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PART L.
FORWARD LOOKING STATEMENTS

Except for historical information contained herein, certain matters included in this Annual Report on Form 10-K are,

or may be deemed to be forward looking statements within the meaning of Section 21E of the Securities Exchange Act

of 1934 and Section 27A of the Securities Act of 1933. The words “will,” “may,” “designed to,” “believe,” “should,” “anticipa
“plan,” “expect,” “intend,” “estimate” and similar expressions identify forward looking statements, which speak only as of the
date of this annual report. These forward looking statements are contained principally under Item 1, “Business,” and

under Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations.” Because these
forward-looking statements are subject to risks and uncertainties, actual results could differ materially from the

expectations expressed in the forward looking statements. Important factors that could cause actual results to differ

materially from the expectations reflected in the forward looking statements include those described in Item 1A, “Risk
Factors” and Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations.” In

addition, new risks emerge from time to time and it is not possible for management to predict all such risk factors or to

assess the impact of such risk factors on our business. Given these risks and uncertainties, the reader should not place

undue reliance on these forward looking statements. We undertake no obligation to update or revise these

forward looking statements to reflect subsequent events or circumstances.

ITEM 1. BUSINESS.
General

MSC Industrial Direct Co., Inc. (together with its subsidiaries, “MSC,” the “Company,” “we,” “our,” or “us”) is one of the
largest direct marketers and distributors of a broad range of metalworking and maintenance, repair and operations
(“MRO”) products to customers throughout North America.

In April 2013, we completed the acquisition of the North American distribution business (the “Class C Solutions Group”
or “CCSG”) of Barnes Group Inc. (“Barnes Group”), a leading distributor of fasteners and other high margin, low cost
consumables with a broad distribution footprint throughout the U.S. and Canada. The information contained in this
Annual Report on Form 10-K includes the operations of CCSG, unless otherwise noted. The acquisition has been
accounted for as a business purchase pursuant to Accounting Standards Codification Topic 805, “Business
Combinations” (“ASC 805”). The financial results of CCSG’s operations have been included in the Company’s
consolidated financial statements beginning since the acquisition date, which was April 22, 2013.

We operate primarily in the United States, with customers in all 50 states, through a network of twelve customer
fulfillment centers (8 customer fulfillment centers are located within the United States, one is located in the United
Kingdom (the “U.K.”), and three are located in Canada) and 103 branch offices (101 branches are located within the
United States, one is located in the U.K. and the other is located in Mexico). MSC’s primary customer fulfillment
centers are located in or near Harrisburg, Pennsylvania; Atlanta, Georgia; Elkhart, Indiana; Reno, Nevada; and
Columbus, Ohio. In addition, we operate 7 smaller customer fulfillment centers in or near Hanover Park, Illinois;
Dallas, Texas; Shelbyville, Kentucky (repackaging and replenishment center); Wednesbury, United Kingdom;
Edmonton, Canada; Beamsville, Canada; and Moncton, Canada. We offer a nationwide cutoff time of 8:00 P.M.,
Eastern Time on qualifying orders (excluding our CCSG business), which will be delivered to the customer the
next-day at no additional cost over standard MSC ground delivery charges. Our experience has been that areas
accessible by next-day delivery generate significantly greater sales than areas where next-day delivery is not
available.



Edgar Filing: MSC INDUSTRIAL DIRECT CO INC - Form 10-K

We offer approximately 850,000 stock keeping units (“SKUs”) through our master catalogs, weekly, monthly and
quarterly specialty and promotional catalogs, brochures and our websites, mscdirect.com and use-enco.com (the “MSC
Websites™). Many of our products are carried in stock, and orders for these in-stock products are typically fulfilled the
day on which the order is received.

Our business strategy is to provide an integrated, lower cost solution to the purchasing, management and
administration of our customers’ MRO needs. We believe we add value to our customers’ purchasing process by
reducing their total costs for MRO supplies, taking into account both the direct cost of products and the
administrative, personnel and financial cost of obtaining and maintaining MRO supplies. We reduce our customers’
costs for their MRO supplies in the following manner:

1
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eour extensive product offerings allow customers to reduce the administrative burden of dealing with many suppliers
for their MRO needs;

*we guarantee same-day shipping of our catalog SKUs, which represent our core metalworking and MRO products,
and offer next-day delivery on qualifying orders (excluding our CCSG business) placed up until 8:00 P.M., Eastern
Time, which enables our customers to reduce their inventory investment and carrying costs;

*we consolidate multiple purchases into a single order, provide a single invoice relating to multiple purchases over
varying periods of time and offer direct shipments to specific departments and personnel within a single facility or
multiple facilities, allowing our customers to reduce administrative paperwork, costs of shipping and personnel costs
related to internal distribution and purchase order management;

*we have extensive eCommerce capabilities that enable our customers to lower their procurement costs. This includes
many features such as sophisticated search and transaction capabilities, access to real-time inventory, customer
specific pricing, workflow management tools, customized reporting and other features. We can also interface directly
with many purchasing portals, such as ARIBA and Perfect Commerce, in addition to ERP Procurement Solutions,
such as Oracle and SAP; and

*we offer inventory management solutions with our Vendor Managed Inventory (“VMI”), Customer Managed Inventory
(“CMI”) systems and vending solutions, that can lower our customers’ inventory investment, reduce sourcing costs and
out-of-stock situations and increase business efficiency. Orders generated through these inventory management
solutions are integrated directly with mscdirect.com and many third party eProcurement software solutions.

Our customers include a wide range of purchasers of industrial supply products, from individual machine shops to
Fortune 1000 companies, to government agencies such as the General Services Administration (“GSA”) and the
Department of Defense. Our business focuses on selling relatively higher margin, lower volume products for which
we had an average order size of approximately $409 in fiscal 2014. We have approximately 364,000 active customers
(defined as those that have purchased at least one item during the past 12 months). Our customers select desired
products from MSC’s various publications and the MSC Websites and place their orders by telephone, the MSC
Websites, eProcurement platforms or facsimile. In addition, customers may place their orders through direct
communication with our outside sales associates.

Industry Overview

MSC operates in a large, fragmented industry characterized by multiple channels of distribution. We believe that there
are numerous small retailers, dealerships and distributors that supply a majority of the market. The distribution
channels in the MRO market include retail outlets, small distributorships, national, regional and local distributors,
direct mail suppliers, large warehouse stores and manufacturers’ own sales forces.

Almost every industrial, manufacturing and service business has an ongoing need for MRO supplies. We believe that,
except in the largest industrial plants, inventories for MRO supplies generally are not effectively managed or
monitored, resulting in higher purchasing costs and increased administrative burdens. In addition, within larger
facilities, such items are frequently stored in multiple locations, resulting in excess inventories and duplicate purchase
orders. MRO items are also frequently purchased by multiple personnel in uneconomic quantities and a substantial
portion of most facilities’ MRO supplies are generally “one-time purchases,” resulting in higher purchasing costs and
time-consuming administrative efforts by multiple plant personnel.

We believe that there are significant administrative costs associated with generating and manually placing a purchase
order. Awareness of these high costs and purchasing inefficiencies has been driving large companies to streamline the

8
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purchasing process by utilizing a limited number of suppliers which are able to provide a broad selection of products,
inventory management solutions, eCommerce procurement solutions, prompt delivery and superior customer service.
Customized billing practices and report generation capabilities tailored to customer objectives are also becoming
increasingly important to customers seeking to reduce costs, allowing such customers to significantly reduce the need
for purchasing agents and administrative personnel. We believe that industry trends and economic pressures have
caused customers to reduce their supplier base and move toward more efficient cost saving models, as those offered
by premier companies, such as MSC.

Despite the inefficiencies of the traditional MRO purchasing process, long-standing relationships with local retailers
and distributors have generally perpetuated the status quo. Due to limited capital availability, eCommerce capabilities

and

2
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operating leverage, smaller suppliers to the industrial market have been experiencing increasing pressure to
consolidate and/or curtail services and certain product lines in order to remain competitive. We believe that the
relative inability of these smaller, more traditional distribution channels to respond to these changing industry
dynamics has created a continuing opportunity for the growth of larger distributors with the financial strength, skills,
eCommerce capabilities and resources of larger distributers such as MSC. As a result of these dynamics, we continue
to capture an increased share of sales by providing lower total purchasing costs, broader product selection and a higher
level of service to our customers.

We provide a low cost solution to the purchasing inefficiencies and high costs described above. Customers that
purchase products from us will generally find that their total purchasing costs, including shipping, inventory
investment and carrying costs, administrative costs and internal distribution costs are reduced. We achieve these
reduced costs through the following:

econsolidation of multiple sources of supply into fewer suppliers;

econsolidation of multiple purchase orders into a single purchase order;

econsolidation of multiple invoices into a single invoice;

esignificant reduction in tracking of invoices;

esignificant reduction in stocking decisions;

ereduction of purchases for inventory;

ereduction in out-of-stock situations for our customers;

*eCommerce and eProcurement integration capabilities; and

*inventory management solutions including VMI, CMI and vending solutions.

Business Strategy

Our business strategy is to reduce our customers’ total cost for obtaining, using, and maintaining their MRO supplies
with superior customer service and value-added offerings. The strategy includes the following key elements:

eproviding a full suite of inventory management solutions, services and skills to reduce the total cost of procuring,
using and disposing of inventory;

eproviding a broad selection of in-stock products, including national industry brands and brands exclusive to MSC;

eproviding prompt response, same-day shipping, and next-day delivery;
edelivering superior, “one call does it all” customer service and technical support;

eproviding a unique, specialized technical process to optimize our customers’ tooling usage;

10
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eusing advanced technologies to reduce procurement costs; and
eoffering competitive pricing that reflects our value offering.

Inventory Management Solutions. Our inventory management solutions approach starts with the understanding that a
proper customer assessment is critical to determining the service or group of services that will best meet our
customers’ needs. Through our associates and their expertise with managing inventory solutions, we are able to
develop and recommend solutions that provide a value driven response. Solution options that are customized to
address customer size, complexity and processes as well as specific product, technical and cost targets, might include
one or several of eProcurement, CMI, VMI, Vending, crib control, or part time or full time on-site resources. The
success of each customer engagement is optimized by our world class sourcing, logistics and business systems that
provide predictable, reliable and scalable service.

3
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Broad Selection of Products. Our customers are increasingly purchasing from fewer suppliers to reduce the
administrative burden of ordering from multiple sources. We believe that our ability to offer customers a broad
spectrum of industry and exclusive brand and generic MRO products and a “good-better-best” product selection
alternative has been critical to our success. We offer products with varying degrees of brand name recognition, quality
and price, thus permitting the customer to choose the appropriate product based on cost, quality and the customer’s
specific needs. We offer approximately 850,000 SKUs, many of which are in stock and available for immediate
shipment, and we aim to provide a broad range of merchandise in order to become our customers’ preferred supplier of
MRO products.

Same-Day Shipping and Next-Day Delivery. Excluding CCSG, we guarantee same-day shipping of our core
metalworking and MRO products. This prompt fulfillment and delivery allows customers to reduce the administrative
burden of dealing with many suppliers and reduces their inventory investment and carrying costs. We fulfill our
same-day shipment guarantee approximately 99% of the time. We offer a nationwide cutoff time of 8:00 P.M., Eastern
Time on qualifying orders (excluding our CCSG business), which will be delivered to the customer the next-day at no
additional cost over standard MSC ground delivery charges. Historically, our results indicate that areas accessible by
next-day delivery generate significantly greater sales than areas where next-day delivery is not available.

Superior Customer Service. Customer service is a key element in becoming a customer’s preferred provider of MRO
supplies. Our commitment to customer service is demonstrated by our investment in sophisticated information

systems and extensive training of our associates. Utilizing our proprietary customer support software, MSC’s in-bound
sales representatives implement the “one call does it all” philosophy. In-bound sales representatives are able to inform
customers on a real-time basis of the availability of a product, recommend substitute products, verify credit
information, receive special, custom or manufacturer direct orders, cross check inventory items using customer product
codes previously entered into our information systems, and arrange or provide technical assistance. We believe that
our simple, “one call does it all” philosophy of fulfilling all purchasing needs of a customer through highly trained
customer service representatives, supported by our proprietary information systems, results in greater efficiency for
customers and increased customer satisfaction. To complement our customer service, we seek to ease the
administrative burdens on our customers by offering customized billing services, customer savings reports and other
customized report features, electronic data interchange ordering, eCommerce capabilities, bulk discounts and stocking
of specialty items specifically requested by customers.

We also offer our customers technical support in our value-added solutions for their diverse procurement needs, as
well as customized one-on-one service through our field or telemarketing sales representatives. We continue to
develop our technical support capabilities in order to better serve our customers. Our customers recognize the value
of a distributor that can provide technical support to improve their operations and productivity. We deliver this
support through a field-based team of metalworking specialists that provide on-site technical applications support for
our customers. In addition, we have centralized technical support teams that can provide phone and email support to
both our sales teams and customers on MRO products and applications.

Commitment to Technological Innovation. We take advantage of technological innovations to support growth,
improve customer service and reduce our operating costs through more effective buying practices, automated
inventory replenishment and efficient order fulfillment operations. MSC’s proprietary software tracks all of the SKUs
available on the MSC Websites (approximately 850,000 SKUs) and enables the customer and the sales representatives
to determine the availability of products in stock on a real-time basis and to evaluate alternative products and pricing.
The MSC Websites contain a searchable online catalog with electronic ordering capabilities designed to take
advantage of the opportunities created by eCommerce. The MSC Websites offer a broad array of products, services,
workflow management tools and related information to meet the needs of customers seeking to reduce process costs

12
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through eCommerce enabled solutions. Our information systems have been designed to enhance inventory
management and turnover, customer service and cost reduction for both MSC and our customers. In addition to
internal and customer information systems, we continually upgrade our distribution methods and systems to improve
productivity and efficiency. We also provide comprehensive electronic ordering capabilities (“EDI” and “XML”) to
support our customers’ purchase order processing. We continue to invest in inventory management solutions with our
VMI, CMI, and vending solutions. These solutions enable our customers to streamline their replenishment processes
for products and lower their overall procurement costs by maintaining lower inventory levels at their sites, reducing
consumption, and providing product accountability. The vending solutions also broaden the range of products that
customers may purchase from MSC, as customers with vending solutions often choose to also reduce their overall
number of vendors. MSC’s vending solutions include different kinds of machines such as storage lockers or carousels,
that can stand alone or be combined with other machines. MSC vending machines use network or web-based software
to enable customers to manage inventory throughout their production areas.

Advanced Technologies and www.mscdirect.com. We offer advanced technologies that reduce customers’ acquisition
costs for MRO supplies. These programs include solutions such as vending, VMI, CMI, eCommerce, eProcurement,

and workflow management tools. Industrial vending solutions specifically are becoming increasingly valued

4
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by our customers as they focus on improving their operations, cost control and vendor consolidation. These solutions
can accommodate a range of products from precision cutting tools to MRO supplies. We will continue to invest in our
vending program in support of our overall growth strategy as well as our goal to support the identified needs of our
customers. The MSC Websites are available 24 hours a day, seven days a week, providing personalized real-time
inventory availability, superior search capabilities, online bill payment, delivery tracking status and a number of other
enhancements, including work flow management tools. The user-friendly search engine allows customers to search for
SKUs by keyword, part description, competitive part number, vendor number or brand. We believe the MSC Websites
are a key component of our strategy to reduce customers’ transaction costs and internal requisition time. Many large
customer accounts transact business with MSC using eProcurement solution providers that sell a suite of eCommerce
products designed to meet the needs of businesses seeking reduced procurement costs and increased effectiveness of
their MRO/direct materials ordering process by using Internet enabled solutions. We have associations with many of
these providers, including ARIBA (now part of SAP), Perfect Commerce, Oracle, and SAP. We continue to evaluate
and expand our eProcurement capabilities, as the needs of our customers grow.

Competitive Pricing. Customers are increasingly evaluating their total cost of procurement, of which pricing is a
component. We offer market competitive pricing to our customers reflective of the service level and solutions we
provide in reducing our customers’ overall procurement costs.

Growth Strategy

Our goal is to become the preferred supplier of MRO supplies for businesses throughout North America. We continue
to implement our strategies to gain market share against other suppliers, generate new customers, increase sales to
existing customers, and diversify our customer base by:

eexpanding government and national account programs;

eexpanding our direct sales force and increasing their productivity;

sexpanding and enhancing our metalworking capabilities to aggressively penetrate customers in heavy and light
manufacturing;

eincreasing sales from existing customers and generating new customers by offering various value-added programs
designed to reduce our customers’ supply chain costs, including vendor and customer managed inventory, along with
point-of-use vending;

sexpanding our product lines, including the addition of new products and exclusive brand alternatives;

*improving our direct marketing programs;

eenhancing our eCommerce capabilities;

*improving our excellent customer support service and technical support capabilities; and

eselectively pursuing strategic acquisitions.

14
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Expanding government and national account programs. We have developed government and national account
programs to meet the specific needs of these types of customers. We believe that significant growth opportunities exist
within these types of customers and that they are an integral part of our core growth and customer diversification
program. Allocating resources to these customers has allowed us to provide better support and expand our customer
acquisition and penetration activities, as this is a key component in our overall growth strategy.

Increasing the size and improving the productivity of our direct sales force. We believe that increasing the size of our
sales force, providing high levels of customer service and improving sales force productivity can have a positive effect
on our sales per customer. The focus is to enable our sales force to spend more time with our customers and provide
increased support during the MRO purchasing process thereby capturing more of their MRO spend. As of August 30,
2014, we had 1,923 field sales representatives, including U.K. and Mexico operations, and 1,153 in-bound sales
representatives. We believe that continued investment in our sales force enables us to increase our market share, and
we will continue to do so.
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Expanding and enhancing our metalworking capabilities to aggressively penetrate customers in heavy and light
manufacturing. Our goal is to become the preferred distributor of choice for our customers’ metalworking needs. We
intend to accomplish this through continued expansion of our metalworking sales team, increased technical support,
and enhanced supplier relationships. In addition, we will continue to develop and introduce value-added solutions,
services and products to support the identified needs of our customers. Our product focus will include the continued
development of high performance metalworking products marketed under MSC proprietary brand platforms as well as
leading industry brands. We will continue to drive high value product alternatives for our customers. Through this
combined focus, we seek to gain market share with existing customers and attract new customers for metalworking
products.

Increasing sales from existing customers and generating new customers with various value added programs. In order
to increase sales to existing customers and generate new customers, we offer value added programs that reduce
customers’ acquisition costs for MRO supplies. Value added programs include: business needs analysis; inventory
management solutions such as vending, VMI, CMI and eCommerce; training; and workflow management

tools. Industrial vending solutions specifically are becoming increasingly valued by our customers as they focus on
improving their operations, cost control and vendor consolidation. These solutions can accommodate a range of
products from precision cutting tools to MRO supplies. We will continue to invest in our vending program in support
of our overall growth strategy as well as our goal to support the identified needs of our customers.

Increasing the number of product lines and productive SKUs. Customers continue to drive more of their fulfillment
needs electronically. To support this trend, we believe that increasing the breadth and depth of our online product
offering and removing non-value-added SKUs is critical to our continued success. In addition, we are focused on
providing our customers with new product alternatives that will help them achieve their cost savings objectives while
meeting their demands for higher quality products. In fiscal year 2014, we added approximately 180,000 SKUs to our
searchable database on www.mscdirect.com, bringing the total to 850,000. This increase in SKUs translated to our full
ordering database, bringing MSC'’s total, active, saleable SKU count to approximately 1,200,000. We expect this SKU
expansion plan driven by our eCommerce strategy to continue throughout fiscal 2015.

The most recent MSC catalog issued in September 2014 merchandises approximately 505,000 core metalworking and
MRO products, which are included in the SKU totals above. Approximately 16% of these SKUs are MSC exclusive
brands. We guarantee same-day shipping of our core metalworking and MRO products, and offer next-day delivery
on qualifying orders placed up until 8:00 P.M., Eastern Time. We fulfill our same-day shipment guarantee
approximately 99% of the t