in aggregation with the Americas operating segment. In
addition to its three reportable segments, the Company reports an “All other” category. The “All other” category represents the ModusLink OCS and TFL
operating segments. The Company also has Corporate-level activity, which consists primarily of costs associated with certain corporate administrative functions
such as legal and finance which are not allocated to the Company’s subsidiary companies, administration costs related to the Company’s venture capital activities
and any residual results of operations from previously divested operations.

In accordance with U.S. GAAP, all significant intercompany transactions and balances have been eliminated in consolidation.
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MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

 
The Company considers events or transactions that occur after the balance sheet date but before the issuance of financial statements to provide additional

evidence relative to certain estimates or to identify matters that require additional disclosure. For the fiscal quarter ended April 30, 2010, the Company has
evaluated subsequent events for potential recognition and disclosure through the day of issuance of these financial statements.

(3) RECENT ACCOUNTING PRONOUNCEMENTS

In September 2009, the Financial Accounting Standards Board (“FASB”) ratified final Emerging Issues Task Force (“EITF”) consensus on the following
issue: EITF Issue No. 08-1, “Revenue Arrangements with Multiple Deliverables”, which is also known as Accounting Standards Update (“ASU”) 2009-13,
Revenue Recognition Topic 605: “Multiple-Deliverable Revenue Arrangements” (“ASU 2009-13”). ASU 2009-13 supersedes EITF Issue No. 00-21, “Revenue
Arrangements with Multiple Deliverables,” which is now codified in the Accounting Standards Codification (“ASC”) under Topic 605, “Revenue Recognition”
(“ASC Topic 605”). ASU 2009-13 retains the criteria from ASC Topic 605 for when delivered items in a multiple-deliverable arrangement should be considered
separate units of accounting, but removes the previous separation criterion under ASC Topic 605 that objective and reliable evidence of fair value of any
undelivered items must exist for the delivered items to be considered a separate unit or separate units of accounting. ASU 2009-13 is effective for fiscal years
beginning on or after June 15, 2010. The Company does not believe that the adoption of this ASU will have a material impact on its consolidated financial
statements.

(4) ACQUISITION

On December 4, 2009, the Company acquired TFL. TFL acquires returned and excess technology products from retailers, e-tailers, distributors and
manufacturers. TFL tests and repairs the merchandise and remarkets it to consumers through its website and other direct channels. TFL provides the Company
with a business-to-consumer asset recovery channel for technology products. TFL also extends the Company’s aftermarket solution offering, which is designed to
manage the complete range of post-sales activities for technology companies, from customer service, technical support and multichannel returns management to
testing, repair and asset disposition.

The Company acquired 100% of the equity interest of TFL for approximately $31.0 million which consisted of a cash payment of $30.0 million from our
existing cash and cash equivalents, a $0.5 million cash payment related to the working capital adjustment and the acquisition date fair value of the additional
performance-based consideration of approximately $0.5 million. The $0.5 million represents the acquisition date fair value of the additional performance-based
consideration of up to $10.0 million that may be paid if certain financial performance measures are met in calendar 2010 (the “earnout”). The estimated
acquisition date fair value of the earnout that may be paid has been recorded as a component of “other current liabilities”. Any change in the fair value of the
earnout subsequent to the acquisition date, including changes from events after the acquisition date, such as changes in the meeting of performance goals, will be
recognized in earnings in the period the estimated fair value changes. A change in fair value of the earnout could have a material effect on the statement of
operations and financial position in the period of the change in estimate. The Company recognized a $0.4 million decrease in the fair value of the earnout in
earnings during the three months ended April 30, 2010. The final working capital adjustment was finalized during the three months ended April 30, 2010.
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MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

 
The following table presents the purchase price (in thousands) for the acquisition:

 
Cash consideration paid   $ 30,000
Adjustment to excess working capital    464
Earnout acquisition date fair value    500

    

Total purchase price   $ 30,964
    

The Company also incurred expenses of approximately $0.8 million related to the acquisition of TFL, which were expensed in accordance with ASC Topic
805.

The amounts recorded for the assets acquired and the liabilities assumed are based on the estimated fair value as of the acquisition date and are subject to
revision as defined in ASC Topic 805.

Intangible assets were recorded for approximately $7.4 million and will be amortized over estimated useful lives of 2 to 7 years, on a straight-line basis.
Goodwill was recorded for approximately $16.3 million and will not be amortized, but will be assessed for potential impairment. Goodwill represents the excess
purchase price over the fair value of the net assets acquired and will be deductible for income tax purposes. The amount paid in excess of the fair value of net
assets acquired provides the Company with a business-to-consumer asset recovery channel for technology products and extends the Company’s aftermarket
solution offering, which is designed to manage the complete range of post-sales activities for technology companies, from customer service, technical support and
multichannel returns management to testing, repair and asset disposition.

The fair value amounts recorded were as follows (in thousands):
 

Cash   $ 883  
Accounts receivable    729  
Inventory    5,164  
Prepaid expenses and other current assets    1,322  
Property and equipment    445  
Intangible assets    7,360  
Goodwill    16,299  
Accounts payable and accrued expenses    (1,078) 
Deferred rent    (160) 

    
 

Total purchase price   $30,964  
    

 

Operating results of TFL for the three months ended April 30, 2010 and the period comprising December 4, 2009, through April 30, 2010 have been
included in the Company’s “All other” category in the segment information included in Note 11. For the three and nine months ended April 30, 2010,
approximately $8.9 million and $13.7 million, respectively, in net revenue from TFL and approximately, $0.3 million and $0.7 million, respectively, in net losses
from TFL were included in the Company’s results. The Company has omitted pro forma disclosures related to this acquisition as the pro forma effect of including
the results of TFL since the beginning of fiscal year 2010 or fiscal year 2009 would not be materially different than the actual results reported.
 

6



MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

 
(5) FAIR VALUE MEASUREMENTS

The Company utilizes the valuation hierarchy for disclosure of the inputs used to measure fair value in accordance with ASC Topic 820, “Fair Value
Measurements and Disclosures” (“ASC Topic 820”). ASC Topic 820 establishes a three-tiered fair value hierarchy, which prioritizes the inputs used in measuring
fair value as follows: Level 1 inputs are observable, such as quoted prices (unadjusted) in active markets for identical assets or liabilities; Level 2 inputs are
quoted prices for similar assets and liabilities in active markets or inputs that are observable for the asset or liability either directly or indirectly through market
corroboration, for substantially the full term of the financial instrument; and Level 3 inputs are unobservable inputs in which there is little or no market data,
which requires the Company to develop its own assumptions.

ASC Topic 820 requires an entity to maximize the use of observable inputs where available and to minimize the use of unobservable inputs when
determining fair value. On a recurring basis, the Company measures available-for-sale securities at fair value.

At April 30, 2010 the Company’s available-for-sale securities of approximately $0.3 million, which are carried at fair value and measured on a recurring
basis, are comprised of equity investments and are classified within Level 1 of the fair value hierarchy because they are valued using quoted market prices.

In connection with the acquisition of TFL on December 4, 2009, the Company agreed to an earnout payment of up to $10.0 million, which may be paid if
certain financial performance measures are met in calendar 2010. The Company has recorded the acquisition-date estimated fair value of the earnout payment of
$0.5 million as a component of the consideration transferred by applying the income approach and using Level 3 inputs. The estimated acquisition-date fair value
was measured based on the probability-adjusted present value of the amount expected to be paid. The probability adjusted earnout payment was discounted at
16.5%, the weighted-average cost of capital for the acquisition. The Company remeasures the fair value of the earnout payment at each reporting period using
Level 3 inputs. The fair value of the earnout payment was $0.1 million as of April 30, 2010 and is reflected in “Other current liabilities” in our consolidated
balance sheets. There has been a $0.4 million decrease in the fair value of the earnout payment which has been recognized in earnings during the three months
ended April 30, 2010.

The following table presents a summary of the valuation of the earnout payment and activity:
 

   
Three Months

Ended   
Nine Months

Ended  

   
April 30,

2010   
April 30,

2010  
   (in thousands)  
Earnout Payment    
Balance at Beginning of Period   $ 500   $ —    

Valuation of purchase price earnout payment    —      500  
Change in fair value of earnout payment    (440)   (440) 

    
 

   
 

Balance as of April 30, 2010   $ 60   $ 60  
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MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

 
As of April 30, 2010 and July 31, 2009, the fair values of our other financial instruments, which include cash and cash equivalents, short-term investments,

accounts receivable, accounts payable and short-term and long-term capital lease obligations, approximate the carrying amounts of the respective asset and/or
liability due to the short-term nature of these financial instruments and the Company’s best estimate of interest rates currently available for similar debt
instruments.

(6) CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

The Company considers all highly liquid investments with original maturities of 90 days or less at the time of purchase to be cash equivalents. Investments
with maturities greater than 90 days but less than twelve months at the time of purchase are considered short-term and classified as available-for-sale.

(7) GOODWILL AND INTANGIBLE ASSETS

The Company conducts its annual goodwill impairment test on July 31 of each fiscal year. In addition, if and when events or circumstances change that
would indicate that the fair value of any of its reporting units may be below its carrying value, an interim test would be performed. In making this assessment, the
Company relies on a number of factors including operating results, business plans, economic projections, anticipated future cash flows, and transactions and
marketplace data. For goodwill testing purposes the Company has six reporting units, the Americas, Asia, Europe, ModusLink OCS, ModusLink PTS and TFL.

During the nine months ended April 30, 2010, approximately $16.3 million of goodwill was recognized in the All other category of the Company’s
segment reporting as a result of the Company’s acquisition of TFL. The Company’s goodwill of $42.0 million as of April 30, 2010 relates to the Company’s
ModusLink OCS, ModusLink PTS and TFL reporting units.

The Company conducted its annual impairment test on July 31, 2009 for the ModusLink OCS and ModusLink PTS reporting units. The Company
completed step one of the annual impairment testing analysis and concluded that as of July 31, 2009, the goodwill related to ModusLink OCS and ModusLink
PTS reporting units was not impaired.

During fiscal year 2009, the estimated fair values of the Company’s reporting units were evaluated using an income approach by calculating the present
value of the Company’s estimated future cash flows. The Company determined the income approach was more representative of fair value. The income approach
incorporates many assumptions including future growth rates, discount factors, expected capital expenditures, and income tax cash flows. In developing an
appropriate discount rate to apply in its estimated cash flow models the Company developed an estimate of its weighted average cost of capital. Changes in
economic and operating conditions impacting these assumptions could result in goodwill impairment in future periods.
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MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

 
The changes in the carrying amount of goodwill allocated to the Company’s reportable segments as of April 30, 2010 are as follows:

 

   Americas   Asia   Europe   
All

Other   
Consolidated

Total  
   (in thousands)  
Balance as of July 31, 2009        

Goodwill   $ 94,477   $ 73,948   $ 30,108   $ 5,857  $ 204,390  
Accumulated impairment charges    (74,626)   (73,948)   (30,108)   —     (178,682) 

    
 

   
 

   
 

       
 

   19,851    —      —      5,857   25,708  
    

 
   

 
   

 
       

 

Goodwill from the acquisition of TFL    —      —      —      16,299   16,299  
    

 
   

 
   

 
       

 

Balance as of April 30, 2010        
Goodwill    94,477    73,948    30,108    22,156   220,689  
Accumulated impairment charges    (74,626)   (73,948)   (30,108)   —     (178,682) 

    
 

   
 

   
 

       
 

  $ 19,851   $ —     $ —     $22,156  $ 42,007  
    

 

   

 

   

 

       

 

(8) SHARE-BASED PAYMENTS

Stock options for the purchase of approximately 0.1 million shares of the Company’s common stock were awarded to executives during the nine months
ended April 30, 2010 at a weighted average exercise price of $7.27 per share. The weighted average option fair value was $3.46 per share. The weighted average
option fair value was calculated using the binominal-lattice model with the following weighted average assumptions: expected volatility of 65.8%, risk-free rate
of 1.83% and expected life of 4.08 years.

Additionally, approximately 0.1 million nonvested shares were awarded to executives during the nine months ended April 30, 2010 at a weighted average
fair value of $7.26 per share. The fair value of nonvested shares is determined based on the market price of the Company’s common stock on the grant date.

The following table summarizes stock-based compensation expense related to employee stock options, employee stock purchases and nonvested shares for
the three and nine months ended April 30, 2010 and 2009, which was allocated as follows:
 

   
Three Months Ended

April 30,   
Nine Months Ended

April 30,
       2010          2009          2010          2009    
   (in thousands)
Cost of revenue   $ 74  $ 81  $ 249  $ 304
Selling, general and administrative    826   847   3,047   3,668

                

  $ 900  $ 928  $ 3,296  $ 3,972
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MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

 
(9) OTHER GAINS (LOSSES), NET

The following table reflects the components of “Other gains (losses), net”:
 

   
Three Months Ended

April 30,   
Nine Months Ended

April 30,  
   2010   2009   2010   2009  
   (in thousands)  
Foreign currency exchange losses   $(1,257)  $(2,248)  $(1,752)  $ (248) 
Gain on sale of investments    151    2,629    252    3,956  
Impairment of investment    —      —      —      (975) 
Loss on disposal of assets    (35)   (41)   (103)   (61) 
Other, net    (12)   90    (129)   (327) 

    
 

   
 

   
 

   
 

  $(1,153)  $ 430   $(1,732)  $2,345  
    

 

   

 

   

 

   

 

The Company recorded foreign exchange losses of approximately $1.3 million and $1.8 million during the three and nine months ended April 30, 2010,
respectively. These net losses related primarily to realized and unrealized losses from foreign currency exposures and settled transactions in the Americas, Asia
and Europe. During the three months ended April 30, 2010, the Company recorded a gain of approximately $0.2 million related to the acquisition by third parties
of M2E Power, Inc. and H2Gen Innovations, Inc. Additionally, during the nine months ended April 30, 2010, the Company recorded a gain of approximately $0.1
million to adjust a previously recorded gain on the acquisition by a third party of Virtual Ink, Inc. due to the satisfaction of conditions leading to the release of
funds held in escrow.

The Company recorded foreign exchange losses of approximately $2.2 million and $0.2 million during the three and nine months ended April 30, 2009,
respectively. These net losses related primarily to realized and unrealized gains and losses related to foreign currency exposures and settled transactions in the
Americas, Asia and Europe. During the three months ended April 30, 2009, the Company recorded a gain of approximately $2.6 million related to the acquisition
by a third party of the ownership interests held by @Ventures in Foodbuy, LLC. Additionally, during the nine months ended April 30, 2009, gains of
approximately $0.9 million and $0.5 million, respectively, were recorded to adjust previously recorded gains on the acquisitions by third parties of the
Generations Network, Inc. (“TGN”) and Avamar Technologies, Inc. (“Avamar”), due to the satisfaction of conditions leading to the release of funds held in
escrow. TGN and Avamar were @Ventures portfolio companies that were acquired by third parties in previous reporting periods. Also, during the nine months
ended April 30, 2009, the Company recorded a write-off of an investment in a private company for $1.0 million. The $1.0 million write-off was due to the
carrying value of the investment exceeding the estimated fair value of the investment.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
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(10) RESTRUCTURING AND OTHER CHARGES

The following table summarizes the activity in the restructuring accrual for the three and nine months ended April 30, 2010:
 

   

Employee
Related

Expenses   
Contractual
Obligations   

Asset
Impairments  Total  

   (in thousands)  
Accrued restructuring balance at July 31, 2009   $ 6,842   $ 10,270   $ —    $17,112  

    

 

   

 

       

 

Restructuring charges    —      —      —     —    
Restructuring adjustments    (53)   182    —     129  
Cash paid    (2,743)   (3,607)   —     (6,350) 
Non-cash adjustments    —      277    —     277  

    
 

   
 

       
 

Accrued restructuring balance at October 31, 2009   $ 4,046   $ 7,122   $ —    $11,168  
    

 

   

 

       

 

Restructuring charges    —      —      —     —    
Restructuring adjustments    (350)   386    —     36  
Cash paid    (1,216)   (1,281)   —     (2,497) 
Non-cash adjustments    —      —      —     —    

    
 

   
 

       
 

Accrued restructuring balance at January 31, 2010   $ 2,480   $ 6,227   $ —    $ 8,707  
    

 

   

 

       

 

Restructuring charges    54    222    —     276  
Restructuring adjustments    —      (16)   —     (16) 
Cash paid    (1,271)   (809)   —     (2,080) 
Non-cash adjustments    —      —      —     —    

    
 

   
 

       
 

Accrued restructuring balance at April 30, 2010   $ 1,263   $ 5,624   $ —    $ 6,887  
    

 

   

 

       

 

It is expected that the payments of employee-related charges will be substantially completed by July 31, 2010. The remaining contractual obligations
primarily relate to facility lease obligations for vacant space resulting from the current and previous restructuring activities of the Company. The Company
anticipates that contractual obligations will be substantially fulfilled by March 2014.

The net restructuring charges for the three and nine months ended April 30, 2010 and 2009 would have been allocated as follows had the Company
recorded the expense and adjustments within the functional department of the restructured activities:
 

   
Three Months Ended

April 30,   
Nine Months Ended

April 30,
       2010          2009          2010          2009    
   (in thousands)
Cost of revenue   $ 88  $ 5,563  $ 391  $ 8,454
Selling, general and administrative    172   847   34   5,030

                

  $ 260  $ 6,410  $ 425  $13,484
                

During the three and nine months ended April 30, 2010, the Company recorded a net restructuring charge of approximately $0.3 million and $0.4 million,
respectively. During the three and nine months ended April 30, 2010, approximately, $0.2 million of the restructuring charge resulted from an early termination
payment of a
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

 
lease in Budapest, Hungary. The Company recorded approximately $(16,000) and $0.1 million for the three and nine months ended April 30, 2010, respectively,
due to changes in estimates for previously recorded facilities lease obligations primarily based on changes to the underlying assumptions.

During the three and nine months ended April 30, 2009, the Company recorded a net restructuring charge of approximately $6.4 million and $13.5 million,
respectively. These charges resulted primarily from a plan for a workforce reduction of approximately 500 employees, which was approved by management
during the first quarter of fiscal year 2009 (the “2009 Plan”). As a result of the 2009 Plan, for the three and nine months ended April 30, 2009, the Company
recognized a pre-tax restructuring charge of $2.6 million and $11.5 million, respectively related to the workforce reduction for severance payments. The charge
also consisted of approximately $2.3 million for severance costs related to the workforce reduction of approximately 29 employees that was subsequently
approved by management. The charges also included approximately $1.2 million for both periods relating to the shutdown of facilities in El Paso, TX and
Budapest, Hungary, and the closure of a sales office in San Jose, CA. A $0.4 million charge was also incurred during both periods for the impairment of fixed
assets at the location in El Paso, TX. During the three and nine months ended April 30, 2009, the Company recorded net adjustments of approximately $0.1
million and $1.9 million, respectively, due to reductions in estimates for previously recorded employee-related expenses and facility lease obligations primarily
based on changes to the underlying assumptions.

The following table summarizes the restructuring accrual by reportable segment and the Corporate-level activity for the three and nine months ended
April 30, 2010:
 

  Americas  Asia   Europe   
All

Other   

Corporate-
level

Activity   
Consolidated

Total  
  (in thousands)  
Accrued restructuring balance at July 31, 2009  $ 8,104   $ 410   $ 7,734   $ 404   $ 460   $ 17,112  

   

 

   

 

   

 

   

 

   

 

   

 

Restructuring charges   —      —      —      —      —      —    
Restructuring adjustments   129    —      —      —      —      129  
Cash paid   (3,887)   (266)   (2,029)   (110)   (58)   (6,350) 
Non-cash adjustments   277    —      —      —      —      277  

   
 

   
 

   
 

   
 

   
 

   
 

Accrued restructuring balance at October 31, 2009  $ 4,623   $ 144   $ 5,705   $ 294   $ 402   $ 11,168  
   

 

   

 

   

 

   

 

   

 

   

 

Restructuring charges   —      —      —      —      —      —    
Restructuring adjustments   308    (54)   (218)   —      —      36  
Cash paid   (1,049)   (62)   (1,223)   (95)   (68)   (2,497) 
Non-cash adjustments   —      —      —      —      —      —    

   
 

   
 

   
 

   
 

   
 

   
 

Accrued restructuring balance at January 31, 2010  $ 3,882   $ 28   $ 4,264   $ 199   $ 334   $ 8,707  
   

 

   

 

   

 

   

 

   

 

   

 

Restructuring charges   —      43    222    —      11    276  
Restructuring adjustments   (27)   —      27    —      (16)   (16) 
Cash paid   (330)   (60)   (1,558)   (89)   (43)   (2,080) 
Non-cash adjustments   —      —      —      —      —      —    

   
 

   
 

   
 

   
 

   
 

   
 

Accrued restructuring balance at April 30, 2010  $ 3,525   $ 11   $ 2,955   $ 110   $ 286   $ 6,887  
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

 
(11) SEGMENT INFORMATION

Based on the information provided to the Company’s chief operating decision-maker (“CODM”) for purposes of making decisions about allocating
resources and assessing performance; the Company has three reportable operating segments, Americas, Asia, and Europe. The Company reports the ModusLink
PTS operating segment in aggregation with the Americas operating segment. In addition to its three reportable operating segments, the Company reports an “All
other” category. The “All other” category represents activity of the Company’s ModusLink OCS operating segment and TFL operating segment. The Company
also has Corporate-level activity consisting primarily of costs associated with certain corporate administrative functions such as legal and finance, which are not
allocated to the Company’s subsidiary companies and administration costs related to the Company’s venture capital investing. The “All other” category’s balance
sheet information includes ModusLink OCS and TFL. The Corporate-level activity balance sheet information includes cash and cash equivalents, available-for-
sale securities, investments and other assets, which are not identifiable to the operations of the Company’s operating segments.

Management evaluates segment performance based on segment net revenue, operating income (loss) and “adjusted operating income (loss)”, which is
defined as the operating income (loss) excluding net charges related to depreciation, long-lived asset impairment, restructuring, amortization of intangible assets,
stock-based compensation and non-cash charges. These items are excluded because they may be considered to be of a non-operational or non-cash nature.
Historically, the Company has recorded significant impairment and restructuring charges and therefore management uses adjusted operating income (loss) to
assist in evaluating the performance of the Company’s core operations.
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Summarized financial information of the Company’s continuing operations by operating segment is as follows:

 

   
Three Months Ended

April 30,   
Nine Months Ended

April 30,  
   2010   2009   2010   2009  
   (in thousands)  
Net revenue:      

Americas   $ 76,412   $ 79,863   $240,576   $ 261,490  
Asia    61,306    76,604    206,988    234,602  
Europe    64,858    70,921    226,959    275,683  
All other    11,121    4,081    21,341    11,568  

    
 

   
 

   
 

   
 

  $213,697   $231,469   $695,864   $ 783,343  
    

 

   

 

   

 

   

 

Operating income (loss):      
Americas   $ (3,940)  $ (4,126)  $ (8,080)  $ (89,875) 
Asia    11,343    10,946    41,810    (44,230) 
Europe    (1,358)   (1,813)   (2,150)   (24,503) 
All other    (1,234)   1,112    (1,693)   1,529  

    
 

   
 

   
 

   
 

Total segment operating income (loss)    4,811    6,119    29,887    (157,079) 
    

 
   

 
   

 
   

 

Other reconciling items    (3,516)   (3,428)   (11,054)   (11,516) 
    

 
   

 
   

 
   

 

Total operating income (loss)   $ 1,295   $ 2,691   $ 18,833   $(168,595) 
    

 

   

 

   

 

   

 

Adjusted operating income (loss):      
Americas   $ (1,678)  $ 38   $ (232)  $ (4,899) 
Asia    13,127    13,397    46,921    37,743  
Europe    441    3,955    2,595    5,467  
All other    (651)   1,420    (272)   2,435  

    
 

   
 

   
 

   
 

Total segment adjusted operating income (loss)    11,239    18,810    49,012    40,746  
Other reconciling items    (2,910)   (2,715)   (9,162)   (8,951) 

    
 

   
 

   
 

   
 

Total adjusted operating income (loss)   $ 8,329   $ 16,095   $ 39,850   $ 31,795  
    

 

   

 

   

 

   

 

Adjusted operating income (loss)   $ 8,329   $ 16,095   $ 39,850   $ 31,795  
Adjustments:      

Depreciation    (4,217)   (4,693)   (12,668)   (14,139) 
Amortization of intangible assets    (1,657)   (1,373)   (4,628)   (4,113) 
Impairment of goodwill    —      —      —      (164,682) 
Stock-based compensation    (900)   (928)   (3,296)   (3,972) 
Restructuring and other, net    (260)   (6,410)   (425)   (13,484) 

    
 

   
 

   
 

   
 

Operating income (loss)   $ 1,295   $ 2,691   $ 18,833   $(168,595) 
Other income (expense), net    (1,445)   (1,382)   (3,819)   (10,177) 
Income tax expense    942    3,188    4,997    10,677  
Income (loss) from discontinued operations    (2,334)   (68)   (2,319)   90  

    
 

   
 

   
 

   
 

Net income (loss)   $ (3,426)  $ (1,947)  $ 7,698   $(189,359) 
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April 30,

2010   
July 31,

2009
   (in thousands)
Total assets of continuing operations:     

Americas   $ 182,983  $ 180,788
Asia    125,226   187,836
Europe    130,448   118,338
All other    52,579   24,429

        

Sub-total    491,236   511,391
Corporate-level activity    39,367   44,430

        

  $ 530,603  $ 555,821
        

As of April 30, 2010, approximately 76%, 10% and 14% of the Company’s long-lived assets were located in the Americas, Asia and Europe, respectively.
As of July 31, 2009, approximately 72%, 13% and 15%, of the Company’s long-lived assets were located in the Americas, Asia and Europe, respectively. As of
April 30, 2010, approximately, $10.2 million, $7.8 million, $7.1 million, $3.6 million and $3.1 million of the Company’s long-lived assets were located in
Singapore, the Netherlands, Ireland, the Czech Republic and China, respectively. As of July 31, 2009, approximately, $10.1 million, $7.9 million, $6.5 million
and $4.0 million of the Company’s long-lived assets were located in Singapore, Ireland, the Netherlands and China, respectively.

During the three and nine months ended April 30, 2010, the Company generated revenue of approximately $38.3 million and $137.0 million, respectively,
in China and approximately $28.5 million and $102.6 million, respectively, in the Netherlands, from external customers. During the three and nine months ended
April 30, 2009, the Company generated revenue of approximately $48.7 million and $152.7 million, respectively, in China and approximately $29.7 million and
$125.8 million, respectively, in the Netherlands, from external customers.

(12) EARNINGS PER SHARE

The Company calculates earnings per share in accordance with ASC Topic 260, “Earnings per Share.” The Company adopted ASC Topic 260-10, formerly
FASB Staff Position EITF No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions Are Participating Securities” effective
August 1, 2009. Under ASC Topic 260-10, unvested share-based payment awards that contain non-forfeitable rights to dividends or dividend equivalents
(whether paid or unpaid) are participating securities and shall be included in the computation of earnings per share pursuant to the two-class method. All of the
Company’s nonvested shares are considered participating securities because they contain non-forfeitable rights to dividends.

Under the two-class method, net income is reduced by the amount of dividends declared in the period for each class of common stock and participating
securities. The remaining undistributed earnings are then allocated to common stock and participating securities as if all of the net income for the period had been
distributed. Basic earnings per share excludes dilution and is calculated by dividing net income allocable to common shares by the weighted average number of
common shares outstanding for the period. Diluted earnings per share is calculated by dividing net income allocable to common shares by the weighted-average
number of common shares for the period, as adjusted for the potential dilutive effect of non-participating share-based awards. The following table reconciles
earnings per share for the three and nine months ended April 30, 2010 and 2009.
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Three Months Ended

April 30,   
Nine Months Ended

April 30,  
   2010   2009   2010   2009  
   (in thousands)  
BASIC      

Net income (loss)   $ (3,426)  $ (1,947)  $ 7,698   $(189,359) 
Less net income allocable to participating restricted stock    —      —      (68)   —    

    
 

   
 

   
 

   
 

Net income (loss) available for common shares   $ (3,426)  $ (1,947)  $ 7,630   $(189,359) 
    

 

   

 

   

 

   

 

Weighted average common shares outstanding    43,730    45,276    44,256    45,442  
    

 
   

 
   

 
   

 

Basic net income (loss) per common share   $ (0.08)  $ (0.04)  $ 0.17   $ (4.17) 
    

 

   

 

   

 

   

 

DILUTED      
Net income (loss)   $ (3,426)  $ (1,947)  $ 7,698   $(189,359) 
Less net income allocable to participating restricted stock    —      —      (68)   —    

    
 

   
 

   
 

   
 

Net income (loss) available for common shares   $ (3,426)  $ (1,947)  $ 7,630   $(189,359) 
    

 

   

 

   

 

   

 

Weighted average common shares outstanding    43,730    45,276    44,256    45,442  
Weighted average common equivalent shares arising from: dilutive stock options    —      —      151    —    

    
 

   
 

   
 

   
 

Weighted-average number of common and potential common shares    43,730    45,276    44,408    45,442  
    

 

   

 

   

 

   

 

Diluted net income (loss) per common share   $ (0.08)  $ (0.04)  $ 0.17   $ (4.17) 
    

 

   

 

   

 

   

 

For the three months ended April 30, 2010, approximately 2.1 million common stock equivalent shares were excluded from the denominator in the
calculation of diluted earnings per share, as the Company had recorded a net loss for the three months ended April 30, 2010. For the nine months ended April 30,
2010, approximately 2.2 million common stock equivalent shares were excluded from the denominator in the calculation of diluted earnings per share as their
inclusion would have been antidilutive.

For the three and nine months ended April 30, 2009, approximately 2.2 million and 2.3 million, respectively, common stock equivalent shares have not
been included in the diluted per share calculation, as the Company had recorded a net loss for the three and nine months ended April 30, 2009.

(13) COMPREHENSIVE INCOME (LOSS)

The components of comprehensive income (loss), net of income taxes, were as follows:
 

   
Three Months Ended

April 30,   
Nine Months Ended

April 30,  
   2010   2009   2010   2009  
   (in thousands)  
Net income (loss)   $(3,426)  $(1,947)  $7,698  $(189,359) 
Net unrealized holding gain (loss) on securities    51    (219)   164   (1,626) 
Foreign currency translation adjustment    (67)   2,758    1,085   (7,583) 
Minimum pension liability adjustment    —      (45)   —     15  

    
 

   
 

       
 

Comprehensive income (loss)   $(3,442)  $ 547   $8,947  $(198,553) 
    

 

   

 

       

 

 
16



MODUSLINK GLOBAL SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

 
The components of accumulated other comprehensive income was as follows:

 

   
April 30,

2010   
July 31,

2009  
   (in thousands)  
Net unrealized holding gains (losses) on securities   $ 113  $ (51) 
Cumulative foreign currency translation adjustment    13,004   11,919  
Minimum pension liability adjustment    2,437   2,437  

        
 

Accumulated other comprehensive income   $15,554  $14,305  
        

 

(14) INVENTORIES

Inventories are stated at the lower of cost or market. Cost is determined by both the moving average and the first-in, first-out (“FIFO”) methods. Materials
that the Company typically procures on behalf of its clients that are included in inventory include materials such as compact discs, printed materials, manuals,
labels, hardware accessories, hard disk drives, consumer packaging, shipping boxes and labels, and power cords and cables for client-owned electronic devices.

Inventories consisted of the following:
 

   
April 30,

2010   
July 31,

2009
   (in thousands)
Raw materials   $41,282  $ 42,349
Work-in-process    2,946   5,482
Finished goods    22,042   15,192

        

  $66,270  $ 63,023
        

(15) CONTINGENCIES

From time to time, the Company may become involved in litigation relating to claims arising out of operations in the normal course of business, which it
considers routine and incidental to its business. The Company currently is not a party to any legal proceedings, the adverse outcome of which, in management’s
opinion, would have a material adverse effect on the Company’s business, results of operation, or financial condition.

(16) SHARE REPURCHASE PROGRAM

In June 2009, the Company’s Board of Directors authorized the repurchase of up to $15.0 million of the Company’s common stock from time to time on
the open market or in privately negotiated transactions over a twelve month period (the “Repurchase Program”), which was completed during the quarter ended
April 30, 2010. The timing and amount of the shares repurchased was determined by the Company’s management based on its evaluation of market conditions
and other factors. Repurchases were also made under a Rule 10b5-1 plan, which permits shares to be repurchased when the Company might otherwise be
precluded from doing so under insider trading laws. The Company retired and returned the repurchased shares to the Company’s authorized, but not issued or
outstanding common stock. The Repurchase Program was funded using the Company’s working capital. As of April 30, 2010, the Company had repurchased an
aggregate of approximately 1.8 million shares at a cost of approximately $15.0 million under the Repurchase Program.
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(17) INCOME TAXES

As of April 30, 2010 and July 31, 2009, the liability for unrecognized tax benefits related to various federal, state, and foreign income tax matters was $5.8
million and $6.2 million, respectively. Effective August 1, 2009, the Company adopted the provisions within ASC Topic 805, Business Combinations. As a result,
to the extent the unrecognized tax benefits are recognized, the entire amount would impact income tax expense after the measurement period. As of April 30,
2010 and July 31, 2009, the Company had recorded liabilities for interest expense related to uncertain tax positions in the amount of $84,000 for both periods.
The Company did not accrue for penalties related to income tax positions as there were no income tax positions that required the Company to accrue penalties.
The Company does not expect that the amounts of unrecognized tax benefits will change significantly in the next twelve months. For the three and nine months
ended April 30, 2010, the Company was profitable in certain jurisdictions where the Company operates, resulting in an income tax expense using enacted rates in
those jurisdictions.

The Company is subject to U.S. federal income tax and various state, local and international income taxes in numerous jurisdictions. The federal and state
tax returns are generally subject to tax examinations for the tax years ended July 31, 2006 through July 31, 2009. In addition, a number of tax years remain
subject to examination by the appropriate government agencies for certain countries in the European and Asian regions. In Europe, the Company’s 2003 through
2009 tax years remain subject to examination in most locations, while the Company’s 1998 through 2009 tax years remain subject to examination in most Asian
locations.

(18) @VENTURES INVESTMENTS

The Company maintains interests in several privately held companies through its interests in two venture capital funds which invest as “@Ventures.” The
Company invests in early stage technology companies. These investments are generally made in connection with a round of financing with other third-party
investors. During the three and nine months ended April 30, 2010, approximately $0.1 million and $3.2 million, respectively was invested by @Ventures. At
April 30, 2010, the Company’s carrying value of investments in privately held companies was approximately $13.0 million. Investments in which the Company’s
interest is less than 20% and which are not classified as available-for-sale securities are carried at the lower of cost or net realizable value unless it is determined
that the Company exercises significant influence over the investee company, in which case the equity method of accounting is used. For those investments in
which the Company’s voting interest is between 20% and 50%, the equity method of accounting is generally used. Under this method, the investment balance,
originally recorded at cost, is adjusted to recognize the Company’s share of net earnings or losses of the investee company as they occur, limited to the extent of
the Company’s investment in, advances to and commitments for the investee. These adjustments are reflected in “Equity in losses of affiliates and impairments”
in the Company’s Consolidated Statement of Operations.

(19) DISCONTINUED OPERATIONS

For the three months ended April 30, 2010, the Company recorded a net loss from discontinued operations of approximately $2.3 million primarily related
to adjustments to previously recorded estimates for facility lease obligations due to changes in the underlying sublease assumptions.

(20) SUBSEQUENT EVENTS

In June 2010, the Company’s Board of Directors authorized the repurchase of up to $10.0 million of the Company’s common stock from time to time on
the open market or in privately negotiated transactions over an
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eighteen month period. The timing and amount of any shares repurchased will be determined by the Company’s management based on its evaluation of market
conditions and other factors. Repurchases may also be made under a Rule 10b5-1 plan, which would permit shares to be repurchased when the Company might
otherwise be precluded from doing so under insider trading laws. The repurchase program may be suspended or discontinued at any time. It is the Company’s
intention to retire and return any repurchased shares to the Company’s authorized, but not issued or outstanding common stock. The repurchase program will be
funded using the Company’s working capital.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The matters discussed in this report contain forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as
amended, and Section 27A of the Securities Act of 1933, as amended that involve risks and uncertainties. All statements other than statements of historical
information provided herein may be deemed to be forward-looking statements. Without limiting the foregoing, the words “believes”, “anticipates”, “plans”,
“expects” and similar expressions are intended to identify forward-looking statements. Factors that could cause actual results to differ materially from those
reflected in the forward-looking statements include, but are not limited to, those discussed in Part II—Item 1A below and elsewhere in this report and the risks
discussed in the Company’s Annual Report on Form 10-K and Quarterly Reports on Form 10-Q filed with the SEC. Readers are cautioned not to place undue
reliance on these forward-looking statements, which reflect management’s analysis, judgment, belief or expectation only as of the date hereof. The Company
undertakes no obligation to publicly revise these forward-looking statements to reflect events or circumstances that arise after the date hereof.

Overview

ModusLink Global Solutions, Inc. (together with its consolidated subsidiaries, “ModusLink Global Solutions” or the “Company”), through its wholly
owned subsidiaries, ModusLink Corporation (“ModusLink”), ModusLink Open Channel Solutions, Inc. (“ModusLink OCS”), ModusLink PTS, Inc.
(“ModusLink PTS”) and Tech For Less, LLC (“TFL”), is a leader in global supply chain business process management serving technology-based clients in such
markets as computing, software, consumer electronics, storage and communications. The Company designs and executes critical elements in our clients’ global
supply chains to improve speed to market, product customization, flexibility, cost, quality and service. These benefits are delivered through a combination of
industry expertise, innovative service solutions, integrated operations, proven business processes, expansive global footprint and world class technology.

On December 4, 2009, the Company acquired TFL. TFL is a processor and marketer of customer-returned consumer electronics and business technology
products. The Company acquired 100% of the equity interest of TFL for approximately $31.0 million.

Management evaluates operating performance based on net revenue, operating income (loss), and net income (loss), and, across its segments, on the basis
of “adjusted operating income (loss),” which is defined as operating income (loss) excluding net charges related to depreciation, long-lived asset impairment,
restructuring, amortization of intangible assets, stock-based compensation and other charges not related to our baseline operating results. See Note 11 of the notes
to the condensed consolidated financial statements included in Item 1 above for segment information, including a reconciliation of adjusted operating income
(loss) to net income (loss).

We have developed a long-term set of strategic initiatives and an operating plan focused on increasing both revenue and profitability. We view the
continued development of our global operational infrastructure and footprint as a primary source of differentiation in the market place. We believe that by
leveraging our global footprint we will be able to optimize our clients’ supply chains using multi-facility, multi-geographic solutions.

Our focus during fiscal 2010 remains consistent with the continued execution against our long-term strategic plan, and implementation of the following
initiatives which are designed to achieve our long-term goals:

Drive sales growth through a combination of existing client penetration, and targeting new markets. Historically, a significant portion of our revenues from
our supply chain business have been generated from clients in the computing and software markets. These markets are mature and, as a result, gross margins in
these markets tend to be low. To address this, we have expanded our sales focus to include three new markets, in addition to the computing and software markets,
which we believe can benefit from our supply chain expertise.
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We believe these markets, communications, storage devices and consumer electronics, are experiencing faster growth than our historical markets, and represent
opportunities to realize higher gross margins on our services. Companies in these markets often are early in their product life cycles and have significant need for
a supply chain partner who will be an extension to their business models.

Increase the value delivered to clients through service expansion. During fiscal year 2010, we have continued to focus on and invest in expanding and
further developing our e-commerce, aftermarket and certain other offerings, which we believe will increase the overall value of the supply chain solutions we
deliver to our existing clients and to new clients. We expect these solutions will continue to enhance our gross margins and drive greater profitability.
Furthermore, we believe that the addition of new services to existing clients will strengthen our relationship with these clients, and further integrate us with their
business.

Drive operational efficiencies throughout our organization. Our strategy is to operate an integrated supply chain system infrastructure that extends from
front-end order management through distribution and returns management. This end-to-end solution enables clients to link supply and demand in real time,
improve visibility and performance throughout the supply chain, and provide real-time access to information for greater collaboration and making informed
business decisions. We believe that our clients benefit from our global integrated business solution. We also reduce our operating costs while implementing
operational efficiencies throughout the Company. We expect that our lean sigma continuous improvement program will drive further operational efficiencies in
the future. The lean sigma continuous improvement program is aimed at reducing our overall costs, increasing efficiencies and improving capacity utilization.
The program consists of standardized training for the Company’s employees in the lean sigma fundamentals (which include six sigma and “lean” methodology
approaches) including standard tools to support the identification and elimination of waste and variability and applying these methods to operational and
administrative tasks. As noted, the training enables employees to identify and implement projects to improve efficiency, productivity and eliminate waste through
ongoing improvement efforts. We believe this initiative will yield improved process standardization and operating efficiency gains, as well as lower our long-term
operating costs.

We believe that successful execution of these initiatives will enable us to improve our long-term financial performance. We have developed financial
operating metric goals which are dependent on the successful implementation of these initiatives. These goals are to generate gross margins which along with an
appropriate level of selling, general and administrative costs will result in an operating income margin range of 5% to 7%. From time to time, we publicly state
our progress against these goals and current expectation of when we believe we will attain these goals and begin operating at these levels. Among the key factors
that will influence our performance against these goals are successful execution and implementation of our strategic initiatives, global economic conditions,
especially in the technology sector, demand for our clients’ products, and demand for outsourcing services.

During the prior fiscal year ended July 31, 2009, the Company saw a weakening in the business environment and global economy. Management believes
that the declines in revenue during the three and nine months ended April 30, 2010 compared with the three and nine months ended April 30, 2009 are in large
part due to the weakening in the global economic environment. During fiscal 2009, the Company implemented restructuring plans to better position the Company
for the long-term, given the ongoing challenging economic environment. The cost cutting actions that were taken during fiscal year 2009 as a result of the general
economic decline included the elimination of approximately 500 jobs and the closing of certain facilities. For the three and nine months ended April 30, 2010, the
Company recorded net restructuring charges of approximately $0.3 million and $0.4 million primarily due to changes in underlying assumptions of initial
estimates of previously recorded restructuring plans and the reduction of 15 employees in Asia.

For the three months ended April 30, 2010, the Company reported net revenue of $213.7 million, operating income of $1.3 million, a loss from continuing
operations before income taxes of $0.2 million, a net loss of $3.4 million and a gross margin percentage of 11.5%. For the nine months ended April 30, 2010, the
Company
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reported net revenue of $695.9 million, operating income of $18.8 million, income from continuing operations before income taxes of $15.0 million, net income
of $7.7 million and a gross margin percentage of 13.2%. Net income for the nine months ended April 30, 2010 reflects an impairment charge of $0.3 million
recorded on a certain investment included in the @Ventures investment portfolio. We currently conduct business in The Netherlands, Hungary, France, Ireland,
Czech Republic, Singapore, Taiwan, China, Malaysia, Japan, Australia and Mexico in addition to our United States operations. At April 30, 2010, we had cash
and cash equivalents, available-for-sale securities and short-term investments of $160.2 million, and working capital of $221.3 million.

As a large portion of our revenue comes from outsourcing services provided to clients such as hardware manufacturers, software publishers,
telecommunications carriers, broadband and wireless service providers and consumer electronics companies, our operating performance has been and may
continue to be adversely affected by declines in the overall performance of the technology sector and the continued economic decline affecting the world
economy. In addition, the drop in consumer demand for our clients’ products has had and may continue to have the effect of reducing our volumes and adversely
affecting our revenue performance. The market for our supply chain management services is very competitive. We also face pressure from our clients to
continually realize efficiency gains in order to help our clients maintain their gross margins and profitability. Increased competition and client demands for
efficiency improvements may result in price reductions, reduced gross margins and, in some cases, loss of market share. As a result of these competitive and
client pressures the gross margins in our business are low. During the three and nine months ended April 30, 2010, our gross margin percentage were 11.5% and
13.2%, respectively. Increased competition arising from industry consolidation and/or low demand for our clients’ products and services may hinder our ability to
maintain or improve our gross margins, profitability and cash flows. We must continue to focus on margin improvement, through implementation of our strategic
initiatives, cost reductions and asset and employee productivity gains in order to improve the profitability of our business and maintain our competitive position.
We generally react to margin and pricing pressures in several ways, including efforts to target new markets, expand our service offerings and to lower our
infrastructure costs. We seek to lower our cost to service clients by moving work to lower-cost venues, establishing facilities closer to our clients to gain
efficiencies, and other actions designed to improve the productivity of our operations.

Historically, a limited number of key clients have accounted for a significant percentage of our revenue. For the three and nine months ended April 30,
2010, sales to Hewlett-Packard accounted for approximately 31% and 29%, respectively of our consolidated net revenue. For the three and nine months ended
April 30, 2009, sales to Hewlett-Packard accounted for approximately 26% and 24%, respectively, of our consolidated net revenue and sales to SanDisk
Corporation accounted for approximately 10% and 11%, respectively, of our consolidated net revenue, sales to Advanced Micro Devices accounted for
approximately 12% and 10% of our consolidated net revenue. We expect to continue to derive the vast majority of our operating revenue from sales to a small
number of key clients. In general, we do not have agreements which obligate any client to buy a minimum amount of services from us or designate us as an
exclusive service provider. Consequently, our sales are subject to demand variability by our clients. The level and timing of orders placed by our clients vary for a
variety of reasons, including seasonal buying by end-users, the introduction of new technologies and general economic conditions.

Basis of Presentation

The Company has six operating segments: Americas; Asia; Europe; ModusLink OCS; ModusLink PTS and TFL. The Company has three reportable
segments, Americas, Asia and Europe. The Company reports the ModusLink PTS operating segment in aggregation with the Americas operating segment. In
addition to its three reportable segments, the Company reports an “All other” category. The “All other” category represents the ModusLink OCS and TFL
operating segments. The Company also has Corporate-level activity, which consists primarily of costs associated with certain corporate administrative functions
such as legal and finance which are not allocated to the Company’s subsidiary companies, administration costs related to the Company’s venture capital activities
and any residual results of operations from previously divested operations.
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In accordance with accounting principles generally accepted in the United States of America, all significant intercompany transactions and balances have
been eliminated in consolidation.

Results of Operations

Three months ended April 30, 2010 compared to the three months ended April 30, 2009

Net Revenue:
 

   

Three 
Months
Ended

April 30,
2010   

As a % of
Total
Net

Revenue   

Three 
Months
Ended

April 30,
2009   

As a % 
of

Total
Net

Revenue  $ Change   % Change 
   (in thousands)  
Americas   $ 76,412  35.8%  $ 79,863  34.5%  $ (3,451)  (4.3)% 
Asia    61,306  28.7%   76,604  33.1%   (15,298)  (20.0)% 
Europe    64,858  30.3%   70,921  30.6%   (6,063)  (8.6)% 
All other    11,121  5.2%   4,081  1.8%   7,040   172.5% 

       
 

      
 

   
 

 

Total   $213,697  100.0%  $231,469  100.0%  $(17,772)  (7.7)% 
              

 

 

Net revenue decreased by approximately $17.8 million during the three months ended April 30, 2010, as compared to the same period in the prior year.
This $17.8 million decrease was primarily a result of a $38.8 million decline in revenue due to lower volumes from certain client programs, partially offset by
approximately $9.0 million of incremental revenue from TFL. Approximately $121.4 million of the net revenue for the three months ended April 30, 2010 related
to the procurement and re-sale of materials on behalf of our clients as compared to $131.8 million for the three months ended April 30, 2009.

During the three months ended April 30, 2010, net revenue in the Americas, Asia and Europe segments decreased by approximately $3.5 million, $15.3
million and $6.1 million, respectively. These decreases resulted primarily from declines in client order volumes partially offset by new business. The increase in
the All other category related to inclusion of incremental revenue from the Company’s TFL operating segment.

A significant portion of our client base operates in the technology sector, which is intensely competitive and very volatile. Our clients’ order volumes vary
from quarter to quarter for a variety of reasons, including market acceptance of their new product introductions and overall demand for their products including
seasonality factors. This business environment, and our mode of transacting business with our clients, does not lend itself to precise measurement of the amount
and timing of future order volumes, and as a result, future consolidated and segment sales volumes and revenues could vary significantly from period to period.
We sell primarily on a purchase order basis, rather than pursuant to contracts with minimum purchase requirements. These purchase orders are generally for
quantities necessary to support near-term demand for our clients’ products.

Cost of Revenue:
 

   

Three Months
Ended

April 30,
2010   

As a % of
Segment

Net
Revenue   

Three Months
Ended

April 30,
2009   

As a % of
Segment

Net
Revenue   $ Change   % Change 

   (in thousands)  
Americas   $ 74,990  98.1%  $ 76,358  95.6%  $ (1,368)  (1.8)% 
Asia    44,602  72.8%   58,987  77.0%   (14,385)  (24.4)% 
Europe    60,406  93.1%   62,407  88.0%   (2,001)  (3.2)% 
All other    8,874  79.8%   1,282  31.4%   7,592   592.2% 

              
 

 

Sub-total    188,872  88.4%   199,034  86.0%   (10,162)  (5.1)% 
Corporate-level activity    218  —      —    —      218   100.0% 

              
 

 

Total   $ 189,090  88.5%  $ 199,034  86.0%  $ (9,944)  (5.0)% 
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Cost of revenue consists primarily of expenses related to the cost of materials purchased in connection with the provision of supply chain management
services as well as costs for salaries and benefits, contract labor, consulting, fulfillment and shipping, and applicable facilities costs. Cost of revenue decreased by
approximately $9.9 million for the three months ended April 30, 2010, as compared to the three months ended April 30, 2009. Gross margins for the third quarter
of fiscal 2010 were 11.5% as compared to 14.0% in the prior year quarter. This decrease is attributable to a decline in volume, change in customer mix and
product mix, partially offset by increased productivity and cost reduction actions that were initiated during fiscal year 2009.

For the three months ended April 30, 2010, the Company’s gross margin percentages within the Americas, Asia and Europe regions were 1.8%, 27.2% and
6.8%, as compared to 4.3%, 23.0% and 12.0%, respectively, for the same period of the prior year. The 250 basis-point decrease in gross margin within the
Americas region is attributed to a change in product mix and less cost leverage as the result of lower volumes, partially offset by the impact of cost reduction
actions initiated during fiscal year 2009. Within the Asia region, the 420 basis-point increase in gross margin is primarily attributed to a change in product mix
and geography mix. Within the Europe region, the 520 basis-point decrease in gross margin was primarily due to a change in product mix and less cost leverage
as the result of lower volumes, partially offset by the impact of cost reduction actions initiated during fiscal year 2009.

As a result of the lower overall cost of delivering the Company’s services in the Asia region, particularly China, we expect gross margin levels in Asia to
continue to exceed those earned in the Americas and Europe regions. However, we expect that there will continue to be pressure on gross margin levels in Asia as
the market, particularly China, matures.

Selling, General and Administrative Expenses:
 

   

Three Months
Ended

April 30,
2010   

As a % of
Segment

Net
Revenue   

Three Months
Ended

April 30,
2009   

As a % of
Segment

Net
Revenue   $ Change  % Change 

   (in thousands)  
Americas   $ 4,627  6.1%  $ 5,190  6.5%  $ (563)  (10.8)% 
Asia    4,947  8.1%   5,731  7.5%   (784)  (13.7)% 
Europe    5,556  8.6%   6,171  8.7%   (615)  (10.0)% 
All other    2,951  26.5%   1,439  35.3%   1,512   105.1% 

              
 

 

Sub-total    18,081  8.5%   18,531  8.0%   (450)  (2.4)% 
Corporate-level activity    3,314  —      3,430  —      (116)  (3.4)% 

              
 

 

Total   $ 21,395  10.0%  $ 21,961  9.5%  $ (566)  (2.6)% 
              

 

 

Selling, general and administrative expenses consist primarily of compensation and employee-related costs, sales commissions and incentive plans,
information technology expenses, travel expenses, facilities costs, consulting fees, fees for professional services, depreciation expense and marketing expenses.
Selling, general and administrative expenses during the three months ended April 30, 2010 decreased by approximately $0.6 million compared to the three month
period ended April 30, 2009, primarily as a result of a $2.5 million decline in employee-related costs, a $0.4 million decrease in the fair value of the TFL earnout,
and a $0.3 million decline in depreciation expense, which were partially offset by the inclusion of approximately $1.6 million of selling, general and
administrative expenses of TFL, and a $0.6 million increase in professional service fees.
 

24



Amortization of Intangible Assets:
 

   

Three Months
Ended

April 30,
2010   

As a % of
Segment

Net
Revenue   

Three Months
Ended

April 30,
2009   

As a % of
Segment

Net
Revenue   $ Change  % Change 

   (in thousands)  
Americas   $ 757  1.0%  $ 757  1.0%  $ —    —    
Asia    369  0.6%   369  0.5%   —    —    
Europe    —    —      —    —      —    —    
All other    531  4.8%   247  6.1%   284  115.0% 

                

Total   $ 1,657  0.8%  $ 1,373  0.6%  $ 284  20.7% 
                

The intangible asset amortization relates to certain amortizable intangible assets acquired by the Company in connection with its acquisition of Modus
Media, Inc., ModusLink OCS, ModusLink PTS, and TFL. These intangible assets are being amortized over lives ranging from 1 to 10 years.

Restructuring and Other, net:
 

   

Three Months
Ended

April 30,
2010   

As a % of
Segment

Net
Revenue   

Three Months
Ended

April 30,
2009   

As a % of
Segment

Net
Revenue   $ Change  % Change 

   (in thousands)  
Americas   $ (27)  (0.1)%  $ 1,829  2.3%  $(1,856)  (101.5)% 
Asia    43   0.1%   551  0.7%   (508)  (92.2)% 
Europe    249   0.4%   4,030  5.7%   (3,781)  (93.8)% 
All other    —     —      —    —      —     —    

    
 

         
 

 

Sub-total   $ 265   0.1%  $ 6,410  2.7%   (6,145)  (95.9)% 
Corporate-level activity    (5)  —      —    —      (5)  (100.0)% 

    
 

         
 

 

Total   $ 260   0.1%  $ 6,410  2.7%  $(6,150)  (95.9)% 
    

 

         

 

 

During the three months ended April 30, 2010, the Company recorded a net restructuring charge of approximately $0.3 million primarily due to a $0.2
million early termination payment of a lease in Budapest, Hungary, and changes in estimates for previously recorded employee-related expenses and facilities
lease obligations primarily based on changes to the underlying assumptions.

During the three months ended April 30, 2009, the Company recorded a net restructuring charge of approximately $6.4 million. The $6.4 million charge
recorded during the three months ended April 30, 2009 consisted of approximately $4.9 million related to a workforce reduction related to the Company’s 2009
restructuring plans, approximately $1.2 million related to the shutdown of facilities in El Paso, TX and Budapest, Hungary and the shutdown of a sales office in
San Jose, CA and a $0.4 million charge related to the impairment of fixed assets at the facility in El Paso, TX. These charges were partially offset by a net
adjustment of $0.1 million during the three months ended April 30, 2009 to decrease previously recorded restructuring estimates for employee-related severance
expenses due to changes to the underlying assumptions.

Interest Income/Expense:

During the three months ended April 30, 2010, interest income decreased to $49,000 from $0.1 million for the three months ended April 30, 2009. The
decrease in interest income was the result of lower average interest rates during the current period compared to the same period in the prior fiscal year.
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For the three months ended April 30, 2010 and 2009, interest expense totaled approximately $0.1 million, for both periods. In both periods, interest
expense related primarily to the Company’s stadium obligation.

Other Gains (Losses), net:

Other gains (losses), net were a net loss of approximately $1.2 million for the three months ended April 30, 2010. During the three months ended April 30,
2010, the Company recorded foreign exchange losses of approximately $1.3 million due to realized and unrealized gains and losses from foreign currency
exposures and settled transactions in the Americas, Asia and Europe, and a $35,000 loss on the disposal of fixed assets. These losses were offset by a $0.2 million
gain on the sale of investments. The $0.2 million gain was the result of acquisitions by third parties of M2E Power, Inc. and H2Gen Innovations, Inc.

During the three months ended April 30, 2009, other gains (losses), was a net gain of approximately $0.4 million. During the three months ended April 30,
2009, the Company recorded foreign exchange losses of approximately $2.2 million due to realized and unrealized gains and losses from foreign currency
exposures and settled transactions in Asia and Europe. The Company also recorded a gain of approximately $2.6 million related to the acquisition, by a third
party, of all of the ownership interests held by @Ventures in Foodbuy, LLC.

Equity in Losses of Affiliates, net of Impairments:

Equity in losses of affiliates, net of impairments, results from the Company’s minority ownership in certain investments that are accounted for under the
equity method. Under the equity method of accounting, the Company’s proportionate share of each affiliate’s operating income or losses is included in equity in
losses of affiliates. Equity in losses of affiliates decreased to a loss of $0.2 million for the three months ended April 30, 2010 from a loss of $1.8 million for the
same period in the prior fiscal year, primarily as a result of net losses recognized by certain affiliate companies.

The Company assesses the need to record impairment losses on its investments and records such losses when the impairment of an investment is
determined to be other than temporary in nature. The process of assessing whether a particular equity investment’s net realizable value is less than its carrying
cost requires a significant amount of judgment. In making this judgment, the Company carefully considers the investee’s cash position, projected cash flows (both
short and long-term), financing needs, recent financing rounds, most recent valuation data, the current investing environment, management/ownership changes
and competition. The valuation process is based primarily on information that the Company requests from these privately held companies and is not subject to the
same disclosure and audit requirements as the reports required of U.S. public companies. Based on the Company’s evaluation, there is no impairment for the three
months ended April 30, 2010 related to its investment in a privately held company.

Estimating the net realizable value of investments in privately held early-stage technology companies is inherently subjective and has contributed to
volatility in our reported results of operations in the past and may negatively impact our results of operations in the future. We may incur impairment charges to
our investments in privately held companies, which could have an adverse impact on our future results of operations. A decline in the carrying value of our $13.0
million of investments in affiliates at April 30, 2010 ranging from 10% to 20%, respectively, would decrease our income from continuing operations by $1.3
million to $2.6 million.

Income Tax Expense:

During the three months ended April 30, 2010, the Company recorded income tax expense of approximately $0.9 million, as compared to income tax
expense of $3.2 million for the same period in the prior fiscal year. For the three months ended April 30, 2010, the Company was profitable in certain
jurisdictions where the Company operates, resulting in an income tax expense using the enacted tax rates in those jurisdictions.
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The Company provides for income tax expense related to federal, state, and foreign income taxes. For the three months ended April 30, 2010 and 2009, the
Company’s U.S. taxable income, and the taxable income for certain foreign locations, was offset by net operating loss carryovers from prior years. The Company
continues to maintain a full valuation allowance against its deferred tax asset in the U.S. and certain of its foreign subsidiaries due to the uncertainty of realizing
such benefits.

Discontinued Operations:

During the three months ended April 30, 2010, the Company recorded a net loss from discontinued operations of approximately $2.3 million, as compared
to a net loss of $0.1 million for same period in the prior fiscal year. The $2.3 million net loss from discontinued operations primarily relates to changes to
previously recorded estimates for facility lease obligations due to changes in the underlying sublease assumptions.

Results of Operations

Nine months ended April 30, 2010 compared to the nine months ended April 30, 2009

Net Revenue:
 

   

Nine Months
Ended

April 30,
2010   

As a % of
Total
Net

Revenue   

Nine Months
Ended

April 30,
2009   

As a % of
Total
Net

Revenue   $ Change   % Change 
   (in thousands)  
Americas   $ 240,576  34.6%  $ 261,490  33.4%  $(20,914)  (8.0)% 
Asia    206,988  29.7%   234,602  30.0%   (27,614)  (11.8)% 
Europe    226,959  32.6%   275,683  35.2%   (48,724)  (17.7)% 
All other    21,341  3.1%   11,568  1.4%   9,773   84.5% 

       
 

      
 

   
 

 

Total   $ 695,864  100.0%  $ 783,343  100.0%  $(87,479)  (11.2)% 
              

 

 

Net revenue decreased by approximately $87.5 million during the nine months ended April 30, 2010, as compared to the same period in the prior year. The
$87.5 million decrease was primarily a result of a decline in volumes from certain client programs, partially offset by new business. Approximately $396.7
million of the net revenue for the nine months ended April 30, 2010 related to the procurement and re-sale of materials on behalf of our clients as compared to
$465.3 million for the nine months ended April 30, 2009.

During the nine months ended April 30, 2010, net revenue in the Americas, Asia and Europe segments decreased by approximately $20.9 million, $27.6
million and $48.7 million, respectively. These decreases resulted primarily from declines in client order volumes. The $9.7 million increase in net revenue in the
all other category is due to the inclusion of net revenue from the TFL operating segment.

A significant portion of our client base operates in the technology sector, which is intensely competitive and very volatile. Our clients’ order volumes vary
from quarter to quarter for a variety of reasons, including market acceptance of their new product introductions and overall demand for their products including
seasonality factors. This business environment, and our mode of transacting business with our clients, does not lend itself to precise measurement of the amount
and timing of future order volumes, and as a result, future consolidated and segment sales volumes and revenues could vary significantly from period to period.
We sell primarily on a purchase order basis, rather than pursuant to contracts with minimum purchase requirements. These purchase orders are generally for
quantities necessary to support near-term demand for our clients’ products.
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Cost of Revenue:
 

   

Nine Months
Ended

April 30,
2010   

As a % of
Segment

Net
Revenue   

Nine Months
Ended

April 30,
2009   

As a % of
Segment

Net
Revenue   $ Change   % Change 

   (in thousands)  
Americas   $ 230,804  96.0%  $ 254,351  97.3%  $(23,547)  (9.3)% 
Asia    147,184  71.1%   180,691  77.1%   (33,507)  (18.5)% 
Europe    210,366  92.7%   251,375  91.2%   (41,009)  (16.3)% 
All other    15,136  71.0%   4,200  36.3%   10,936   260.4% 

              
 

 

Sub-total    603,490  86.7%   690,617  88.2%   (87,127)  (12.6)% 
Corporate-level activity    218  —      —    —      218   100.0% 

              
 

 

Total   $ 603,708  86.8%  $ 690,617  88.2%  $(86,909)  (12.6)% 
              

 

 

Cost of revenue consists primarily of expenses related to the cost of materials purchased in connection with the provision of supply chain management
services as well as costs for salaries and benefits, contract labor, consulting, fulfillment and shipping, and applicable facilities costs. Cost of revenue decreased by
approximately $86.9 million for the nine months ended April 30, 2010, as compared to the nine months ended April 30, 2009. Gross margins for the nine months
ended April 30, 2010 were 13.2% as compared to 11.8% for the nine months ended April 30, 2009. This 140 basis-point increase is attributable to increased
productivity and cost reduction actions that were initiated during fiscal year 2009 and a change in customer mix and product mix.

For the nine months ended April 30, 2010, the Company’s gross margin percentages within the Americas, Asia and Europe regions were 4.0%, 28.9% and
7.3%, as compared to 2.7%, 22.9% and 8.8%, respectively, for the same period of the prior year. The 130 basis-point increase in gross margin within the
Americas region is attributed to increased productivity, a change in product mix and the impact of cost reduction actions initiated during fiscal year 2009. Within
the Asia region, the 600 basis-point increase in gross margin is primarily attributed to a change in customer mix and product mix. Within the Europe region, the
150 basis-point decrease in gross margin was primarily due to a decline in volumes and a negative impact of foreign currency translation, partially offset by
increased productivity, changes in product mix, the reversal of a liability due to satisfaction of conditions under a prior agreement and the impact of cost reduction
actions initiated during fiscal year 2009.

As a result of the lower overall cost of delivering the Company’s services in the Asia region, particularly China, we expect gross margin levels in Asia to
continue to exceed those earned in the Americas and Europe regions. However, we expect that there will continue to be pressure on gross margin levels in Asia as
the market, particularly China, matures.

Selling, General and Administrative Expenses:
 

   

Nine Months
Ended

April 30,
2010   

As a % of
Segment

Net
Revenue   

Nine Months
Ended

April 30,
2009   

As a % of
Segment

Net
Revenue   $ Change   % Change 

   (in thousands)  
Americas   $ 15,172  6.3%  $ 17,973  6.9%  $ (2,801)  (15.6)% 
Asia    16,893  8.2%   20,807  8.9%   (3,914)  (18.8)% 
Europe    18,706  8.2%   23,900  8.7%   (5,194)  (21.7)% 
All other    6,645  31.1%   5,098  44.1%   1,547   30.3% 

              
 

 

Sub-total    57,416  8.3%   67,778  8.7%   (10,362)  (15.3)% 
Corporate-level activity    10,854  —      11,264  —      (410)  (3.6)% 

              
 

 

Total   $ 68,270  9.8%  $ 79,042  10.1%  $(10,772)  (13.6)% 
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Selling, general and administrative expenses consist primarily of compensation and employee-related costs, sales commissions and incentive plans,
information technology expenses, travel expenses, facilities costs, consulting fees, fees for professional services, depreciation expense and marketing expenses.
Selling, general and administrative expenses during the nine months ended April 30, 2010 decreased by approximately $10.8 million compared to the nine month
period ended April 30, 2009, primarily as a result of a $8.9 million decline in employee-related costs, a $1.9 million decline in bad debt expense, a $1.0 million
decline in depreciation expense, a $0.7 million decline in Enterprise Resource Planning (“ERP”) system implementation costs and a $0.5 million decline in travel
expenses, partially offset by the inclusion of approximately $2.7 million of selling, general and administrative expenses of TFL, $0.8 million in transaction costs
related to the acquisition of TFL and a $0.6 million increase in professional fees.

Impairment of Goodwill:
 

   

Nine Months
Ended

April 30,
2010   

As a % of
Segment

Net
Revenue   

Nine Months
Ended

April 30,
2009   

As a % of
Segment

Net
Revenue   $ Change   % Change 

   (in thousands)  
Americas   $ —    —    $ 74,626  28.5%  $ (74,626)  (100.0)% 
Asia    —    —     73,948  31.5%   (73,948)  (100.0)% 
Europe    —    —     16,108  5.8%   (16,108)  (100.0)% 
All other    —    —     —    —      —     —    

               
 

 

Total   $ —    —    $ 164,682  21.0%  $(164,682)  (100.0)% 
               

 

 

The Company conducts its goodwill impairment test on July 31 of each fiscal year. In addition, if and when events or circumstances change that would
reduce the fair value of any of its reporting units below its carrying value, an interim test would be performed. In making this assessment, the Company relies on
a number of factors including operating results, business plans, economic projections, anticipated future cash flows, and transactions and marketplace data.
During the nine months ended April 30, 2010 there was no impairment recorded. If the assumptions used in preparing the assessments of the reporting units for
purposes of impairment analysis differ from actual future results, we may record impairment charges in the future. For goodwill testing purposes the Company
has six reporting units, the Americas, Asia, Europe, ModusLink OCS, ModusLink PTS and TFL. During the second quarter of fiscal year 2009, indicators of
potential impairment caused the Company to conduct an interim impairment test. Those indicators included the following: a significant decrease in the market
capitalization of the Company, and the change in the macroeconomic environment. As part of the test, the Company performed a market capitalization
reconciliation to ensure that the resulting outputs of the test and the total Company fair value were consistent, giving effect to a reasonable control premium, 35%.
As a result of the step one test, the Company concluded that, as of January 31, 2009, the fair value of three of its five reporting units was below their respective
carrying values, including goodwill. The three reporting units that showed potential impairment were the Americas, Asia and Europe. As such, step two of the
impairment test was initiated. The step two analysis was completed and in connection with the preparation of its quarterly financial statements for the quarter
ended January 31, 2009 the Company concluded that its goodwill was impaired and recorded a $164.7 million non-cash goodwill impairment charge consisting of
$74.6 million for the Americas, $73.9 million for Asia, and $16.1 million for Europe.

The estimated fair values of the Company’s reporting units were evaluated in the second quarter of fiscal year 2009 using the income approach by
calculating the present value of its estimated future cash flows and the comparable transaction method. The Company determined that due to the economic
conditions that the income approach was more representative of fair value. The income approach incorporates many assumptions including future growth rates,
discount factors, expected capital expenditures, and income tax cash flows. In developing an appropriate discount rate to apply in its estimated cash flow models
the Company develops an estimate of its weighted average cost of capital.
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Amortization of Intangible Assets:
 

   

Nine Months
Ended

April 30,
2010   

As a % of
Segment

Net
Revenue   

Nine Months
Ended

April 30,
2009   

As a % of
Segment

Net
Revenue   $ Change  % Change 

   (in thousands)  
Americas   $ 2,268  1.0%  $ 2,262  0.9%  $ 6   0.3% 
Asia    1,107  0.5%   1,109  0.5%   (2)  (0.2)% 
Europe    —    —      —    —      —     —    
All other    1,253  5.9%   742  6.4%   511   68.9% 

              
 

 

Total   $ 4,628  0.7%  $ 4,113  0.5%  $ 515   12.5% 
              

 

 

The intangible asset amortization relates to certain amortizable intangible assets acquired by the Company in connection with its acquisition of Modus
Media, Inc., ModusLink OCS, ModusLink PTS, and TFL. These intangible assets are being amortized over lives ranging from 1 to 10 years.

Restructuring and Other, net:
 

   

Nine Months
Ended

April 30,
2010   

As a % of
Segment

Net
Revenue   

Nine Months
Ended

April 30,
2009   

As a % of
Segment

Net
Revenue   $ Change   % Change 

   (in thousands)  
Americas   $ 410   0.2%  $ 3,420  1.3%  $ (3,010)  (88.0)% 
Asia    (11)  —      1,731  0.7%   (1,742)  (100.6)% 
Europe    31   0.1%   8,081  2.9%   (8,050)  (99.6)% 
All other    —     —      —    —      —     —    

    
 

         
 

 

Sub-total   $ 430   0.1%  $ 13,232  1.7%   (12,802)  (96.8)% 
Corporate-level activity    (5)  —      252  —      (257)  (102.0)% 

    
 

         
 

 

Total   $ 425   0.1%  $ 13,484  1.7%  $(13,059)  (96.9)% 
    

 

         

 

 

During the nine months ended April 30, 2010, the Company recorded a net restructuring charge of approximately $0.4 million primarily due to a $0.2
million early termination payment of a lease in Budapest, Hungary, and changes in estimates for previously recorded employee-related expenses and facilities
lease obligations primarily based on changes to the underlying assumptions.

During the nine months ended April 30, 2009, the Company recorded net restructuring charges of approximately $13.5 million. This charge consisted of
approximately $9.4 million related to a plan for a workforce reduction of approximately 500 employees, which was approved by management in the first quarter
of fiscal year 2009 (the “Q1Plan”). The charge also consisted of approximately $2.3 million for severance costs related to the workforce reduction of
approximately 29 employees in Angers, France. The charge also consisted of approximately $1.2 million relating to the shutdown of facilities in El Paso, TX and
Budapest, Hungary, and the shutdown of a sales office in San Jose, CA and a $0.4 million charge for the impairment of fixed assets at the location in El Paso, TX.
These restructuring charges were partially offset by approximately $1.8 million in reductions to estimates for previously recorded employee-related expenses and
facilities lease obligations primarily based on changes to the underlying assumptions.

Interest Income/Expense:

During the nine months ended April 30, 2010, interest income decreased to $0.3 million from $1.3 million for the nine months ended April 30, 2009. The
decrease in interest income was the result of lower average interest rates during the current period compared to the same period in the prior fiscal year.
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Interest expense totaled approximately $0.4 million and $0.6 million for the nine months ended April 30, 2010 and 2009, respectively. In both periods,
interest expense related primarily to the Company’s stadium obligation.

Other Gains (Losses), net:

Other gains (losses), net were a net loss of approximately $1.7 million for the nine months ended April 30, 2010. During the nine months ended April 30,
2010, the Company recorded foreign exchange losses of approximately $1.3 million due to realized and unrealized gains and losses from foreign currency
exposures and settled transactions in the Americas, Asia and Europe and a $0.1 million loss on the disposal of fixed assets. These losses were offset by a $0.3
million gain on the sale of investments. The $0.3 million gain was the result of acquisitions by third parties of M2E Power, Inc. and H2Gen Innovations, Inc. and
an adjustment to a previously recorded gain on the acquisition by a third party of Virtual Ink, Inc., due to the satisfaction of conditions leading to the release of
funds held in escrow. Virtual Ink, Inc. was an @Ventures portfolio company that was acquired by a third party in a previous reporting period.

During the nine months ended April 30, 2009, other gains (losses), net consisted of a net gain of approximately $2.3 million. During the nine months ended
April 30, 2009, the Company recorded foreign exchange losses of approximately $0.2 million due to realized and unrealized gains and losses from foreign
currency exposures and settled transactions in the Americas, Asia and Europe, and $4.0 million of gains on the sale of investments. The $4.0 million of gains was
the result of a $2.6 million gain on the acquisition by a third party of all of the ownership interests held by @Ventures in Foodbuy, LLC, and $1.3 million of gains
to adjust previously recorded gains on the acquisitions by a third parties of TGN and Avamar Technologies, Inc., due to the satisfaction of conditions leading to
the release of funds held in escrow. TGN and Avamar Technologies, Inc. were @Ventures portfolio companies that were acquired by third parties in previous
reporting periods. These gains were partially offset by a $1.0 million impairment of an investment.

Equity in Losses of Affiliates, net of Impairments:

Equity in losses of affiliates, net of impairments, results from the Company’s minority ownership in certain investments that are accounted for under the
equity method. Under the equity method of accounting, the Company’s proportionate share of each affiliate’s operating income or losses is included in equity in
losses of affiliates. Equity in losses of affiliates decreased to a loss of $1.9 million for the nine months ended April 30, 2010 from a loss of $13.3 million for the
same period in the prior fiscal year, primarily as a result of a $13.6 million decrease in the amount of impairment charges recorded on investments included in the
@Ventures portfolio of investments. This decrease was offset by the decrease in equity in income (losses) of affiliates of $2.2 million from equity in income of
affiliates of $0.6 million for the nine months ended April 30, 2009 to equity in losses of affiliates of $1.6 million for the nine months ended April 30, 2010.

The Company assesses the need to record impairment losses on its investments and records such losses when the impairment of an investment is
determined to be other than temporary in nature. The process of assessing whether a particular equity investment’s net realizable value is less than its carrying
cost requires a significant amount of judgment. In making this judgment, the Company carefully considers the investee’s cash position, projected cash flows (both
short and long-term), financing needs, recent financing rounds, most recent valuation data, the current investing environment, management/ownership changes
and competition. The valuation process is based primarily on information that the Company requests from these privately held companies and is not subject to the
same disclosure and audit requirements as the reports required of U.S. public companies. Based on the Company’s evaluation, it recorded a $0.3 million
impairment charge during the nine months ended April 30, 2010 related to its investment in a privately held company. This impairment charge is included in
“Equity in losses of affiliates and impairments” in the Company’s Consolidated Statement of Operations.
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Estimating the net realizable value of investments in privately held early-stage technology companies is inherently subjective and has contributed to
volatility in our reported results of operations in the past and may negatively impact our results of operations in the future. We may incur additional impairment
charges to our investments in privately held companies, which could have an adverse impact on our future results of operations. A decline in the carrying value of
our $13.0 million of investments in affiliates at April 30, 2010 ranging from 10% to 20%, respectively, would decrease our income from continuing operations by
$1.3 million to $2.6 million.

Income Tax Expense:

During the nine months ended April 30, 2010, the Company recorded income tax expense of approximately $5.0 million, as compared to income tax
expense of $10.7 million for same period in the prior fiscal year. For the nine months ended April 30, 2010, the Company was profitable in certain jurisdictions
where the Company operates, resulting in an income tax expense using the enacted tax rates in those jurisdictions.

The Company provides for income tax expense related to federal, state, and foreign income taxes. For the nine months ended April 30, 2010 and 2009, the
Company’s U.S. taxable income, and the taxable income for certain foreign locations, was offset by net operating loss carryovers from prior years. The Company
continues to maintain a full valuation allowance against its deferred tax asset in the U.S. and certain of its foreign subsidiaries due to the uncertainty of realizing
such benefits.

Discontinued Operations:

During the nine months ended April 30, 2010, the Company recorded a net loss from discontinued operations of approximately $2.3 million, as compared
to net income of $0.1 million for same period in the prior fiscal year. The $2.3 million net loss from discontinued operations primarily relates to changes to
previously recorded estimates for facility lease obligations due to changes in the underlying sublease assumptions.

Liquidity and Capital Resources

Historically, the Company has financed its operations and met its capital requirements primarily through funds generated from operations, the issuance of
its securities, returns generated by our venture capital investments and borrowings from lending institutions. As of April 30, 2010, the Company’s primary
sources of liquidity consisted of cash and cash equivalents of $159.9 million. In addition, on February 1, 2010 the Company and certain of its domestic
subsidiaries entered into an Amended and Restated Credit Agreement and a Security Agreement (the “Credit Facility”) with a bank syndicate. The Credit Facility
provides a senior secured revolving credit facility up to an initial aggregate principal amount of $40.0 million and is secured by substantially all of the domestic
assets of the Company. The Credit Facility permits the Company to increase the aggregate principal amount by an additional $20.0 million upon certain
conditions being met. The Credit Facility terminates on February 1, 2013. Interest on the Credit Facility is based on the type of borrowing, at the base rate or the
Eurodollar rate plus an applicable rate that varies from 1.25% to 1.75% for the base rate and 2.25% to 2.75% for the eurodollar rate depending on the Company’s
consolidated leverage ratio. The Credit Facility includes certain restrictive financial covenants, which include a maximum consolidated leverage ratio, a minimum
consolidated core cash flow leverage ratio and minimum global cash and restrictions that limit the ability of the Company, to among other things, create liens,
incur additional indebtedness, make investments, or dispose of assets or property without prior approval from the lenders. The Credit Facility amended and
restated the Second Amended and Restated Loan and Security Agreement, (the “Loan Agreement”) dated October 31, 2005, as amended by and among
ModusLink Corporation, SalesLink LLC and SalesLink Mexico Holdings Corp., each a direct or indirect wholly owned subsidiary of the Company, with a bank
syndicate, which expired on January 31, 2010. On April 30, 2010, the Company did not have any debt outstanding and had letters of credit for $0.1 million
outstanding under the Credit Facility.
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In addition, the Company maintains a credit facility of approximately $3.4 million with a Taiwanese bank. No amounts were outstanding under this facility
at April 30, 2010. The Company’s working capital at April 30, 2010 was approximately $221.3 million.

Cash provided by operating activities of continuing operations represents net income (loss) as adjusted for non-cash items and changes in operating assets
and liabilities. Net cash provided by operating activities of continuing operations was $33.7 million and $20.9 million for the nine months ended April 30, 2010
and 2009, respectively. The $12.8 million increase in cash provided by operating activities of continuing operations for the nine months ended April 30, 2010
compared with the same period in the prior year was due to a $26.1 million increase in income (loss) from continuing operations as adjusted for non-cash items,
partially offset by a $13.3 million decrease in cash resulting from changes in operating assets and liabilities. During the nine months ended April 30, 2010, non-
cash items included depreciation expense of $12.7 million, stock-based compensation of $3.3 million, amortization of intangible assets of $4.6 million, non-
operating losses, net, of $1.7 million and equity in income (losses) of affiliates and impairments of $1.9 million. The cash provided by operating activities of
continuing operations for the nine months ended April 30, 2009 was a $20.9 million increase in cash resulting from a $12.1 million increase in operating assets
and liabilities and an $8.8 million increase in income (loss) from continuing operations as adjusted for non-cash items. During the nine months ended April 30,
2009, non-cash items included depreciation expense of $14.1 million, stock-based compensation of $4.0 million, amortization of intangible assets of $4.1 million,
non-operating gains, net, of $2.3 million, and $164.7 million impairment of goodwill.

The Company believes that its cash flows related to operating activities of continuing operations are dependent on several factors, including increased
profitability, effective inventory management practices, and optimization of the credit terms of certain vendors of the Company. Our cash flows from operations
are also dependent on several factors including the overall performance of the technology sector and the market for outsourcing services, as discussed above in
the “Overview” section.

Investing activities of continuing operations used cash of $28.2 million for the nine months ended April 30, 2010 and provided cash of $0.6 million for the
nine months ended April 30, 2009. The $28.2 million of cash used in investing activities during the nine months ended April 30, 2010 resulted primarily from
$29.6 million, net of cash acquired used to acquire TFL during the nine months ended April 30, 2010, $6.6 million in capital expenditures and $3.2 million of
investments in affiliates. This use of cash was partially offset by $10.0 million of proceeds from the maturity of short-term investments and the receipt of $1.1
million of proceeds related to the acquisition by third parties of @Ventures portfolio companies. The $0.6 million of cash provided by investing activities during
the nine months ended April 30, 2009 resulted primarily from $18.0 million of proceeds related to the acquisition by third parties of @Ventures portfolio
companies, partially offset by $8.8 million of investments in affiliates and $8.7 million in capital expenditures. As of April 30, 2010, the Company had a carrying
value of $13.0 million of investments in affiliates, which may be a potential source of future liquidity. However, the Company does not anticipate being
dependent on liquidity from these investments to fund either its short-term or long-term operating activities.

Financing activities of continuing operations used cash of $12.5 million and $3.6 million for the nine months ended April 30, 2010 and 2009, respectively.
The $12.5 million of cash used for financing activities of continuing operations during the nine months ended April 30, 2010 primarily related to $11.5 million of
cash used to repurchase the Company’s common stock and $0.8 million of debt issuance costs related to the Credit Facility the Company entered into on
February 1, 2010. The $3.6 million of cash used for financing activities of continuing operations during the nine months ended April 30, 2009 primarily related to
$3.3 million of cash used to repurchase the Company’s common stock and $0.3 million of capital lease repayments. The Company is not dependent on liquidity
from its financing activities to fund either its short-term or long-term operating activities; however, we have utilized our revolving line of credit to meet operating
requirements in the past.
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Cash used for discontinued operations totaled $1.2 million and $1.9 million for the nine months ended April 30, 2010 and 2009, respectively, primarily for
ongoing lease obligations.

Given the Company’s cash resources as of April 30, 2010, the Company believes that it has sufficient working capital and liquidity to support its operations
for at least the next 12 months. There are no material capital expenditure requirements as of April 30, 2010. However, should additional capital be needed to fund
any future cash needs, investments or acquisition activities, the Company may seek to raise additional capital through offerings of the Company’s stock, or
through debt financing. There can be no assurance, however, that the Company will be able to raise additional capital on terms that are favorable to the Company,
or at all.

Off-Balance Sheet Arrangements

The Company does not have any off-balance sheet arrangements.

Contractual Obligations

A summary of the Company’s contractual obligations is included in the Company’s Annual Report on Form 10-K for the fiscal year ended July 31, 2009.
The Company’s gross liability for unrecognized tax benefits was approximately $5.8 million and approximately $84,000 of accrued interest and penalties as of
April 30, 2010. The Company is unable to reasonably estimate the amount or timing of payments for the liability.

The Company agrees to indemnify its clients in the ordinary course of business. Typically, the Company agrees to indemnify its clients for losses caused by
the Company. As of April 30, 2010, the Company had no recorded liabilities with respect to these arrangements.

In 1999, a subsidiary of the Company entered into a facility lease with a term ending in November 2006. The Company issued a guaranty in connection
with this lease. The Company divested of its interest in the subsidiary in 2002. During the quarter ended October 31, 2006, the Company became aware that this
lease had been amended to extend the lease term through November 2016 with cumulative base rent of approximately $16.0 million. The Company disputes that
it has any ongoing liability under this guaranty.

The Company is also a party to litigation from time to time, which it considers routine and incidental to its business. Management does not expect the
results of such routine and incidental matters to have a material adverse effect on the Company’s business, results of operations or financial condition.

Critical Accounting Policies

The preparation of our quarterly financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the condensed consolidated financial statements
and reported amounts of revenues and expenses during the reporting period. On an ongoing basis, we evaluate our estimates, including those related to revenue
recognition, stock-based compensation expense, inventories, investments, income taxes, restructuring, impairment of long-lived assets, goodwill and other
intangible assets, contingencies and litigation. Of the accounting estimates we routinely make relating to our critical accounting policies, those estimates made in
the process of: preparing investment valuations; determining discounted cash flows for purposes of evaluating goodwill and intangible assets for impairment;
determining future lease assumptions related to restructured facility lease obligations; and establishing income tax liabilities are the estimates most likely to have
a material impact on our financial position and the results of operations. Some accounting policies may have a significant impact on amounts reported in these
financial statements. During the three and nine months ended April 30, 2010, we believe that there have been no significant changes to the items that we disclosed
as our critical accounting policies and estimates in the “Critical Accounting Policies” section of Management’s Discussion and Analysis of Financial Condition
and Results of Operations in our Annual Report on Form 10-K for the fiscal year ended July 31, 2009.
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New Accounting Pronouncements

In September 2009, the Financial Accounting Standards Board (“FASB”) ratified final Emerging Issues Task Force (“EITF”) consensus on the following
issue: EITF Issue No. 08-1, “Revenue Arrangements with Multiple Deliverables” (“EITF 08-1”), which is also known as Accounting Standards Update (“ASU”)
2009-13, Revenue Recognition Topic 605: “Multiple-Deliverable Revenue Arrangements” (“ASU 2009-13”). ASU 2009-13 supersedes EITF Issue No. 00-21,
“Revenue Arrangements with Multiple Deliverables,” which is now codified in the Accounting Standards Codification (“ASC”) under Topic 605, “Revenue
Recognition” (“ASC Topic 605”). ASU 2009-13 retains the criteria from ASC Topic 605 for when delivered items in a multiple-deliverable arrangement should
be considered separate units of accounting, but removes the previous separation criterion under ASC Topic 605 that objective and reliable evidence of fair value
of any undelivered items must exist for the delivered items to be considered a separate unit or separate units of accounting. ASU 2009-13 is effective for fiscal
years beginning on of after June 15, 2010. The Company does not believe that the adoption of this ASU will have a material impact on its consolidated financial
statements.
 
Item 3. Quantitative and Qualitative Disclosures About Market Risk.

The Company is exposed to the impact of interest rate changes, foreign currency exchange rate fluctuations and changes in the market values of its
investments. The carrying values of financial instruments including cash and cash equivalents, accounts receivable, accounts payable and the revolving line of
credit, approximate fair value because of the short-term nature of these instruments. The carrying value of capital lease obligations approximates fair value, as
estimated by using discounted future cash flows based on the Company’s current incremental borrowing rates for similar types of borrowing arrangements. As a
matter of policy, the Company does not enter into derivative financial instruments for trading purposes.

Interest Rate Risk

At April 30, 2010, ModusLink had no outstanding borrowings under its Credit Facility with a bank syndicate and the Company had no open derivative
positions with respect to its borrowing arrangements.

We maintain a portfolio of highly liquid cash equivalents typically maturing in 90 days or less as of the date of purchase. We place our investments in
instruments that meet high credit quality standards, as specified in our investment policy and include corporate and state municipal obligations such as
commercial paper, certificates of deposit and institutional money market funds.

Our exposure to market risk for changes in interest rates relates primarily to our investment in short-term investments. Our short-term investments are
intended to establish a high-quality portfolio that preserves principal, meets liquidity needs, avoids inappropriate concentrations and delivers an appropriate yield
in relationship to our investment guidelines and market conditions.

Foreign Currency Risk

The Company has operations in various countries and currencies throughout the world and its operating results and financial position are subject to greater
exposure from significant fluctuations in foreign currency exchange rates. The Company has historically used derivative financial instruments on a limited basis,
principally foreign currency exchange rate contracts, to minimize the transaction exposure that results from such fluctuations. As of April 30, 2010, the Company
did not have any derivative financial instruments.

Revenues from our foreign operating segments accounted for approximately 59.0% and 62.4% of total revenues during the three and nine months ended
April 30, 2010, respectively. A portion of our international sales made by our foreign business units in their respective countries is denominated in the local
currency of each country. These business units also incur a portion of their expenses in the local currency.
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Primary currencies include Euros, Singapore Dollars, Chinese Renminbi, Hungarian Forints, Czech Koruna, Taiwan Dollars, Japanese Yen, Australian
Dollars, Malaysian Ringgits and Mexican Pesos. The income statements of our international operations are translated into U.S. dollars at the average exchange
rates in each applicable period. To the extent the U.S. dollar weakens against foreign currencies, the translation of these foreign currency-denominated
transactions results in increased revenues and operating expenses for our international operations. Similarly, our revenues and operating expenses will decrease
for our international operations when the U.S. dollar strengthens against foreign currencies. While we attempt to balance local currency revenue to local currency
expenses to provide in effect a natural hedge, it is not always possible to completely reduce the foreign currency exchange rate risk due to competitive and other
reasons.

The conversion of the foreign subsidiaries’ financial statements into U.S. dollars will lead to a translation gain or loss which is recorded as a component of
other comprehensive income (loss). For the three and nine months ended April 30, 2010, we recorded foreign currency translation gains of approximately $0.1
million and $1.1 million, respectively which are recorded within accumulated other comprehensive income in stockholders’ equity in our condensed consolidated
balance sheet. In addition, certain of our subsidiaries have assets and liabilities that are denominated in currencies other than the relevant entity’s functional
currency. Changes in the functional currency value of these assets and liabilities create fluctuations that will lead to a transaction gain or loss. For the three and
nine months ended April 30, 2010, we recorded realized and unrealized foreign currency transaction losses of approximately $1.3 million and $1.8 million,
respectively which are recorded in “Other gains (losses), net” in our consolidated statement of operations.

Our international business is subject to risks, including, but not limited to, differing economic conditions, changes in political climate, differing tax
structures, other regulations and restrictions, and foreign currency exchange rate volatility when compared to the United States. Accordingly, our future results
could be materially adversely impacted by changes in these or other factors. As exchange rates vary, our international financial results may vary from
expectations and adversely impact our overall operating results.
 
Item 4. Controls and Procedures.

Disclosure Controls and Procedures. Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the
effectiveness of our disclosure controls and procedures (as defined in Rule 13a-15(e) of the Exchange Act) as of the end of the period covered by this report.
Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures as of the end of the
period covered by this report were effective in ensuring that information required to be disclosed by us in reports that we file or submit under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange Commission’s rules and forms and that such
information is accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow
timely decisions regarding required disclosure.

Internal Control Over Financial Reporting. There have been no changes in our internal control over financial reporting (as defined by Rule 13a-15(f)),
that occurred during the fiscal quarter to which this report relates that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.

PART II. OTHER INFORMATION
 
Item 1. Legal Proceedings.

From time to time, we may become involved in litigation relating to claims arising out of operations in the normal course of business, which we consider
routine and incidental to our business. We currently are not a party
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to any legal proceedings, the adverse outcome of which, in management’s opinion, would have a material adverse effect on our business, results of operation or
financial condition.
 
Item 1A. Risk Factors.

There have not been any material changes from the risk factors previously disclosed in the “Item 1A. Risk Factors” of our Annual Report on Form 10-K,
for the fiscal year ended July 31, 2009. In addition to the other information set forth in this report, including in the first paragraph under “Management’s
Discussion and Analysis of Financial Condition and Results of Operation,” you should carefully consider the factors discussed in our Annual Report on Form 10-
K, which could materially affect our business, financial condition or future results. The risks described in our Annual Report on Form 10-K are not the only risks
facing the Company. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely affect
our business, financial condition and/or operating results.
 
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

The following table provides information about purchases by the Company of its common stock during the quarter ended April 30, 2010:
 

Period  

Total Number
of Shares

Repurchased   

Average
Price Paid
per Share  

Total Number
of Shares

Repurchased as
Part of Publicly

Announced Plans
or Programs  

Approximate
Dollar Value of

Shares that May
Yet Be Purchased
Under the Plans
or Programs 

February 1, 2010-February 28, 2010  141,409  $ 9.71 137,500 $ 908,928
March 1, 2010-March 31, 2010  96,314   $ 9.53 95,365 $ —  
April 1, 2010-April 30, 2010  5,033  $ 8.96 —   $ —  

 
(1) In June 2009, the Company authorized the repurchase of up to $15.0 million of its common stock from time to time on the open market or in privately

negotiated transactions over a 12 month period ending in June 2010 (the “Program”). The Company repurchased an aggregate of 232,865 shares of its
common stock during the quarter ended April 30, 2010 pursuant to the Program and repurchased an aggregate of 1,805,105 shares of common stock
through April 30, 2010 pursuant to the Program, which was completed during the quarter.

(2) Includes 3,909 shares delivered to the Company as payment of tax liability upon the vesting of shares of restricted stock.
(3) Includes 949 shares delivered to the Company as payment of tax liability upon the vesting of shares of restricted stock.
(4) Consists of 5,033 shares delivered to the Company as payment of tax liability upon the vesting of shares of restricted stock.
 
Item 5. Other Information.

During the quarter ended April 30, 2010, we made no material changes to the procedures by which stockholders may recommend nominees to our Board of
Directors, as described in our most recent proxy statement.
 
Item 6. Exhibits.

The Exhibits listed in the Exhibit Index immediately preceding such Exhibits are filed with, or incorporated by reference in, this report.
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(4)  



SIGNATURE

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.
 

  MODUSLINK GLOBAL SOLUTIONS, INC.

Date: June 9, 2010   By:  /S/    STEVEN G. CRANE        

   
Steven G. Crane

Chief Financial Officer
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EXHIBIT INDEX
 
31.1   Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2   Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1
  

Certification of the Chief Executive Officer Pursuant to 18 U.S.C Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

32.2
  

Certification of the Chief Financial Officer Pursuant to 18 U.S.C Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO EXCHANGE ACT RULE 13a-14(a)/15d-14(a)
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Joseph C. Lawler, certify that:

1. I have reviewed this quarterly report on Form 10-Q of ModusLink Global Solutions, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

 

Date: June 9, 2010   By:  /S/    JOSEPH C. LAWLER        

   

Joseph C. Lawler
Chairman, President and
Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION PURSUANT TO EXCHANGE ACT RULE 13a-14(a)/15d-14(a)
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Steven G. Crane, certify that:

1. I have reviewed this quarterly report on Form 10-Q of ModusLink Global Solutions, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

 

Date: June 9, 2010   By:  /S/    STEVEN G. CRANE        

   
Steven G. Crane

Chief Financial 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 Form 10-Q of ModusLink Global Solutions, Inc. (the “Company”) for the fiscal quarter ended April 30, 2010
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned, Joseph C. Lawler, hereby certifies, pursuant to 18
U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 

Date: June 9, 2010   By:  /S/    JOSEPH C. LAWLER        

   
Joseph C. Lawler

Chairman, President and Chief Executive Officer



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 Form 10-Q of ModusLink Global Solutions, Inc. (the “Company”) for the fiscal quarter ended April 30, 2010
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned, Steven G. Crane, hereby certifies, pursuant to 18
U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 

Date: June 9, 2010   By:  /S/    STEVEN G. CRANE        

   
Steven G. Crane

Chief Financial Officer


