
2018 ANNUAL REPORT

EXPERTS DRIVING
INSIGHTS



Financial Highlights

2.00

2.25

2.50

2.75

3.00

3.25

201820172016

$2.00

$2.25

$2.50

$2.75

$3.00

$3.25

201820172016

NET SALES (IN BILLIONS)

300

325

350

375

400

425

201820172016

$300

$325

$350

$375

$400

$425

201820172016

OPERATING INCOME (IN MILLIONS)

NET SALES (IN BILLIONS) OPERATING INCOME (IN MILLIONS)

0

100

200

300

400

500

201820172016

$100

0

$200

$300

$400

$500

201820172016

CASH FLOW FROM 
OPERATIONS (IN MILLIONS)

2

3

4

5

6

201820172016

$2.00

$3.00

$4.00

$5.00

$6.00

201820172016

DILUTED EARNINGS PER SHARE

CASH FLOW FROM 
OPERATIONS (IN MILLIONS)

DILUTED EARNINGS 
PER SHARE

EXPERTS DRIVING INSIGHTS 
	In this digital age, we are all bombarded with data at lightning speed. Knowing which 

information is the most meaningful is the difficult part. That’s where partnering with MSC 

Industrial Supply Co. comes into play. We believe the more digital the world becomes, the 

more people matter. With more than 75 years of experience in metalworking and 

maintenance, repair and operations supplies, our dedicated team of 6,500-plus associates 

brings deep insights that improve operational performance. We deliver one of the broadest 

and deepest offerings with more than 1.5 million products from thousands of top suppliers 

through our world-class eCommerce platform and inventory management solutions. As trusted 

advisors, we combine industry expertise and proprietary data to drive insights that improve 

our customers’ growth, productivity and profitability so they can win.



In today’s ever-evolving manufacturing landscape, MSC remains unwavering in our dedication to driving 

value for our customers by enabling them to achieve higher levels of growth, profitability and productivity. 

Our success in doing so means that we are better positioned than ever to deliver on our mission to be 

the best industrial distributor as measured by our associates, customers, owners and suppliers.

Our results over the past year demonstrate the progress we are making in achieving our mission. Our 

commitment to our customers has driven more than $400 million in documented costs savings for our 

customers in each of the past two years. We continue to grow in areas that are technical and high-

touch with high barriers to entry, including metalworking, managed assembly consumables (Class ‘C’ 

products) and inventory management solutions, creating a deeper moat around our business. As a 

result, our average daily sales growth, including acquisitions, was 10.5% in fiscal 2018, and our  

operating margins maintained at 13.1%.

 

During fiscal 2018 and looking forward, we are optimizing the value that our people bring to our 

customers. We are strengthening our ability to leverage data to enable our people and customers to 

navigate the changing market, as well as evolving our business to increase our sales effectiveness to 

better serve customers and grow our business. We have recognized the significant and growing value 

that we can achieve for our customers and MSC by deepening our approach to customer engagement. 

This also will increase our efficiency as customer operations have grown increasingly complex and 

scalable. This model will better position MSC to drive improved organic growth, while strengthening our 

position and resilience in the market.

At the same time, we continued to grow MSC with our expanded presence and metalworking expertise 

in the Midwest through our fiscal 2017 acquisition of DECO Tool Supply Co. DECO continues to exceed 

Dear Shareholders,

As our world continues to go more digital, 
we believe people actually matter more 
than ever. Our ability to provide robust 
metalworking insights, optimize our 
customers’ operations and generate cost 
savings is what continues to set us apart 
and solidifies our viewpoint that our expert 
associates help bring greater value.”

“



our expectations and produced earnings accretion ahead of schedule. In fiscal 2018, we also acquired All 

Integrated Solutions (AIS) to extend our expertise into production fasteners. AIS is off to a solid start and we 

are very impressed with the highly complementary aspects of these businesses along with their customer- 

centric cultures.

Through these efforts across our business, we are increasingly serving the needs of our customers to increase 

their output, improve their profitability, and enhance their competitive position in their markets. The decades 

of experience and the extensive knowledge of our people, combined with our robust digital solutions, improve 

transaction efficiency and the overall customer buying experience—something manufacturers cannot find 

through an online marketplace alone. As our world continues to go more digital, we believe people actually 

matter more than ever. Our ability to provide robust metalworking insights, optimize our customers’ opera-

tions and generate cost savings is what continues to set us apart and solidifies our viewpoint that our expert 

associates help bring greater value.

Against an improving macroeconomic backdrop, we believe the actions we are taking have positioned us for a 

strong fiscal 2019. Manufacturing conditions are solid, pointing towards continued growth in metalworking 

end markets. Increased order volumes and backlogs are reflective of the positive sentiment that we are seeing 

from our customers. As expected, we also have seen improvement in the pricing environment, but inflation 

has not yet fully translated to increased prices. Looking ahead, we are poised to leverage the investments that 

we have made in our business into growth and capitalize on the strengthening macroeconomic environment.

In closing, I would like to thank our customers, suppliers, associates and owners for their valued support of 

our company. The relationships that we have built and continue to build are the driving force behind our 

success as a leading industrial distributor. As a result, we are well-positioned for the future and look forward 

to another strong year for MSC.

Respectfully,

Erik Gershwind

President and Chief Executive Officer
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Inventory Management Solutions. 

Broad Selection of Products.

Same-Day Shipping and Next-Day Delivery.



Superior Customer Service.

Technical Support.

Commitment to Technological Innovation.

Advanced Technologies and www.mscdirect.com.  www.mscdirect.com

Competitive Pricing.  

Expanding and enhancing our metalworking capabilities to aggressively penetrate customers in heavy and light 
manufacturing.

Expanding programs for government and national account customers



Increasing the size and improving the productivity of our direct sales force.

Increasing sales from existing customers and generating new customers with various value-added programs.

Increasing the number of product lines and productive SKUs.

Improving our marketing programs.

Enhancing eCommerce capabilities.

Improving our excellent customer support service.

Selectively pursuing strategic acquisitions.





 





www.sec.gov.

www.mscdirect.com

Our business depends heavily on the operating levels of our customers and the economic factors that affect them including 
general economic conditions. 



Changes in our customer and product mix, or adverse changes to the cost of goods we sell, could cause our gross margin 
percentage to fluctuate, or decrease.

We operate in a highly competitive industry.

Our industry is evolving and consolidating, which could adversely affect our business and financial results.

Volatility in commodity and energy prices may adversely affect operating margins.



As a United States government contractor, we are subject to certain laws and regulations which may increase our costs of 
doing business and which subject us to certain compliance requirements and potential liabilities.

Our business is exposed to the credit risk of our customers which could adversely affect our operating results.

The risk of cancellation or rescheduling of orders may cause our operating results to fluctuate.

Work stoppages and other disruptions, including those due to extreme weather conditions, at transportation centers or 
shipping ports may adversely affect our ability to obtain inventory and make deliveries to our customers.

Disruptions or breaches of our information systems, or violations of data privacy laws, could adversely affect us.



Recent U.S. tax legislation could affect our effective tax rate and future profitability.

Our success is dependent on certain key personnel.

Our business depends on our ability to retain and to attract qualified sales and customer service personnel and metalworking 
specialists

The loss of key suppliers or contractors or supply chain disruptions could adversely affect our operating results.

Trade policies could make sourcing products from overseas more difficult and/or costlier.



Opening or expanding our customer fulfillment centers exposes us to risks of delays and may affect our operating results.

An interruption of operations at our headquarters or customer fulfillment centers could adversely impact our business

We are subject to litigation risk due to the nature of our business, which may have a material adverse effect on our business

We may encounter difficulties with acquisitions and other strategic transactions which could harm our business.

The terms of our credit facility and senior notes impose operating and financial restrictions on us, which may limit our 
ability to respond to changing business and economic conditions.



We are subject to environmental, health and safety laws and regulations.

Goodwill and indefinite-lived intangible assets recorded as a result of our acquisitions could become impaired

Our common stock price may be volatile.

Our principal shareholders exercise significant control over us.



 

       



  
  

 

 



The following stock price performance graph and accompanying information is not deemed to be “soliciting 
material” or to be “filed” with the SEC, nor shall such information be incorporated by reference into any filings under the 
Securities Act of 1933, as amended, or under the Securities Exchange Act of 1934, as amended, which we refer to as the 
Exchange Act, or be subject to the liabilities of Section 18 of the Exchange Act, regardless of any general incorporation 
language in any such filing.
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Operating Activities



Investing Activities

Financing Activities

Long-term Debt 

Capital Lease and Financing Arrangements



Capital Expenditures

 



Allowance for Doubtful Accounts

Inventory Valuation Reserve

Goodwill and Indefinite-Lived Intangible Assets



Income Taxes

Other

Interest Rate Risks

Foreign Currency Risks











  



 
 

 







Business

Principles of Consolidation

Fiscal Year

Use of Estimates

Cash and Cash Equivalents

Concentrations of Credit Risk

Allowance for Doubtful Accounts



Inventory Valuation

Property, Plant and Equipment

Goodwill and Other Indefinite-Lived Intangible Assets



 

Impairment of Long-Lived Assets

Deferred Catalog Costs

Revenue Recognition



Gross Profit

Vendor Consideration

Product Warranties

Shipping and Handling Costs

Stock-Based Compensation



Share Repurchases and Treasury Stock

Related Party Transactions

Fair Value of Financial Instruments

Foreign Currency



Income Taxes

Comprehensive Income

Geographic Regions

Segment Reporting

Business Combinations

”

Recently Adopted Accounting Pronouncements



Accounting Pronouncements Not Yet Adopted



Reclassifications



          
      





  
  

  
   
   

  
   
   

  
   





 

 

Credit Facility 

Private Placement Debt



Shelf Facility Agreements 

Capital Lease Obligations



Share Repurchases 

Common Stock 



Preferred Stock 

Cash Dividend

  
  
  
  

   
   
   
   

2015 Omnibus Incentive Plan



Stock Options

Expected Term

Expected Volatility

Risk-free Interest Rate

Expected Dividend Yield

    
    
    



Restricted Stock Awards

Restricted Stock Units

Associate Stock Purchase Plan



Savings Plan

Leases





Evaluation of Disclosure Controls and Procedures

Management’s Annual Report on Internal Control over Financial Reporting

Internal Control—Integrated Framework (2013 Framework).

Attestation Report of the Independent Registered Public Accounting Firm



Changes in Internal Control Over Financial Reporting















Chief Executive Officer
(Principal Executive Officer)
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Board of Directors
Jonathan Byrnes	 Senior Lecturer	 Massachusetts Institute of Technology

Roger Fradin	 Operating Executive	 The Carlyle Group

Erik Gershwind	 President and Chief Executive Officer	 MSC Industrial Supply Co.

Louise Goeser	 Chief Executive Officer	 LKG Enterprises

Mitchell Jacobson	 Non-Executive Chairman of the Board	 MSC Industrial Supply Co.

Michael Kaufmann	 Chief Executive Officer 	 Cardinal Health, Inc. 

Denis Kelly	 Investment Banker	 Scura Paley Securities LLC

Steven Paladino	 Executive Vice President and Chief Financial Officer	 Henry Schein, Inc.

Philip Peller	 Independent Director	 Retired Partner, Arthur Andersen LLP

Executive Officers
Erik Gershwind	 President and Chief Executive Officer

Steven Baruch	 Executive Vice President and Chief Strategy & Marketing Officer

Rustom Jilla	 Executive Vice President and Chief Financial Officer

Douglas Jones	 Executive Vice President and Chief Supply Chain Officer

Steve Armstrong	 Senior Vice President, General Counsel and Corporate Secretary

Charles Bonomo	 Senior Vice President and Chief Information Officer

Kari Heerdt	 Senior Vice President and Chief People Officer

Gregory Polli	 Senior Vice President, Category Management

David Wright	 Senior Vice President, Sales

Corporate Information
ANNUAL MEETING	

The 2019 Annual Meeting of  

Shareholders will be held at:

Hilton Long Island/Huntington

598 Broad Hollow Road

Melville, New York 11747

on Tuesday, January 29, 2019 at 9 a.m.

COMPANY HEADQUARTERS

MSC Industrial Supply Co.

75 Maxess Road

Melville, New York 11747

MSC Industrial Supply Co.

525 Harbour Place Drive

Davidson, North Carolina 28036

WEBSITE

www.mscdirect.com

INVESTOR RELATIONS CONTACT

John Chironna

MSC Industrial Supply Co.

(704) 987-5231

Copies of our Annual Report on  

Form 10-K for the fiscal year ended  

September 1, 2018 are available  

without charge, upon request.

INDEPENDENT REGISTERED PUBLIC

ACCOUNTING FIRM

Ernst & Young LLP

Jericho, New York

LEGAL COUNSEL

Curtis, Mallet-Prevost, Colt & Mosle LLP

New York, New York

REGISTRAR AND TRANSFER AGENT

Proxy Services

c/o Computershare Investor Services

P.O. Box 505000

Louisville, Kentucky 40233-5000

COMMON STOCK LISTED

MSC Industrial Supply Co.’s Class A  

common stock is traded on the  

New York Stock Exchange under  

the symbol “MSM.”

DIVIDEND POLICY

The Company has instituted a policy  

of regular quarterly cash dividends to  

shareholders. Currently, the quarterly  

dividend rate is $0.63 per share, or  

$2.52 per share annually.

CORPORATE 
INFORMATION



MSC INDUSTRIAL SUPPLY CO.
75 Maxess Road
Melville, New York 11747
516.812.2000

www.mscdirect.com

NYSE listed: MSM
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