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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
Form 10-K
(Mark One)
b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2009
or
0 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: 0-10546
LAWSON PRODUCTS, INC.
(Exact Name of Registrant as Specified in Charter)
Delaware 36-2229304
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

1666 East Touhy Avenue, Des Plaines, Illinois 60018
(Address of principal executive offices)
Registrant s telephone number, including area code:
(847) 827-9666
Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered

Common Stock, $1.00 par value The NASDAQ Stock Market LL.C
(NASDAQ Global Select Market)
Securities registered pursuant to Section 12(g) of the Act:
None
(Title of class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes o No p
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Exchange Act. Yes o No b
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 p No o
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 o No o
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. p
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or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting
Company o
(Do not check if a smaller
reporting company)
Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act). Yes
oNop
The aggregate market value of the registrant s voting stock held by non-affiliates on June 30, 2009 (based upon the per
share closing price of $14.21) was approximately $55,300,000.
As of February 15, 2010, 8,522,001 shares of Common Stock were outstanding.
DOCUMENTS INCORPORATED BY REFERENCE
The following documents are incorporated into this Form 10-K by reference:
Part III incorporates information by reference to the registrant s definitive proxy statement, to be filed with the
Securities and Exchange Commission within 120 days after the close of the fiscal year.
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Safe Harbor Statement under the Securities Litigation Reform Act of 1995: This Annual Report on Form 10-K
contains certain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995 that involve risks and uncertainties. The terms may, should, could, anticipate, believe, continues,
expect, intend, objective, plan, potential, project and similar expressions are intended to identify forwar
statements. These statements are not guarantees of future performance and involve risks, uncertainties and
assumptions that are difficult to predict. These statements are based on management s current expectations, intentions
or beliefs and are subject to a number of factors, assumptions and uncertainties that could cause actual results to differ
materially from those described in the forward-looking statements. Factors that could cause or contribute to such
differences or that might otherwise impact the business include the risk factors set forth in Item 1A of this Form 10-K.
The Company undertakes no obligation to update any such factor or to publicly announce the results of any revisions
to any forward-looking statements contained herein whether as a result of new information, future events or otherwise.
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PART I
ITEM 1. BUSINESS.
Overview
Lawson Products, Inc. ( Lawson ,the Company , we or us ) was incorporated in Illinois in 1952, and reincorporate
Delaware in 1982. Lawson is a North American distributor of products and services to the industrial, commercial,
institutional, and governmental maintenance repair and operations ( MRO ) marketplace. The Company also
manufactures and distributes production and specialized component parts to the original equipment marketplace
( OEM ) including the automotive, appliance, aerospace, construction, and transportation industries. Please see Note 16
Segment Reporting in the Notes to the Consolidated Financial Statements, included elsewhere in this Annual Report
on Form 10-K, for further information regarding financial results related to the Company s geographical and business
segments.
MRO Segment
Industry and Competition
The MRO industry consists of companies that buy and stock products in bulk and supply these products to customers
on an as needed basis. The customer benefits from lower costs and convenience of ordering smaller quantities
maintained by MRO suppliers. We estimate the MRO industry in North America to exceed $100 billion in revenues.
We encounter intense competition from several national distributors and manufacturers and a large number of regional
and local distributors. Some competitors have greater financial and personnel resources, handle more extensive lines
of merchandise, operate larger facilities and price some merchandise more competitively than we do. We compete for
business delivering on the value proposition we call Smarter Maintenance offering a personal approach to vendor
managed inventory, providing technical expertise and supplying highly engineered products to our customers.
Operations
We participate in the MRO industry through our Lawson Products business unit and through our Rutland Tools
subsidiary ( Rutland ) which together represented 85% of our net sales for the year ended December 31, 2009.
The majority of our sales are generated through a network of approximately 1,300 independent sales agents.
Independent sales agents are compensated on a commission only basis and are responsible for repayment of
commissions to the Company on any uncollectible accounts. In addition to offering high quality products to our
customers, these sales agents also offer technical expertise and on-site problem resolution. Sales agents receive
education in the best uses of our products enabling them to provide customized solutions that address our customers
needs. This includes on-site visits to help manage customer inventories, introducing cost saving ideas and improving
our customers profitability. Regular inventory analysis and replenishment is conducted to prevent unnecessary
purchases and unplanned downtime. Additionally, we provide customized storage systems for improved organization
and a more efficient workflow. Product demonstrations that can improve our customers productivity are regularly
provided by our agents to our customers.
We order product from our suppliers and usually transport the product to our national packaging center for
repackaging, labeling or cross docking before shipping to our distribution centers. Customer orders are then fulfilled
from our distribution centers. We receive product orders in various ways. Customers can place orders with our agents
through our customer service team via fax, phone or directly through the on-line catalog on our web site.
We sell products in all 50 states, the District of Columbia, Canada and Puerto Rico, and export products that support
U.S. military efforts in Europe and to the United Arab Emirates. An important factor in attracting and retaining
customers is our ability to process orders promptly. We normally ship to our customers within one to two days of
order placement. Products are stocked in and processed from strategically placed general distribution centers in Des
Plaines, Illinois; Addison, Illinois; Vernon Hills, Illinois; Reno, Nevada; Fairfield, New Jersey; Suwanee, Georgia;
and Mississauga, Ontario.
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We carry a significant amount of inventories to ensure product availability and rapid processing of customer orders.
Accurate forecasting of customer demand is necessary to establish the proper level of inventory for each product.
Inventory levels need to be sufficient to meet customer demand while avoiding the costs of stocking excess items.

Our engineering department provides technical support as part of our value proposition for our extensive product line
and on-site problem solving. Material Safety Data Sheets are maintained electronically and are available to our
customers seven days a week, 24 hours a day. Additionally, product certifications and material test reports are
available by contacting the engineering department at engineering @lawsonproducts.com. Our engineering department
also develops and presents product safety and technical training seminars tailored to meet our customers needs.

We distribute printed catalogs to two primary markets. One is the retail market where business is done with the end
user of the product. The other is the wholesale market where the distributor resells our product to an end customer. In
2009, we delivered printed catalogs to approximately 40,000 retail customers and approximately 65,000 wholesale
customers. We also have showrooms located in Whittier, California; City of Industry, California; San Jose, California;
Chatsworth, California; Phoenix, Arizona; and Houston, Texas.

Products

We offer approximately 240,000 different products for sale of which approximately 180,000 products are maintained
in inventory. Sales percentages by broad categories of our product mix are as follows:

Percent of Total MRO Sales

Product Category 2009 2008
Fastening systems 19% 20%
Specialty chemicals 12 13
Cutting tools and abrasives 15 13
Fluid power 10 11
Aftermarket automotive supplies 11 9
Electrical 9 9
Welding and metal repair 4 6
Other 20 19
100% 100%

Many of our products are manufactured by others, purchased in bulk and repackaged in smaller quantities for sale to
our customers. During 2009, we purchased products from over 1,000 suppliers. We generally do not engage in
long-term or fixed-price contracts and no single supplier accounted for more than three percent of our purchases in
2009. However, the loss of one of our core suppliers could significantly affect our operations by hindering our ability
to provide full service to our customers.

We actively participate in the design and development of products with our manufacturers. Technology has helped us
to develop new items that are application specific. We review applications and recommend alternative products that
are beneficial to our customers. Our quality control department tests our product offerings to assure they meet our
specifications. We also conduct failure analysis and recommend solutions to help customers maximize product
performance and avoid costly product failures. To promote brand loyalty, we sell products using various private labels
and tradenames including Lawson Products, Kent Automotive, Premier, Cronatron, and Drummond, among others.
Customers

Our customers include a wide range of purchasers of industrial supply products from small repair shops to large
national and governmental accounts. Our customers operate in a wide variety of industries including automotive
repair, transportation, governmental including the military, manufacturing, construction, mining, wholesale, service
and others.
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During 2009, we sold products to over 100,000 customers. No customer accounted for more than one percent of net
sales. In 2009, 93% of our net sales were generated in the United States and 7% from Canada.

OEM Segment

Two of our subsidiaries, Assembly Component Systems, Inc. ( ACS ) and Automatic Screw Machine Products
Company, Inc. ( ASMP ) compete in the OEM marketplace. The OEM marketplace generally consists of large
manufacturing companies with multiple supply chain needs. ACS and ASMP accounted for 12% and 3% of the
Company s net sales for the year ended December 31, 2009, respectively.

ACS specializes in providing OEM manufacturers with just-in-time delivery of fasteners, components and fittings to
maximize the efficiency of the customer s supply chain. ACS seeks long-term agreements with companies to identify
product needs and parameters of use, offer engineering expertise, provide product sourcing and manage inventory
replenishment. Sales support and dedicated warehousing is provided, enabling partnered companies to focus on
manufacturing operations while affording them a reduction in financial obligations associated with carrying excess
inventory. ACS operates a distribution network that includes Des Plaines, Illinois; Lenexa, Kansas; Cincinnati, Ohio;
and Memphis, Tennessee. Inventory supply rooms staffed by dedicated ACS personnel located close to, or within a
customer s operating space, are used to facilitate the selection and transfer of goods that are called for during a
production schedule. Additional sales support is available through sales calls, special needs requests, and
pre-determined replenishment schedules.

ASMP manufactures and distributes components, fasteners and fittings for use by OEM manufacturers. Based in
Decatur, Alabama, ASMP distributes components that are specific to the customer s production needs including
various nondependent or interdependent components. ASMP seeks to obtain long-term commitments to enable proper
support of the customers supply chain. ASMP products are developed for high strength, critical applications and
ASMP also sources externally produced items if applications call for such goods.

Strategic Initiatives

We are committed to developing and executing an effective long-term strategy to enhance customer satisfaction,
improve profitability and increase the value of the business. To drive these objectives we plan to focus our resources
on our MRO segment. Accordingly we have identified three major strategic initiatives that we believe will
significantly enhance our ability to serve our MRO customers and improve our business. The initiatives are to
re-structure our sales organization, optimize our distribution network and replace our legacy information systems with
a best-in-class Enterprise Resource Planning ( ERP ) system.

Sales Transformation

Our sales are primarily driven by a force of approximately 1,300 independent sales agents. We believe the
independent sales agent model is an effective sales approach that offers our sales agents a unique opportunity to
operate their own business. Our sales agents are paid a commission on sales that is based on profitability to align the
objectives of the sales force with the Company s success. This system of compensation also ensures that the Company s
selling costs are more directly aligned with sales. However, we believe that there are certain measures we can take to
improve the current sales agent model while retaining its advantages. Specifically, our transformation initiative will
clarify the roles and responsibilities of our sales management team, develop and standardize certain sales tools offered
to our agents, identify and prioritize high-potential customers, and modify our pricing policies and commission
structures to maximize sales and profitability.

Our sales agents are supported by district managers who are responsible for geographically defined territories.
Currently, these district managers perform a dual role. They spend a portion of their time managing the district by
coaching and supporting the agents within their territory and also spend time acting as sales agents selling products.
We are phasing in a program that will result in converting district managers into full-time employees who will be able
to concentrate their efforts on managing their territory and working with the agents to develop new and existing
customers. By segregating the managerial and selling functions, we believe that both the district managers and
independent sales agents will be able to better focus on their roles and increase sales productivity.

Table of Contents 9
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Through this transition, we believe that we can strengthen the quality of customer relationships and improve the
consistency of sales execution throughout our organization. We are developing talent management programs to attract,
motivate and retain new sales agents. We are also improving our sales education programs which are offered to sales
agents to integrate our agents product knowledge into the selling process. We are reviewing our current territory
design and account allocation policies to optimize territory management while maintaining or increasing our customer
coverage.

Historically, we have been very effective at selling to and servicing small and medium sized accounts. However, we
have had limited success in obtaining large national accounts. We are taking deliberate steps to gain a share of these
larger national accounts. We have assembled a team of employee sales professionals to aggressively identify and
prioritize high-potential customer and market segments in order to expand our revenue base.

Finally, we are taking steps to improve our pricing structure by migrating from a cost based method to a market based
structure that better reflects the value of our products and services. This includes strategically pricing products and
product groups based on segmentation of both product and customer groups.

Network Optimization

A large part of our MRO distribution process entails transporting product from our suppliers to our national packaging
center for possible repackaging, labeling or cross docking before shipping to our distribution centers. Many factors
affect the efficiency of this process including the physical characteristics of the distribution centers, routing logistics,
the number of times the product needs to be handled, transportation costs and the flexibility to meet unique
requirements requested by our customers. Our network optimization initiative involves defining the optimal location,
size, and number of distribution centers to improve customer service, lower operating expenses and improve working
capital investment. We analyzed our distribution network as it was in 2008 and developed a detailed roadmap to
transition from that state to a future optimal state.

In 2009, we closed our Charlotte, North Carolina and Dallas, Texas MRO distribution centers. We have also identified
and begun to make certain space optimization changes at our distribution centers and to implement certain process
improvement projects and freight strategies which should further improve our ability to serve our customers while
also reducing our inventory levels and lowering operating costs.

ERP Initiative

During 2009, we conducted a thorough review of all of our MRO functional departments to assess the effectiveness of
our current business processes and supporting information systems. After extensive study and analysis, we determined
that the many benefits achievable by investing in a state-of-the-art ERP system, that would integrate our data and
processes into one single system based upon best business practices, far exceeded the costs and efforts involved to
implement this change.

We engaged a consulting firm to work with us to evaluate which ERP system would provide us the maximum
long-term benefit. This analysis included multiple factors including how the system modules aligned with our current
organizational structure, transactional transparency and visibility, flexibility to adapt to future business opportunities,
user friendliness and stability of the underlying data structure. In February 2010 we selected an ERP partner and we
are currently in the process of finalizing a detailed implementation plan for 2010 and 2011.

We have committed a full-time cross-fuctional team of employees to work with our ERP partner and a systems
integrator. This team is responsible for ensuring that the system configuration is consistent with our business
requirements and best business practices, coordinating data migration, addressing change management issues, testing
controls, resolving implementation issues and developing a user training program. We anticipate the one-time cost of
implementation, both capital and expense, will range from $15 million to $20 million, consisting primarily of software
and hardware costs, implementation costs, internal labor costs and data migration. We plan to implement the ERP
system in a phased approach during 2010 and 2011.

We expect that the new ERP system will provide us reliable, transparent, real-time data access allowing us the
opportunity to make better and quicker business decisions. We anticipate that the improved data access will lead to
more accurate forecasting, shortening order fullfillment time and optimizing our inventory levels. The new ERP
system will fully integrate our revenue cycle, from initial order through cash receipt and order tracking, from product
sourcing through payment. We expect the integration among various functional areas will lead to improved
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communication, productivity and efficiency. These improvements should improve our ability to respond to our
customers needs and lead to increased customer satisfaction. Other advantages we expect to realize by centralizating
our current systems into an ERP system are to eliminate the problem of synchronizing changes between multiple
systems, improve coordination of business processes that cross functional boundaries, provide a top-down view of the
enterprise and reduce the risk of loss of sensitive data by consolidating security into a single structure.
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Employees

As of December 31, 2009, we had approximately 1,110 employees, consisting of approximately 280 sales and
marketing employees, 630 operations and distribution employees and 200 management and administrative staff.
Approximately 14% of our workforce is represented by four collective bargaining agreements. We believe that our
relations with our employees and their collective bargaining organizations are good.

Available Information

We file or furnish annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and file

or furnish amendments to those reports pursuant to Section 13(a) or 15(d) of the Exchange Act and Section 16 reports
with the Securities and Exchange Commission ( SEC ). The public can obtain copies of these materials by visiting the
Commission s Public Reference Room at 100 F Street, NE, Washington DC 20549 or by accessing the SEC s website
at http://www.sec.gov. In addition, as soon as reasonably practicable after such materials are filed with or furnished to
the Commission, we make copies available to the public free of charge through our website at
www.lawsonproducts.com. Information on our website is not incorporated by reference into this report.

Executive Officers of the Registrant

The executive officers of Lawson as of December 31, 2009 were as follows.

Year First
Elected to
Present

Name Age Office Position
Thomas J. Neri 58 2007 President, Chief Executive Officer and Director
Harry A. Dochelli 50 2009 Executive Vice President and Chief Operating Officer
Neil E. Jenkins 60 2004 Executive Vice President, Secretary and General Counsel
Robert O. Border 46 2009 Senior Vice President Information Technology
Stewart A. Howley 48 2008 Senior Vice President Strategic Business Development
Ronald J. Knutson 46 2009 Senior Vice President and Chief Financial Officer
Michelle I. Russell 48 2007 Senior Vice President Operations and Supply Chain Management
Mary Ellen Schopp 47 2007 Senior Vice President Human Resources

Biographical information for the past five years relating to each of our executive officers is set forth below.

Mr. Neri was elected Chief Executive Officer in April 2007 and was elected to the Board of Directors in
December 2007. Mr. Neri was elected President and Chief Operating Officer in January 2007 and was elected
Executive Vice President, Finance, Planning and Corporate Development; Chief Financial Officer and Treasurer in
2004. Mr. Neri joined the Company in October 2003 as Executive Vice President, Finance and Corporate Planning.
Mr. Dochelli was elected Chief Operating Officer effective December 2009 and served as Executive Vice President
Sales and Marketing from April 2008 to December 2009. Previously, Mr. Dochelli served as Executive Vice
President, North America Contract Sales for OfficeMax from 2007 until 2008, Executive Vice President of U.S.
Operations for OfficeMax/Boise Cascade Office Solutions from 2005 to 2007 and in various other management
positions with OfficeMax/Boise Cascade Office Solutions from 1987 to 2005.

Mr. Jenkins was elected Executive Vice President; Secretary and General Counsel in 2004. From 2000 to 2003
Mr. Jenkins served as Secretary and Corporate Counsel of the Company.
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Mr. Border was elected Senior Vice President Information Technology effective September 2009. Previously,
Mr. Border served as the Managing Director, Information Technology at Midwest Generation, a subsidiary of Edison
Mission Energy, from 2004 until 2009.

Mr. Howley was elected Senior Vice President Strategic Business Development effective April 2008. Mr. Howley
served as Chief Marketing Officer from December 2005 until May 2008. From August 2002 through December 2005,
he was Director of Strategic Business Development with Home Depot Supply.

Mr. Knutson was elected Senior Vice President and Chief Financial Officer effective November 2009. Mr. Knutson
served as Senior Vice President, Chief Financial Officer of Frozen Food Express Industries, Inc. from January 2009 to
November 2009. Mr. Knutson served as Vice President, Finance of Ace Hardware Corporation from 2006 through
2007 and Vice President, Controller of Ace Hardware from 2003 to 2005.

Ms. Russell was elected Senior Vice President Operations and Supply Chain Management in August 2007.
Ms. Russell served as Chief Ethics and Compliance Officer from April 2006 until August 2007 and in a consulting
capacity from November 2005 through March 2006. Prior to this Ms. Russell held the role of Vice President of
Operations at Associated Materials from 2001 until 2005.

Ms. Schopp was elected Senior Vice President, Human Resources in April 2007. Prior to this Ms. Schopp held the
role of Vice President, Human Resources at ConAgra Foods from 2003 until 2006.

ITEM 1A. RISK FACTORS.

In addition to the other information in this Annual Report on Form 10-K for the fiscal year ended December 31, 2009,
the following factors should be considered in evaluating Lawson s business. Our operating results depend upon many
factors and are subject to various risks and uncertainties. The material risks and uncertainties known to us and
described below may negatively affect our business operations or affect our financial results. Additional risks and
uncertainties not presently known to us or that we currently deem immaterial may also impair our business operations
or affect our financial results.

Our results of operations may continue to be adversely impacted by the worldwide economic recession.

Throughout 2009, we continued to experience the effects of a severe economic recession in the U.S. and world
economies and a tightening of the credit markets. We cannot predict the duration of the recession or the timing or
strength of a subsequent economic recovery. The recession has severely impacted and could further impact demand
for our products and our financial performance. Further economic decline and uncertainty may lead to a further
decrease in customer spending and may cause certain customers to cancel or delay placing orders. Some of our
customers may file for bankruptcy protection preventing us from collecting on accounts receivable and may result in
our stocking excess customer specific inventory. The contraction in the credit markets also may cause some of our
customers to experience difficulties in obtaining financing leading to lower sales, delays in the collection of
receivables or result in an increase in bad debt expense.

The adverse economic conditions could also affect our key suppliers, affecting their ability to supply parts and result
in delays of our customer shipments. The economic uncertainty makes it difficult for us to accurately predict future
order activity and affects our ability to effectively manage inventory levels and identify risks that may affect our
business. Our ability to finance our operations by borrowing through our current credit agreement could also be at risk
if the lender is unable to provide funds under the terms of the agreement due to a bankruptcy or restructuring caused
by the global financial crises. There would be no assurances that we would be able to establish alternative financing or
attain financing with terms similar to our present credit agreement.

The market price of our common stock may decline.

Our stock price could decrease if the there is a further deterioration in the overall market for equities or if investors
have concerns that our business, financial condition, results of operations and capital requirements will be negatively
impacted by a prolonged recession. A decrease in our stock price reduces the market value of the Company compared
to the book value of our net assets, which may lead to further impairment of our assets.
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A significant portion of our inventory may become obsolete.

Our business strategy requires us to carry a significant amount of inventory in order to meet rapid processing of
customer orders. In addition, we carry varying levels of customer specific inventory based upon anticipated customer
demand. If our inventory forecasting and production planning processes result in inventory levels exceeding the levels
demanded by customers or should our customers decrease their orders with us, our operating results could be
adversely affected due to costs of carrying the inventory and additional inventory write-downs for excess and obsolete
inventory.

Work stoppages and other disruptions at transportation centers or shipping ports may adversely affect our ability to
obtain inventory and make deliveries to our customers.

Our ability to rapidly process customer orders is an integral component of our overall business strategy. Interruptions
at our company operated facilities or disruptions at a major transportation center or shipping port, due to events such
as severe weather, labor interruptions, natural disasters, acts of terrorism or other events, could affect both our ability
to maintain core products in inventory and deliver products to our customers on a timely basis, which may in turn
adversely affect our results of operations. In addition, severe weather conditions could adversely affect demand for our
products.

Changes in our customers and product mix could cause our gross margin percentage to decline in the future.

From time to time, we have experienced changes in product mix and inventory costs. When our product mix changes,
there can be no assurance that we will be able to maintain our historical gross profit margins. Changes in our
customers, product mix, or the volume of orders could cause our gross profit margin percentage to decline.

Increases in energy costs and the cost of raw materials used in our products could impact our cost of goods and
distribution and occupancy expenses, which may result in lower operating margins.

Increases in the cost of raw materials used in our products (e.g., steel) and energy costs raise the production costs of
our vendors. Those vendors typically look to pass the higher costs along to us through price increases. If we are
unable to fully pass these increased prices and costs through to our customers or to modify our activities, the impact
would have an adverse effect on our operating profit margins.

Disruptions of our information and communication systems could adversely affect the Company.

We depend on our information and communication systems to process orders, to manage inventory and accounts
receivable collections, to purchase, sell and ship products, to maintain cost-effective operations and to service our
customers. Disruptions in the operation of information and communication systems can occur due to a variety of
factors including power outages, hardware failure, programming faults and human error. Any disruption in the
operation of our information and communication systems whether over a short or an extended period of time or
affecting one or multiple distribution centers could have a material adverse effect on our business, financial condition
and results of operations.

The inability of management to successfully implement strategic initiatives, including the installation of a new
ERP system, could result in significant disruptions in the Company s operations.

We have committed to developing and executing three major strategic initiatives which we believe will significantly
enhance our ability to better serve our customers and improve our business. The initiatives are to transform our current
sales organization, optimize our supply network and replace our legacy information systems with an ERP system.
These initiatives involve a large investment of capital and resources and significant changes to our current operating
processes. Failure to properly implement one or more of these initiatives could result in lost business and increased
costs.

Failure to retain experienced and productive sales agents could negatively impact our operating results.

Our MRO sales are primarily driven by a force of approximately 1,300 independent sales agents. Our success depends
on our ability to attract and retain talented sales representatives. Failure to retain a sufficient number of experienced
and productive sales agents could have a materially adverse effect on our business, financial condition and results of
operations.
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A limited number of the Company s stockholders can exert significant influence over the Company.

Members of the Port family collectively beneficially own over 50% of the outstanding shares of our common stock.
This share ownership would permit these stockholders, if they chose to act together, to exert significant influence over
the outcome of stockholder votes, including votes concerning the election of directors, by-law amendments, possible
mergers, corporate control contests and other significant corporate transactions. The interests of the Port family may
differ from those of other stockholders.

In March 2009, a member of the Port family announced her intention to divest all of the common shares under her
control and encourage the disposition of the shares of Common Stock over which she has shared voting or dispositive
power. If a transaction cannot be arranged, the Port family member announced she may seek to replace some or all of
the Company s directors, replace some or all of the Company s management and reduce the size of the Company s board
of directors to five. Another member of the Port family announced he may consider a sale or other disposition of some
or all of the shares over which he has shared voting or dispositive power.

Any breach of our Deferred Prosecution Agreement with the U.S. Attorney s Office for the Northern District of
Illinois, may adversely affect our business, financial condition, results of operations and stock price.

We entered into a Deferred Prosecution Agreement (the DPA ) in August 2008 with the U.S. Attorney s Office for the
Northern District of Illinois (the U.S. Attorney s Office) to resolve our liability for the actions of our representatives in
improperly providing gifts or awards to purchasing agents through our then-existing customer loyalty programs.
Under the terms of the DPA, if it is determined that we deliberately gave false, incomplete or misleading information
under the DPA or have committed any federal crimes subsequent to the DPA, or otherwise knowingly, intentionally,
and materially violated any provision of the DPA, we may be subject to prosecution for any federal criminal violation
of which the U.S. Attorney s Office has knowledge.

The Company operates in highly competitive markets.

Our marketplace, although consolidating, still includes large, fragmented industries which are highly competitive. We
believe that customers and competitors may continue to consolidate over the next few years, which may make the
industry even more competitive. Our current or future competitors include companies with similar or greater market
presence, name recognition, and financial, marketing, and other resources and we believe they will continue to
challenge the marketplace with their product selection, financial resources, and services.

Future acquisitions are subject to integration and other risks.

We anticipate that we may, from time to time, selectively acquire additional businesses or assets. Acquisitions are
accompanied by risks, such as potential exposure to unknown liabilities of acquired companies and the possible loss
of key employees and customers of the acquired business. In addition, we may not obtain the expected benefits or cost
savings from acquisitions. Acquisitions are subject to risks associated with financing the acquisition and integrating
the operations and personnel of the acquired businesses or assets. If any of these risks materialize, they may result in
disruptions to our business and the diversion of management time and attention, which could increase the costs of
operating our existing or acquired businesses or negate the expected benefits of the acquisitions.

Failure to meet the covenant requirements of our credit agreement could lead to higher financing costs, increased
restrictions and reduce or eliminate our ability to borrow funds.

From time to time we fund our operations from funds borrowed under the terms of our credit agreement. The credit
agreement requires us to comply with certain financial covenants, including minimum EBITDA, minimum tangible
net worth levels, a minimum cash, accounts receivable and inventory to debt ratio and a minimum debt service
coverage ratio. The credit agreement also contains other customary representations, warranties, covenants and events
of default. Any failure to meet these covenant requirements could lead to higher financing costs, increased restrictions
and reduce or eliminate our ability to borrow funds.
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Changes that affect governmental and other tax-supported entities could negatively impact our sales and earnings.
A portion of our sales are derived from the United States military and other governmental and tax supported entities.
These entities are largely dependent upon government budgets and require adherence to certain laws and regulations.
A decrease in the levels of defense and other governmental spending or the introduction of more stringent
governmental regulations and oversight could lead to reduced sales or an increase in compliance costs which would
adversely affect our financial position and results of operations.

Any violation of Federal, state or local environmental protection regulations could lead to significant penalties and
fines.

Our product offering includes a wide variety of industrial chemicals and other products which are subject to a
multitude of Federal, state and local regulations. These environmental protection laws change frequently and affect the
composition, handling, transportation, storage and disposal of the products. Failure to comply with these regulations
could lead to severe penalties and fines for each violation.

Our results of operations could be affected by changes in taxation.

Our results of operations could be affected by changes in tax rates, audits by taxing authorities or changes in laws,
regulations and their interpretation. Changes in applicable tax laws and regulations could also affect our ability to
realize the deferred tax assets on our balance sheet, which could affect our results of operations.

Failure to retain talented employees, managers and executives could negatively impact our operating results.

Our success depends on our ability to attract, develop and retain talented employees, including executives and other
key managers. The loss of certain key executives and managers, or the failure to attract and develop talented new
executives and managers, could have a materially adverse effect on our business.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.
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ITEM 2. PROPERTIES.

Our headquarters is located in Des Plaines, Illinois and our business is currently conducted from owned or leased
facilities at the following locations.

Square

Location Segment Function Own/Lease Footage

Addison, Illinois MRO Distribution Own 85,800
Charlotte, North Carolina MRO Administration Lease 3,844
Des Plaines, Illinois MRO Administration/Distribution Own 175,000
Des Plaines, Illinois MRO Administration Own 45,000
Des Plaines, Illinois MRO/OEM Distribution Lease 114,000
Fairfield, New Jersey MRO Distribution Own 60,000
Independence, Ohio MRO Call Center Lease 9,761
Louisville, Kentucky MRO Distribution Lease 6,113
Mississauga, Ontario Canada MRO Distribution Own 78,000
Vernon Hills, Illinois MRO Distribution Own 107,061
Reno, Nevada MRO Distribution Own 244,280
Suwanee, Georgia MRO Distribution Own 91,235
Whittier, California MRO Administration Lease 22,023
Houston, Texas MRO Warehouse/Showroom Lease 21,700
San Jose, California MRO Warehouse/Showroom Lease 6,425
Phoenix, Arizona MRO Warehouse/Showroom Lease 3,750
Chatsworth, California MRO Warehouse/Showroom Lease 11,300
City of Industry, California MRO Warehouse/Showroom Lease 20,097
Decatur, Alabama OEM Manufacturing Own 65,000
Centralia, Missouri OEM Warehouse Lease 26,880
Cincinnati, Ohio OEM Warehouse Lease 12,583
Dunlap, Tennessee OEM Warehouse Lease 16,569
Ettrick, Wisconsin OEM Warehouse Lease 11,504
Hopkinsville, Kentucky OEM Warehouse Lease 1,800
Laredo, Texas OEM Warehouse Lease 3,068
Lenexa, Kansas OEM Administration/Warehouse Lease 38,000
Memphis, Tennessee OEM Warehouse Lease 26,250
Michigan City, Indiana OEM Warehouse Lease 10,000
Nuevo Laredo, Mexico OEM Warehouse Lease 24,220
Stuttgart, Arkansas OEM Warehouse Lease 16,000
Waite Park, Minnesota OEM Warehouse Lease 2,400

The location and operation of our facilities is frequently reviewed to determine whether they meet the strategic needs
of our business. We believe that our current facilities are adequate to meet our needs.

ITEM 3. LEGAL PROCEEDINGS.

The Company is involved in legal actions that arise in the ordinary course of business. It is the opinion of management
that the resolution of any currently pending litigation will not have a material adverse effect on the Company s
financial position or results of operations.

In August 2008, the Company entered into a Deferred Prosecution Agreement ( DPA ) with the U.S. Attorney s Office
in connection with representatives of the Company improperly providing gifts or awards to purchasing agents through
the Company s customer loyalty programs. Pursuant to the DPA, the Company agreed to a $30.0 million penalty. The
Company paid $10.0 million in both 2009 and 2008 and the final $10.0 million payment is due on or before
August 11, 2010.
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During 2009, the Company identified that it had shipped a limited number of products in violation of certain state
environmental regulations. The Company has begun the self-reporting process with appropriate regulatory agencies
regarding its findings. The Company has initiated the recall of a limited number of products and is working with state
regulators to take appropriate remedial actions to comply with these environmental regulations. At December 31,
2009, the Company has accrued $0.2 million for penalties and expenses related to environmental matters and at this
time, the Company cannot determine if any further expenses may be incurred.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
The Annual Meeting of Stockholders of Lawson Products, Inc. was held on December 8§, 2009. At the Annual
Meeting, the stockholders voted on the election of three directors, to ratify the appointment of Ernst & Young LLP as
the independent registered public accounting firm of Lawson for the fiscal year ending December 31, 2009 and to
approve the 2009 Equity Compensation Plan. Results of the election were included in, and hereby incorporated by
reference to, the Company s Current Report on Form 8-K dated December 8, 2009.
PART II

ITEM 5. MARKET FOR REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER MATTERS

AND ISSUER PURCHASES OF EQUITY SECURITIES.
The Company s Common Stock is traded on the NASDAQ Global Select Market under the symbol of LAWS. The
following table sets forth the high and low closing sale prices as reported on the NASDAQ Global Select Market
along with cash dividends declared for each outstanding share during the last two years for the periods presented.

2009 2008
Cash Cash
Dividends Dividends
Declared Declared
per per
High Low Share High Low Share
First Quarter $ 26.68 $ 11.68 $ 0.03 $ 38.00 $ 2321 $ 0.20
Second Quarter 16.94 9.96 0.03 29.39 23.77 0.20
Third Quarter 19.93 11.58 0.06 38.49 23.90 0.20
Fourth Quarter 20.41 12.75 0.06 32.10 11.81 0.20

On February 16, 2010 the closing sales price of our common stock was $16.37 and the number of stockholders of
record was 579.
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Stock Price Performance Chart
Set forth below is a line graph comparing the yearly change in the cumulative total stockholder return of the
Company s common stock against the cumulative total return of the S&P SmallCap 600 Index and a peer group (the
Peer Group ) of the Company for the five prior years. The Peer Group consists of Barnes Group Inc., Fastenal
Company and MSC Industrial Direct. The Company believes that the Peer Group is representative of the markets it
services in terms of product sales and customers. The chart below represents the cumulative return of a hypothetical
$100 invested on December 31, 2004 in stock or index, including reinvestment of dividends.
Comparison of 5 Year Cumulative Total Return
Among Lawson Products, the S&P SmallCap 600 Index and a Peer Group

Indexed Returns Years Ended December 31,

Base

Period
Company Name/Index 2004 2005 2006 2007 2008 2009
Lawson Products 100.00 76.74 94.70 79.88 49.45 38.87
S&P Smallcap 600 100.00 107.68 123.96 123.60 85.19 106.97
Peer Group 100.00 125.85 123.11 144.76 116.97 144.29
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ITEM 6. SELECTED FINANCIAL DATA.

The following selected financial data should be read in conjunction with the Consolidated Financial Statements of the
Company and Notes thereto included elsewhere in this Annual Report. The income statement data and balance sheet
data are for, and as of the end of each of, the years in the five-year period ended December 31, 2009, and are derived
from the audited Consolidated Financial Statements of the Company.

(Dollars in thousands, except per share data)

2009 2008 2007 2006 2005
Net Sales (1) $ 378,881 $ 485,207 $ 512,543 $ 514,273 $ 443,823
Income (loss) from continuing
operations before cumulative
effect of accounting change (2) (3)
@ 5 $ 2,616) $ (27,0600 $ 11,332 $ 13,702 $ 21944
Income (loss) from discontinued
operations (6) (120) (571) (703) (729) 4,794
Income (loss) before cumulative
effect of accounting change (2,736) (27,631) 10,629 12,973 26,738
Cumulative effect of accounting
change, net of tax (361)
Net Income (loss) $ 2736 $ (27,631) $ 10,629 $ 12,612 $ 26,738
Basic Income (loss) per share of
common stock:
Continuing operations before
cumulative effect of accounting
change $ 031 % (3.18) % 1.33 $ 1.54 $ 2.42
Discontinued operations (0.01) (0.06) (0.08) (0.08) 0.53
Cumulative effect of accounting
change (0.04)
Net Income (loss) $ 032) $ (324) $ 1.25 $ 1.42 $ 2.94
Diluted Income (loss) per share of
common stock:
Continuing operations before
cumulative effect of accounting
change $ 031 % (3.18) $ 1.33 $ 1.54 $ 2.41
Discontinued operations (0.01) (0.06) (0.08) (0.08) 0.53
Cumulative effect of accounting
change (0.04)
Net Income (loss) $ 032) $ (324) $ 1.25 $ 1.42 $ 2.94
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Cash dividends declared per share ~ $ 0.18

Total assets

Noncu

rrent liabilities

Stockholders equity

Notes:

(1)

(@)

3)

Table

Results include
Rutland net
sales since the
date of
acquisition in
December 2005
of $30.7
million,

$46.5 million,
$54.8 million,
$57.7 million
and $4.3 million
in 2009, 2008,
2007, 2006 and
2005,
respectively.

Severance and
other charges, of
$6.8 million,
$9.3 million,
$12.3 million
and $1.2 million
were recorded

in 2009, 2008,
2007 and 2006,
respectively.

Settlement and
related charges
of $0.2 million,
$31.7 million,
$5.8 million and
$3.2 million
related to the

of Contents

$ 241,647

$ 41,761

$ 136,646

0.80

$ 271,223

$

$

64,139

138,744

0.80

299,863

52,660

174,361

0.80

$ 281,292

$

$

48,320

170,317

0.80

279,224

41,256

185,425
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®)

(6)

investigation
and Deferred
Prosecution
Agreement were
recorded in
2009, 2008,
2007 and 2006,
respectively.

The 2009 results
include a

$1.3 million
charge for
impairment of
long-lived
assets.

The 2008 results
include a

$2.3 million
charge for
goodwill
impairment.

The 2005 results
include a

$7.5 million
after tax loss
related to
discontinuation
of the UK
business and an
after tax gain of
$12.2 million
related to the
gain on the sale
of the

Company s
investment in
real estate.
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ITEM 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.
OVERVIEW
During 2009, the global economic recession and contraction in the credit markets continued to negatively affect
customer demand throughout our industry. Sales declined by 21.9% during 2009 compared to 2008. The recession
forced many of our customers to reduce their inventories, suspend purchases of industrial supplies and downgrade the
quality of product purchased due to the overall deterioration of the economy. Additionally, the contraction in the
credit market has made it difficult for many of our customers to finance purchases or expand their businesses. In
addition, we continued to be impacted by the lingering effects of the DPA settlement (see Item 3 — Legal Proceedings)
including the loss of several sales agents, as competitors used the DPA as a recruiting tool to entice agents away from
us.
In 2009 we reviewed our strategic and growth alternatives with a focus on our ability to meet customer demands in the
current competitive environment. As a result, we developed a comprehensive strategic plan focused on increasing the
value of the organization. Starting in 2009, we began transforming our current platform and infrastructure by
executing on the following three initiatives: (1) re-structuring our sales organization, (2) optimizing our distribution
network and (3) replacing our legacy information systems with a best-in-class ERP system. We dedicated a significant
number of internal resources and made investments in these initiatives as we believe they will position us to better
serve our existing customers and grow the organization in the future. Although we believe this is the right long-term
strategy, these focused efforts along with the global economic recession impacted our ability to drive more positive
results in 2009.
Significant progress has been made on the above initiatives. We are taking action to improve our current sales agent
model while retaining its advantages. This includes converting district managers into full-time employees who will be
able to concentrate their efforts on managing their territory and increasing sales productivity. During 2009, we closed
two distribution centers to better align our supply chain with our customer base and eliminate redundancies within our
distribution network. Additionally, we have performed a comprehensive review of our existing information systems
and have selected a new ERP solution that will be implemented during 2010 and 2011. These initiatives, which are
described in Item 1  Business, will require a significant amount of additional effort and investment over the next two
years, but should lead to a much more efficient, responsive and profitable organization in the future.
In response to the recession and our declining sales, we took a number of steps to realign our cost structure with the
new economic reality. In 2009 we reduced our workforce by over 18%, temporarily suspended annual compensation
increases, curtailed or delayed spending on certain services and supplies and reduced expenditures on capital
equipment. The closure of two of our distribution centers also resulted in significant cost savings.
Our OEM operations have been particularly hard hit during the current economic downturn. Operating margins that
had been declining even before the recession, further deteriorated throughout 2009. As a result, the Company has been
concentrating on renegotiating contracts that provide an acceptable rate of return. Due to intense price competition,
this has had a near term impact of reducing sales, as contracts with insufficient returns are not renewed. We are
actively investigating and evaluating a number of strategic options regarding these operations.
Due to the significant declines in the operations of our OEM and Rutland business units and the uncertain probability
of a quick recovery, we conducted an analysis of the value of their long-lived assets. Based on this analysis, in the
fourth quarter of 2009 we recorded a $1.3 million non-cash impairment charge to write down the value of the assets to
their estimated fair value.
In spite of the difficult economic environment of the past year and executing on our three initiatives, we generated
$25.9 million of cash from operations prior to disbursing $10.0 million to comply with our obligation under the DPA
settlement agreement. The cash generated from operations and $2.2 million of cash proceeds generated by the sale of
our Charlotte, North Carolina distribution center allowed us to pay down our revolving line of credit by $7.7 million
and return $2.7 million in dividend payments to our stockholders. We were successful in our continuing efforts to
reduce excess inventory, expedite collection of accounts receivable and manage cash outflows.
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SUMMARY OF FINANCIAL PERFORMANCE

Net sales
MRO
OEM

Consolidated total

Gross profit
MRO
OEM

Consolidated total

Operating expenses:
Selling, general and
administrative expenses
Severance and other charges
Settlement related costs
Impairment of long-lived
assets

Impairment of goodwill

Operating income (loss)
Other expenses, net

Income (loss) from continuing
operations before income tax
expense

Income tax (benefit) expense

Income (loss) from continuing
operations

(Dollars in thousands)

2009
% of
Net
Amount Sales
$320,400 84.6%
58,481 154
$378,881 100.0%
$207,103 64.6%
10,674 18.3
217,777 57.5
215,123 56.8
6,820 1.8
154
1,267 0.4
(5,587) (1.5)
(150)
(5,737) (1.5
(3,121) (0.8)
$ (2,616) (0.7)%
17

Year Ended December 31,
2008
% of
Net
Amount Sales
$403,584 83.2%
81,623 16.8
$ 485,207 100.0%
$266,371 66.0%
12,627 15.5
278,998 57.5
256,060 52.8
9,252 1.9
31,666 6.5
2,251 0.5
(20,231) “4.2)
(469) 0.1
(20,700) “4.3)
6,360 1.3
$ (27,060) 5.6)%

2007
% of
Net
Amount Sales
$429,508 83.8%
83,035 16.2
$512,543 100.0%
$284,598 66.3%
19,231 23.2
303,829 59.3
265,267 51.8
12,328 2.4
5,793 1.1
20,441 4.0
(369) 0.1
20,072 3.9
8,740 1.7
$ 11,332 2.2%
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RESULTS OF OPERATIONS FOR 2009 AS COMPARED TO 2008
Sales and Gross Profit
Sales and gross profit results for the years ended December 31, 2009 and 2008 were as follows:

(Dollars in thousands)

Year ended December 31, Decrease
2009 2008 Amount %

Net sales
MRO $ 320,400 $ 403,584 $ (83,184) (20.6)%
OEM 58,481 81,623 (23,142) (28.4)
Consolidated $ 378,881 $ 485,207 $ (106,326) (21.9)
Gross profit
MRO $ 207,103 $ 266,371 $  (59,268) 22.3)%
OEM 10,674 12,627 (1,953) (15.5)
Consolidated $ 217,777 $ 278,998 $ (61,221) (21.9)
Gross profit margin
MRO 64.6% 66.0%
OEM 18.3 15.5
Consolidated 57.5 57.5

Net sales for 2009 decreased 21.9% to $378.9 million, from $485.2 million in 2008 as the global economic recession
and contraction in the credit markets continued to weaken customer demand throughout our industry. The duration of
the recession is uncertain and the depressed industry demand may continue to create downward pressure on sales
throughout 2010.

The sales decline was reflected in both the MRO and the OEM segments. MRO net sales decreased $83.2 million or
20.6% in 2009 to $320.4 million from $403.6 million in 2008. OEM net sales decreased $23.1 million or 28.4% in
2009 to $58.5 million from $81.6 million in 2008.

Gross profit decreased $61.2 million in 2009 to $217.8 million from $279.0 million in 2008. The gross profit margin
for both 2009 and 2008 was 57.5%. MRO gross profit decreased $59.3 million in 2009 to $207.1 million from
$266.4 million in 2008. MRO gross profit as a percent of net sales decreased to 64.6% in 2009 from 66.0% in 2008
primarily due to an increasingly competitive pricing environment and a change in the sales mix to lower margin
products.

OEM gross profit decreased $1.9 million in 2009 to $10.7 million from $12.6 million in 2008. Gross profit as a
percent of net sales increased to 18.3% in 2009 from 15.5% in 2008. The increase in the gross profit percentage is
primarily attributable to more aggressive pricing of sales contracts and improved costs negotiated with our vendors.
Due to intense price competition, the increased pricing, while raising the overall gross profit percentage, has had a
near term impact of reducing sales as contracts with insufficient returns are not renewed.

Selling, General and Administrative Expenses

SG&A expenses were $215.1 million or 56.8% of net sales and $256.1 million or 52.8% of net sales in 2009 and
2008, respectively. The $40.9 million reduction in 2009 includes a $21.0 million reduction in sales agent
compensation and $19.9 million due to cost containment initiatives. Agent commissions as a percent of sales remained
relatively consistent at 19.1% for 2009 compared to 19.2% for 2008. Cost containment initiatives included a reduction
in workforce, a temporary suspension in annual compensation increases and curtailment or delayed spending on
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SG&A as a percent of net sales increased 4.0 percentage points in 2009 as fixed costs were not reduced in proportion
to the overall decrease in net sales.
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Severance and Other Charges

During 2009 we implemented certain cost reduction measures in response to the deteriorating economic conditions.
These measures included a reduction in force across the organization including the closure of our Charlotte, North
Carolina and Dallas, Texas distribution centers. The upfront cost we incurred in 2009 to implement these measures
was $6.8 million, primarily related to the work force reduction.

In 2008, the Company recorded $9.3 million of severance and other charges. Of this amount, $5.4 million related to
severance costs associated with the departure of certain executives and employees and operational efficiency
improvement initiatives and $3.9 million related to unclaimed property liabilities primarily associated with years prior
to 2003.

Settlement and Related Costs

Settlement costs relate to the investigation by the U.S. Attorney s Office for the Northern District of Illinois as to
whether our sales representatives provided improper gifts or awards to purchasing agents (including government
purchasing agents) through our customer loyalty programs. In August 2008, in connection with the investigation, we
entered into the DPA with the U.S. Attorney s Office and agreed to pay a $30.0 million penalty. Per the agreement, we
paid $10.0 million in 2008, $10.0 million in 2009 and with the final $10.0 million due on or before August 11, 2010.
In addition to the penalty, we incurred legal and other expenses of $0.2 million in 2009 and $1.7 million in 2008 in
connection with the investigation.

Impairment of Long-Lived Assets

Due to the weakened economy and decreased forecasts of future operating results, we reviewed the recoverability of
our long-lived assets. In performing the review for recoverability, we determined that the future expected
undiscounted cash flows of our OEM and Rutland business units were less than the carrying amount of the assets. As
a result, we recorded an impairment charge of $1.3 million of which $1.1 million related to property, plant and
equipment and $0.2 million related to other intangible assets, in order to reduce the carrying value of the assets to fair
value. The fair value of these assets, or the estimated amount that each asset could be bought or sold in a current
transaction by a market participant, was determined using an independent appraisal and other methods. Of the $1.3
million impairment charge, $0.7 million related to the MRO segment and $0.6 million related to the OEM segment.
Impairment of Goodwill

We review goodwill annually for impairment during the fourth quarter, or when events occur or circumstances change
that would more likely than not reduce the fair value of the reporting unit below its carrying value. In 2008, due to
increases in commodity costs and the onset of the recession and based on revised forecasts of future operating results,
we determined that the goodwill balance associated with a 1999 acquisition was fully impaired and recorded a charge
of $2.3 million in our OEM segment for the year ended December 31, 2008.

Other Expense, Net

Other expense, net was $0.2 million in 2009 compared to $0.5 million in 2008. The $0.3 million decrease was
primarily due to a $0.6 million gain on sale of an investment in 2009 partially offset by increased interest expense.
Income Tax Expense

The effective tax rates for continuing operations for 2009 and 2008 were 54.4% and (30.7)%, respectively. The 2009
effective tax rate reflects the effect of the agreement reached with the Internal Revenue Service Appeals Office for the
years 2000 through 2003, as well as a decrease in the valuation allowance recorded for the capital loss carryforward,
due to the Company s ability to realize a portion of the capital loss against future capital gains prior to expiration in
2012. The 2008 effective tax rate reflects the effect of $29.2 million related to the penalty under the DPA which was
non-deductible and a $6.1 million non-deductible expense related to a decline in the cash value of life insurance.
Excluding these items, the 2008 effective tax rate would have been 43.7%.
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RESULTS OF OPERATIONS FOR 2008 AS COMPARED TO 2007
Sales and Gross Profit
Sales and gross profit results for the years ended December 31, 2008 and 2007 were as follows:

(Dollars in thousands)

MRO Year ended December 31, Decrease

(Dollars in thousands) 2008 2007 Amount %

Net sales

MRO $ 403,584 $ 429,508 $ (25,924) (6.0)%
OEM 81,623 83,035 (1,412) (1.7)
Consolidated $ 485,207 $ 512,543 $ (27,336) (5.3)

Gross profit

MRO $ 266,371 $ 284,598 $ (18,227) 6.4)%
OEM 12,627 19,231 (6,604) (34.3)
Consolidated $ 278,998 $ 303,829 $ (24.831) 8.2)

Gross profit margin

MRO 66.0% 66.3%
OEM 15.5 23.2
Consolidated 57.5 59.3

The 5.3% decrease in net sales to $485.2 million in 2008 compared to $512.5 million in 2007 resulted from decreases
in both the MRO and OEM segments as our businesses were negatively impacted by the slowdown in the global
economy, primarily in the fourth quarter. Net sales of our MRO business experienced a decline of 14.3% in the fourth
quarter of 2008 compared to 2007 as our customers, affected by overall weakness in the economy and a much more
restrictive credit environment, reduced their purchasing requirements. Net sales of our OEM segment decreased $1.4
million due to customer losses and the economic slowdown in the fourth quarter, partially offset by increased sales
generated from some of our current customers.

Gross profit decreased $24.8 million to $279.0 million in 2008 and gross profit as a percent of net sales declined by
1.8 percentage points. The decline was primarily attributable to higher product and commodity costs that were not
able to be passed along to our customer base.

Selling, General and Administrative Expenses

Selling, general and administrative costs declined by 3.5% to $256.1 million in 2008 compared to $265.3 million in
2007 primarily due to decreases in sales commissions and compensation expenses. Selling, general and administrative
costs as a percent of sales increased 1.0 percentage points to 52.8% in 2008 as fixed costs were not reduced in direct
proportion to the overall decrease in net sales.

Severance and Other Charges

In 2008, the Company recorded $9.3 million of severance and other charges. Of this amount, $5.4 million related to
severance costs associated with the departure of certain executives and employees and operational efficiency
improvement initiatives and $3.9 million related to unclaimed property liabilities primarily associated with years prior
to 2003. During 2007, the Company implemented several initiatives designed to improve operating efficiencies. As a
result of these initiatives, certain positions and departments were eliminated and restructured, resulting in $12.3
million of severance costs and other charges.

Settlement and Related Costs
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Settlement costs relate to the investigation by the U.S. Attorney s Office for the Northern District of Illinois as to
whether our sales representatives provided improper gifts or awards to purchasing agents (including government
purchasing agents) through our customer loyalty programs. In August 2008, in connection with the investigation, we
entered into the DPA with the U.S. Attorney s Office and agreed to pay a $30.0 million penalty of which $10.0 million
was paid in 2008. In addition to the penalty, we incurred legal and other expenses of $1.7 million in 2008 and
$5.8 million in 2007 in connection with the investigation.
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Impairment of Goodwill

We review goodwill annually for impairment during the fourth quarter, or when events occur or circumstances change
that would more likely than not reduce the fair value of the reporting unit below its carrying value. In 2008, due to
increases in commodity costs and the onset of the recession and based on revised forecasts of future operating results,
we determined that the goodwill balance associated with a 1999 acquisition was fully impaired and recorded a charge
of $2.3 million in our OEM segment for the year ended December 31, 2008.

Other Expense, Net

Other expense, net of $0.5 million in 2008 was relatively unchanged compared to 2007. A $0.2 million decrease in
interest income was partially offset by a $0.1 million decrease in interest expense.

Income Tax Expense

The effective tax rates for continuing operations for 2008 and 2007 were (30.7)% and 43.5%, respectively. The 2008
effective tax rate reflects the effect of $29.2 million related to the penalty under the DPA which was non-deductible
and a $6.1 million non-deductible expense related to a decline in the cash value of life insurance. Excluding these
items, the 2008 effective tax rate would have been 43.7%.

LIQUIDITY AND CAPITAL RESOURCES

Cash provided by operating activities for 2009, 2008 and 2007 was $15.9 million, $15.7 million and $11.5 million,
respectively. Cash from operations was net of a $10.0 million settlement payment in both 2009 and 2008. Cash was
generated in 2009 and 2008 primarily through the streamlining of our working capital by reducing excess inventories
and expediting collection of accounts receivable.

Working capital at December 31, 2009 and 2008 was $75.1 million and $89.5 million, respectively. The $14.4 million
decrease in working capital is primarily attributable to a $12.7 million reduction in inventory and an $8.8 million
reduction in accounts receivable, partially offset by decreases in other liabilities. Initiatives taken to improve the
inventory management process led to the lower inventory balance, while increased attention to collections and a
reduction in sales led to the decrease in the amount of outstanding accounts receivable.

Cash used to purchase property, plant and equipment was $2.8 million in 2009 compared to $3.5 million in 2008 and
$17.7 million in 2007 which included $12.1 million related to the Reno, Nevada facility expansion. Capital spending
was reduced 