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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

vy Quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended September 30, 2016, or

“Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to

Commission file number 0-16125

FASTENAL COMPANY
(Exact name of registrant as specified in its charter)

Minnesota 41-0948415

(State or other jurisdiction of (L.R.S. Employer

incorporation or organization) Identification No.)

2001 Theurer Boulevard

Winona, Minnesota 55987-1500

(Address of principal executive offices) (Zip Code)

(507) 454-5374

(Registrant’s telephone number, including area code)

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes y No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files.) Yes y No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definition of “large accelerated filer”, “accelerated filer”, and “smaller reporting
company" in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer y Accelerated Filer

Non-accelerated Filer ~ (Do not check if a smaller reporting company)  Smaller Reporting Company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes " Noy
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Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the last practicable
date.

Class Outstanding at October 10, 2016
Common Stock, par value $.01 per share 289,032,074
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PART I — FINANCIAL INFORMATION
ITEM 1 — FINANCIAL STATEMENTS

FASTENAL COMPANY AND SUBSIDIARIES
Condensed Consolidated Balance Sheets
(Amounts in thousands except share and per share information)

Assets

Current assets:

Cash and cash equivalents

Trade accounts receivable, net of allowance for doubtful accounts of $11,469 and
$11,729, respectively

Inventories

Prepaid income taxes

Other current assets

Total current assets

Property and equipment, net
Other assets, net

Total assets

Liabilities and Stockholders’ Equity
Current liabilities:

Current portion of debt

Accounts payable

Accrued expenses

Income taxes payable

Total current liabilities

Long-term debt
Deferred income tax liabilities

Stockholders' equity:

Preferred stock, $0.01 par value, 5,000,000 shares authorized; no shares issued or
outstanding

Common stock, $0.01 par value, 400,000,000 shares authorized; 289,024,824 and
289,581,682 shares issued and outstanding, respectively

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Total stockholders' equity

Total liabilities and stockholders' equity

See accompanying Notes to Condensed Consolidated Financial Statements.

(Unaudited)

September 30,

2016

$ 146,983
543,744
966,931

120,004
1,777,662

904,201
48,605

$2,730,468

$12,610
117,765
189,012
11,678

331,065

432,390
57,715

2,890

31,503
1,912,048
(37,143 )
1,909,298
$2,730,468

December 31,
2015

129,019
468,375

913,263
22,558
131,561
1,664,776

818,889
48,797

2,532,462

62,050
125,973
185,143

373,166

302,950
55,057

2,896

2,024
1,842,772
(46,403 )
1,801,289
2,532,462
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FASTENAL COMPANY AND SUBSIDIARIES

Condensed Consolidated Statements of Earnings
(Amounts in thousands except earnings per share)

(Unaudited) (Unaudited)

Nine Months Ended Three Months Ended

September 30, September 30,

2016 2015 2016 2015
Net sales $3,014,089 2,946,394 $1,013,122 995,250
Cost of sales 1,521,203 1,458,032 513,288 493,025
Gross profit 1,492,886 1,488,362 499,834 502,225
Operating and administrative expenses 879,847 839,409 297,047 282,378
Gain on sale of property and equipment (312 ) (659 ) (182 ) (162 )
Operating income 613,351 649,612 202,969 220,009
Interest income 258 299 105 137
Interest expense (4,702 ) (2,096 ) (1,835 ) (942 )
Earnings before income taxes 608,907 647,815 201,239 219,204
Income tax expense 224,234 243,358 74,314 82,710
Net earnings $384,673 404,457 $126,925 136,494
Basic net earnings per share $1.33 1.38 $0.44 0.47
Diluted net earnings per share $1.33 1.38 $0.44 0.47

Basic weighted average shares outstanding 288,908 292,084 288,995 289,918

Diluted weighted average shares outstanding 289,136 292,721 289,150 290,475
See accompanying Notes to Condensed Consolidated Financial Statements.
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FASTENAL COMPANY AND SUBSIDIARIES
Condensed Consolidated Statements of Comprehensive Income
(Amounts in thousands)

(Unaudited) (Unaudited)

Nine Months Three Months Ended

Ended September 30

September 30, ’

2016 2015 2016 2015
Net earnings $384,673 404,457 $126,925 136,494

Other comprehensive income (loss), net of tax:

Foreign currency translation adjustments (net of tax of $0 in 2016 and 2015)9,260 (32,395) (2,901 ) (16,734)
Comprehensive income $393,933 372,062 $124,024 119,760
See accompanying Notes to Condensed Consolidated Financial Statements.
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FASTENAL COMPANY AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows
(Amounts in thousands)

(Unaudited)

Nine Months Ended

September 30,

2016 2015
Cash flows from operating activities:
Net earnings $384,673 404,457
Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation of property and equipment 74,471 60,500
Gain on sale of property and equipment (312 ) (659 )
Bad debt expense 6,626 6,768
Deferred income taxes 2,658 2,822
Stock-based compensation 2,900 4,641
Excess tax benefits from stock-based compensation (5,537 ) (1,756 )
Amortization of non-compete agreements 395 395
Changes in operating assets and liabilities:
Trade accounts receivable (80,406 ) (88,420 )
Inventories (51,041 ) (24,623 )
Other current assets 11,557 (1,984 )
Accounts payable (8,208 ) 28,070
Accrued expenses 3,869 20,789
Income taxes 39,773 (8,525 )
Other (100 ) (490 )
Net cash provided by operating activities 381,318 401,985
Cash flows from investing activities:
Purchases of property and equipment (161,975 ) (119,462)
Proceeds from sale of property and equipment 4,577 6,696
Other (203 ) (82 )
Net cash used in investing activities (157,601 ) (112,848)
Cash flows from financing activities:
Borrowings under debt obligations 760,000 965,000
Payments against debt obligations (680,000 ) (740,000)
Proceeds from exercise of stock options 24,957 9,289
Excess tax benefits from stock-based compensation 5,537 1,756
Purchases of common stock (59,440 ) (273,490)
Payments of dividends (259,878 ) (245,983)
Net cash used in financing activities (208,824 ) (283,428)
Effect of exchange rate changes on cash and cash equivalents 3,071 (8,430 )
Net increase (decrease) in cash and cash equivalents 17,964 2,721 )
Cash and cash equivalents at beginning of period 129,019 114,496

Cash and cash equivalents at end of period $146,983 111,775
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Supplemental disclosure of cash flow information:

Cash paid for interest $4,372 2,096
Net cash paid for income taxes $181,247 248,473
See accompanying Notes to Condensed Consolidated Financial Statements.
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FASTENAL COMPANY AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

(Amounts in thousands except share and per share information and where otherwise noted)
September 30, 2016 and 2015

(Unaudited)

(1) Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of Fastenal Company and subsidiaries
(collectively referred to as the Company, Fastenal, or by terms such as we, our, or us) have been prepared in
accordance with U.S. generally accepted accounting principles (GAAP') for interim financial information. They do
not include all information and footnotes required by U.S. GAAP for complete financial statements. However, except
as described herein, there has been no material change in the information disclosed in the Notes to Consolidated
Financial Statements included in our consolidated financial statements as of and for the year ended December 31,
2015. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary
for a fair presentation have been included.

(2) Stockholders’ Equity
Dividends
On October 10, 2016, our board of directors declared a dividend of $0.30 per share of common stock. This dividend is
to be paid in cash on November 22, 2016 to shareholders of record at the close of business on October 25, 2016. Since
2011, we have paid quarterly dividends. Our board of directors expects to continue paying quarterly dividends,
provided the future determination as to payment of dividends will depend on the financial needs of the Company and
such other factors as deemed relevant by the board of directors.
The following table presents the dividends either paid previously or declared by our board of directors for future
payment on a per share basis:
2016 2015
First quarter  $0.30 0.28
Second quarter 0.30 0.28
Third quarter 0.30 0.28
Fourth quarter 0.30 0.28
Total $1.20 1.12
Stock Options
The following tables summarize the details of grants made under our stock option plan that are still outstanding and
the assumptions used to value these grants. All options granted were effective at the close of business on the date of
grant.
Closing September 30, 2016
Option  Stock
Options  Exercise Price
Date of Grant Granted (Strike) on Date
Price of
Grant
April 19,2016 845,440 $46.00 $45.74 805,447 —
April 21,2015 893,220 $42.00 $41.26 759,546 —
April 22,2014 955,000 $56.00 $50.53 640,000 10,000
April 16,2013205,000 $54.00 $49.25 115,000 2,500
April 17,2012 1,235,000 $54.00 $49.01 987,500 596,750
April 19,2011410,000 $35.00 $31.78 150,800 113,300
April 20, 2010530,000 $30.00 $27.13 180,550 120,550
April 21, 2009 790,000 $27.00 $17.61 243,400 200,900

Options  Options
Outstandingxercisable

10
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April 15,2008 550,000 $27.00 $24.35 94,350 94,350
Total 6,413,660 3,976,593 1,138,350

5
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FASTENAL COMPANY AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

(Amounts in thousands except share and per share information and where otherwise noted)
September 30, 2016 and 2015

(Unaudited)

Estimated
Risk-free Expected Expected Fair

Date of Grant Interest Exp .e cte.d Life of Dividend Stock Value of
Option in Years

Rate Yield Volatility Stock

Option

April 19,20161.3 % 5.00 26 % 2634 % $8.18
April 21,20151.3 % 5.00 27 % 2684 % $7.35
April 22,20141.8 % 5.00 20 % 2855 % $9.57
April 16,20130.7 % 5.00 1.6 % 3742 % $12.66
April 17,201209 % 5.00 1.4 % 3925 % $13.69
April 19,20112.1 % 5.00 1.6 % 3933 % $11.20
April 20,20102.6 % 5.00 1.5 % 39.10 % $8.14
April 21,200919 % 5.00 1.0 % 38.80 % $3.64
April 15,20082.7 % 5.00 1.0 % 3093 % $7.75

All of the options in the tables above vest and become exercisable over a period of up to eight years. Generally, each
option will terminate approximately nine years after the grant date.

The fair value of each share-based option is estimated on the date of grant using a Black-Scholes valuation method
that uses the assumptions listed above. The risk-free interest rate is based on the U.S. Treasury rate over the expected
life of the option at the time of grant. The expected life is the average length of time over which we expect the
employee groups will exercise their options, which is based on historical experience with similar grants. The dividend
yield is estimated over the expected life of the option based on our current dividend payout, historical dividends paid,
and expected future cash dividends. Expected stock volatilities are based on the movement of our stock price over the
most recent historical period equivalent to the expected life of the option.

Compensation expense equal to the grant date fair value is recognized for all of these awards over the vesting period.
The stock-based compensation expense for the nine-month periods ended September 30, 2016 and 2015 was $2,900
and $4,641, respectively. Unrecognized stock-based compensation expense related to outstanding unvested stock
options as of September 30, 2016 was $15,833 and is expected to be recognized over a weighted average period of
4.72 years. Any future changes in estimated forfeitures will impact this amount.

Earnings Per Share

The following tables present a reconciliation of the denominators used in the computation of basic and diluted
earnings per share and a summary of the options to purchase shares of common stock which were excluded from the
diluted earnings per share calculation because they were anti-dilutive:

Nine-month Period Three-month Period
Reconciliation 2016 2015 2016 2015
Basic weighted average shares outstanding 288,907,934 292,083,511 288,995,492 289,917,768
Weighted shares assumed upon exercise of stock options 227,908 637,126 154,114 556,771
Diluted weighted average shares outstanding 289,135,842 292,720,637 289,149,606 290,474,539
Nine-month Three-month
Period Period

Summary of Anti-dilutive Options Excluded 2016 2015 2016 2015
Options to purchase shares of common stock 3,061,217547,639 3,335,43%032,532

12
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Weighted average exercise price of options ~ $50.17 52.21 $49.67 49.98
Any dilutive impact summarized above relates to periods when the average market price of our stock exceeded the
exercise price of the potentially dilutive stock options then outstanding.

13
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FASTENAL COMPANY AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

(Amounts in thousands except share and per share information and where otherwise noted)
September 30, 2016 and 2015

(Unaudited)

(3) Income Taxes

Fastenal files income tax returns in the United States federal jurisdiction, all states, and various local and foreign
jurisdictions. With limited exceptions, we are no longer subject to income tax examinations by taxing authorities for
taxable years before 2013 in the case of United States federal and foreign examinations and 2012 in the case of state
and local examinations.

As of September 30, 2016 and 2015, liabilities recorded related to gross unrecognized tax benefits were $5,259 and
$4,499, respectively. Included in these liabilities for gross unrecognized tax benefits is an immaterial amount for
interest and penalties, both of which we classify as a component of income tax expense. We do not anticipate
significant changes in total unrecognized tax benefits during the next twelve months.

(4) Operating Leases

Certain operating leases for pick-up trucks contain residual value guarantee provisions which would generally become
due at the expiration of the operating lease agreement if the fair value of the leased vehicles is less than the guaranteed
residual value. The aggregate residual value guarantee related to these leases is approximately $72,119. We believe
the likelihood of funding the guarantee obligation under any provision of the operating lease agreements is remote
other than where we have established an accrual for estimated losses, which is immaterial at September 30, 2016. To
the extent our fleet contains vehicles we estimate will settle at a gain, such gains on these vehicles will be recognized
when we sell the vehicle.

(5) Debt Commitments and Contingencies

Credit Facility, Notes Payable, and Commitments

Debt obligations and undrawn letters of credit outstanding at the end of each period were as follows:
September December

30, 31,

2016 2015
Outstanding loans under unsecured revolving credit facility $355,000 350,000
2.00% Senior unsecured promissory note payable 40,000 —
2.45% Senior unsecured promissory note payable 35,000 —
Note payable under acquisition agreement 15,000 15,000
Total debt 445,000 365,000

Less: Current portion of debt (12,610 ) (62,050 )

Long-term debt $432,390 302,950

Undrawn letters of credit under unsecured revolving credit facility - face amount  $36,267 36,266

Unsecured Revolving Credit Facility

We have a $700,000 unsecured revolving credit facility ('Credit Facility'). The Credit Facility includes a committed
letter of credit subfacility of $55,000. The commitments under the Credit Facility will expire (and any borrowings
outstanding under the Credit Facility will become due and payable) on March 1, 2018. In the next twelve months, we
have the ability and intent to repay a portion of the outstanding loans using cash; therefore, we have classified this
portion as a current liability. The Credit Facility contains certain financial and other covenants, and our right to
borrow under the Credit Facility is conditioned upon, among other things, our compliance with these covenants. We
are currently in compliance with these covenants.

Borrowings under the Credit Facility generally bear interest at a rate per annum equal to the London Interbank Offered
Rate ('LIBOR") for interest periods of various lengths selected by us, plus 0.95%. Based on the interest periods we

14
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have chosen, our weighted per annum interest rate at September 30, 2016 was approximately 1.5%. We pay a
commitment fee for the unused portion of the Credit Facility. This fee is either 0.10% or 0.125% per annum based on
our usage of the Credit Facility.

7
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FASTENAL COMPANY AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

(Amounts in thousands except share and per share information and where otherwise noted)
September 30, 2016 and 2015

(Unaudited)

Senior Unsecured Promissory Notes Payable

On July 20, 2016 (the 'Effective Date'), we entered into a master note agreement (the 'Master Note Agreement’) among
us and certain institutional lenders, pursuant to which, during the period commencing on the Effective Date and
ending three years thereafter, we may issue at our discretion in private placements, and the institutional lenders may
purchase at their discretion, senior unsecured promissory notes of the Company (the 'Notes') in the aggregate principal
amount outstanding from time to time of up to $200,000. The Notes will bear interest at either a fixed rate, or a
floating rate based on LIBOR for an interest period of one, three, or six months. The Notes will mature no later than
12 years after the date of issuance thereof, in the case of fixed rate Notes, or 10 years after the date of issuance thereof,
in the case of floating rate Notes. All of the Notes will be prepayable at our option in whole or in part. The Master
Note Agreement contains certain financial and other covenants. We are currently in compliance with these covenants.
Two series of unsecured senior Notes are currently outstanding under the Master Note Agreement, each of which was
issued on the Effective Date. The first series of Notes ('Series A') is in an aggregate principal amount of $40,000, is
due and payable in full on July 20, 2021, and bears interest at a fixed rate of 2.00% per annum. The second series of
Notes ('Series B') is in an aggregate principal amount of $35,000, is due and payable in full on July 20, 2022, and
bears interest at a fixed rate of 2.45% per annum. The Series A and Series B Notes require no principal payments until
their maturity dates and interest on such Notes is payable quarterly in arrears on January 20, April 20, July 20, and
October 20 of each year, beginning on October 20, 2016. The carrying value of our Series A and Series B Notes
approximates fair value. The fair value was based on available external pricing data and current market rates for
similar debt instruments, among other factors, which are classified as level 2 inputs within the fair value hierarchy.
Note Payable Under Acquisition Agreement

On December 7, 2015, we signed an agreement to acquire, effective January 2, 2017, certain assets related to the
collection and management of certain portions of our business and financial data from Apex Industrial Technologies,
LLC ('Apex'), a provider of automated point-of-use dispensing and supply chain technologies. The agreement includes
a transition arrangement which requires us to assume responsibility for certain software that is licensed by Apex
assuming that hosting services are transitioned from Apex to us. The total consideration for the assets and transition
arrangement is $27,000, of which $12,000 was paid in cash in December 2015 to cover costs associated with
decoupling systems and programs, transition planning expenses, completing system enhancements, and engaging in
training to effectively and efficiently transfer hosting activities to us. The remaining $15,000 covers equipment costs
and post transfer expenses related to the transition, and is payable in installments pursuant to an unsecured note, with
the final payment due in December 2017. Payment of the $15,000 is dependent upon the transfer of hosting activities
to us. We reserve the right to terminate the transition of hosting services from Apex to us and, if we decide to exercise
that option, then we will not be required to make the $15,000 in payments and Apex will continue to provide us with
fee-based hosting services. The note bears interest at an annual rate of 0.56%. Interest on the unpaid principal balance
of the note is due and payable on the last day of each calendar quarter.

Legal Contingencies

The nature of our potential exposure to legal contingencies is described in our 2015 annual report on Form 10-K in
Note 9 of the Notes to Consolidated Financial Statements. As of September 30, 2016, there were no litigation matters
that we consider to be probable or reasonably possible to have a material adverse outcome.

(6) Subsequent Events

We evaluated all subsequent event activity and concluded that no subsequent events have occurred that would require
recognition in the condensed consolidated financial statements or disclosure in the Notes to Condensed Consolidated
Financial Statements, with the exception of the dividend disclosed in Note (2) 'Stockholders' Equity'.

16
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(7) New Accounting Pronouncements

In August 2015, the Financial Accounting Standards Board ('FASB') issued Accounting Standards Update ('ASU")
2015-14, Revenue from Contracts with Customers (Topic 606): Deferral of the Effective Date, which defers the
effective date of ASU 2014-09 for all entities by one year. This update is effective for public business entities for
annual reporting periods beginning after December 15, 2017, including interim periods within those reporting periods.
Earlier application is permitted only as of annual reporting periods beginning after December 15, 2016, including
interim reporting periods within that reporting period. ASU 2014-09 was to become effective for us beginning January
2017. ASU 2015-14 defers our effective date until January

8
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FASTENAL COMPANY AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

(Amounts in thousands except share and per share information and where otherwise noted)
September 30, 2016 and 2015

(Unaudited)

2018. The standard permits the use of either the retrospective or cumulative effect transition method. We are
evaluating the impact this ASU will have on our consolidated financial statements and related disclosures. We have
not yet selected a transition method nor have we determined the effect of the standard on our ongoing financial
reporting.

In February 2016, FASB issued ASU 2016-02, Leases, which introduces the recognition of lease assets and lease
liabilities by lessees for those leases classified as operating leases under previous guidance. The guidance will be
effective for annual reporting periods beginning after December 15, 2018 and interim periods within those fiscal years
with early adoption permitted. The guidance will be applied on a modified retrospective basis with the earliest period
presented. We are evaluating the impact of the future adoption of this standard on our consolidated financial
statements and related disclosures.

In March 2016, FASB issued ASU 2016-09, Improvements to Employee Share-Based Payment Accounting. The
standard simplifies several aspects of the accounting for employee share-based payment transactions, including
accounting for income taxes, forfeitures, and statutory tax withholdings requirements, as well as classification in the
statement of cash flows. The guidance will be effective for annual reporting periods beginning after December 15,
2016 and interim periods within those fiscal years with early adoption permitted. We are evaluating the impact of the
future adoption of this standard on our consolidated financial statements and related disclosures.

9
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ITEM 2 — MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
The following is management’s discussion and analysis of certain significant factors which have affected our financial
position and operating results during the periods included in the accompanying condensed consolidated financial
statements. (Dollar amounts are stated in thousands except for per share amounts and where otherwise noted.)
BUSINESS DISCUSSION
Fastenal is a North American leader in the wholesale distribution of industrial and construction supplies. We distribute
these supplies through a network of approximately 2,500 company owned stores. Most of our customers are in the
manufacturing and non-residential construction markets. The manufacturing market includes both original equipment
manufacturers (OEM) and maintenance, repair, and operations (MRO). The non-residential construction market
includes general, electrical, plumbing, sheet metal, and road contractors. Other users of our products include farmers,
truckers, railroads, oil exploration, production and refinement companies, mining companies, federal, state, and local
governmental entities, schools, and certain retail trades. Geographically, our stores and customers are primarily
located in North America.
We are a growth-focused organization and we constantly strive to make investments into the growth drivers of our
business. These investments typically center on people. By adding more people over time, we add to our ability to
interact with and to serve our customers from our local store and to back them up in some type of support role. In
recent years this investment has also centered on more industrial vending devices to serve our customers’ needs on a 24
hours a day, 7 days a week basis.
The table below summarizes our store employee count and our total employee count at the end of the periods
presented. This is intended to demonstrate the change in energy (or capacity). Later in this document we discuss the
average full-time equivalent employee count to help explain the expense trends in more detail. The final two items
below summarize our investments in industrial vending machines and in store locations.
Change Since:
Q3 Q4 Q3 Q3 Q4
2015 2015 2016 2015 2015

End of period total store employee count 13,527 13,961 13,097 -3.2 % -6.2 %
Change in total store employee count -430  -864
End of period total employee count 19,979 20,746 19,864 -0.6 % -4.3 %
Change in total employee count -115 -882

Industrial vending machines (installed device count) 53,547 55,510 60,4000 12.8 % 8.8 %
Number of store locations 2,609 2,622 2,545 25 % 29 %
() In February 2016, we signed an agreement to lease a significant number of industrial vending lockers to one of our
customers. As of September 30, 2016, we have deployed approximately 11,000 devices under this agreement. These
devices do not generate product revenue and are excluded from the count noted above.
Several items worth noting with respect to our results:
During the last twelve months, we have reduced our headcount by 430 people in our stores and 115 people in total.
We continue to add headcount where necessary to support our growth initiatives, notably our Onsite business
(defined as dedicated sales and service provided from within the customer's facility). However, the continued
softness of the North American industrial economy has caused us to more intensively scrutinize our full- and
part-time staffing levels outside of these initiatives. Indeed, after increasing our total headcount every quarter
during 2015, it has declined during every quarter of 2016.
We opened 35 and 13 stores in the first nine months of 2016 and 2015, respectively, and currently expect to open
(2)a . . . o .
pproximately 40 stores in total in 2016, which is an annual rate of approximately 2%.
(3)We closed or consolidated 99 stores in the first nine months of 2016; about 90% of these stores were in close
proximity to another Fastenal store, and about 85% had leases expiring within 18 months. We closed or
consolidated 35 stores in the first nine months of 2015; about 75% of these stores were in close proximity to

ey
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another Fastenal store, and about 85% had leases expiring within 18 months. The store closings in both periods did
not have a meaningful impact on sales. We intend to continue evaluating markets for openings and for closures and
consolidations in the remainder of 2016 and into 2017.
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We continue to see a very strong pace of national account signings (defined as new customer accounts with a
multi-site contract). In the first nine months of 2016 and 2015, we signed 144 and 131 new contracts, respectively.
Beyond signings (or growth activities), we look at the health of our large customer market, and by extension our
market place, by watching the trends of our top 100 customers. For several years beginning in 2011, the typical
ratio of growth versus contraction in the sales of our top 100 customers was 3:1 (75 grew and 25 contracted). That
performance has weakened in recent periods, more typically approximating 1:1 since the fourth quarter of 2015,
including the third quarter of 2016 when 50 customers grew (31 with growth of 10% or more) and 50 customers
contracted (28 with contraction of 10% or more).

We have continued to expand our Onsite business. Our goal is to sign 200 Onsite customer locations in 2016, and
(5)we signed 133 in the first nine months of 2016; 100 were operational as of September 30, 2016. All of the 80

Onsite customer locations we signed in 2015 were operational by the end of the second quarter of 2016.

We had converted most of our stores, approximately 1,900, to the CSP 16 (Customer Service Project 2016) format
(6)as of May 31, 2016 and have converted approximately 50 more as of September 30, 2016. This merchandising
footprint involves expanded inventory placement at our store locations to enhance same-day capabilities.

The daily sales of our Canadian business, which grew about 4% in 'local currency' based on local business days
during the fourth quarter of 2015, improved to about 7% growth in the first quarter of 2016. In the second quarter
of 2016, this growth slid back to about 4%. However, the locations affected by the fires in Western Canada in May
reduced our sales by approximately $1.1 million (approximately $850 thousand U.S. Dollars), which lowered the
growth of our Canadian business in the second quarter by approximately one to two percentage points. In the third
quarter of 2016, daily sales improved slightly with growth of about 5%.

“)

)

The following sections contain an overview of the following:
Sales and sales trends — a recap of our recent sales trends and some insight into the activities with different end
"markets.
2.Growth drivers of our business — a recap of how we grow our business.
3. Profit drivers of our business — a recap of how we increase our profits.
4.Statement of earnings information — a recap of the components of our income statement.
5 Cash flow impact items — a recap of the operational working capital utilized in our business, and the related cash
“flow.
The most important thing to note before you read this is to remember Fastenal is several businesses within itself; a
fastener distributor (about 35% to 40% of our business) and a non-fastener distributor (about 60% to 65% of our
business).
FASTENER SALES
First and foremost, we are a fastener distributor. We have been in this business for almost 50 years. We are good at it.
We have strong capabilities at sourcing and procurement, at quality control, at logistics, and at local customer service.
Each of these capabilities is focused on the customer at the end of the supply chain. This business is split about 60%
production/construction needs and about 40% maintenance needs. The former is a great business, but it can be cyclical
because about 75% of our manufacturing customer base is engaged in some type of heavy manufacturing. The sale of
production fasteners is also a sticky business in the short-term as it is expensive and time consuming for our customers
to change their supplier relationships. While our customers value the capabilities we bring to the table, in the last
seven quarters this group of customers has seen its growth prospects weaken. In fact, the daily sales growth of the
fastener product line peaked at over 10% in the second half of 2014. The rate of growth decelerated in the first quarter
of 2015 and began contracting in the third quarter of 2015, including contraction of 2.9% in the third quarter of 2016.
NON-FASTENER SALES
Second, we have a non-fastener maintenance and supply business. We have actively pursued this business in the last
20 to 25 years. The capabilities we developed as a fastener distributor, described above, provide a backbone to
growing this ‘newer’ business. This backbone has been enhanced in the last five years with our added capabilities in
industrial vending. Given our local customer service, we believe we have a structural advantage in the industrial
vending business. There is more to industrial vending than the device or the financial resources to deploy; we believe
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the ability to replenish with a local team from an integrated supply chain network (i.e., the "Team behind the Machine')
is critical to the long-term success of this channel. Because of these capabilities, the non-fastener business remains
more resilient. However, similar to our fastener business, our non-fastener business has generally weakened in the last
seven quarters. During this time frame, daily sales of our non-fastener product line experienced growth of about 18%
in the last six months of 2014, contracted to about 2% growth in the fourth quarter of 2015 and improved to about 5%
growth in each of the first three quarters of 2016.

One particular non-fastener product line, safety supplies, has benefited significantly from our initiatives with
industrial vending. We introduced the safety supplies product line in 1999 and at 15.3% of total sales in the third
quarter of 2016, it now
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represents our second largest product line after fasteners. Daily sales of our safety supplies product line experienced
growth of about 27% in the last six months of 2014, declined to about 6% growth in the fourth quarter of 2015 and
improved to about 10% growth in the first nine months of 2016.
Please read through the detailed Sales and Sales Trends section later in this document for additional insight.
Our gross profit decreased from 50.5% in the third quarter of 2015 and 49.5% in the second quarter of 2016 to 49.3%
in the third quarter of 2016. The relationship between sales and gross profit depends on our success within our large
account business (an area that is still under-represented in our customer mix). The large account end market produces
a below-company average gross profit; however, it generally leverages our existing network of capabilities and allows
us to enjoy strong incremental operating income growth. This customer mix change (larger versus smaller), as well as
our product mix change (from fasteners to non-fasteners), over time are a constant drain on our gross profit. We
continued to face these headwinds during the first nine months of 2016 as the daily sales to our national accounts
customers grew approximately two percentage points faster than the total company percentage. Our gross profit was
also negatively impacted by some short-term activities. These included certain costs related to our CSP 16 set-up
process. In the third quarter of 2016, sales of non-fasteners grew to 63.9% of sales. This is significantly above both the
third quarter of 2015 (62.1%) and the second quarter of 2016 (62.9%), a fact that serves to pressure our gross profit.
We expect the customer mix and product mix change to continue into the future.
During the first nine months of 2016, our operating expenses increased due to the following: (1) an increase in
full-time equivalent headcount (see table below), (2) an increase in health care costs, (3) an increase in the amount of
industrial vending equipment, (4) an increased investment in our distribution infrastructure over the last several years,
primarily automation, and (5) an increase in the number of vehicles for sales personnel. These increases were partially
offset by a contraction in our performance bonuses and commissions, in our profit sharing contribution, and in fuel
expense. During the third quarter of 2016 specifically, the largest factors behind the increase in operating expenses
were items (2) and (3), with no offsetting factor related to fuel expenses.
On average, the full-time equivalent ('FTE') headcount grew as follows for the periods ended September 30 (compared
to the same period in the preceding year:

Nine-month Three-month

Period Period

2016 2015 2016 2015
Store based average FTE headcount 6.0% 39% 2.1% 5.2%
Total average FTE headcount 6.9% 4.1% 3.9% 4.6 %
Note - Full-time equivalent is based on 40 hours per week.
We touched on our industrial vending earlier, but here is a quick recap: During the first, second, and third quarters of
2016, we signed 4,647, 4,869, and 4,783 devices, respectively. During the first, second, and third quarters of 2015, we
signed 3,962, 5,144, and 4,689 devices, respectively. Our installed device count on September 30, 2016 was 60,400
(excluding approximately 11,000 devices deployed under our locker lease program), which is an increase of 12.8%
over September 30, 2015. The percentage of total net sales to customers with industrial vending was 45.0% in the
third quarter of 2016. Our total daily sales to customers with industrial vending grew 2.4% over the third quarter of
2015. However, daily sales of non-fastener products to customers with industrial vending grew 5.0%, while daily sales
of fasteners to customers with industrial vending contracted 4.5%.
Finally, some thoughts on capital allocation: During the latter half of 2014, throughout 2015, and into the first quarter
of 2016, we had been modifying our capital allocation by buying back some common stock. One factor influencing
our stock buybacks is our external valuation. Our relative stock valuation had weakened over the last several years,
which prompted us to reassess our cash deployment. To this end, we spent approximately $400 million buying back
stock since June 30, 2014 and repurchased approximately 3.3% of our outstanding shares from the start of this time
frame. We are mindful of our shareholders’ expectations relative to our dividend paying history and have primarily
funded this buyback with debt. In 2015, 2014, and 2013, our net capital expenditures, expressed in dollars and as a
percentage of net earnings, were $145 million (28.1%), $184 million (37.2%), and $202 million (44.9%), respectively.
In the first nine months of 2016, our net capital expenditures, expressed in dollars and as a percentage of net earnings,
were $157 million (40.9%). We expect our net capital expenditures to be approximately $190 million in 2016. Capital
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expenditures in 2016 are being affected by two large items: the purchase of industrial vending machines related to the
locker lease program we signed in February 2016 and spending on automation in certain distribution

centers. Collectively, these activities are expected to inflate capital spending by roughly $91 million in 2016. We
funded a portion of these planned capital expenditures with the proceeds of a private placement of debt in July 2016.
Please read through the detailed Cash Flow Impact Items section and the Condensed Consolidated Statements of Cash
Flows for additional insight.
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SALES AND SALES TRENDS

While reading these items, it is helpful to appreciate several aspects of our marketplace: (1) it's big, the North
American marketplace for industrial supplies is estimated to be in excess of $140 billion per year (and we have
expanded beyond North America), (2) no company has a significant portion of this market, (3) many of the products
we sell are individually inexpensive, (4) when our customer needs something quickly or unexpectedly our local store
is a quick source, (5) the cost and time to manage and procure these products is meaningful, (6) the cost to move these
products, many of which are bulky, can be significant, (7) many customers would prefer to reduce their number of
suppliers to simplify their business, and (8) many customers would prefer to utilize various technologies to improve
availability and reduce waste.

Our motto is Growth through Customer Service®. This is important given the points noted above. We believe in
efficient markets — to us, this means we can grow our market share if we provide the greatest value to our

customers. We believe our ability to grow is amplified if we can service our customers at the closest economic point
of contact. For us, this 'closest economic point of contact' is the local store; therefore, our focus centers on
understanding our customers' day, their opportunities, and their obstacles.

The concept of growth is simple, find more customers every day and increase our activity with them. However,
execution is hard work. First, we recruit service-minded individuals to support our customers and their

business. Second, we operate in a decentralized fashion to help identify the greatest value for our customers. Third, we
have a great team behind the store to operate efficiently and to help identify new business solutions. Fourth, we do
these things every day. Finally, we strive to generate strong profits; these profits produce the cash flow necessary to
fund our growth and to support the needs of our customers.

SALES GROWTH

Note — Daily sales are defined as the total net sales for the period divided by the number of business days (in the United
States) in the period.

Net sales and daily sales were as follows for the periods ended September 30:

Nine-month Period Three-month Period

2016 2015 2016 2015
Net sales $3,014,000 2,946,394  $1,013,122 995,250
Percentage change 2.3 % 5.0 % 1.8 % 1.5 %
Business days 192 191 64 64
Daily sales $15,698 15,426 $15,830 15,551
Percentage change 1.8 % 5.0 % 1.8 % 1.5 %
Impact of currency fluctuations (primarily Canada) -0.4 % -1.1 % -0.1 % -1.4 %
Impact of acquisitions 0.7 % 0.2 % 0.6 % 0.1 %

The increase in net sales in the periods noted for 2016 and 2015 came primarily from higher unit sales. The higher
unit sales resulted primarily from increases in sales at existing store locations and to a lesser degree the opening of
new store locations in the last several years. Net sales were also impacted by some price deflation in our fastener
products, which was a drag on growth. Our growth in net sales was not meaningfully impacted by the introduction of
new products or services, with one exception. Over the last several years, our industrial vending initiative has
stimulated faster growth with a subset of our customers. The impact on net sales of the change in currencies in foreign
countries (primarily Canada) relative to the United States dollar is noted in the table above.
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The impact of the economy is best reflected in the growth performance of our stores opened greater than ten years ago
(store sites opened as follows: 2016 group — opened 2006 and earlier, and 2015 group — opened 2005 and earlier) and
opened greater than five years ago (store sites opened as follows: 2016 group — opened 2011 and earlier, and 2015
group — opened 2010 and earlier). These two groups of stores are more cyclical due to the increased market share they
enjoy in their local markets. The stores opened greater than two years ago represent a consistent ‘same store’ view of
our business (store sites opened as follows: 2016 group — opened 2014 and earlier, and 2015 group — opened 2013 and
earlier). The daily sales change for each of these groups was as follows for the periods ended September 30:
Nine-month Three-month
Period Period
2016 2015 2016 2015
Store Age
Opened greater than 10 years 0.4% 4.4% 0.1 % 1.4 %
Opened greater than 5 years 0.2% 4.3% 0.4 % 1.1 %
Opened greater than 2 years 0.6% 4.3% 0.7 % 0.9 %
Note: The age groups above are measured as of the last day of each respective calendar year.
SALES BY PRODUCT LINE
The approximate mix of sales from the fastener product line and from the other product lines was as follows for the
periods ended September 30:
Nine-month Three-month
period Period
2016 2015 2016 2015
Fastener product line 36.9 % 38.5 % 36.1 % 379 %
Other product lines 63.1 % 61.5 % 639 % 62.1 %
100.0% 100.0% 100.0% 100.0%
MONTHLY SALES CHANGES, SEQUENTIAL TRENDS, AND END MARKET PERFORMANCE
This section focuses on three distinct views of our business — monthly sales changes, sequential trends, and end market
performance. The first discussion regarding monthly sales changes provides a good mechanical view of our business
based on the age of our stores. The second discussion provides a framework for understanding the sequential trends
(that is, comparing a month to the immediately preceding month, and also looking at the cumulative change from an
earlier benchmark month) in our business. Finally, we believe the third discussion regarding end market performance
provides insight into activities with our various types of customers.
Monthly Sales Changes:
All company sales — During the months noted below, all of our selling locations, when combined, had daily sales
growth rates of (compared to the same month in the preceding year):
Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
201633 % 2.6% 0.0 % 3.8 % 1.1 % 0.0 % 2.1 % 03 % 2.8 %
201512.0% 8.6% 5.6 % 6.1 % 53 % 3.7 % 3.2 % 1.6 % -03 % -0.8 % -1.1 % -3.8 %
20146.7 % 7.7% 11.6% 10.0% 13.5% 12.7% 14.7% 15.0% 12.9 % 14.6 % 153 % 17.4 %
Stores opened greater than two years — Our stores opened greater than two years (store sites opened as follows: 2016
group — opened 2014 and earlier, 2015 group — opened 2013 and earlier, and 2014 group — opened 2012 and earlier)
represent a consistent 'same-store' view of our business. During the months noted below, the stores opened greater
than two years had daily sales growth rates of (compared to the same month in the preceding year):
Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
201622 % 1.4% -1.4 % 2.5% 0.2 % -1.2 % 0.9 % -0.7 % 1.6 %
201511.2% 7.8% 4.8 % 54% 4.6 % 32 % 2.6 % 1.0 % -09 % -1.1 % -2.1 % -5.0 %
201455 % 6.5% 10.2 % 8.4% 12.1 % 11.4 % 13.4% 14.0 % 11.8 % 13.5 % 14.0 % 16.5 %
Stores opened greater than five years — The impact of the economy, over time, is best reflected in the growth
performance of our stores opened greater than five years (store sites opened as follows: 2016 group — opened 2011 and
earlier, 2015 group — opened 2010 and earlier, and 2014 group — opened 2009 and earlier). This group, which
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represented about 90% of our total sales in the first nine months of 2016, is more cyclical due to the increased market
share they enjoy in their local markets.
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During the months noted below, the stores opened greater than five years had daily sales growth rates of (compared to
the same month in the preceding year):

Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
20161.7 % 13% -1.7 % 2.1% 04 % -1.8 % 0.5 % -0.7 % 1.1 %
201510.8% 7.2% 4.8 % 5.6% 4.6 % 3.1 % 3.1 % 1.3 % -1.1 % -1.0 % -1.8 % -53 %
20144.6 % 54% 9.5 % 7.7% 11.5 % 10.8 % 12.9% 13.4 % 11.7 % 13.3 % 13.6 % 16.2 %
Summarizing comments — There are three distinct influences to our growth: (1) execution, (2) currency fluctuations,
and (3) economic fluctuations. This discussion centers on (2) and (3).
The change in currencies in foreign countries (primarily Canada) relative to the United States dollar impacted our net
sales growth over the last several years. In the first nine months of 2016, it lowered our net sales growth by 0.4%.
During the years 2015 and 2014, it lowered our net sales growth by 1.2% and 0.5%, respectively.
In 2013, sales of the fastener product line were heavily impacted by weakness in our industrial production business.
These customers utilize our fasteners in the manufacture/assembly of their finished products. The end markets with
the most pronounced weakening included heavy machinery manufacturers with exposure to mining, military,
agriculture, and construction. Our sales to customers engaged in light and medium duty manufacturing (largely related
to consumer products) began to improve late in 2013 and into 2014. This made sense given the trends in the PMI
Index at that time.
In the first quarter of 2014, our sales growth was hampered in January and February due to a weak economy and
foreign exchange rate fluctuations (primarily related to the Canadian dollar); however, the biggest impact was a severe
winter in North America and its negative impact on our customers and our trucking network. In March 2014, the weak
economy and negative foreign exchange rate fluctuations continued; however, the weather normalized and our daily
sales growth expanded to 11.6%. This double digit growth in March was helped by the Easter timing (April in 2014).
In the second quarter of 2014, the negative impact of the Easter timing was felt, and then a 'less noisy' picture emerged
in May and June. Our sales to customers engaged in heavy machinery manufacturing, which represents approximately
one fifth of our business, improved in 2014.
During 2015, our business weakened. As mentioned in prior disclosures, the weakening initially involved customers
tied to the oil and gas sector, but grew during the course of the year to include customers across additional industries
and in geographic areas not typically associated with the oil and gas sector. In November and December one distinct
trend emerged involving customer plant shutdowns. This is not uncommon during the holiday season; however, we
experienced a greater frequency and duration of shutdowns than in prior years during both late November and late
December, with the trend more pronounced in late December.
During the first quarter of 2016, the impact of seasonal plant shutdowns subsided and the economy showed signs of
improvement. The first three months of 2016, as well as April and May of 2016, had some unusual noise' due to
changing business day counts. The extra day in each of February, March, and May tends to 'understate' the daily sales
growth percentage and the missing day in January and April tends to 'overstate' the daily sales growth number. The
movement of Easter into March 2016 (versus April in 2015) similarly tends to 'understate' daily sales growth in March
2016 and tends to 'overstate' daily sales growth in April 2016. The decline in daily sales growth in May and June of
2016 was driven by continued weakness with our manufacturing and construction customers. This is evidenced by the
trends with our top 100 customers and by additional plant shutdowns/slowdowns before and after Memorial Day.
Business conditions in the third quarter of 2016 looked very similar to those in the first half of 2016. Daily sales
growth remained slow at 1.8% in the third quarter of 2016, versus growth of 1.9% and 1.6%, respectively, in the first
and second quarters of 2016. Our OEM and construction fastener sales remain relatively weak, reflecting the sustained
relative weakness of our heavy equipment and construction end markets. We saw similar plant shutdowns/slowdowns
around the July 4th holiday, but these were less pronounced around Labor Day. Daily sales in the U.S. were a little
weaker in the third quarter of 2016 than was the case in the first half of 2016, largely a result of the continued softness
among our largest (top 100) customers. Sales to those customers declined 0.8% in the third quarter of 2016 after
posting a modest increase in the first half of 2016. This was offset by better growth in our Canadian and international
operations.
Sequential Trends:
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We find it helpful to think about the monthly sequential changes in our business using the analogy of climbing a
stairway — This stairway has several predictable landings where there is a pause in the sequential gain (i.e. April, July,
and October to December), but generally speaking, climbs from January to October. The October landing then
establishes the benchmark for the start of the next year.

History has identified these landings in our business cycle. They generally relate to months with impaired business

days (certain holidays). The first landing centers on Easter, which alternates between March and April (Easter
occurred in March
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2016, in April 2015, and in April 2014), the second landing centers on July 4th, and the third landing centers on the
approach of winter with its seasonal impact on primarily our construction business and with the Christmas/New Year
holidays. The holidays we noted impact the trends because they either move from month-to-month or because they
move around during the week (the July 4th and Christmas/New Year holiday impacts are examples).

The table below shows the pattern to the sequential change in our daily sales. The line labeled '‘Benchmark’ is an
historical average of our sequential daily sales change for the period 1998 to 2013, excluding 2008 and 2009. We
believe this time frame will serve to show the historical pattern and could serve as a benchmark for current
performance. We excluded the 2008 to 2009 time frame because it contains an extreme economic event and we don't
believe it is comparable. The 2016', '2015', and 2014' lines represent our actual sequential daily sales changes. The
'16Delta’, '15Delta’, and '14Delta’ lines indicate the difference between the 'Benchmark' and the actual results in the

respective year.
Cumulative

Change from
Jan. to
Jan.(D Feb. Mar. Apr. May June July Aug. Sept. Oct. Sept. Oct.
Benchmark0.8 % 2.2 % 3.8 % 04 % 3.1 % 2.7 % -2.1 % 2.5 % 3.7 % -12 % 172 % 159 %

2016 04 % 08 % 1.5 % 1.7 % 0.6 % -02 % -23 % 24 % 1.5 % 45 %
16Delta  -0.4 % -3.0 % -2.3 % 1.3 % -2.5 % -2.9 % -0.2 % -0.1 % -2.2 % -12.7 %
2015 3.6 % 0.1 % 42 % -2.1 % 34 % 09 % -43 % 41 % -09 % 20 % 50 %29 %
15Delta  -4.4 % -23 % 04 % -2.5% 03 % -1.8 % 22 % 1.6 % -4.6 % -0.8 % -12.2 % -13.0 %
2014 -14% 3.0 % 7.1 % 2.6 % 42 % 25 % -38 % 58 % 1.0 % -1.5 % 18.0 % 162 %

14Delta  -2.2 % 0.8 % 3.3 % -3.0 % 1.1 % 02 % -1.7 % 33 % -2.7 % -03 % 0.8 % 03 %

(1) The January figures represent the percentage change from the previous October, whereas the remaining figures
represent the percentage change from the previous month.

Note: We intend to modify this disclosure in 2017 to utilize a more recent time line (2011-2016) for a benchmark.

A graph of the sequential daily sales change pattern discussed above, starting with a base of '100' in the previous

October and ending with the next October, would be as follows:
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End Market Performance:
Fluctuations in end market business — The sequential trends noted above were directly linked to fluctuations in our end
markets. To place this in perspective — approximately 50% of our business has historically been with customers
engaged in some type of manufacturing. The daily sales growth rates to these customers, when compared to the same
period in the prior year, were as follows:

Q1 Q2 Q3 Q4 Annual
2016 0.9% 0.7 % 1.0 %
2015 6.9% 3.8 % 1.1 % -2.2 % 2.3 %
2014 9.0% 11.2% 13.7% 13.8 % 12.0 %
Our manufacturing business consists of two subsets: the industrial production business (this is business where we
supply products that become part of the finished goods produced by our customers and is sometimes referred to as
OEM - original equipment manufacturing) and the maintenance portion (this is business where we supply products
that maintain the facility or the equipment of our customers engaged in manufacturing and is sometimes referred to as
MRO - maintenance, repair, and operations). The industrial business is more fastener centered, while the maintenance
portion is represented by all product categories.
The best way to understand the change in our industrial production business is to examine the results in our fastener
product line (35% to 40% of our business) which is heavily influenced by changes in our business with heavy
equipment manufacturers. From a company perspective, daily sales growth rates of fasteners, when compared to the
same period in the prior year, were as follows (note: this information includes all end markets):

Q1 Q2 Q3 Q4 Annual
2016 -1.7 % -2.4 % -2.9 %
201555 % 00 % -44 % -62 % -1.4 %
2014 1.6 % 55 % 99 % 114 % 69 %
By contrast, the best way to understand the change in the maintenance portion of the manufacturing business is to
examine the results in our non-fastener product lines. From a company perspective, daily sales growth rates of
non-fasteners, when compared to the same period in the prior year, were as follows (note: this information includes all
end markets):

Q1 Q2 Q3 Q4 Annual
2016 4.7 % 4.7 % 49 %
2015 11.7% 9.0 % 59 % 1.2 % 6.8 %
2014 14.2% 17.1% 17.6% 19.0% 17.2 %
The non-fastener business demonstrated greater relative resilience over the last several years, when compared to our
fastener business and to the distribution industry in general, due to our strong industrial vending program. However,
this business was not immune to the impact of a weak industrial environment.
Our non-residential construction customers have historically represented 20% to 25% of our business. The daily sales
growth rates to these customers, when compared to the same period in the prior year, were as follows:

Q1 Q2 Q3 Q4 Annual
2016 -04 % -1.7 % -1.9 %
201562 % 1.6 % -1.7 % -6.1 % -0.2 %
201429 % 7.5 % 93 % 126 % 7.8 %
Our non-residential construction business is heavily influenced by the industrial economy, particularly the energy
sector. The volatility and weakness of energy prices has weakened this business, particularly in the last four quarters.
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A graph of the sequential daily sales trends to these two end markets in 2016, 2015, and 2014, starting with a base of
'100" in the previous October and ending with the next October, would be as follows:

Manufacturing

Non-Residential Construction
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GROWTH DRIVERS OF OUR BUSINESS

Note — Dollar amounts in this section are presented in whole dollars, not thousands.

We grow by continuously adding customers and by increasing the activity with each customer. We believe this growth
is enhanced by great people located in close proximity to our customers. This allows us to provide a range of services
and product availability that our competitors can't easily match. Historically, we expanded our reach by opening stores
at a very fast pace. These openings were initially in the United States and expanded beyond the United States
beginning in the mid 1990's.

For a little perspective, we began our business in 1967 with an idea to sell nuts and bolts (fasteners) through vending
machines. We soon learned the technology of the 1960's wasn't ready, and also learned a lot of products didn't fit, so
we went to 'Plan B'": sell to business users with a direct sales force. It took us a number of years to 'work out the bugs',
but ten years later we began to pick up the pace of store openings. After another ten years of expansion we had
approximately 50 stores and sales of about $20 million. Our need for cash to fund our growth was growing, as was our
desire to allow employee ownership. This led us to a public offering in 1987.

In our first ten years of being public (1987 to 1997), we opened stores at an annual rate approaching 30% per year. In
the next ten years (1997 to 2007), we opened stores at an annual rate of approximately 10% to 15% and, since 2007, at
an annual rate of approximately 1% to 8%. We opened 24 stores in 2014, at an annual rate of approximately 1%, and
41 stores in 2015, at an annual rate of approximately 2%. We expect to open approximately 40 stores in 2016, which
is an annual rate of approximately 2%.

During our almost 50 years of business existence, we have constantly evolved to better serve the market (as is
described in the paragraphs below) and have always been willing to challenge our approach. In our first 20 to 25
years, we closed several store locations because we felt the market was insufficient to operate a profitable 'fastener
only' business. Every one of those locations was subsequently ‘reopened’ when our business model evolved to serve
these markets profitably. During the last 20 to 25 years, we have enjoyed continued success with our store-based
model, but we continue to challenge our approach. This resulted in our closing approximately 85 stores in the ten
years prior to 2014 - not because they weren’t successful, but rather because we felt we had a better approach to
growth. During 2014, we continued to challenge our approach and closed 73 stores. We use the term closed; however,
we consider them to be consolidated into another location since the vast majority are in close proximity to another
store. Several items we think are noteworthy: the group of stores we identified for closure in the second half of 2014
was profitable in the first quarter of 2014 (our 2014 analysis measurement period); those stores operated with average
sales of about $36 thousand per month. We chose to close this group because we felt there was simply a better
approach to growing our business profitably. During 2015, we closed 50 stores. Similar to 2014, we chose to close this
group of stores because we felt this was simply a better approach. During the third quarter of 2014 (our 2015 analysis
measurement period), 35 of these 50 stores were profitable. During the first nine months of 2016, we closed 99 stores.
During the fourth quarter of 2015 (our 2016 analysis measurement period), 57 of these 99 stores were profitable. We
will continue to evaluate opportunities for store closings/consolidations in the future.

There is a short-term cost for closing these stores, and since we believe we will maintain the vast majority of the sales
associated with these locations and most of the impacted employees have a nearby store from which to operate, the
cost primarily relates to the future commitments at our leased locations. We have recorded the impaired future costs
related to these commitments. The related expense was not material as these locations have relatively short lease
commitments and minimal leasehold improvements.

During the years, our expanding footprint has provided us with greater access to more customers, and we have
continued to diversify our growth drivers. This was done to provide existing store personnel with more tools to grow
their business organically. In the early 1990's, we began to expand our product lines beyond primarily fasteners, and
we added new product knowledge to our bench (the non-fastener products now represent nearly 65% of our

sales). This was our first big effort to diversify our growth drivers. The next step began in the mid to late 1990's when
we began to add sales personnel with certain specialties or focus. This began with our national accounts group in

1995, and over time, has expanded to include individuals dedicated to: (1) sales related to our internal manufacturing
division, (2) government sales, (3) internet sales, (4) construction, (5) specific products (most recently metalworking),
and (6) industrial vending. Another step occurred at our sales locations (this includes Fastenal stores as well as
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strategic account stores and Onsite locations) and at our distribution centers, and began with a targeted merchandising
and inventory placement strategy that included our 'Customer Service Project’ approximately fourteen years ago and
our 'Master Stocking Hub' initiative approximately nine years ago. These strategies allowed us to better target where
to stock certain products (local store, regional distribution center, master stocking hub, or supplier) and allowed us to
improve our fulfillment, lower our freight costs, and improve our ability to serve a broader range of customers. During
2013 and 2014, we expanded our store-based inventory offering around select industries (with an emphasis on
fasteners, construction products, and safety products) and beginning in the latter half of 2013 we expanded two key
employee groups: (1) the number of employees working in our stores and (2) the number of district and regional
leaders supporting our stores. To improve the
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efficiency, accuracy, and capacity of our distribution centers, we made significant investments into distribution
automation over the last several years (a majority of our facilities are now automated, and greater than 80% of our
picking occurs at an automated distribution center). Finally, we also added a high frequency distribution center,
internally known as T-hub, to support vending and other high frequency selling activities. During 2015 and the first
nine months of 2016, we continued to enhance the technology in our automated distribution centers, to sharpen our
focus on growing our Onsite business, and to expand our store-based inventory offering ('CSP 16'). This
merchandising footprint involves expanded inventory placement at our store locations to enhance same-day delivery
capabilities. The theme that shines through in all of these changes is a simple one — invest into and support our sales
machine — the local store.
Over the last several years, our industrial vending operation has been an expanding component of our store-based
business. We believe industrial vending will be an important chapter in the Fastenal story; we also believe it has the
potential to be transformative to industrial distribution, and that we have a 'first mover' advantage. Given this, we have
been investing aggressively to maximize the advantage.
Our expanded industrial vending portfolio consists of 20 different vending devices, with the FAST 5000 device, our
helix-based machine (think candy machine), representing approximately 40% of the installed machines. We have
learned much about these devices over the last several years and currently the target monthly revenue ranges from
under $1,000 per device to in excess of $3,000 per device. The following two tables provide two views of our data: (1)
actual device count regardless of the type of machine and (2) ‘machine equivalent' count based on the weighted target
monthly revenue of each device (compared to the FAST 5000 device, which has a $2,000 monthly revenue target).
For example, the 12-door locker, with target monthly revenue of $750, would be counted as ‘0.375 machine equivalent’
(0.375 = $750/$2,000).
The industrial vending information related to contracts signed during each period was as follows:
Q1 Q2 Q3 Q4 Annual

Device count signed during the period 2016 4,647 4,869 4,783

2015 3,962 5,144 4,689 4,016 17,811

2014 4,025 4,137 4,072 4,108 16,342

'Machine equivalent' count signed during the period 2016 3,696 3,941 3,520
2015 2,916 3,931 3,769 3,319 13,935
2014 2,974 3,179 3,189 3,243 12,585
The industrial vending information related to installed machines at the end of each period was as follows:
Q1 Q2 Q3 Q4
Device count installed at the end of the period 2016 56,889 58,346 60,400
2015 48,545 50,620 53,547 55,510
2014 42,153 43,761 45,596 46,855

'Machine equivalent' count installed at the end of the 2016 43,329 44,707 46,399
period 2015 35,997 37,714 40,067 41,905
2014 30,326 31,713 33,296 34,529
Note: In February 2016, we signed an agreement to lease a significant number of industrial vending lockers to one of
our customers. As of September 30, 2016 and June 30, 2016, we have deployed approximately 11,000 and 3,000
devices, respectively, under this agreement. These devices do not generate product revenue and are excluded from the
counts noted above.
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The following table includes some additional statistics regarding our net sales and daily sales growth:
Q1 Q2 Q3 Q4
Percent of total net sales to customers with 2016 44.5% 44.6% 45.0%
industrial vending(") 2015 40.5% 40.9% 42.1% 43.9%
2014 37.8% 37.0% 37.8% 39.3%

Daily sales growth to customers with 2016 3.6 % 2.7 % 2.4 %

industrial vending(® 2015 12.3% 8.6 % 4.8 % 0.7 %

2014 19.7% 20.9% 21.9% 20.0%

(1) The percentage of total net sales (vended and traditional) to customers currently using a vending solution.
(@) The growth in total net sales (vended and traditional) to customers currently using a vending solution compared to
the same period in the preceding year.
Our total daily sales growth to customers with industrial vending decelerated during 2015, which was primarily the
result of the slowdown in our business with customers connected to the oil and gas industry, including direct industry
participants as well as other customers serving those participants. We believe that trend masks good performance from
our vending initiative. In the first, second, and third quarters of 2016, daily sales to customers with industrial vending
grew 3.6%, 2.7%, and 2.4%, respectively, over the corresponding quarters in the prior year. However, daily sales to
these customers of fastener products - which are primarily non-vended - in the first, second, and third quarters of 2016
contracted 5.5%, 5.1%, and 4.5%, respectively, while daily sales of non-fastener products - which have a heavy
vended component - in the first, second, and third quarters of 2016 grew 7.4%, 5.9%, and 5.0%, respectively.
In addition to the industrial vending operation noted above, which primarily relates to our non-fastener business, we
also provide bin stock programs (also known as ‘keep fill” programs in the industry) to numerous customers. This
business, which relates to both our maintenance customers (MRO fasteners and non-fasteners) and original equipment
manufacturers (OEM fasteners), has many similar attributes to our industrial vending relationships. These attributes
include a strong relationship with these customers, where we are often their preferred supplier, and a higher frequency
of business transactions. This business is performed without the aid of a vending machine, but does make use of the
latest scanning technologies, scale systems, and our fully integrated distribution network to manage the supply chain
for all sizes of customers. In recent years, we have begun to refer to this business as FMI (Fastenal Managed
Inventory).
PROFIT DRIVERS OF OUR BUSINESS
As we state several times in this document, profit is important to us. For a distribution business, profit and cash flow
go hand in hand. Cash flow is what funds our growth, provides us with short-term and long-term flexibility, and
enables us to create value for our customers, our employees, our suppliers, and our shareholders. Over time, we grow
our profits by continuously working to grow sales and to improve our relative profitability. We achieve our
improvements in relative profitability by improving our gross profit, by structurally lowering our operating and
administrative expenses, or both.
We also grow our profits by allowing our inherent profitability to shine through - we refer to this as the 'pathway to
profit'. The distinction is important. The 'pathway to profit' to which we refer is merely the natural 'per store' leverage
that occurs as the average net sales per month of a store increases. There are two diverging trends that occur as a store
grows; first, the gross profit percentage at a store generally declines, and second, our operating and administrative
expense as a percentage of net sales generally improves. The operating and administrative expense improvement starts
on day one, while the gross profit percentage decline typically occurs when the average sales at a store move above
$100 thousand per month. Fortunately, the operating and administrative expense improvements typically far outweigh
the gross profit percentage declines.
The best way to appreciate this dynamic is to look at the cost components of our business. The cost components of a
store include the following: (1) cost of sales and (2) operating and administrative expenses. The operating and
administrative expenses can be further split into (listed by relative size): (1) people costs (base pay, incentive pay,
benefits, training, and payroll related taxes), (2) occupancy costs (facility expenses such as rent, property taxes,
repairs, and depreciation on owned facilities, as well as utility costs, equipment expenses, and vending machine
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related expenses, excluding leased locker equipment), and (3) 'all other' expenses. The largest component of the last
category is the vehicles needed in each store to support selling activities.

The first component, cost of sales, is directly related to sales and fluctuations in sales. However, it is also heavily
influenced by product and customer mix. As is true for the company as a whole, many stores are under-represented by,
and seeing superior growth from, the non-fastener product category and/or the large customer category. As these tend
to contribute
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disproportionately to a store’s growth and increase in scale, we often see a decline in gross profit as the average
monthly net sales of a store increase. Over the long-term and in the absence of offsetting efforts elsewhere in the
business (which we address below), we expect these factors to continue to exert pressure on our gross profit
percentage.

The second component, operating and administrative expenses, does just the opposite, it generally improves as a
percentage of net sales. This is due to the fixed nature of our 'open for business' expenses and the attractive
incremental profit margin typically realized in our remaining variable expenses. The 'open for business' expenses are
the expenses needed to 'just keep the front door open', and they relate to a base staffing level, a base facility cost, and
base vehicle costs. These expenses do not generate a profit; however, they create the opportunity for future sales
growth that will generate profits. This drives our 'pathway to profit'.

STATEMENT OF EARNINGS INFORMATION (as a percentage of net sales) for the periods

ended September 30:

Nine-month Three-month

Period Period

2016 2015 2016 2015
Net sales 100.0 % 100.0 % 100.0 % 100.0 %
Gross profit 495 9% 505 % 493 % 50.5 %
Operating and administrative expenses 292 % 285 % 293 % 284 %
Gain on sale of property and equipment 00 %00 %00 %00 %
Operating income 203 % 22.0 % 200 % 22.1 %
Net interest income (expense) 0.1 % -01 % -02 % -01 %
Earnings before income taxes 202 % 22.0 % 199 % 220 %

Note — Amounts may not foot due to rounding difference.
Gross profit — The gross profit percentage during each period was as follows:

Q1 Q2 Q3 Q4
201649.8% 49.5% 49.3%
201550.8% 50.3% 50.5% 49.9%
201451.2% 50.8% 50.8% 50.5%
Over the last several years our gross profit percentage has fluctuated due to our mix of store sizes, customer sizes,
products, geographies, end markets, and end market uses (such as industrial production business versus maintenance
business).
Ignoring the long-term gross profit trend noted above, our short-term gross profit percentages historically fluctuate
due to impacts related to (1) transactional gross profit (either related to product and customer mix or to freight), (2)
organizational gross profit (sourcing strength that can occur as we leverage buying scale and efficiency), and (3)
supplier incentive gross profit (impacts from supplier volume allowances). In the short-term, periods of inflation or
deflation can influence the first two categories, while sudden changes in business volume can influence the third. The
transactional gross profit, our most meaningful component, is heavily influenced by our store-based compensation
programs, which are directly linked to sales growth and gross profit, and incentivize our employees to improve both.
Important factors that impact our gross profit percentage are our locations, our product mix, and our customer
mix. Given the close proximity of our sales personnel to our customer’s business, we offer a very high service level
with our sales, which is valued by our customers and improves our gross profit. Fasteners, which is currently our
largest single product line at approximately 35% to 40% of net sales, is our highest gross profit product line given the
high transaction cost surrounding the sourcing and supply of the product for our customers. Any reduction in the mix
of our net sales attributable to fasteners, and particularly maintenance fasteners, may negatively impact gross profit.
Larger customers, whose more focused buying patterns allow us to offer them better pricing, also influence gross
profit. As described previously, stores typically achieve higher average sales disproportionately by growth in the
non-fastener product lines and with large customers, causing gross profit to decline as average net sales grow. One
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final item of note, our fourth quarter has typically been the season with the most challenges surrounding gross profit.
This relates to the decline in sales in November and December due to the ‘holiday season’ and due to the seasonal
reduction in non-residential construction business. This drop off in sales reduces the utilization of our trucking
network which can also slightly reduce our gross profit.

Our gross profit, as a percentage of net sales, decreased in the first nine months of 2016 when compared to the first
nine months of 2015. This decrease was primarily caused by changes in product and customer mix. Our gross profit
also decreased in the third quarter of 2016 when compared to the third quarter of 2015 for similar reasons.
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Operating and administrative expenses - These expenses increased as a percentage of net sales in both the nine-month
period and in the third quarter of 2016 when compared to the same periods of 2015.
Historically, our two largest components of operating and administrative expenses have consisted of employee related
expenses (approximately 65% to 70%) and occupancy related expenses (approximately 15% to 20%). The remaining
expenses cover a variety of items with selling transportation typically being the largest.
The three largest components of operating and administrative expenses grew (contracted) as follows for the periods
ended September 30 (compared to the same period in the preceding year):

Nine-month Three-month

Period Period

2016 2015 2016 2015
Employee related expenses 2.9 % 1.5 % 2.7 % -24 %
Occupancy related expenses 10.7% 6.9 % 11.3% 99 %
Selling transportation costs 2.4 % -18.0 % 4.0 % -13.0 %
Employee related expenses include: (1) payroll (which includes cash compensation, stock option expense, and profit
sharing), (2) health care, (3) personnel development, and (4) social taxes. For the first nine months of 2016, when
compared to the first nine months of 2015, employee related expenses grew due to an increase in full-time equivalent
headcount (see table below), and an increase in health care costs. These increases were partially offset by a contraction
in our performance bonuses and commissions, and in our profit sharing contribution, primarily due to lower sales
growth and due to lower operating income (both on a dollar basis and on a relative basis). The increase in the third
quarter of 2016, when compared to the third quarter of 2015, was driven by the same factors as the nine-month period.
For the first nine months of 2015, when compared to the first nine months of 2014, our performance bonuses and
commissions grew, as well as our profit sharing contribution, primarily due to our expanding growth in operating
income. These factors, combined with an increase in full-time equivalent headcount, caused employee related
expenses to grow, and were partially offset by a reduction in health care costs and by a focused reduction in overtime
hours paid. The decrease in the third quarter of 2015, when compared to the third quarter of 2014, was driven by a
contraction in performance bonuses and commissions due to lower levels of sales and gross profit growth, and a
reduction in health care costs.
On average, the full-time equivalent ('FTE') headcount grew (contracted) as follows for the periods ended September
30 (compared to the same period in the preceding year):

Nine-month ~ Three-month

Period Period

2016 2015 2016 2015
Store based 60 %39 %21 % 52%
Total selling (includes store) 7.2 % 3.8 % 3.7 % 4.5%
Distribution 80 % 62 % 76 % 51%
Manufacturing -4.8 % -0.1 % -9.3 % 0.6%
Administrative 81 % 65 % 7.6 % 6.6%

Total average FTE headcount 6.9 % 4.1 % 39 % 4.6%
Occupancy related expenses include: (1) building rent and depreciation, (2) building utility costs, (3) equipment
related to our stores and distribution locations, and (4) industrial vending equipment (we consider the vending
equipment, excluding leased locker equipment, to be a logical extension of our store operation and classify the
depreciation, repair costs, and hosting services as occupancy expense). The increase in the first nine months of 2016,
when compared to the first nine months of 2015 was mainly driven by (1) an increase in the amount of industrial
vending equipment discussed earlier in this document and (2) an increase in occupancy expense related to rent. The
largest impact came from the industrial vending equipment. The increase in the third quarter of 2016, when compared
to the third quarter of 2015, was driven by the same factors as the nine-month period. The increase in the first nine
months of 2015, when compared to the first nine months of 2014, was driven by (1) an increase in the amount of
industrial vending equipment, and (2) an increased investment in our distribution infrastructure over the last several
years, primarily related to automation. This increase was partially offset by a reduction in utility costs at store
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locations and by the impact of an accrual related to closed and closing store locations in 2014. The increase in the
third quarter of 2015, when compared to the third quarter of 2014, was driven by the same factors as the nine month
period.

Our selling transportation costs consist primarily of our store fleet as most of the distribution fleet costs are included
in cost of sales. Selling transportation costs included in operating and administrative expenses increased in the first
nine months of 2016, when compared to the first nine months of 2015. This was driven by an increase in the number
of vehicles for sales personnel,
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and was partially offset by a decrease in fuel expense. The increase in the third quarter of 2016, when compared to the
third quarter of 2015, was driven by an increase in the number of distribution vehicles and the number of vehicles for
sales personnel. The decrease in the first nine months of 2015, when compared to the first nine months of 2014, was
driven by the decline in fuel costs. The decrease in the third quarter of 2015, when compared to the third quarter of
2014, was driven by the same factors as the nine month period.

The last several years have seen some variation in the cost of diesel fuel and gasoline. During the first, second, and
third quarters of 2016, our total vehicle fuel costs were approximately $6.4 million, $8.2 million, and $8.3 million
respectively. During the first, second, third, and fourth quarters of 2015, our total vehicle fuel costs were
approximately $8.8 million, $9.1 million, $8.6 million, and $7.8 million, respectively. The fluctuations were a result
of: (1) variations in fuel costs, (2) the service levels provided to our stores from our distribution centers, (3) the
number of vehicles at our store locations, (4) the number of other sales centered vehicles as a result of store openings
and the expansion of our non-store sales force, and (5) changes in driving conditions. These fuel costs include the fuel
utilized in our distribution vehicles (semi-tractors, straight trucks, and sprinter trucks) which is recorded in cost of
sales and the fuel utilized in our store delivery and other sales centered vehicles which is included in operating and
administrative expenses (the split in the last several years has been approximately 50/50 between distribution and
store and other sales centered use).

Income taxes — Income taxes, as a percentage of earnings before income taxes, were approximately 36.8% and 37.6%
respectively, for each of the first nine months of 2016 and 2015. As our international business and profits grew over
the past several years, the lower income tax rates in those jurisdictions, relative to the United States, have lowered our
effective tax rate.

CASH FLOW IMPACT ITEMS

As indicated earlier, we included this section to provide some added insight into the items that impact our cash flow.
OPERATIONAL WORKING CAPITAL

The year-over-year comparison and the related dollar and percentage changes related to accounts receivable, net and
inventories were as follows:

Twelve-month Twelve-month

September 30: Dollar Change Percentage
Change
2016 2015 2014 2016 2015 2016 2015
Accounts receivable, net $543,744 537,055 522,265 $6,689 14,790 1.2 % 2.8 %
Inventories 966,931 883,207 836,379 83,724 46,828 9.5 % 5.6 %

Operational working capital® $1,510,675 1,420,262 1,358,644 $90,413 61,618 6.4 % 4.5 %

Sales in last two months $703,172 661,203 657,118 $41,969 4,085 6.3 % 0.6 %

() For purposes of this discussion, we are defining operational working capital as accounts receivable, net and
inventories.

The growth in our net accounts receivable has been broadly consistent with our sales growth over the periods
represented. This is despite the strong growth of our international business and of our large customer accounts, which
can create meaningful difficulty with managing the growth of accounts receivable relative to the growth in sales.

Our growth in inventory balances over time does not have as direct a relationship to our monthly sales patterns as does
our growth in accounts receivable. This is impacted by other aspects of our business. For example, the dramatic
economic slowdown in late 2008 and early 2009 caused our inventory to spike. This occurred because the lead time
for inventory procurement is typically longer than the visibility we have into future monthly sales patterns. Over the
last decade, we increased our relative inventory levels due to the following: (1) new store openings, (2) expanded
stocking breadth at distribution centers (for example, our master stocking hub in Indianapolis expanded its product
breadth over six fold from 2005 to 2011), (3) expanded direct sourcing, (4) expanded Fastenal brands (private label),
(5) expanded industrial vending solutions, (6) national accounts and Onsite growth, (7) international growth, and (8)
expanded stocking breadth at individual stores related to our CSP initiatives. Through the first nine months of 2016,
the most significant contributors to the increase in inventories were the impact of infusing incremental inventory into
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our network beginning at the end of 2015 as part of our CSP 16 initiative, the incremental inventory related to the
acquisition of Fasteners, Inc., the relative growth of international sales, and the growth of our Onsite business. The
sequential decrease in our inventory in the third quarter of 2016 is a function of a significant focus on our stocking
levels throughout our network, particularly in our distribution centers.

24

43



Edgar Filing: FASTENAL CO - Form 10-Q

Table of Contents

BALANCE SHEET AND CASH FLOW

Our balance sheet continues to be very strong and our operations have good cash generating characteristics. Our
operating cash flow as a percentage of net earnings in the first nine months of 2016 contracted slightly compared to
the first nine months of 2015. It decreased primarily due to our current initiative to add additional products into store
inventory under our CSP 16 format, and this decrease was partially offset by a reduction in net cash used to fund trade
accounts receivable and income tax payments. Our first quarter typically has stronger cash flow characteristics due to
the timing of tax payments; this benefit reverses itself in the second, third, and fourth quarters as income tax payments
go out in April, June, September, and December. The remaining amounts of cash flow from operating activities are
largely linked to the pure dynamics of a distribution business and its strong correlation to working capital as discussed
above. During 2015, and the first nine months of 2016, we incurred some debt to fund capital expenditures, purchases
of our common stock, and payments of dividends as discussed earlier in this document.

Operating cash flow as a percentage of net earnings were as follows in 2016 and 2015:

2016 2015
First quarter 127.8% 141.1%
Second quarter 659 % 577 %
Year-to-date (June) 96.2 % 975 %
Third quarter 105.0% 103.2%
Year-to-date (September) 99.1 % 99.4 %
Fourth quarter 129.5%
Year-to-date (December) 105.9%
Our dividends (on a per share basis) were as follows in 2016 and 2015:
2016 2015

First quarter ~ $0.30 $0.28

Second quarter 0.30 0.28

Third quarter 0.30 0.28

Fourth quarter 0.30 @) (.28

Total $1.20 $1.12

() The fourth quarter dividend was declared on October 10, 2016, and is payable on November 22, 2016 to
shareholders of record at the close of business on October 25, 2016.

STOCK PURCHASES

During the first quarter of 2016, we purchased 1,600,000 shares of our common stock at an average price of
approximately $37.15 per share. During the second and third quarters of 2016, we did not purchase any shares of our
common stock. During 2015, we purchased a total of 7,100,000 shares of our common stock at an average price of
$41.26 per share. We currently have authority to purchase up to an additional 1,300,000 shares of our common stock.
CRITICAL ACCOUNTING POLICIES

A discussion of our critical accounting policies is contained in our 2015 annual report on Form 10-K.
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LIQUIDITY AND CAPITAL RESOURCES

Cash flow activity in dollars and as a percentage of net earnings was as follows for the periods ended September 30:
Nine-month Period
2016 2015

Net cash provided by operating activities $381,318 401,985

Net cash used in investing activities $157,601 112,848

Net cash used in financing activities $208,824 283,428

Net cash provided by operating activities 99.1 % 994 %

Net cash used in investing activities 41.0 % 279 %

Net cash used in financing activities 54.3 % 70.1 %

Net cash provided by operating activities decreased from the first nine months of 2015. The decrease was driven by a
reduction in net earnings and an increase in the cash required to fund our inventory growth. This was partially offset
by a reduction in net cash used to fund trade accounts receivable and income tax payments.

Net cash used in investing activities changed primarily due to changes in capital expenditures. Property and equipment
expenditures in the first nine months of 2016 and 2015 consisted of: (1) the purchase of software and hardware for our
information processing systems, (2) the addition of certain pick-up trucks, (3) the purchase of signage, shelving, and
other fixed assets related to store openings and our CSP 16 initiative, (4) the addition of manufacturing and warehouse
equipment, (5) the expansion or improvement of certain owned or leased store properties, (6) the expansion of our
distribution/trucking fleet, (7) purchases related to industrial vending, and (8) the expansion of distribution capabilities
related to automation. Of these factors, items (1), (2), (3), (7), and (8) had the greatest impact to our capital
expenditures in the first nine months of 2016, while item (7) had the greatest impact to our capital expenditures in the
first nine months of 2015. Disposals of property and equipment in both periods consisted of the planned disposition of
certain pick-up trucks, as well as distribution vehicles and trailers, in the normal course of business.

Cash requirements for property and equipment expenditures were satisfied from net earnings, cash on hand,
borrowings, and the proceeds of disposals. We anticipate funding our current expansion plans with cash generated
from operations, from available cash and cash equivalents, and from our borrowing capacity.

Net cash used in financing activities consisted of the payments of dividends and purchases of our common stock,
which were partially offset by the proceeds from the exercise of stock options and borrowings. During the first nine
months of 2016 and 2015, we utilized borrowings to fund certain needs including purchases of our common stock.
Cash Commitments — A discussion of the nature and amount of future cash commitments, other than under our Credit
Facility and notes payable, is contained in our 2015 annual report on Form 10-K. That portion of total debt
outstanding under our Credit Facility and notes payable classified as long-term, and the maturity of that debt, is
described earlier in Note 5 of the Notes to Condensed Consolidated Financial Statements.

Unremitted Foreign Earnings — Approximately $121.1 million of cash and cash equivalents are held by non-U.S.
subsidiaries. These funds may create foreign currency translation gains or losses depending on the functional currency
of the entity holding the cash. There are no significant restrictions that would preclude us from bringing the majority
of these funds back to the U.S. The income tax impact of repatriating cash associated with certain undistributed
earnings is discussed in our most recently filed annual report on Form 10-K under Note 6 of the Notes to Consolidated
Financial Statements. There have been no material changes in unremitted earnings in the form of cash.

Certain Risks and Uncertainties — Certain statements contained in this document do not relate strictly to historical or
current facts. As such, they are considered 'forward-looking statements' that provide current expectations or forecasts
of future events. These forward-looking statements are made pursuant to the safe harbor provisions of the Private
Securities Litigation Reform Act of 1995. Such statements can be identified by the use of terminology such as
anticipate, believe, should, estimate, expect, intend, may, will, plan, goal, project, hope, trend, target, opportunity, and
similar words or expressions, or by references to typical outcomes. Any statement that is not a historical fact,
including estimates, projections, future trends, and the outcome of events that have not yet occurred, is a
forward-looking statement. Our forward-looking statements generally relate to our expectations regarding the business
environment in which we operate, our projections of future performance, our perceived marketplace opportunities, and
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our strategies, goals, mission, and vision. You should understand that forward-looking statements involve a variety of
risks and uncertainties, known and unknown, and may be affected by inaccurate assumptions. Consequently, no
forward-looking statement can be guaranteed and actual results may vary materially. Factors that could cause our
actual results to differ from those discussed in the forward-looking statements include, but are not limited to,
economic
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downturns, weakness in the manufacturing or commercial construction industries, competitive pressure on selling
prices, changes in our current mix of products, customers or geographic locations, changes in our average store size,
changes in our purchasing patterns, changes in customer needs, changes in fuel or commodity prices, inclement
weather, changes in foreign currency exchange rates, difficulty in adapting our business model to different foreign
business environments, weak acceptance or adoption of vending technology or increased competition in industrial
vending, difficulty in maintaining installation quality as our industrial vending business expands, the entering into of
future arrangements with customers to lease a significant number of industrial vending machines (which could cause
unexpected increases in capital expenditures or the need for additional hiring), difficulty in hiring, relocating, training
or retaining qualified personnel, failure to meet store opening goals, store closing expectations, or Onsite
implementation objectives, difficulty in controlling operating expenses, difficulty in collecting receivables or
accurately predicting future inventory needs, dramatic changes in sales trends, changes in supplier production lead
times, changes in our cash position or our need to make capital expenditures, changes in credit market volatility,
changes in tax law, changes in the availability or price of commercial real estate, changes in the nature, price or
availability of distribution, supply chain, and other technology (including software licensed from third parties) and
services related to that technology, cyber-security incidents, potential liability and reputational damage that can arise
if our products are defective, and other risks and uncertainties detailed in our filings with the Securities and Exchange
Commission, including our most recent annual and quarterly reports. Each forward-looking statement speaks only as
of the date on which such statement is made, and we undertake no obligation to update any such statement to reflect
events or circumstances arising after such date.
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ITEM 3 — QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS

We are exposed to certain market risks from changes in foreign currency exchange rates, commodity steel pricing,
commodity energy prices, and interest rates. Changes in these factors cause fluctuations in our earnings and cash
flows. We evaluate and manage exposure to these market risks as follows:

Foreign currency exchange rates — Foreign currency fluctuations can affect our net investments and earnings
denominated in foreign currencies. Our primary exchange rate exposure is with the Canadian dollar against the United
States dollar. Our estimated net earnings exposure for foreign currency exchange rates was not material at the end of
the period.

Commodity steel pricing — We buy and sell various types of steel products; these products consist primarily of different
types of threaded fasteners. In 2014, 2015, and the first nine months of 2016, we noted some deflation in overall steel
pricing. We are exposed to the impacts of commodity steel pricing and our related ability to pass through the impacts
to our end customers.

Commodity energy prices — We have market risk for changes in prices of gasoline, diesel fuel, natural gas, and
electricity; however, this risk is mitigated in part by our ability to pass freight costs to our customers, the efficiency of
our trucking distribution network, and the ability, over time, to manage our occupancy costs related to the heating and
cooling of our facilities through better efficiency.

Interest rates - Loans under our Credit Facility bear interest at floating rates tied to LIBOR. As a result, changes in
LIBOR can affect our operating results and liquidity to the extent we do not have effective interest rate swap
arrangements in place. We have not historically used interest rate swap arrangements to hedge the variable interest
rates under our Credit Facility. A 1% increase in LIBOR in the first nine months of 2016 would have resulted in
approximately $3.0 million of additional interest expense. A description of our Credit Facility is contained in Note 5
of the Notes to Condensed Consolidated Financial Statements.

ITEM 4 — CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures — As of the end of the period covered by this report, we conducted an
evaluation, under the supervision and with the participation of the principal executive officer and principal financial
officer, of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934 (the 'Securities Exchange Act')). Based on this evaluation, the principal executive officer and
principal financial officer concluded that our disclosure controls and procedures are effective to ensure that
information required to be disclosed by us in reports that we file or submit under the Securities Exchange Act is
recorded, processed, summarized, and reported within the time periods specified in SEC rules and forms, and is
accumulated and communicated to our management, including the principal executive officer and principal financial
officer, to allow for timely decisions regarding disclosure. There was no change in our internal control over financial
reporting during our most recently completed fiscal quarter that has materially affected, or is reasonably likely to
materially affect, our internal control over financial reporting.

PART II — OTHER INFORMATION

ITEM 1 — LEGAL PROCEEDINGS
A description of our legal proceedings, if any, is contained in Note 5 of the Notes to Condensed Consolidated
Financial Statements. The description of legal proceedings, if any, in Note 5 is incorporated herein by reference.

ITEM 1A — RISK FACTORS

We are affected by risks specific to us as well as factors that affect all businesses operating in a global market. The
significant factors known to us that could materially adversely affect our business, financial condition, or operating
results are described in Item 2 of Part I above and in our most recently filed annual report on Form 10-K under
Forward-Looking Statements and Item 1A — Risk Factors. There has been no material change in those risk factors.
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ITEM 2 — UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Issuer Purchases of Equity Securities
The table below sets forth information regarding purchases of our common stock during the third quarter of 2016:

(a) (b) (© (d)
Total Number of 1XIax1ml.1m 1t\Iu]r)n bl?r (or
Total Number of . Shares Purchased - :PProxima:e vobar
. Average Price . . Value) of Shares that
Period Shares . as Part of Publicly
Paid per Share May Yet Be Purchased
Purchased Announced Plans
or Programs (1) Under the Plans or
g Programs (1)
July 1-31, 2016 0 $0.00 0 1,300,000
August 1-31, 2016 0 $0.00 0 1,300,000
September 1-30, 2016 0 $0.00 0 1,300,000
Total 0 $0.00 0 1,300,000

On May 1, 2015, our board of directors authorized the purchase by us of an additional 4,000,000 shares of our
(1)common stock. As of September 30, 2016, we had remaining authority to purchase 1,300,000 shares under this
authorization.
ITEM 6 — EXHIBITS
Restated Articles of Incorporation of Fastenal Company, as amended (incorporated by reference to Exhibit 3.1 to

31 Fastenal Company’s Form 10-Q for the quarter ended March 31, 2012)

32 Restated By-Laws of Fastenal Company (incorporated by reference to Exhibit 3.2 to Fastenal Company’s Form
" 8-K dated as of October 15, 2010 (file no. 000-16125))

41 Form of Senior Notes due July 20, 2021 (incorporated by reference to Exhibit 10.1 to Fastenal Company’s
" Form 8 K dated as of July 20, 2016)

49 Form of Senior Notes due July 20, 2022 (incorporated by reference to Exhibit 10.1 to Fastenal Company’s

Form 8 K dated as of July 20, 2016)

Master Note Agreement dated as of July 20, 2016 by and among (i) Fastenal Company, (ii) Metropolitan Life
Insurance Company, NYL Investors LLC and PGIM, Inc. (formerly known as Prudential Investment
Management, Inc.), as investor group representatives (each, an 'Investor Group Representative'), and

10.1(iii) Metropolitan Life Insurance Company (in its capacity as a purchaser of notes under such Master Note
Agreement) and/or affiliates of any Investor Group Representative who become purchasers of notes under such
Master Note Agreement (incorporated by reference to Exhibit 10.1 to Fastenal Company’s Form 8 K dated as of
July 20, 2016)

31 Certifications under Section 302 of the Sarbanes-Oxley Act of 2002

32 Certification under Section 906 of the Sarbanes-Oxley Act of 2002
The following financial statements from Fastenal Company’s Quarterly Report on Form 10-Q for the quarter
ended September 30, 2016, filed on October 14, 2016, formatted in XBRL (Extensible Business Reporting

101 Language): (i) Condensed Consolidated Balance Sheets, (ii) Condensed Consolidated Statements of Earnings,
(iii) Condensed Consolidated Statements of Comprehensive Income, (iv) Condensed Consolidated Statements of
Cash Flows, and (v) the Notes to Condensed Consolidated Financial Statements.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

FASTENAL COMPANY

Date: October 14, 2016 By: /s/ Holden Lewis
Holden Lewis
Executive Vice President and Chief Financial Officer
(Principal Financial Officer)

Date: October 14, 2016 By: /s/ Sheryl A. Lisowski
Sheryl A. Lisowski
Controller, Chief Accounting Officer, and
Treasurer (Duly Authorized Officer)
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Restated Articles of Incorporation of Fastenal Company, as amended

Restated By-Laws of Fastenal Company

Form of Senior Notes due July 20, 2021

Form of Senior Notes due July 20, 2022

Master Note Agreement dated as of July 20, 2016 by and among (i) Fastenal Company,

(i1) Metropolitan Life Insurance Company, NYL Investors LLC and PGIM, Inc. (formerly
known as Prudential Investment Management, Inc.), as investor group representatives (each,
an "Investor Group Representative"), and (iii) Metropolitan Life Insurance Company (in its
capacity as a purchaser of notes under such Master Note Agreement) and/or affiliates of any
Investor Group Representative who become purchasers of notes under such Master Note
Agreement

Certifications under Section 302 of the Sarbanes-Oxley Act of 2002

Certification under Section 906 of the Sarbanes-Oxley Act of 2002

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CALXBRL Taxonomy Calculation Linkbase Document

101.DEF XBRL Taxonomy Definition Linkbase Document

101.LAB XBRL Taxonomy Label Linkbase Document

101.PRE XBRL Taxonomy Presentation Linkbase Document
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