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BB&TCM's Fastener Distributor Index (FDI) - An April Tease Amid
Little Change

KEY TAKEAWAY

In substance, April (51.6) was little changed from March. This was in part due to customer stocks
slipping, and a positive tease is that if any volume-firming catalyst can emerge thin inventories may
enhance it. Pricing similarly teased with slightly better results. But taken as a whole, with low-50s
readings (similar to the national PMI) and a tempered outlook, it seems most accurate to portray April
as seeing optimism slip into realism. In the near-term, more of the same seems in store.

KEY POINTS

About the Fastener Distributor Index (FDI). The FDI is a monthly survey of NorAm fastener
distributors, conducted with the FCH Sourcing Network, which offers insights into current trends/
outlooks. As a diffusion index, figures above 50 signal strength and below 50 signal weakness. It
should be directly relevant to Fastenal and broadly relevant to other distributors (W.W. Grainger, MSC
Industrial).

April FDI: at 51.6, more of the same. After wild gyrations in January/February, March (52.8) and now
April (51.6) have settled into a sluggish-but-positive range. While April is technically a step down from
March, in substance there is not a lot of difference in the two figures. Sales stayed at good, and in fact
improved levels (68.8, vs. 58.3 in Mar.). However, employment expectations moderated (45.3, vs. 56.9
in Mar.) and customers continued to slim down inventories (39.1, vs. 43.1 in Mar.). Sales were stronger
in April, but remember the FDI is a breadth, not depth, index. In total, the picture remains growing but
at subdued rates for the fastener industry (averaged 52.5 YTD) as well as broader manufacturing (PMI
averaged 52.3 YTD).

Outlook: tempered, but still positive. In April, the ratio of respondents that were optimistic slid in
April (47%; in 64% in Mar.). Still, this largely reflects a retreat into the "Same" camp, as pessimists
remained low and largely unchanged in April (13%, vs. 13.9% in Mar.). Dewey-eyed optimism may be
giving way to pragmatic realism, but this figure still reflects little fear of a downturn the next six months..

Price: twitches up, but does itlead to something? Both sequential (54.8, vs. 50.0 in Mar.) and annual
(65.6,vs. 56.9 in Mar.) pricing ticked up. The metric improved, though the largest group by far remains
that seeinglittle change. Actual pricing reported by respondents was ~1%, a bit better than the 0%-1%
of recent months. This may be small steps to offset non-material inflation, or it may be distributors taking
tentative steps in light of reports of higher foreign steel prices. But it will take further readings to know
if this is a trend or a hiccup.

Supplemental query: Fastenal's presence. Fastenal's fastener growth is stalled, which made us
wonder if it was still a share-gaining juggernaut of yore. 53% of respondents felt its size is now such
that its fastener business simply reflects the sluggish market trends. 44% believed the company has
slipped of late in selling fasteners. Even recognizing that questions such as these exhibit a touch of
bravado from respondents, it is still telling that almost no one felt Fastenal was hoovering up market
share. Such responses fuel our worries that its fastener business may be suffering as resources route
elsewhere.

What does this mean for other distributors? April's reading suggests little has changed where
fastener demand is concerned: conditions remain sluggish. That may be wearing down forward-
looking sentiment a bit, but overall it suggests the trends that firms like Grainger (which have not
been awful for MRO) and MSC Industrial are likely facing the same trends they have faced year-to-
date. Indeed, Fastenal just reported an April DSR that was a bit soft.
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Additional Discussion
Figure 1: April FDI eases a bit, but in substance looks like March; are inventories too low?

FASTENER DISTRIBUTION AT A GLANCE
April 2013
Index - Index- Index- Index- Index- Index- | Mar.-->Apr.
Apr. Mar. Feb. Jan. Dec. Nov. Change Direction

PMI (Overall mftring sector) 50.7 51.3 54.2 53.1 50.7 49.5 (0.6) Growing
FDI (Fastener distribution) 51.6 52.8 48.7 56.9 48.4 46.1 (1.2) Growing
Sales 68.8 58.3 48.7 82.8 32.8 34.4 10.4 Growing
Employment 45.3 56.9 56.4 60.3 53.1 50.0 (11.6) Declining
Supplier Deliveries 53.1 52.8 47.4 44.8 60.9 56.3 0.3 Slowing
Respondent Inventories 60.9 68.1 60.3 65.5 64.1 59.4 (7.1) Too High
Customer Inventories 39.1 43.1 42.3 39.7 64.1 43.8 (4.0) Too Low
Pricing, month-to-month 54.7 50.0 52.6 56.9 51.6 48.4 4.7 Higher
Pricing, year-to-year 65.6 56.9 62.8 60.3 57.8 53.1 8.7 Higher

Higher  Same Lower
6-Month Outlook - Apr. 47% 41% 13%

:FDI and Pricing are diffision indexes. At 50, the performance of the category listed met
:expectations. A reading above 50 suggests the category outperformed expectations,

Source: BB&T Capital Markets' estimates, FCH Sourcing Network, Institute for Supply Management

Capital Markets Page 2 of 5



IMPORTANT DISCLOSURES
Price Chart

Rating and Price Target History for: Fastenal Company (FAST) as of 05-03-2013
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Rating and Price Target History for: W.W. Grainger, Inc. (GWW) as of 05-03-2013
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Rating and Price Target History for: MSC Industrial Direct Co., Inc. (MSM) as of 05-03-2013
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BB&T Capital Markets rating distribution by percentage (as of May 7, 2013):

All companies All companies under coverage to which it has provided
under coverage: investment banking services in the previous 12 months:
Buy (1) 47.13% Buy (1) 17.95%
Hold (2) 51.66% Hold (2) 5.85%
Underweight/Sell (3) 1.21% Underweight/Sell (3) 0.00%
Not Rated (NR) 0.00% Not Rated (NR) 0.00%
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BB&T Capital Markets Ratings System:

The BB&T Capital Markets Equity Research Department Stock Rating System consists of three separate ratings. The appropriate rating is determined by a stock’s estimated
12-month total return potential, which consists of the percentage price change to the 12-month price target and the current yield on anticipated dividends. A 12-month price
target is the analyst’s best estimate of the market price of the stock in 12 months. A 12-month price target is highly subjective and the result of numerous assumptions,
including company, industry, and market fundamentals, both on an absolute and relative basis, as well as investor sentiment, which can be highly volatile.

The definition of each rating is as follows:

Buy (1): estimated total return potential greater than or equal to 10%, Hold (2): estimated total return potential greater than or equal to 0% and less than 10%, Underweight
(3): estimated total return potential less than 0%

B: Buy H: Hold UW: Underweight NR: Not Rated NA: Not Applicable NM: Not Meaningful SP: Suspended

Stocks rated Buy (1) are required to have a published 12-month price target, while it is not required on stocks rated Hold (2) and Underweight (3).

BB&T Capital Markets Equity Research Disclosures as of May 7, 2013

BB&T Capital Markets makes a market in the securities of Fastenal Company, W.W. Grainger, Inc. and MSC Industrial Direct Co., Inc..

BB&T Capital Markets expects to receive or intends to seek compensation for investment banking services from Fastenal Company, W.W. Grainger, Inc. and MSC Industrial
Direct Co., Inc. in the next three months.

An affiliate of BB&T Capital Markets received compensation from W.W. Grainger, Inc. for products or services other than investment banking services during the past 12
months. The analyst or employees of BB&T Capital Markets with the ability to influence the substance of this report know or have reason to know the foregoing facts.

ADDITIONAL INFORMATION AVAILABLE UPON REQUEST

For valuation methodology and related risk factors on Buy (1)-rated stocks, please refer to the body text of this report or to individual reports on any covered companies
referenced in this report.

The analyst(s) principally responsible for preparation of this report received compensation that is based upon many factors, including the firm’s overall investment banking
revenue.

Analyst Certification

The analyst(s) principally responsible for the preparation of this research report certify that the views expressed in this research report accurately reflect his/her (their)
personal views about the subject security(ies) or issuer(s) and that his/her (their) compensation was not, is not, or will not be directly or indirectly related to the specific
recommendations or views contained in this research report.

OTHER DISCLOSURES

The information and statistics in this report have been obtained from sources we believe are reliable but we do not warrant their accuracy or completeness. We do not
undertake to advise the reader as to changes in figures or our views. This is not a solicitation of an order to buy or sell any securities.

BB&T Capital Markets, a division of BB&T Securities, LLC, member FINRA/SIPC, is a wholly owned nonbank subsidiary of BB&T Corporation. The securities sold, offered or
recommended are not a deposit, not FDIC insured, not guaranteed by a bank, not guaranteed by any federal government agency and may go down in value.

The opinions expressed are those of the analyst(s) and not those of BB&T Corporation or its executives.
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