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Survey: Sales Growth at Two-Year High
Strong 3Q sales buoy companies after slow start to the year

Robert W. Baird & Co., in partnership with 
Modern Distribution Management, conducted 
a survey of about 500 distributors and manu-
facturers to gauge business trends and the 
outlook for the distribution industry in diverse 
sectors. Here is a summary of third-quarter 
results and distributor and manufacturer ex-
pectations for 4Q and 2015.

Expectations for moderate growth in the 
third quarter became reality for respon-
dents to the quarterly MDM/Baird Dis-
tribution Survey. Excluding acquisitions, 
revenue growth was 4.4 percent year-over-
year, up from 3.5 percent in the second 
quarter and 2.2 percent in the first quarter, 
according to the most recent survey results. 
Respondents expected 4.7 percent growth 
for the third quarter.

The 4.4 percent revenue growth 
marked wholesale distribution’s best 
performance since 3Q12, helping 2014 
recover from a slow start and giving 
respondents confidence heading into next 

year. Although many expect business to 
cool slightly in the fourth quarter, with a 
projected growth of just 3.8 percent, most 
are cautiously optimistic for the longer 
term. Respondents forecast an average of 
4.1 percent revenue growth in 2015.

Among the 19 product categories, 
datacomm posted the strongest revenue 
growth in the third quarter at 7.4 per-
cent. The segment expects the strength to 
continue with forecasted revenue growth 
of 5.5 percent in the fourth quarter and 6.1 
percent in 2015.

Respondents expect the cutting tools 
segment to be the top-performing cat-
egory in the fourth quarter with forecasted 
growth of 5.8 percent and second best in 
2015 with forecasted growth of 6.5 per-
cent. Average revenue growth for cutting 
tools in the third quarter was 4.5 percent. 
Respondents project hoses & accessories 
to register an industry-best 6.9 percent 

3Q14 Revenues: +4.4% 3Q14 Pricing: +1.1%

4Q14/2015 Revenue Outlook: +3.8%/+4.1%3Q14 Revenue Growth by Geography
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If your customers aren’t asking you for more of 
something – whether it’s products or services – 
you are in a distinct minority. We asked respon-
dents to the latest MDM/Baird Distribution 
Survey (see the complete results in this issue) 
how customer expectations of doing business 
have changed, and only 10.6 percent said they 
saw no significant change. 

That leaves nearly 90 percent of respondents 
figuring out how to meet these new customer 
demands. Should you invest in technology or 
people? Or both? Where do you cut to free up 
resources to meet the new expectations? Because 
ultimately it comes down to that question of 
resources.

Many noted they were investing in new ERP 
systems or online ordering platforms. And while 
these technologies are considered “must-haves” 
in today’s business world, there’s another ele-
ment that often gets overlooked: communica-
tion.

The ability to communicate the value you 
provide as a distributor and business partner is 
more important than ever before. But it doesn’t 
necessarily require big investments in the latest 
technology or even adding new people. What it 
does require, however, is the ability to control 

the conversation. 
As one respondent noted: “No new adapta-

tions in the areas above, because these are needs 
that have not evolved; rather, we are trying to 
‘shift the discussion’ to get them actually seeing 
value in, and wanting, the other services above 
like more online resources and more product 
data available.”

With today’s online-first mentality, it’s easy 
to get caught up in conversations about where 
something can be bought for a lower price. It’s 
easy to just list the features that come with a 
product or the standard training and services 
you provide. What’s a bit more difficult is think-
ing differently about how you sell what already 
exists to the customers.

One of the most effective areas for invest-
ment may be in providing communications 
training to your employees. Teach them how to 
ask questions that will open doors to new op-
portunities to strengthen your partnership rather 
than focus on the products you provide. 

As I’ve said before, the term “partner” has 
become overused by some in this industry. If 
you can’t show your customers how you really 
are a partner and not just a product supplier, you 
become expendable. 

Keeping Up with Customer Expectations
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continued on the next page

MDM-Baird Survey 
Continued from page 1

Current and Expected Revenue and Pricing Levels by Sector

3Q13 
Sales 

Change

3Q13 
Pricing 
Change

4Q14 
Sales 

Forecast

2015 
Sales 

Forecast
Building Materials 1.4% 0.3% 2.8% 2.8% Pricing closer to flattish despite higher lumber prices 
Cutting Tools 4.5% 1.6% 5.8% 6.5% Trends at machine shop customers remain healthy 

Datacomm 7.4% 1.3% 5.5% 6.1% Shift to larger data centers a longer-term secular neg. 
Electrical 4.8% 1.1% 4.9% 4.2% Non-res construction recovery to accelerate in 2015 
Fasteners 2.7% 0.6% 2.9% 4.7% Import prices out of Taiwan have risen slightly 
Gases/Cylinder Rental 3.0% 2.4% 3.4% 4.0% Argon supply issues surface, as expected 
Hoses & Accessories 6.5% 1.0% 5.1% 6.9% Highest 2015 revenue growth forecast in the survey 
HVAC 3.5% 0.6% 4.3% 4.2% Cool summer dampens growth, heavy 13-SEER prebuild 
Mech/Power Trans. 3.4% 1.1% 3.4% 3.6% 2nd quarter of 3%+ growth after six flat-to-negative 
MRO - Industrial/Mfg* 3.7% 1.3% 3.8% 4.1% Improved industrial momentum sustained 
MRO - Non-Mfg* 3.1% 1.4% 2.6% 2.6% Overall industry momentum remains positive 
Plumbing 6.6% 1.2% 4.4% 4.5% Competitive chatter remains high 
Pool & Spa 3.2% 0.6% 3.5% 6.0% Positive trends offset by cool summer in Snowbelt 
PVF - Ind. & Energy 5.8% 0.5% 2.0% 3.3% Oil & gas resurgence continues, but margins under pressure 
PVF - Water & Sewer 5.3% 2.0% 3.0% 4.7% Geo-political concerns could weigh on pricing 
Rental Equipment 1.9% 2.0% 0.4% 0.8% Higher capex may lead to lower rental welder demand 
Roofing 1.8% -0.3% -0.6% 4.1% Shingle pricing pressure increases 
Safety 4.9% 1.6% 2.7% 3.6% National distributors pushing the (purchasing) advantage 
Welding Hardgoods 3.4% 1.6% 3.8% 4.7% Metal fab remains strong, driving improved consumables 
Overall 4.4% 1.1% 3.8% 4.1%

Thirty-nine percent of survey respondents said they increased inventory 
levels in the third quarter, while 18 percent decreased, outpacing both 
normal seasonal patterns and recent history. Inventory increases of this 
magnitude were last seen in 3Q11. Looking forward, the number of  
distributors looking to maintain/seasonally decrease their inventories in  
the fourth quarter (75 percent) similar to the prior year.

Inventory Levels, Historical and Expected

*For MRO, manufacturing includes industrial & manufacturing end-markets; non-manufacturing includes institutional, hospitality 
and other non-manufacturing end-markets. Jan-san results are included in these categories.

growth in 2015.
No categories showed revenue declines 

during the third quarter, but some showed little 
growth. Building materials ranked last with just 
1.4 percent revenue growth in the third quarter, 
though respondents expect that category to im-
prove with 2.8 percent growth in both the fourth 
quarter and in 2015.

Thirty-nine percent of respondents reported 
that they increased their inventory levels – the 
highest percentage since 3Q11 – while 18 percent 
reported decreasing inventory levels. 

Industrial supply companies are upbeat 
about the market, with one respondent saying 
it “continues to strengthen.” Every product cat-
egory – general industrial (MRO), safety, cutting 
tools, fasteners, mechanical power transmission 
and hoses & accessories – is ahead of revenue 
growth from third quarter 2013, though some 
have seen small dips or only modest improve-
ment throughout 2014.



MODERN DISTRIBUTION MANAGEMENT   /   VOL. 44, NO. 20 /  OCTOBER 25, 2014

4

www.mdm.comCopying or reprinting all or parts of this newsletter without specific permission violates federal law! 

To order reprints, 
reference article 
#4420-1. Learn 
more about reprint 
options at www.
mdm.com/reprints.

7 Key Investments to Grow Online Revenue 
Static websites and PDF catalogs are not enough to compete online

Compared to the second quarter, cutting 
tools and fasteners saw revenue growth increase, 
while growth for the MRO, safety, mechanical 
power transmission and hoses & accessories seg-
ments experienced slowed. 

National account activity is a concern for 
some industrial supply companies, as national 
players continue to “squeeze out the small 
guys.” One area where industrial supply compa-
nies said they don’t feel threatened, however, is 
AmazonSupply. One respondent said that of all 
the things causing lost sleep at night, the online 
giant isn’t one of them.

Respondents in the industrial gases cat-
egory described the metal fabrication sector as 
healthy, but argon supply issues have surfaced 
and prices are increasing – something respon-
dents said during the 2Q survey they feared 
would happen – though the situation is expected 
to be resolved by mid- to late-November.

After two years of slight decreases in reve-
nue growth, the gases & cylinder rental category 
registered 3 percent growth in the third quarter. 
Growth is projected to hit 3.4 percent in the 
fourth quarter and 4 percent in 2015. Welding 
hardgoods has seen more volatility in its rev-
enue growth trajectory, improving from nega-
tive growth in 2Q13 to 3.4 percent this quarter. 
The forecast is positive, with projections of 3.8 
percent revenue growth in fourth quarter and 
4.7 percent revenue growth in 2015.

Industrial gases respondents said customers 
are seeking higher levels of service and also that 
M&A activity has hit a soft patch, with specula-
tion that “independents are trying to improve 
their financial position.”

A cool summer in the Snowbelt kept pool 
& spa revenue growth down to just 3.2 percent 
in the third quarter, but that category leads the 
building products sector in the 2015 forecast 
with 6 percent revenue growth projection for 

next year and 3.5 percent revenue growth for the 
fourth quarter. 

HVAC also was hit by the cool summer, 
with one distributor saying, “It has not been 
good for business, everyone is slow. Customers 
are keeping busy, but not at the pace we’re used 
to.” HVAC’s 3.5 percent revenue growth was 
down from the same quarter a year ago but has 
been stable the past two quarters. Respondents 
in this segment project growth of 4.3 percent in 
the fourth quarter and 4.2 percent in 2015.

Roofing, at 1.8 percent revenue growth for 
the quarter, is feeling the effects of a soft con-
struction market. It had the lowest growth in 3Q 
and is projected to decline in the fourth quarter, 
although 2015 looks more promising for the 
category, with forecasted revenue growth of 4.1 
percent.

Wire & cable companies posted a positive 
quarter, with datacomm the strongest segment 
in this quarter’s survey. Nonresidential con-
struction recovery in certain markets bolstered 
the sector, according to respondents, one of 
whom said, “Nonresidential construction activ-
ity has gotten healthy through the year. Not in 
every market, but in most markets – especially 
metro areas.”

Electrical companies are focused on invento-
ry as margins remain pressured. One respondent 
summed up the industry’s plight by saying: 
“The challenges of keeping inventory based on 
customer demand and the constant pressures to 
decrease pricing to compete … occurs daily.”

The oil and gas industry’s resurgence drove 
pipe, valve & fittings business during the third 
quarter, with industrial PVF posting 5.8 percent 
revenue growth and water & sewer posting 5.3 
percent revenue growth. Pressure on margins 
and water & sewer pricing remain top of mind 
for distributors, and both categories forecast 
slower growth in the fourth quarter and 2015.

Corporate customers now seek an online experi-
ence similar to the business-to-consumer model, and 
distributors must adapt their e-commerce approach 
accordingly if they hope to increase conversion rates 
and customer retention. Michael Nagrant, principal 
consultant, Codifyd Inc., details why this is impor-
tant and how it can be achieved in the recent MDM 
Webcast, 7 Key Investments Distributors Should 
Make to Grow Online Revenue. 

This article is an exclusive summary of the webcast, 
which is available on-demand and on DVD at mdm.
com/7Investments.

By Eric Smith

Amazon and Target have revolutionized the 
online shopping experience by creating websites 
that make it easy for consumers to search, select 
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and pay for a product. And while distributors 
don’t compete directly with such retail giants, 
their impact on e-commerce has spread be-
yond the business-to-consumer market and is 
influencing all purchasing – even in wholesale 
distribution.

“People now expect that level of online 
service in the B2B world,” says Michael Nagrant, 
principal consultant, Codifyd Inc., who was fea-
tured in the recent MDM Webcast, 7 Key Invest-
ments Distributors Should Make to Grow Online 
Revenue.

Achieving that level of service is impera-
tive for any distributor looking to grow online 
revenue, Nagrant says. According to the Acquity 
Group 2013 State of B2B Procurement Study, 
71 percent of corporate buyers would purchase 
more products online if it were easier and more 
convenient to browse and buy from a distribu-
tor’s website.

The trend of corporate buyers increasing 
their e-commerce purchasing means a static 
website – for example, one that contains only a 
PDF catalog – will stifle growth. With a few tar-
geted investments, any company – even compa-
nies that have survived for generations follow-
ing traditional sales process – can boost online 
revenue, which, in turn, will boost the overall 
bottom line, according to Nagrant.

“Online revenue is a cheaper transaction for 
your organization relative to inside sales,” Na-
grant says. “That’s not to say that those things 
shouldn’t go hand in hand, but there’s a great 
opportunity for you to earn higher margins in 
your business and more revenue as you move 
online.”

Nagrant advises that distributors focus their 
investment in seven key areas for the greatest 
impact.

The first investment companies must make 
– if they hope to emulate successful online B2C 
providers – is product categorization, or taxono-
my. Nagrant says clear product categories make 
it easy for customers to locate the right product 
quickly.

“If they can find it, they can buy it,” says 
Nagrant, who advises companies to organize 
products using one principle such as product 
type, characteristic or application, but never mix-

ing them, which can cause confusion and send a 
customer elsewhere.

The next investment is improving product 
characteristics, or its attributes and values. 
Creating rules makes product listings consistent, 
complete and easy to understand, allowing a 
customer to compare them meaningfully while 
shopping.

Product data gathering helps a website 
achieve consistency by making products look 
like they came from one supplier instead 
of many. Two options exist in this category: 
Establish a vendor portal for suppliers to send 
the data or acquire it yourself through vendor 
relations.

Next is data normalization, which creates 
uniformity of data, helping a company “gain 
competitive advantage by taking data from the 
marketplace and level-setting it so customers 
aren’t confused,” Nagrant says. For example, 
make sure a word like “amperage” is written 
consistently on all product descriptions – either 
as “AMP,” “A M P” or “amperage.”

Merchandising through product images 
and copy means including product pictures as 
well as charts that aid decision-making and give 
customers a clear idea of what they are buying.

For example, a website that shows its inven-
tory by presenting clear images of each shape, 
style and size, increases confidence in selecting 
the right product and increases the likelihood 
of a purchase, compared to a website that only 
uses words to describe the characteristics. 

The next investment is establishing a single 
source of truth, or mutually exclusive and con-
sistent product categories.

The last investment is improved keyword 
search functionality on the company’s website, 
helping funnel users to the right place every 
time and, once again, providing ease and conve-
nience for their product search.

The payoff, Nagrant says, is a return on in-
vestment that every distributor seeks. “Distribu-
tors must focus on product content to increase 
conversion rates and customer retention.”

Access the MDM Webcast, 7 Key Investments Dis-
tributors Should Make to Grow Online Revenue, on-
demand at mdm.com/7Investments.
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Key 
hX.X% 2Q:3Q  (2Q ‘14 with 3Q ’14)

hX.X% 3Q:3Q (3Q ‘13 with 3Q ‘14)

These select product groups provide a snapshot of infla-
tion trends based on the Producer Price Index from the U.S. 
Bureau of Labor Statistics. This report, with graphs for all of 
the products listed here, is available online at this issue in 
pdf format at www.mdm.com.

Online  
Resources

Abrasives

h0.2% 2Q:3Q

h1.8% 3Q:3Q

Product Group 2Q:3Q 3Q:3Q
Adhesives/Sealants -0.3% 1.6%
Pumps & Compressors 0.2 2.0
Ind. Mat Handling Eqmt 0.2 2.6
Rubber & Plastic Belts & Belting 0.0 -1.8
Rubber & Plastic Hose 0.1 1.1
Industrial Rubber Products nec 0.2 0.8
Personal Safety Eqmt & Clothing 0.0 0.3
Metal Forming Machine Tools 0.2 1.4
Metal Cutting Machine Tools 0.2 1.1
Metal Valves (not FP) 0.4 3.8
Steel Mill Products 0.8 4.3

3Q14 Pricing Trends Report
Inflation trends for dozens of product groups

Softwood Lumber

h1.5% 2Q:3Q

h9.8% 3Q:3Q

Product Group 2Q:3Q 3Q:3Q
Plastic Construction Products -0.2% 1.8%
General Millwork 0.3 2.8
Gypsum Products 0.5 7.9
Hardboard, Particlebd, Fiberbd -2.0 -1.9

Hardwood Lumber -1.1 15.3
Plywood 5.5 7.4
Wood Ties, Siding, Shingles, etc. 4.4 20.8

Industrial

Construction

Electrical Machinery & Eqmt*

h0.0% 2Q:3Q

i0.2% 3Q:3Q

Product Group 2Q:3Q 3Q:3Q
Electronic Components & Accs. 0.0% -1.0%
Integrating/Measuring Instrumts 0.0 0.9
Motors, Generators, etc. 0.0 1.5
Wiring Devices 0.1 1.7
Transformers/Power Regulators 0.5 0.8
Switchgear, Switchbd, etc. Eqmt 0.1 0.1
Communications/Related Eqmt 0.0 -0.1
Electric Lamp Bulbs and Parts 1.2 -2.2
Fab. Ferrous Wire Products 0.1 0.1
Nonferrous Wire & Cable 1.4 -0.5
Lighting Fixtures 0.0 0.3

*Category includes products in table to right

Electrical
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Cutting Tools & Accessories*

h0.0% 2Q:3Q

h1.5% 3Q:3Q

Product Group 2Q:3Q 3Q:3Q
Hand & Edge Tools 0.0% 0.6%
Power-Driven Hand Tools 0.1 1.8
Precision Measuring Tools 0.0 -0.2
Small Cutting Tools 0.0 1.7
Tools, Dies, Jigs, Molds, Fixture 0.2 0.5

*Category encompasses some of the products in table.

Nuts, Bolts, Screws, Rivets, Washers*

h0.1% 2Q:3Q

h1.0% 3Q:3Q

Mech. Power Transmission Eqmt*
h0.3% 2Q:3Q

h0.5% 3Q:3Q

Product Group 2Q:3Q 3Q:3Q
Ball & Roller Bearings 1.1% 2.6%
Plain Bearings & Bushings 0.3 0.8

Speed Changers/Drives/Gears 0.0 0.6
Fluid Power Equipment -0.1 0.8
Fluid Power Valves 0.0 1.0
FP Hose & Tube Fittings 0.0 0.2
FP Cylinders, Actuators, Accum. 0.3 1.0
Fluid Power Pumps & Parts -0.8 0.7

Product Group 2Q:3Q 3Q:3Q
Aircraft Fasteners -0.7% -2.5%
Externally Thread. Fasteners** 0.4 1.5
Internally Thread. Fasteners** 0.7 0.8
Nonthreaded Metal Fasteners** 0.3 1.3

*Category encompasses products in table above
**Excludes aircraft fasteners.

Fasteners

Tools

*Category encompasses first three (PT) products in table.

Product Group 2Q:3Q 3Q:3Q
Hardware* -0.1% 1.2%
Builders Hardware 0.2 2.7
Air Cond. & Refrigeration Eqmt 0.5 2.2
Heating Eqmt 0.7 1.7
Plumbing Fixtures & Fittings 0.6 3.0
Plastic Products (overall) -0.2 1.0
Pkging Products from Plastics -0.5 -1.2
Welding Machinery & Eqmt -0.2 1.6
Office Supplies & Accessories -0.5 1.5
Pulp, Paper & Allied Products** -0.3 0.5
Boxes 0.0 1.5
Sanitary Paper Products -0.7 -1.2

Plastic Resins and Materials
h0.9% 2Q:3Q

h5.8% 3Q:3Q

Industrial Gases
i0.6% 2Q:3Q

h4.1% 3Q:3Q

Other

*This category includes builders’ hardware & other product groups 
**Category includes boxes, sanitary paper products & office supplies & other groups

Power Transmission/Bearing/Fluid Power
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Wholesale revenues in August were $453.9 
billion, down 0.7 percent from the revised July 
level, but were up 5.8 percent from August 
2013.  August sales of durable goods were up 0.1 
percent from last month and up 7 percent from a 
year ago. Sales of nondurable goods were down 
1.3 percent from July, but were up 4.7 percent 
from last August. 

Inventories. Inventories were $538 billion at the 
end of August, up 0.7 percent from the revised 
July level and up 7.9 percent from August 2013. 
August inventories of durable goods were up 0.8 
percent from last month and up 8.5 percent from 
a year ago. Inventories of nondurable goods 
were up 0.5 percent from July and up 6.9 percent 

Source: U.S. Census Bureau

Monthly Inventories/Sales Ratios  
of Merchant Wholesalers: 2005-2014

(Estimates adjusted for seasonal and trading-day differences, but not for price changes) 
RATIO

from last August. 

Inventories/Sales Ratio. The August invento-
ries/sales ratio for merchant wholesalers was 
1.19.  The August 2013 ratio was 1.16.
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Sales and Inventories Trends: August 2014

U.S. Bureau of the Census, Current Business Reports, Monthly Wholesale Trade, Sales and Inventories Series: MDM compilation and analysis. 
Adjusted for seasonal and trading day differences.  Figures for sales and inventories are preliminary adjusted estimates.

 
 
NAICS 
Code

 
 
 
Business Type

 
 

Sales  
$Millions

 
 

Inventory  
$Millions

 
Stock/
Sales 
Ratio

Percent 
Change 
Sales  

7/14-8/14

Percent 
Change 
Sales  

8/13-8/14

Percent 
Change 

Inventory 
7/14-8/14 

Percent 
Change 

Inventory 
8/13-8/14

42 U.S. Total 453,938 538,005 1.19 -0.7 5.8 0.7 7.9

 
423 Durable 210,911 333,227 1.58 0.1 7.0 0.8 8.5

 

4231 Automotive 35,123 55,143 1.57 -0.5 10.3 0.6 8.3

4232 Furniture & Home Furnishings 5,343 8,755 1.64 1.2 2.8 0.8 5.1

4233 Lumber & Other Construction Materials 10,360 15,373 1.48 -0.9 5.0 1.5 8.7

4234 Prof. & Commercial Equip. & Supplies 39,514 42,124 1.07 -0.5 2.8 2.1 9.7

42343 Computer Equipment & Software 22,327 18,674 0.84 -1.7 -0.3 4.5 13.6

4235 Metals & Minerals 14,963 28,908 1.93 1.6 19.8 -0.1 8.6

4236 Electrical Goods 35,968 37,851 1.05 -0.5 3.2 1.1 7.2

4237 Hardware, Plumbing, & Heating Equipment 10,086 20,096 1.99 1.4 3.2 0.3 8.8

4238 Machinery, Equipment & Supplies 40,356 97,493 2.42 1.4 13.0 0.9 11.7

4239 Miscellaneous Durable 19,198 27,484 1.43 -0.9 1.3 -0.8 -0.6

 

424 Nondurable Goods 243,027 204,778 0.84 -1.3 4.7 0.5 6.9
 

4241 Paper & Paper Products 8,229 7,365 0.90 -1.9 8.5 -1.8 3.0

4242 Drugs 41,529 45,889 1.10 1.0 12.3 1.6 23.0

4243 Apparel, Piece Goods & Notions 13,032 25,579 1.96 3.4 13.4 0.7 11.0

4244 Groceries &Related Products 52,888 33,528 0.63 -0.8 7.3 -0.4 1.9

4245 Farm-product Raw Materials 19,832 19,021 0.96 -3.8 -5.6 1.0 4.8

4246 Chemicals & Allied Products 11,118 12,334 1.11 1.7 5.8 -2.6 2.8

4247 Petroleum & Petroleum Products 65,167 20,784 0.32 -4.2 0.9 0.5 -9.0

4248 Beer, Wine & Distilled Beverages 10,788 14,758 1.37 1.7 2.3 -0.2 3.8

4249 Miscellaneous Nondurable Goods 20,444 25,520 1.25 -1.4 2.0 1.7 6.6

    2005     2006    2007     2008    2009     2010    2011     2012     2013     2014

Monthly Wholesale Trade Data

Aug. 
ratio: 
1.19
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Industrial & Construction Markets Update

Grainger, Chicago, IL, reported sales 
for the third quarter of $2.6 billion, a 7 
percent increase over the same period a 
year ago. Profit increased slightly to $1.1 
billion.

For the first nine months, sales 
were $7.5 billion, up 5.6 percent from 
the same period a year ago. Sales in the 
2014 third quarter increased 7 percent, 
consisting of 2 percentage points from 
acquisitions, net of dispositions, and a 1 
percentage point reduction from unfa-
vorable foreign exchange.

“Strong volume growth and posi-
tive operating leverage in the U.S. busi-
ness were the primary drivers of our 
results,” said President and CEO Jim 
Ryan. “We were encouraged by better 
top line growth in Canada this quarter, 
but margins remain under pressure due 
to currency and additional investments. 
Outside of North America, we were 
disappointed with the performance of 
several multichannel businesses and are 
committed to improving or exiting those 
operations.”

Excluding acquisitions and foreign 
exchange, organic sales in the third 
quarter increased 6 percent.

Sales for the U.S. segment increased 
7 percent in the third quarter versus 
the prior year. Excluding acquisitions, 
organic sales increased 5 percent. Sales 
growth to customers in the heavy and 
light manufacturing, commercial, retail 
and natural resources customer end 
markets contributed to the sales in-
crease.

Canada sales in the third quarter 
increased 3 percent versus the prior year 
(8 percent in local currency). The sales 
increase for the quarter was led by solid 
growth to customers in the commercial, 
transportation, oil and gas, government, 
and heavy and light manufacturing end 
markets. 

Sales for the other businesses in-
creased 16 percent for the third quarter 
versus the prior year. 

Grainger Sales Up 7% in  
Third Quarter

continued on p.2 of this section

Distributor News
The Fastenal Company, Winona, MN, reported sales for the third quarter of 
$980.8 million, up 14.3 percent year-over-year. Profit was $133.3 million, up 
11.7 percent. For the first nine months, sales were $2.8 billion, up 11.7 percent 
year-over-year. Profit increased 7.5 percent to $375.8 million.

Beacon Roofing Supply Inc., Herndon, VA, has acquired Wholesale Roofing 
Supply, a Dallas, TX-based distributor of residential roofing materials.

Private equity firm Littlejohn & Co., Greenwich, CT, will auction off fluid 
power distributor SunSource Holdings Inc., Addison, IL, and sealing and 
anti-vibration systems manufacturer Henniges Automotive Holdings, Au-
burn Hill, MI, according to a report from Reuters.

Distribution International Inc., Houston, TX, has acquired Mechanical 
Insulation Supply Inc., Redford, MI, a distributor of mechanical and indus-
trial insulation and accessories, HVAC products, and refractory products and 
accessories. 

Bunzl plc sales for the third quarter increased 6 percent due to underlying 
growth of about 3 percent and the positive impact from acquisitions. The 
company acquired De Ridder Groep BV of the Netherlands.

WinWholesale Inc., Dayton, OH, has opened Springdale Winsupply in 
Springdale, AR, to serve electrical customers in northwest Arkansas.

BlackHawk Industrial, Broken Arrow, OK, opened a branch location in 
Portland, OR. 

Airgas Inc., Radnor, PA, opened a location in Germantown, WI. 

HD Supply Home Improvement Solutions, the home improvement division 
of HD Supply, has opened a store in Citrus Heights, CA.

B/E Aerospace Inc., Wellington, FL, has appointed two executives to its 
finance team. Joseph T. Lower has been appointed vice president and CFO of 
B/E Aerospace – effective upon the separation of B/E Aerospace and KLX – 
and Michael F. Senft has been appointed vice president, CFO and treasurer of 
KLX Inc.

The Industrial Supply Association has named Jeffrey R. Hughes as presi-
dent and CEO. He replaces long-time ISA executive John Buckley, who died 
in February. The announcement was made at ISA’s fall board meeting and 
was the result of an extensive search process. Kenneth Hutton served as the 
association’s interim executive vice president since March.

Economic News
August U.S. cutting tool consumption was $166 million, according to the 
U.S. Cutting Tool Institute and the Association for Manufacturing Technol-
ogy. This total, as reported by companies participating in the Cutting Tool 
Market Report collaboration, was down 2.7 percent from July’s total and 
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down 3 percent from August 2013. 

August U.S. manufacturing technology orders 
totaled $356.69 million according to The Associa-
tion For Manufacturing Technology. This total, 
as reported by companies participating in the 
USMTO program, was up 0.4 percent from July 
but down 6 percent when compared with the to-
tal of $379.26 million reported for August 2013. 
With a year-to-date total of $3,076.98 million, 
2014 is down 2.4 percent compared with 2013.

Industrial production increased 1 percent in 
September and advanced at an annual rate of 
3.2 percent in the third quarter. The capacity 
utilization rate for total industry moved up 0.6 
percentage point in September to 79.3 percent.

The October 2014 composite index of the MAPI 
Foundation Business Outlook slipped to 67 from 
71 in the July 2014 survey, ending a run of six 
quarters of incremental improvement. 

Prices for U.S. imports decreased 0.5 percent 
in September following a 0.6-percent decline in 
August, according to the U.S. Bureau of Labor 
Statistics. U.S. export prices declined 0.2 per-
cent in September after a 0.5-percent decline in 
August.

The Producer Price Index for final demand 
decreased 0.1 percent in September, seasonally 
adjusted, according to the U.S. Bureau of Labor 
Statistics. 

The combined value of distributive trade sales 
and manufacturers’ shipments for August, 
adjusted for seasonal and trading-day differ-
ences but not for price changes, was estimated at 
$1,353.4 billion, up 4.5 percent from August 2013 
but down 0.4 percent from July, according to the 
U.S. Census Bureau.

Privately owned housing units authorized by 
building permits in September were at a sea-
sonally adjusted annual rate of 1,018,000. This 
is 1.5 percent above the revised August rate of 
1,003,000, and 2.5 percent above the September 
2013 estimate of 993,000. 

Canadian manufacturing sales decreased 3.3 
percent to C$52.1 billion (US$46.2 billion) in Au-
gust. Excluding motor vehicles and parts, sales 
declined 1.9 percent.

Canadian municipalities issued building 
permits worth C$6.7 billion (US$6 billion) in 
August, a 23.7 percent decline, according to 
Statistics Canada.

News Digest 
Continued from p. 1 of this section

Calculation of MDM Inflation Index for September 2014
BLS BLS BLS Weighted % %

Price Price Price % Indices Change Change

Indices Indices Indices Sales Sept '14 Sept '14 Sept '14

Sept '14 Aug '14 Sept '13 Weight (1)X(4) Aug '14 Sept '13

1136 Abr. Prod. 573.5 573.5 564.9 19.1 109.54 0.00 1.52 

1135 Cutting Tools 495.7 495.7 488.1 18.9 93.68 0.00 1.56 

1145 Power Trans. 803.8 803.8 800.7 15.4 123.79 0.00 0.39 

1081 Fasteners 506.6 510.4 503.4 9.0 45.60 -0.74 0.64 

1149.01 Valves, etc. 961.4 961.8 953.2 7.6 73.07 -0.03 0.87 

1132 Power Tools 362.5 362.0 355.6 6.5 23.56 0.12 1.93 

1144 Mat. Handling 582.0 581.4 567.4 6.2 36.08 0.10 2.58 

0713.03 Belting 838.5 838.5 860.4 6.1 51.15 0.00 -2.54 

1042 Hand Tools 776.8 779.5 774.1 8.1 62.92 -0.35 0.35 

108 Misc. Metal 478.9 479.4 476.6 3.1 14.84 -0.12 0.47 

"New" September Index 331.4 September Inflation Index 634.23 -0.08 0.76 

"New" August Index 331.7 August Inflation Index 634.77 

September 2013 Inflation Index 629.45 
New index reflects 1977-100 base other #: 1967 To convert multiply by .52247
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Domestic M&A Activity – All Industries

Data Source: Houlihan Lokey, Thomson Reuters, S&P Capital IQ, as of 9/30/2014

Notes: Represents reported M&A activity across all industries, not just distribution. Excludes debt tender offers, private placements, equity carve-
outs, exchange offers, loan modifications and open market repurchases.

The charts below shows the median EBITDA transaction multiples by year, as well as segmentation of multiples by enterprise value for the last 12 months.

Median EBITDA Transaction Multiples – All Industries

By Year By Deal Size - Last 12 Months

Data Source: Houlihan Lokey, Thomson Reuters, S&P Capital IQ, as of 9/30/2014

Notes: Represents reported M&A activity across all industries, not just distribution. Based on U.S. deals and excludes multiples below 0.0x and above 
25.0x.

© 2014 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any means or redistributed without the prior written consent of Houlihan Lokey.

Houlihan Lokey is an international investment bank with a dedicated Distribution advisory practice and expertise in mergers and acquisitions, capital markets, financial restructur-
ing and valuation. Houlihan Lokey is ranked as the No. 1 M&A advisor for U.S. transactions under $1 billion, as well as the No. 1 M&A advisor for U.S. transactions under $100 
million, according to Thomson Reuters. For more information, please contact Reed Anderson, Head of Industrial Distribution, at (612) 215-2256 or randerson@hl.com.
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This chart shows the number of transactions announced each quarter for the last five years.
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Distribution Financial Metrics and Trading Multiples (Data as of Sept. 30, 2014)

The table below highlights key financial metrics and trading multiples for 32 distributors across diverse end markets. LTM means latest 12 months.  Enterprise Value means market 
capitalization of a company’s equity plus preferred stock plus total interest bearing debt net of any cash or cash equivalents.  EBITDA means earnings before interest, taxes, deprecia-
tion and amortization.  In certain cases earnings have been adjusted for certain disclosed income or expense items considered to be non-recurring.

© 2014 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any means or redistributed without the prior written consent of Houlihan Lokey.

Company Ticker
Enterprise 

Value
LTM 

Sales
LTM Sales 

Growth Gross EBITDA

Working 
Capital/ 

LTM Sales ROIC
EV/LTM 
EBITDA

A.M. Castle CAS $454 $990 -2.4% 11.1% -0.5% 26.9% NA NM
Airgas Inc. ARG $10,696 $5,106 0.7% 55.8% 18.4% 16.5% 8.6% 11.4x
Anixter International Inc. AXE $3,480 $6,266 0.1% 23.1% 6.3% 21.5% 10.4% 8.8x
Applied Industrial Technologies Inc. AIT $1,993 $2,460 0.6% 27.9% 7.8% 19.4% 13.1% 10.4x
Arrow Electronics Inc. ARW $7,288 $21,960 1.7% 13.3% 4.5% 13.5% NA 7.4x
Avnet Inc. AVT $6,887 $27,500 1.7% 11.7% 3.7% 14.2% 9.0% 6.8x
Beacon Roofing Supply Inc. BECN $1,544 $2,284 1.6% 22.9% 5.9% 22.4% 5.9% 11.5x
Bluelinx Holdings Inc. BXC $593 $2,020 -3.5% 11.5% 1.2% 18.9% NA NM
Builders FirstSource Inc. BLDR $854 $1,544 1.9% 22.3% 4.2% 10.9% NA 13.2x
Bunzl BNZL $9,994 $10,399 2.7% 24.1% 7.3% 6.2% 11.9% 13.1x
DXP Enterprises Inc. DXPE $1,544 $1,374 5.7% 29.4% 9.4% 17.7% 10.1% 12.0x
Fastenal Company FAST $13,289 $3,499 3.0% 51.0% 22.8% 33.4% 25.1% 16.6x
Genuine Parts Company GPC $14,091 $14,736 1.6% 30.3% 7.9% 14.7% 16.3% 12.1x
HD Supply HDS $10,756 $8,810 2.4% 29.3% 8.8% 13.8% NA 13.9x
Houston Wire & Cable Company HWCC $267 $393 1.1% 21.8% 7.0% 33.5% 5.0% 9.7x
Ingram Micro Inc. IM $4,650 $43,277 1.4% 5.9% 1.6% 7.8% 6.6% 6.7x
Kaman Corp. KAMN $1,416 $1,735 1.6% 27.6% 8.1% 27.9% NA 10.1x
Lawson Products LAWS $205 $275 1.4% 60.3% 1.8% 17.7% NA NM
MRC Global Inc. MRC $3,741 $5,461 4.4% 16.8% 6.6% 23.5% 6.4% 10.4x
MSC Industrial Direct Co. Inc. MSM $5,563 $2,734 3.2% 46.2% 17.0% 23.9% 13.8% 12.0x
NOW Inc. DNOW $3,020 $4,183 -2.7% 19.2% 5.7% 28.7% 7.9% 12.7x
Park-Ohio Holdings Corp. PKOH $944 $1,274 2.9% 17.3% 9.0% 21.6% 8.7% 8.2x
Pool Corp. POOL $2,781 $2,174 2.7% 28.5% 8.9% 20.8% 19.1% 14.4x
Reliance Steel & Aluminum Co. RS $7,362 $9,920 1.7% 25.9% 8.3% 23.4% 6.6% 8.9x
Rexel SA RXL $8,475 $17,565 -1.4% 24.6% 5.5% 10.9% 5.8% 8.9x
Stock Building Supply STCK $500 $1,258 2.4% 23.6% 2.3% 11.5% NA 17.0x
United Stationers Inc. USTR $1,976 $5,134 0.9% 15.3% 5.0% 16.1% 10.0% 7.7x
W.W. Grainger GWW $17,534 $9,667 1.3% 43.6% 15.6% 17.7% 20.1% 11.6x
Watsco Inc. WSO $3,423 $3,842 1.3% 24.1% 7.9% 24.6% NA 11.2x
Wesco Aircraft Holdings WAIR $2,739 $1,182 16.3% 32.5% 17.1% 80.6% 8.4% 13.6x
WESCO International Inc. WCC $4,947 $7,627 1.5% 20.4% 6.5% 16.3% 9.7% 9.9x

Wolseley plc WOS $15,052 $22,170 0.6% 28.0% 6.5% 9.3% 13.0% 10.5x

Median $3,451 $4,012 1.6% 24.1% 6.8% 18.3%   9.7% 11.2x

(in millions, except per share data)  LTM Margins 

These materials are for informa-
tional purposes only. Houlihan 
Lokey gathers its data from 
sources it considers reliable; 
however, it does not guarantee 
the accuracy or completeness of 
the information provided within 
this presentation. The material 
presented reflects information 
known to the authors at the time 
this presentation was written, 
and this information is subject to 
change. Houlihan Lokey makes 
no representations or war-
ranties, expressed or implied, 
regarding the accuracy of this 
material.

Data Source:  Houlihan Lokey, Thomson Reuters, S&P Capital IQ, Bloomberg & company financials.

2009 2010 2011 2012 2013

The chart below illustrates historical median EBITDA multiples for the below companies calculated using LTM EBITDA as of the quarter shown and the 
enterprise value as of the last day of the quarter.  

2014


