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focus was the construction industry, positioning our stores to 
provide same-day solutions for local contractors with a broader, 
deeper inventory of tools, anchors, safety supplies, and other job 
site needs. The higher-level goal was to improve the ef�ciency of 
our existing distribution network. The Customer Service Project 
really involves a continuously evolving inventory staging strategy, 
wisely using the best available ‘shelf’ to optimize our service. This 
could be in our customer’s location, a vending machine, an Onsite 
location, a store, a distribution center, or at one of our suppliers – 
all linked by one integrated network. Our in-house transportation 
�eet connects the network. Our local presence extends it to  
the ‘last mile.’ 

In 2017, we intend to use these four drivers to improve sales 
growth and ef�ciencies. We also intend to focus our attention 
on asset utilization, both working capital and �xed capital. After 
�ve years of rapidly expanding our industrial vending business, 
our distribution automation, and our trucking �eet, capped by an 
ambitious upgrade to our store network in 2016, we have some 
breathing room to improve our asset utilization and improve our 
free cash �ow.

Earlier we spoke about two distinct items: expense control and our 
structural advantages. Let’s take a deeper dive.

In regards to expense control, two things jump out. The �rst 
centers on occupancy. There are four primary components to our 
occupancy expenses: store related (x-utilities), distribution and 
manufacturing related, vending devices, and store utilities. We 
didn’t do a great job managing the �rst one in 2016, and as noted 
earlier, we will need to dig out of that hole in 2017 and 2018. 

The second item centers on store employee costs. The Department 
of Labor regulation changes published last spring were dramatic 
and changed the economics and �exiblity of our smaller revenue 
stores. We are a successful organization because we foster an 
entrepreneurial environment. We felt these changes would sti�e 
the entrepreneurial environment for our employees and would 
limit our ability to teach through success; therefore, we closed 
110 stores during the second half of the year. This wasn’t the only 

reason some of these locations closed, but it caused us to move 
quickly and it did expand the list. 

An important detail to note: We retained 95% of the customers and 
employees after the store closings. We now serve these customers 
out of nearby locations with the same employees.

We have discussed our structural advantage in previous 
communications. The advantage includes great people close to the 
customer and a frugal culture. This allows us to deliver superior 
service, to provide ‘same-day’ product availability, and to maintain 
a very ef�cient cost structure. This combination allows Fastenal to 
generate a pro�t and a return on investment where others struggle. 
It also creates avenues of opportunity in the future.

My letter has touched on people from the standpoint of culture, 
but I left out one important detail: We believe in people and their 
inherent ability to do great things if given the opportunity. We 
also believe our odds improve if we challenge ourselves to 
pursue a common goal. We intend to always give that opportunity 
and to always pursue a common goal. 

In 2017, our common goal is simple – grow our sales and 
grow our earnings. To accomplish this, we must be focused 
on our customers, on our Blue Team, and on our operating and 
administrative expenses.

This year marks Fastenal’s 50th anniversary, and I suspect we will 
take several opportunities to celebrate that milestone during 2017; 
but rest assured, our energy will be focused on the �rst steps of 
our next 50 years.

We thank you for your belief in Fastenal.

Sincerely,
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