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BUSINESS OVERVIEW:
The Fastenal Company sells industrial and construction supplies for the wholesale and retail market 

located in 50 states, Singapore, Canada, Mexico, China, the Netherlands, and Puerto Rico.  Sales include threaded fasteners; tools and equipment; cutting tools and abrasives; components and accessories for 

hydraulics, pneumatics, plumbing and HVAC; material handling products; and janitorial, welding,

safety and electrical supplies.  The Fastenal Co. began in 1967 in Winona, MN. with a marketing strategy of supplying threaded fasteners to customers in small, medium-sized, and, in subsequent years, large cities.

As of December 31, 2005, Fastenal had 1,755 store sites, 12 distribution centers, and employed 9,306
 people at these sites.  The Company believes its success can be attributed to its ability to offer its
customers a full line of products at convenient locations and to the high quality of the Company’s 

employees.  The Company selects new locations for its stores based on their proximity to the Company’s distribution network, population statistics, and employment data for manufacturing and construction.  The Company intends to continue opening new stores and currently expects the rate of new store openings to be

approximately 13 to 18% per year(calculated on the ending number of stores in the previous year).  The

Company stocks all new stores with an inventory drawn from all 10 of its product lines.  Subsequent to opening,

the store personnel may supplement the inventory offering to customize the selection to the needs of its 

customer base.  The Fastenal School of Business is a comprehensive corporate university which fosters employees continual development and business success through education.  Incentive bonus arrangements

for sales personnel emphasize achieving increased store sales and cost containment goals.  Management
anticipates funding its current expansion plans with cash generated from operations, from available cash and

cash equivalents, and to a lesser degree, from its borrowing  capacity.  In addition to opening new sites in the

U.S., the Company plans to continue opening additional store locations in its foreign markets.

CUSTOMERS:

Most of the Company’s customers are in the construction and manufacturing markets.  The construction market includes general, electrical, plumbing, sheet metal, and road contractors.  The manufacturing market includes

both original equipment manufactures and maintenance and repair operations.  Other users of the Company’s

products include farmers, truckers, railroads, mining companies, federal, state, and local government entities,

schools, and certain retail trades.  No one customer accounted for a significant portion of the Company’s
sales.  Direct calls on customers, catalogs, signs, and direct mailings generate the Company’s sales.

MARKET POTENTIAL:
The Company believes, based on the demographics of the marketplace in North America, that there is 

sufficient potential in this geographic area to support at least 3,500 total stores.  Many of the new store sites would be in cities in which the Company currently operates.  A new store typically requires 9 to 12 months to

achieve its first profitable month.  In addition to the existing store sites, the Company also operates “in-plant” sites—selling units located in or near a customer’s facility that sells product solely to that customer.  (These sites are not counted in the store count numbers).  The Company has not operated outside of North America long enough to assess the market potential of those markets. The store sites located outside the U.S. contributed 6% of the Company’s consolidated net sales in 2005 with approx. 83% of this amount from Canadian operations.
FINANCIAL OVERVIEW:

2005 sales of $1.5 billion represented a 23.0% increase over the 2004 level.  An additional $300 million in new business in 2005 was achieved by opening 222 new stores, while upgrading existing stores.  Net earnings of 
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$166.8 million in 2005, is an increase of 27.4% over 2004.  Increased sales growth and better expense management made this possible.  The manufacturing division sales grew by 18.0% year-over-year.
National Accounts grew sales by 23.0%, National Construction grew sales at 82.0%.  Government sales grew 54.0%.  Diluted earnings per share paid $1.10.  A 2-for-1 stock split occurred in 3/95, 5/02, & 11/05.  The
Company will buy back an additional 500,000 shares of common stock.  In April 2005, the Company bought

back 700,000 shares.  The buyback should offset about $12.5 million worth of stock option exercises set to occur in June & November 2006.  Fastenal has paid dividends in every year since 1991. 






Net Sales
Gross Profit

Net Earnings

EPS

2005 Quarterly Financial Data


1st Quarter


$353,809
$174,762

$37,032

$.24


2nd Quarter


 383,263
  190,793

  44,647

  .30


3rd Quarter


 402,218
  199,123

  45,971

  .30


4th Quarter


 384,043
  193,425

  39,164

  .26


Total



1,523,333
  758,103

 166,814

1.10

2006
1st Quarter


 $431,703
 $217,487

 $47,854

 $.32

In the first several years of this decade, the global manufacturing recession negatively impacted the 

Company’s performance, and that of the industry as a whole.  This negative impact of the economy has

reversed itself since July 2003.  The impact of the economy is best reflected in the growth performance 

of our stores greater than five years old.  These stores are more cyclical due to the increased market share

 they enjoy in their local markets.  The net sales growth rate percentage for stores more than 5 years old were:

2005-13.7% and 2006-10.8% first quarter.  Stores two to five years old are also impacted by the economy,

but to a lesser degree.  The net sales growth percentage for stores 2-5 years old were:  2005-29.9% & 2006-

31.1% first quarter.

Rising fuel prices did affect the vehicle fleet in 2005.  The fleet consists of a variety of distribution vehicles as well as store delivery vehicles.  The increases were 31.7% and 27.7% in per gallon diesel fuel costs for the latter two-thirds of 2005 and the first 6 months of 2006.  The increases were greatly reduced during the third and fourth quarters by a very effective conservation effort by store personnel.

Hurricanes Katrina & Rita during the third quarter of 2005 dislocated employees, destroyed 4 stores, damaged

11 stores, and 15 stores had lesser damage.  The Company assisted employees with temporary housing, vehicles, food and clothing.  With additional gifts from shareholders, employees, and vendors, Fastenal

was able to meet the needs of their customers and experienced an increase over planned sales of $4 million

 in this geographic area during September.

CURRENT INITIATIVES:

During 2005, Fastenal actively pursued several initiatives to improve its operational performance.  These

included:


 (1) a new freight model utilizing the Fastenal trucking network.
 


 (2) tactical changes to the working capital model establishing a central call center for accounts 
 
 
       receivable collection & financial business rules for product purchases outside the standard


       stocking model.


 (3) an expanded store model called CSP2 in upgrading existing stores.
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CONCLUSION:

The executive officers
 are not related to any other executive officer or to any other director of Fastenal Co.
Fastenal has a financial strength rating of A, and no debt.  Officers & directors own 16.9% of common

stock. 
I chose 16.8% for both est. future sales and EPS growth, an average high PE of 30.0 and average low PE of 15.0.  This puts Fast in the hold range at a price of $39.24.  Alt B recommends a buy below $32.33 for a 3:1 up-

side down-side ratio and a 15% annual return.  The years 2001 and 2002 trended downward for pre-tax profits and EPS, reflecting how economic swings affect manufacturing stocks. Value line reports sales of 22.5% the past 10 years, 15.0% the past 5 years, and estimates 18.0% for the years 09-11.  Value Line reports earnings to be 21.0% the past 10 years, 14.0% the past 5 years, and predicts 20.5% to the year 09-11.

First quarter 2006 net sales, net earnings, gross profits, and earnings per share continue to increase above 2005 values and are expected to continue.  For that expectation, I would recommend the Club consider purchasing
this stock when it is in the buy range.

