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United Stationers Inc. 2004 Annual Report

To Our Stockholders:

United Stationers became an industry leader by asking, “If I were the customer..” and organizing its
operations and marketing strategies to meet or exceed customers’ expectations. This focus remains at the
heart of our organization. Over the past two years, one idea became clear: if we are to better serve
customers — and return to the growth seen in past years — we must create a platform that takes us to the
next level.

To meet this challenge, in 2004 we refined our five-year strategic plan. This process helped us identify the
areas where we need to concentrate to create the future we seek for United, its customers, and its business
partners.

Last year, I shared our progress against our plan: how we were making improvements in our
organizational structure and product category management, and how we were creating growth opportunities
for resellers, reducing waste, and generating top-line growth. This year’s letter shares more details on our

plan, so you can chart our success in the coming years.

ADDRESSING ISSUES IN THE CANADIAN DIVISION

Any discussion of 2004 resuits must begin by addressing the problems we encountered in our Canadian
division. In October 2004, we launched a review of that division. Members of our corporate management
team spent countless hours reviewing customer and supplier transactions and divisional books and records.
In addition, our Audit Committee, with the assistance of outside counsel and forensic accountants,
conducted an investigation. Both the review and investigation are complete. We concluded that certain items
were incorrectly accounted for, and we found evidence of fraud by certain personnel at the Canadian
division. As a result, we took a $13.2 million charge during 2004 and replaced the Canadian division senior
leadership team. We also reviewed our system of internal controls, both within and over the Canadian
division, and we have significantly increased U.S. headquarters functional oversight and business
management scrutiny of those operations.

It's important for you as a stockholder to know that we understand that this business behavior is
unacceptable and that it does not reflect United’s culture and how the company conducts business. You also

need to know that we believe our strategic direction is sound, and it is giving us a good start on 2005.

PLATFORM FOR IMPROVING FINANCIAL RESULTS

Here is a brief review of last year’s performance.

Net sales rose 3.7% to $4.0 billion. This improvement reflects a slightly better economy and the success
of category marketing programs we launched in the second half of the year — which helped increase fourth
quarter sales by nearly 7%. Our 2004 gross margin, at 14.6%, was flat with 2003, despite the Canadian



write-off and an increasing percentage of sales coming from lower margin products. The 3.7% operating
margin was down slightly from 3.8% a year ago, as the benefits we saw from our strong performance were
offset by the costs associated with the Canadian division. Net income for 2004 was $90.0 million, or $2.65 per
diluted share, versus $73.0 million, or $2.18 per diluted share, for 2003. The 2004 results included a charge of
$0.12 per diluted share related to the Canadian division for prior years, while 2003 results included a $0.12
per diluted share charge for the early retirement of debt and a charge of $0.19 per diluted share for the
cumulative effect of a change in accounting principle. Excluding these charges, earnings per diluted share
would have been $2.77 for 2004 and $2.49 in 2003.

We believe we can improve on these results in 2005. Our long-term goals are to meet or exceed the
average sales increases for our industry and improve our earnings per share by 12% to 15%. We will
accomplish this by executing the initiatives already in place and by following the strategic plan that we refined
in 2004.

OUR MISSION DRIVES OUR PROGRESS

United’s mission is to become a high performance organization, delivering exceptional value through
superior execution of innovative marketing and logistics services.
To achieve this mission, we identified seven strategies to optimize our core business and help us reach

our growth objectives. Here is a description of what we are doing and the implications for our future.

CREATE A HIGH PERFORMANCE ORGANIZATION
Goal

Our goal is to align our strategy, structure and culture to build competitive advantages — which will
help us make progress in all areas. While competitors might be able to copy some of United’s product
offerings, marketing programs, services or systems, they cannot easily duplicate a culture that strives to

improve performance every day — and this is what differentiates us.

Building the Platform

To create a high performance organization, we are using a combination of training for associates,
creating different types of cross-functional teams, and recruiting additional talent.

United provides many types of training to its associates, including two forms of training that directly
support our goal of becoming a high performance organization. First, associates who guide departments and
high performance teams receive leadership training. Second, high performance team training teaches our
associates how to work together — across traditional department and functional lines — to meet and exceed
team objectives.

Speaking of teams, a number of them are in place and delivering results throughout United:

+ The Executive Leadership Team, made up of those in charge of each functional area, is responsible

for creating and leading United’s key growth strategies and sponsoring the Regional Business Teams.

* Regional Business Teams implement those strategies and set the direction for our four regions (East,

South, Midwest, and West), Lagasse (our janitorial and sanitation products subsidiary), and Azerty
(our technology products division). These teams sponsor and coordinate the activities of the Local

Business Teams.




+ Local Business Teams are responsible for all cross-functional issues and decisions that affect their
operations and customers. They also sponsor our Customer Relationship Teams and Local Project
Teams.

*  Customer Relationship Teams work with our reseller customers to improve the processes we share,
helping our customers deliver exceptional service at a low cost.

* Local Project Teams focus on driving out waste or adding value to our customer service by
improving processes.

*  Category Management Teams drive results by setting strategies for each product category and
tapping expertise throughout United to achieve their goals.

In all, we have approximately 350 teams focused on problem solving, process improvement, and
customer service initiatives. Thanks to our teams, we strengthened our service while saving millions of
dollars in operating costs in 2004 through our War on Waste initiatives.

For the last year and a half, we have been evaluating and adding to our leadership team. Our goal was to
complement the skill set of people who have years of experience at United with those who would bring new
ideas to the company. One example is John Zillmer, who joined our board of directors in 2004. As past
president of Aramark’s food and support services group, he led this $8 billion operation to record sales and
profits. Pat Collins, our new senior vice president of sales, is another key addition. He came from Ingram
Micro Inc., a global technology distributor of IT products and services, where he had operating responsibility
for sales and marketing in the U.S. and Canada. Pat’s experience in the technology marketplace will enhance
our ongoing technology product initiatives,

In addition, we looked throughout our organization to see where we could build on our current talent.
We paid particular attention to upgrading our sales organization and distribution center management,

maintaining an effective balance of promotions and external hires for key positions.

Benefits for the Future

By creating an organization of talented associates working together in teams, we will more effectively
identify key issues and opportunities for United and work across functional areas to develop the best business

solutions — in a shorter amount of time.

ACCELERATE GROWTH THROUGH NEW CATEGORY AND CHANNEL INITIATIVES
Goal

We plan to increase our sales and profitability by 1) focused management of our current categories and
developing business in new ones, and 2) creating service offerings tailored to distinct channels and customer

segments.

Building the Platform

We continued to develop the structure and programs we introduced in 2003.

Category Management United offers four major product categories: technology products for the
office, traditional office products, office furniture, and janitorial and sanitation products. A little over a year
ago, we added another “type” of product to this mix: new and emerging products — which cuts across all
product categories.



1™ program. For years, we had been

A good example of category management is our Stuff for Your Schoo
casually involved in the education market. In 2004, we concentrated on developing a focused approach to the
classroom as well as to school administrative offices. After researching this market, we added almost 2,000
new products specifically targeted to serve it and designed a new 340-page catalog to help resellers reach these
consumers. Feedback from resellers — and initial results — has been very positive, and we expect to expand
this program.

The same idea was used to create Office Remedies.™ This program, introduced last fall, targets
non-medical supplies needed by clinics and other health care providers, such as doctors and dentists. The
Office Remedies program has generated excellent initial results, and resellers have told us it provides many
incremental selling opportunities. '

Our General Line Catalog continues to play a key role in all of our selling strategies. As a result, we are
taking a fresh look at its organization and product presentation. The next edition — due in fall 2005 — will
have significant improvements to help both resellers and consumers.

Channel Management Our channels include general resellers (primarily independent dealers),
including office products dealers, furniture dealers, janitorial/sanitation resellers, technology resellers and
large national accounts. Our first action was to add another group: nontraditional resellers — organizations
that sell the products we provide as part of a larger offering or primarily through different media, such as
e-tailers.

We also are doing a better job of integrating channel management with the rest of our organization.
Channel managers and high performance teams are working together to meet specific performance
objectives. One positive result is a stronger connection between our sales and marketing associates. Another
is closer ties between merchandising and distribution centers. This is particularly important when we are
adding products of unusual sizes and shapes — such as basketballs — as part of the Stuff for Your School

program.

Benefits for the Future

Category and channel management are two differentiating factors that United can offer its customers.
Having the right products, and helping resellers effectively market them to end consumers, are keys to top-
and bottom-line growth for everyone in the supply chain.

Our goal is to continue identifying new products and new channels each year and to help our reseller
customers serve these new channels better than their competition. We expect that this will take United into
product lines and markets we have not traditionally offered and reached, while creating strong reseller

partners.

DRIVE COST AND VALUE LEADERSHIP
Goal

Our goal is to reduce operating costs by $20 million per year while becoming the best value provider of
logistical services. As we move toward achievement of this goal, we expect to reinvest a significant portion of
those savings in infrastructure, technology, and value-added services — to improve our operations and the

value we offer to customers.




Building the Platform

Here are a few examples of the progress we are making:

*  We are streamlining our receiving operations. This reduces the time it takes our associates to receive
products and lowers our product lead times, while improving the overall accuracy of our inventory
records. In 2004, we implemented new standard operating procedures, rolled out new UCC128
scanning technology, and developed new inbound receiving standards for suppliers.

«  We are increasing our order picking quality and efficiency. During 2004, we invested more than
$8 million to install new “pick to voice” technology in 19 distribution centers, in addition to the three
we converted in 2003. As part of this process, we developed metrics on quality and productivity. Now
we can give individual feedback to associates working in our distribution centers, who can compare
their performance numbers with company averages. This is a very powerful tool that gives
operational excellence tangible meaning for associates. In 2005, we will roll out “pick to voice” to 13
additional distribution centers. We also are leveraging this technology in our bulk pick operations
and are exploring ways to use “pick to voice” for inventory cycle counting.

*  We are improving our returns policies and procedures. This includes investigating every step along
the continuum: from working with manufacturers on damage-resistant packaging, to increasing

order accuracy, to establishing consistent return policies throughout the United network.

Benefits for the Future

It’s true: we become more efficient each year, which makes it a challenge to continue removing waste and
finding other areas of cost savings. However, by taking the money we save and reinvesting it in talent and
technology, we find that we create additional cost efficiencies and produce further improvements. We also are
working to take the complexity out of our systems — using the same approach throughout United to ensure

consistently higher service levels, regardless of where our customers are located.

EXPAND OUR ADVANTAGE IN OPERATIONAL EXCELLENCE
Goal

By breaking our business into the core processes that deliver value to customers, we plan to use high
performance teams and technology to improve productivity, quality, and timeliness. We believe we can
capitalize on our extensive network of 63 distribution centers in North America to offer expanded products

and services and to deliver competitive advantages for United and its reseller customers.

Building the Platform

Here are two examples of how we are driving operational excellence.

+  We are establishing a new structure and process for managing fleet and transportation services.
Last year, our transportation team evaluated and piloted a new shipping control system and fleet
management system. Both are being implemented this year and should broaden the range of our
services and improve tracking and control of our deliveries on behalf of our customers. We also are
developing new low cost delivery options that leverage mid-market couriers, and new delivery

services to support our furniture category.



+ We are expanding our Total Source initiative. Simply put, we want to become the preferred
wholesaler for all business office needs. This means bringing an increasing number of innovative
product/service offerings to the market. For example, in 2004 we launched our “OfficeJan” initiative,
greatly expanding the number of janitorial cleaning supplies and paper products available through
the traditional office products channel. Total Source allows us to provide an integrated fulfillment
solution across a diverse range of product categories, brands, and SKU’s. Whether it is products for
the boardroom, the break room, the data room, or the rest room, United leverages its linked
distribution network to bring an expanded set of complementary solutions to meet its customers’

needs.

Benefits for the Future

As we further improve our operations and eliminate waste, we plan to continue investing in our

distribution and logistics platforms to support our growth initiatives.

MAKE UNITED “EASY TO DO BUSINESS WITH”
anl

We are striving to improve operations so our reseller customers see doing business with United as “The
Perfect Experience”

We believe that United’s growth is an indication that we are better serving our customers’ needs.
However, our customers too often perceived United as a complex organization. They weren’t sure who to call
about issues. Sometimes they were confused by the marketing campaigns we created for them — and
rightfully so, because we hadn’t done a good enough job of getting their input beforehand. That began to
change in 2004.

Building the Platform

Now we regularly seek feedback from our customers in two ways.

Eight “Voice of the Customer” meetings took place in 2004. These meetings gave us the opportunity to
hear first-hand our customers’ business issues and what improvements they would like to see from us. I
attend most of them, as do other members of our senior management team. We are there to listen — and
share ideas. The people who participate give us valuable information and feedback in a number of areas, from
our operations and IT to our training programs and marketing campaigns.

Once a year, we also conduct a customer satisfaction survey, sent to our entire customer base and
covering every area of our business. Our customers’ responses help us track our progress on meeting or

exceeding their expectations.

Benefits for the Future

In 2004, customers helped us identify four key areas in which United could improve: 1) our returns
process, 2) our special order process, 3) how we launch new marketing programs, and 4) the third-party
vendors that offer dealer support services. These are some of the areas we are asking our high performance

teams to focus on in 2005.
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In addition, we are looking for ways to measure “The Perfect Experience” whenever we come into
contact with customers. For example, when it comes to customer care, we want to empower associates who
speak with customers to make decisions on the phone. When our customers call, we want our motto to be
“done in one”

In 2005, we plan to continue our “Voice of the Customer” meetings and customer satisfaction survey.
This will help us ensure that we are addressing our customers’ key issues. It also will help us continue to
benefit from their insights — and show them we care about what they think and that we really do want to

design our company around their needs.

STRENGTHEN OUR INTEGRATED SUPPLIER PARTNERSHIPS
Goal

Strong supplier partnerships allow us to minimize waste across the entire supply chain, expand joint
business-building marketing initiatives, shift share to our preferred partners, and offer dealers high value

products combined with effective growth programs.

Building the Platform

We work with more than 450 suppliers and in 2004 continued to look at ways to strengthen the
relationship for the benefit of both sides. ,

This included expanding our Preferred Supplier Program: featuring their products as the preferred
brand in our marketing efforts. Preferred suppliers are category leaders and top performers against our
supplier performance metrics. They also are committed to working with us on continuous improvement. As
a result, they generally have a low cost to serve, low damage and customer returns, and low freight costs. They
also actively develop and support joint marketing initiatives and collaborate as category partners by sharing
benchmarking market and category data. We look to our preferred suppliers to be industry innovators and
change agents and to offer United and its customers good value and high quality products.

In addition to offering our customers leading manufacturer name brands, United markets private
labeled products under the Universal® name for office products, Windsoft® paper and UniSan® in janitorial/
sanitation supplies, Universal and Choice™ Imaging in technology products, and Office Impressions® and
Harbour Creations® in furniture, to name a few. Our independent dealers sell these products as their private
brands, building customer loyalty and offering a value choice. United plans to reinvest in these brands to
improve the quality, selection and value of the underlying products, and the associated marketing support.
Our Asian buying offices will continue to look for better sourcing opportunities. We plan to expand and
greatly enhance our global sourcing capabilities in 2005 to increase our dealers’ competitive position in their

markets.

Benefits for the Future

It’s clear that closer relationships with the right suppliers bring many benefits. We will expand our efforts
to use global sourcing to promote our standing as a low-cost supplier, and we will build relationships with the
right suppliers in each of our segments. ‘

We also are investing in a world-class content management system. This system will offer a more
sophisticated way of processing product data, so we can provide better information for customers, adjust our

product lines more easily, and get information to the market faster. These enhancements are particularly



important since about 45% of our product mix is technology-related — often having a lifecycle measured in

months rather than years.

ENHANCE OUR INFORMATION TECHNOLOGY (IT) ADVANTAGE
Goal

The objective for IT is to support our efforts to make United “easy to do business with” and to improve

our business processes to promote growth.

Building the Platform

In the last year we focused on several areas.

First, we invested in a new demand planning and replenishment solution. This will help us improve our
fill rates and more efficiently manage inventory. We believe more accurate forecasts combined with access to
the data means improvement across the supply chain.

Second, we continued to invest in IT in two of our customer care centers. Whenever the phone rings, our
representatives automatically see a computer screen identifying the customer with a record of recent
transactions. This helps representatives do a better and faster job of serving customers.

Third, we are investing in a new system that will enable us to capture and syndicate detailed information
on all of the 40,000 products United sells. But more than making this possible, IT is making the system
robust. One example is enhanced keyword search capabilities — so it will be easier for customers to find the

products and solutions they seek.

Benefits for the Future

Our goal is to leverage our IT capabilities to improve all of the behind-the-scenes logistics used in direct
contact with customers.

For the longer term, we are reviewing our entire IT system. Over the years, we added a number of
short-term solutions to address customer and process issues. Now we are planning to streamline our business
processes and IT solutions. We expect this will allow us to improve our logistics by optimizing the flow of
goods throughout the supply chain and to enhance our marketing capabilities by developing more effective

e-mail campaigns to help customers market to end consumers.

MORE “UNITED”

We are using the strategic planning process to build on United’s traditional strengths. OQur goal is to
deliver exceptional value to our resellers and their end consumers, our vendors and, as a result, our
stockholders. Just as important, we are creating a culture that supports and accelerates this process — which
should give us a strong competitive advantage.

We will continue to pursue our strategic plan, with high performance teams leading the way. I want to
thank our associates for their investment in and enthusiasm for United’s future, and [ invite you to watch the

progress they are leading.

Rl 10, drhmessen

Richard W. Gochnauer
President and Chief Executive Officer
March 16, 2005
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PART |

ITEM 1. BUSINESS.
General

United Stationers Inc. is the largest broad line wholesale distributor of business products in North America with 2004
consolidated net sales of approximately $4.0 billion. United has over 15,000 customers, which resell products
purchased from United to end consumers. The Company provides its customers with a number of competitive
advantages, including access to more than 40,000 items, high order accuracy and fill rates, same- or next-day
delivery to more than 90% of the U.S. and major cities in Canada and Mexico, and comprehensive training and
marketing programs to help resellers reach end consumers.

Except where the context otherwise requires, the terms “United” and the “Company’ refer to United
Stationers Inc. and its consolidated subsidiaries. The parent holding company, United Stationers Inc.
("USI), was incorporated in 1981 in the State of Delaware. USI’s only direct wholly owned subsidiary
and the Company’s principal operating company is United Stationers Supply Co. ("USSC"),
incorporated in 1922 in the State of lllinois. USSC sells traditional business products, as well as
technology products through its Azerty marketing division and janitorial and sanitation products through
its subsidiary, Lagasse, Inc.

Products

United distributes more than 40,000 stockkeeping units (“SKUs™) within the following principal
categories: ' ‘

Technology Products. The Company is a leading wholesale distributor of computer supplies and
peripherals in North America. It offers approximately 12,000 items—such as printer cartridges, data
storage, and digital cameras—to value-added computer resellers, office products dealers, drug stores
and grocery chains. Technology products accounted for approximately 45% of the Company’s 2004
consolidated net sales.

Traditional Office Products. United is one of the largest national wholesale distributors of a broad range
of office supplies. The Company offers approximately 20,000 brand-name and private label products—
such as writing instruments, paper products, organizers, calendars and general office accessories.
These products accounted for approximately 30% of the Company’s 2004 consolidated net sales.

Office Furniture. United is one of the largest office furniture wholesalers in North America. It offers more
than 4,500 items—such as vertical and lateral file cabinets, leather chairs, wooden and steel desks and
computer furniture—from approximately 60 manufacturers. This product category accounted for
approximately 12% of the Company’s 2004 consolidated net sales.

Janitorial/Sanitation Products. The Company is a leading wholesaler of janitorial and sanitation
supplies. It offers over 5,000 items in the following primary subcategories: janitorial and sanitation
supplies, food service disposables, safety and security items, and paper and packaging supplies. The
janitorial/sanitation product category accounted for approximately 12% of the Company’'s 2004
consolidated net sales. ‘

The remaining 1% of the Company’s consolidated net sales came from freight and advertising revenue.

As part of its efforts to improve product category management, in 2003 United introduced another
category—New and Emerging Products. The Company established this category to focus on specific
niche markets, such as supplies for education and physicians’ offices, and to develop product lines and
promotional materials to help its resellers increase their sales in these markets. Since most of the
products offered in this category fall into the other four primary categories, revenues from New and
Emerging Products are not reported separately. During 2004, the Company reclassified certain products
between categories and, as a result, previously disclosed percentages for both product category growth



and total sales mix are not comparable to the current year presentation. The reclassifications did not
impact total net sales. See Note 5 to the Consolidated Financial Statements showing 2003 and 2002 net
sales by product category that conform to the current year presentation.

For more information on sales by product category, as well as sales and assets attributable to domestic
and foreign locations in which the Company conducts business, see Note 5 to the Consolidated
Financial Statements included in Item 8 of this Annual Report on Form 10-K.

Customers

The Company serves a diverse group of over 15,000 customers, including independent office products
dealers and contract stationers, national mega-dealers, office products superstores, computer products
resellers, office furniture dealers, mass merchandisers, mail order companies, sanitary supply
distributors, drug and grocery store chains, and e-commerce merchants. No single customer accounted
for more than 7.5% of United’s 2004 consolidated net sales.

independent resellers accounted for nearly 80% of United’s 2004 consclidated net sales. The Company
provides these customers with specialized services designed to help them market their products and
services while improving operating efficiencies and eliminating costs.

Marketing and Customer Support

United’s customers can purchase most of the products the Company distributes at similar prices from
many other sources. Most of the Company’s reseller customers purchase their products from more than
one source, frequently using “first call” and “second call” distributors. A “first call”’ distributor typically is
a reseller’s primary wholesaler, which is given the first opportunity to fill an order. In the event the “first
call’” distributor is unable to fill an order or to do so timely, the reseller will transmit the order to its
“second call” distributor.

To differentiate itself from its competition, United focuses its marketing efforts on providing value-added
services to resellers, including:

* A broad line of products for one-stop shopping;

» High levels of products in stock, with an average order fill rate greater than 97% in 2004;

» Efficient order processing, resulting in a 99.5% order accuracy rate in 2004;

» High-quality customer service from several state-of-the-art call centers;

» National distribution capabilities that enable same-day or overnight delivery to more than 90% of
the U.S. and major metropolitan areas in Canada and Mexico, providing a 99% on-time delivery
rate in 2004;

» Training programs designed to help resellers improve their operations; and
* End-consumer research to help resellers better understand and market to their customers.

United’s marketing programs have emphasized two other major components. First, the Company
produces an extensive array of catalogs for commercial dealers, contract stationers and retail dealers.
These catalogs usually are custom printed with each reseller’'s name, then sold to the resellers who, in
turn, distribute them to their customers. Second, United provides its resellers with a variety of dealer
support and marketing services. These services are designed to help resellers differentiate themselves
from their competitors by addressing the needs of the end user’s procurement process.

Nearly all of the Company’s 40,000 SKUs are sold through its comprehensive annual general line
catalog (available in both print and electronic versions) and semi-annual spemalty catalogs. Promotional
catalogs are typically produced each quarter.

United also develops separate quarterly flyers covering most of its product categories, including its
Universal® private brand line, offering a large selection of popular commodity products. Since catalogs




provide product exposure to end consumers and generate demand, United tries to maximize their
distribution by offering incentives to resellers, which they can use to offset the cost of the catalogs.

Resellers can place orders with the Company through the Internet, by phone, fax and e-mail and through
a variety of electronic order entry systems. Electronic order entry systems allow resellers to forward their
customers’ orders directly to United, resulting in the delivery of pre-sold products to the reseller. In 2004,
United received aimost 90% of its orders electronically.

At year-end, the Company employed approximately 260 field salespeople, 140 tele-salespeople and 460
customer care representatives in support of its sales, marketing and customer service activities. United’s
sales force tailors its service offerings to serve each customer’s needs and reduce costs.

Distribution

USSC has a network of 35 business products regional distribution centers located in 24 states. Most of
these centers carry the Company’s complete offering of business products, including technology
praducts, traditional office products and office furniture. United also has 24 Lagasse distribution centers
that carry a comprehensive line of janitorial and sanitation supplies. In addition, the Company operates
two distribution centers in Mexico that serve computer supply resellers, and two Azerty distribution
centers that serve the Canadian marketplace. United’'s domestic operations generated $3.8 billion of its
$4.0 billion in 2004 consolidated net sales, and its international operations contributed another
$0.2 billion to 2004 net sales.

The Company supplements its regional distribution centers with 20 local distribution points across the
U.S., which serve as re-distribution points for orders filled at the regional centers. United uses a
dedicated fleet of more than 400 trucks, most of which are under contract to the Company, to enable
direct delivery to resellers from regional distribution centers and local distribution points.

United enhances its distribution capabilities through a proprietary computerized inventory locator
system. If a reseller places an order for an item that is out of stock at the nearest distribution center, the
system will search for the product at alternative facilities within the shuttle network. When the item is
found, the alternate location coordinates shipping with the primary facility. For the majority of resellers,
the result is a single on-time delivery of all items. This system gives United added inventory support while
minimizing working capital requirements. As a result, the Company can provide higher service levels to
its reseller customers, reduce back orders, and minimize time spent searching for substitute
merchandise. These factors contribute to a high order fill rate and efficient levels of inventory. To meet the
Company’s delivery commitments and to maintain high order fill rates, United carries a significant
amount of inventory, which contributes to its overall working capital requirements.

The “Wrap and Label” program is another service the Company offers to resellers. This program gives
resellers the option to receive individually packaged orders ready to be delivered to its end-consumers.
For example, when areseller places orders for several individual consumers, United can group and wrap
the items separately, identifying each specific consumer, so that the reseller need only deliver the
already individuatized packages. Resellers find the “Wrap and Label” program advantageous because it
eliminates the need to break down bulk shipments and repackage orders before delivering them to
consumers.

In addition to these value-adding programs for reseliers, United is committed to reducing its operating
costs. The Company’s “war on waste” program has a goal of removing $20 million in costs per year
through a combination of new and continuing activities such as streamlining the Company’s receiving
operations, improving its returns policies and procedures, and maximizing the efficiency of its fleet and
transportation system.

Purchasing and Merchandising

As the largest broad line wholesale business products distributor in North America, United is able to
leverage its broad product selection as a key merchandising strategy. The Company orders products



from more than 450 manufacturers. As a result of its purchasing volume, United receives substantial
supplier allowances and can realize significant economies of scale in its logistics and distribution
activities. In 2004, United’s largest supplier was Hewlett-Packard Company, representing approximately
24% of its aggregate purchases.

The Company’s centralized Merchandising Department is responsible for selecting, purchasing and
pricing merchandise, as well as managing the entire supplier relationship. Product selection is based
upon end user acceptance, anticipated demand for the product, and the manufacturer’s total service,
price and product quality. As part of its effort to create an integrated supplier approach, United
introduced the Preferred Supplier Program. This program is designed to strengthen relationships with
suppliers, by offering their products as preferred brands in the Company’'s marketing efforts, while
working closely with them to reduce overall supply chain costs.

Competition

United competes with office products manufacturers and with other national, regional and specialty
wholesalers of office products, office furniture, technology products, and janitorial and sanitation
supplies. In most cases, competition is based primarily upon net pricing, minimum order quantity, speed
of delivery, and value-added marketing and logistics services.

The Company competes with manufacturers who often sell their products directly to resellers and may
offer lower prices. United believes that it provides an attractive alternative to manufacturer direct
purchases by offering a combination of value-added services, including: 1) marketing and catalog
programs; 2) same-day and next-day delivery; 3) a broad line of business products from multiple
manufacturers on a “one-stop shop’ basis; and 4) lower minimum order guantities.

Competition with other broad line wholesalers is based on breadth of product lines, availability of
products, speed of delivery to resellers, order fill rates, net pricing to resellers, and quality of marketing
and other value-added services. The Company competes with one national broad line office products
competitor, as well as local and regional office products wholesalers and furniture and janitorial/
sanitation distributors, each of which typically offer more limited product lines. In addition, United
competes with various national distributors of computer consumables primarily on net pricing to
resellers.

Generai competition in the office products industry has led to greater price awareness among end
consumers. As a result, purchasers of commodity office products appear increasingly more price
sensitive. The Company has addressed this by emphasizing to resellers the continuing advantages of its
value-added services and competitive strengths as compared to those of manufacturers and other
wholesalers.

Seasonality

The Company’s sales generally are relatively steady throughout the year. However, sales vary to the
extent of seasonal buying patterns of consumers of office products. In particular, the Company’s sales
usually are higher than average during January, when many businesses begin operating under new
annual budgets and release previously deferred purchase orders.

Employees
As of March 1, 2005, United employed approximately 5,550 people.

Management believes it has good relations with its employees. Approximately 740 of the shipping,
warehouse and maintenance employees at certain of the Company’s Philadelphia, Baltimore, Los
Angeles and New York City facilities are covered by collective bargaining agreements. United
successfully renegotiated agreements with employees in Philadelphia and Los Angeles in 2004, The
agreement with employees in New York is set to expire on April 30, 2005. The other agreements expire at




various times during the next three years. The Company has not experienced any work stoppages
during the past five years.

Availability of the Company’s Reports

The Company’s principal Internet Web site address is www.unitedstationers.com. The Company’s
Annuai Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form 8-K, as
well as amendments and exhibits to those reports filed or furnished pursuant to Section 13(a) or 15(d) of
the Securities Exchange Act of 1834 (the “Exchange Act”) are available free of charge through the
Company’s Web site as soon as reasonably practicable after they are electronically filed with, or
furnished to, the Securities and Exchange Commission ("SEC”). In addition, copies of these filings
(excluding exhibits) may be requested at no cost by contacting the Investor Relations Department at:

United Stationers Inc.

Attn: Investor Relations Department
2200 East Golf Road

Des Plaines, IL 60016-1267
Telephone: (847) 699-5000

Fax: (847) 699-4716

E-mail: IR@ussco.com

ITEM 2. PROPERTIES.

The Company considers its properties to be suitable with adequate capacity for their intended uses. The
Company evaluates its properties on an ongoing basis to improve efficiency and customer service and
leverage potential economies of scale. Substantially all owned facilities are subject to liens under
USSC’s debt agreements (see the information under the caption “Liquidity and Capital Resources”
included below under Item 7). As of December 31, 2004, these properties consisted of the following:

Offices. The Company owns its approximately 136,000 square foot headquarters office in Des Plaines,
Hilinois. It also owns approximately 49,000 square feet of office space in Orchard Park, New York. The
Company leases approximately 49,000 square feet of additional office space in Des Plaines, lllinois and
Mt. Prospect, llinois. Its Canadian Division leases approximately 17,000 square feet of office space in
Montreal, Quebec. In addition, the Company leases approximately 22,000 square feet of office space in
Harahan, Louisiana and approximately 6,000 square feet of office space in Metarie, Louisiana.

Distribution Centers. The Company utilizes approximately 10.5 million square feet of warehouse
space. USSC has 35 business products distribution centers located throughout the United States. The
Company maintains 24 Lagasse janitorial and sanitation supply distribution centers in the United States,
two distribution centers in Mexico that serve computer supply reseilers and two Azerty distribution
centers that serve the Canadian marketplace. Of the 10.5 million square feet of distribution center space,
3.0 million square feet are owned and 7.5 million sguare feet are leased.

ITEM 3. LEGAL PROCEEDINGS.

For information with respect to legal proceedings, see Note 3 to the Company’s Consolidated Financial
Statements included in ltem 8 of this Annual Report on Form 10-K.

The Company has been advised by the staff of the SEC that the staff is conducting an informal inguiry
regarding the Company in connection with its Azerty United Canada division and related financial
reporting matiers. For additional information with respect to such matters, see item 7 of this Annual
Report under the caption, “‘Review of Canadian Division,” and ltem 9A under the caption, “Changes in
Internal Control over Financial Reporting.” The Company intends to continue to cooperate with the SEC
in this inquiry. Due to the early stage of this inquiry, the Company is unable to predict its ultimate scope or
outcome.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
No matters were submitted to a vote of security holders during the fourth quarter of 2004.




ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT

The executive officers of the Company are as follows:

Name, Age and
Position with the Company

Business Experience

Richard W. Gochnauer
55, President and Chief Executive Officer

S. David Bent
44, Senior Vice President and Chief
Information Cfficer

Ronald C. Berg
45, Senior Vice President, inventory
Management and Facility Support

Richard W. Gochnauer became the Company's President and
Chief Executive Officer in December 2002, after joining the
Company as its Chief Operating Officer and as a Director in
July 2002. From 1994 until he joined the Company,
Mr. Gochnauer held the positions of Vice Chairman and
President, International, and President and Chief Operating
Officer of Golden State Foods, a privately held food company
that manufactures and distributes food and paper products.
Prior to that, he served as Executive Vice President of the Dial
Corporation, with responsibility for its Household and Laundry
Consumer Products businesses. Mr. Gochnauer also served as
President of the Stella Cheese Company, then a division of
Universal Foods, and as President of the International Division
of Schreiber Foods, Inc.

S. David Bent joined the Company as its Senior Vice President
and Chief Information Officer in May 2003. From August 2000
until such time, Mr. Bent served as the Corporate Vice President
and Chief Information Officer of Acterna Corporation, a multi-
national telecommunications test equipment and services
company, and also served as General Manager of its Software
Division from October 2002. Previously, he spent 18 years with
the Ford Motor Company. During his Ford tenure, Mr. Bent most
recently served during 1999 and 2000 as the Chief Information
Officer of Visteon Automotive Systems, a tier one automotive
supplier, and from 1998 through 1999 as its Director, Enterprise
Processes and Systems.

Ronald C. Berg has been the Senior Vice President, inventory
Management and Facility Support, of the Company since
October 2001. He had served previously as the Company’s Vice
President, Inventory Management, since 1997, and as a
Director, Inventory Management, since 1994. He began his
career with the Company in 1987 as an Inventory Rebuyer, and
spent several years thereafter in various product and furniture or
general inventory management positions. Prior to joining the
Company, Mr. Berg managed Solar Cine Products, Inc., a
family-owned, photographic equipment business.
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Name, Age and
Position with the Company

Business Experience

Patrick T. Collins
44, Senior Vice President, Sales

Brian S. Cooper
48, Senior Vice President and Treasurer

Kathleen S. Dvorak
48, Senior Vice President and Chief
Financial Officer

James K. Fahey
54, Senior Vice President, Merchandising

Patrick T. Collins joined the Company in October 2004 as Senior
Vice President, Sales. Prior to joining the Company, Mr. Collins
was employed by Ingram Micro, a global technology
distribution company, in various senior sales and marketing
roles, serving most recently as its Senior Group Vice President
of Sales and Marketing from January 2000 through
August 2004. in that capacity, Mr. Collins had operating
responsibility for sales, marketing, purchasing and supplier
relations for Ingram Micro’s North American division. Prior to
joining Ingram Micro in early 2000, Mr. Collins was with the
Frito-Lay division of PepsiCo, Inc., a global food and beverage
consumer products company, for nearly 15 years, where he
held various accounting, planning, sales and general
management positions.

Brian S. Cooper has served as the Company’s Senior Vice
President and Treasurer since February 2001. From 1997 until
he joined the Company, he was the Treasurer of Burns
International Services Corporation, a provider of physical
security systems and services. Prior to that time, Mr. Cooper
spent twelve years in U.S. and international finance
assignments with Amoco Corporation, a global petroleum and
chemicals company. He also held the position of Chief Financial
Officer for Amoco’s operations in Norway.

Kathleen S. Dvorak has been the Company’'s Senior Vice
President and Chief Financial Officer since October 2001. In that
role, she oversees the Company's financial planning,
accounting, treasury and investor relations activities and serves
as its primary liaison to the financial/investor community.
Ms. Dvorak previously served as the Senior Vice President of
Investor Relations and Financial Administration from
October 2000, and as Vice President, Investor Relations, from
July 1997. Ms. Dvorak has been with the Company since 1982,
and has been involved in various aspects of the financial
function at the Company.

James K. Fahey is the Company’s Senior Vice President,
Merchandising, with responsibility for product management
and merchandising, vendor logistics and advertising services.
From September 1992 until he assumed that position in
October 1998, Mr. Fahey served as Vice President,
Merchandising of the Company. Prior to that time, he served as
the Company’s Director of Merchandising. Before he joined the
Company in 1991, Mr. Fahey had an extensive career in both
retail and consumer direct-response marketing.



Name, Age and
Position with the Company

Business Experience

Deidra D. Gold
50, Senior Vice President, General Counsel
and Secretary

Mark J. Hampton
51, Senior Vice President, Marketing

Jeffrey G. Howard
50, Senior Vice President, National Accounts
and Channel Management

Kenneth M. Nickel
37, Vice President and Controller

Deidra D.. Gold has served as the Company’s Senior Vice
President, General Counsel and Secretary since

-November 2001. She was Vice President and General Counsel

of eLoyalty Corporation, an IT consulting services and systems
integration company, from 2000 until such time, and Counsel
and Corporate Secretary of Ameritech Corporation, a
communications company, from early 1998 through the end of
1999, following its acquisition. Prior to such time, she was a
partner in the law firms of Goldberg, Kohn and Jones, Day,
Reavis & Pogue and served as Vice President and General
Counsel of Premier Industrial (renamed Premier Farnell)
Corporation, a wholesale distributor of electronic and industrial
products.

Mark J. Hampton is the Company’s Senior Vice President,
Marketing, with responsibility for marketing and category
management activities. He previously served as Senior Vice
President, Marketing and Field Support Services, from late 2001
until early 2003, Senior Vice President, Marketing, and
President and Chief Operating Officer of The Order People
Company, during 2001 and Senior Vice President, Marketing,
from October 2000. Mr. Hampton began his career with the
Company in 1980 and left the Company to work in the office
products dealer community in 1991. Upon his return to the
Company in 1992, he served as Midwest Regional Vice
President, Vice President and General Manager of the
Company’s MicroUnited division and, from 1994, Vice
President, Marketing.

Jeffrey G. Howard has served as the Company’s Senior Vice
President, National Accounts and Channel Management, since
October 2004, From early 2003 until such time, he was Senior
Vice President, National Accounts and New Business
Development. Mr. Howard previously held the positions of
Senior Vice President, Sales and Customer Support Services
from October 2001, Senior Vice President, National Accounts,
from late 2000 and Vice President, National Accounts, from
1994. He joined the Company in 1990 as General Manager of its
Los Angeles distribution center, and was promoted to Western
Region Vice President in 1992. Mr. Howard began his career in
the office products industry in 1973 with Boorum & Pease
Company, which was acquired by Esselte Pendaflex in 1985.

Kenneth M. Nickel has been the Company’s Vice President and
Controller since November 2002. Prior to that, Mr. Nickel served
as the Company’s Vice President and Field Support Center
Controller from November 2001 to October 2002 and as its Vice
President and Assistant Controller from April 2001 to

October 2001. Mr. Nickel has been with the Company since
November 1989 and has held progressively more responsible
accounting positions
department.

within the Company’s Finance




Name, Age and

Position with the Company Business Experience
P Cody Phipps P. Cody Phipps joined the Company in August 2003 as its Senior
43, Senior Vice President, Operations Vice President, Operations. Prior to joining the Company,

Mr. Phipps was a partner at McKinsey & Company, Inc., a global
management consulting firm. During his tenure at McKinsey
from and after 1990, he became a leader in the firm's North
American Operations Effectiveness Practice and co-founded
and led its Service Strategy and Operations Initiative, which
focused on driving significant operational improvements in
complex service and logistics environments. Prior to joining
McKinsey, Mr. Phipps worked as a consultant with The
Information Consulting Group, a systems consulting firm, and
as an |IBM account marketing representative.

Stephen A. Schultz Stephen A. Schultz is the President of Lagasse, Inc., a wholly
38, President, Lagasse, Inc. and Vice owned subsidiary of USSC, a position he has held since
President, Category Management, Janitorial/  August 2001. In October 2003, he assumed the additional
Sanitation position of Vice President, Category Management—Janitorial/

Sanitation, of the Company. Mr. Schuliz joined Lagasse in early
1999 as Vice President, Marketing and Business Development,
and became a Senior Vice President of Lagasse in late 2000.
Before joining Lagasse, he served for nearly 10 years in various
executive sales and marketing roles for Hospital Specialty
Company, a manufacturer and distributor of hygiene products
for the institutional janitorial and sanitation industry.

John T. Sloan John T. Sloan has been the Company’s Senior Vice President,
53, Senior Vice President, Human Human Resources since January 2002. Before he joined the
Resources Company, Mr. Sloan held various human resources

management positions with Sears, Roebuck and Co., a retailer
of apparel, home and automotive products and services,
serving most recently as its Executive Vice President, Human
Resources, from early 1998 through the end of 2000. Previously,
he served in various senior human resources and administrative
management positions with The Tribune Company, a media
company, and various divisions within Philip Morris
Incorporated, including The Seven-Up Company.

Joseph R. Templet Joseph R. Templet has served as Senior Vice President, Trade
58, Senior Vice President, Trade Development since October 2004. From October 2001 until
Development such time, Mr. Templet was the Company’'s Senior Vice

President, Field Sales. He previously served as the Company’s
Senior Vice President, Field Sales and Operations from
October 2001, Senior Vice President, South Region, from
October 2000, and Vice President, South Region, from 1992.
Mr. Templet joined the Company in 1985 and thereafter held
various managerial positions, including Vice President, Central
Region, and Vice President, Marketing and Corporate Sales.
Prior to joining the Company, Mr. Templet held sales and sales
management positions with the Parker Pen Company, Polaroid
Corporation and Procter & Gambile.

Executive officers are elected by the Board of Directors. Except as required by individual employment
agreements between executive officers and the Company, there exists no arrangement or
understanding between any executive officer and any other person pursuant to which such executive
officer was elected. Each executive officer serves until his or her successor is appointed and qualified or
until his or her earlier removal or resignation.



PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

k4]

Common Stock Information

USI's common stock is quoted through The NASDAQ Stock Market® (“NASDAQ") under the symbol
USTR. The following table shows the high and low closing sale prices per share for USI's common stock
as reported by NASDAQ:

High Low

2004

FirstQuarer . ... $44.15 $37.17
Second QUaMEr . .. ... . 43.29 36.30
Third Quarter . . ... . o 4340 38.27
Fourth Quarter . .. .............. e 49,25 4250
2003

FirstQuarer . . ... .. $27.36 $18.00
Second Quarnter . . ... ... . e e e e 35.83 21.45
Third Quanter . ... ... e e e 41.30 35.67
Fourth Quarter . . ... ... . . i i i 4237 37.21

On March 2, 2005, there were approximately 737 holders of record of common stock. A greater number
of holders of USI common stock are ‘“street name” or beneficial holders, whose shares are held of
record by banks, brokers and other financial institutions.

Common Stock Repurchases

The Company did not repurchase any shares of USI common stock during the fourth quarter of 2004.
During full year 2004, the Company repurchased 1,072,654 shares of such common stock at an
aggregate cost of $40.9 million. The Company did not repurchase any stock during 2003. As of
December 31, 2004, the Company had authority from its Board of Directors and is permitted under its
debt agreements to additionally repurchase up to $86 million of USI common stock.

Dividends

The Company’s policy has been to reinvest earnings to enhance its financial flexibility and to fund future
growth. Accordingly, USI has not paid cash dividends and has no plans to declare cash dividends on its
common stock at this time. Furthermore, as a holding company, USI’s ability to pay cash dividends in the
future depends upon the receipt of dividends or other payments from its operating subsidiary, USSC.
The Company’s debt agreements impose limited restrictions on the payment of dividends. For further
information on the Company’s debt agreements, see “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Liquidity and Capital Resources” in item 7, and Note 9
to the Consolidated Financial Statements included in Item 8 of this Annual Report.

Securities Authorized for Issuance under Equity Compensation Plans

The information required by ltem 201(d) of Regulation S-K (Securities Authorized for Issuance under
Equity Compensation Plans) is included in ltem 12 of this Annual Report.
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ITEM 6. SELECTED FINANCIAL DATA.

The selected consolidated financial data -of the Company for the years ended December 31, 2000
through 2004 have been derived from the Consolidated Financial Statements of the Company, which
have been audited by Ernst & Young LLP an independent registered public accounting firm. The
selected consolidated financial data below should be read in conjunction with, and is qualified in its
entirety by, Management’s Discussion and Analysis of Financial Condition and Results of Operations
and the Consolidated Financial Statements of the Company included in ltems 7 and 8, respectively, of
this Annual Report. Except for per share data, all amounts presented are in thousands:

Years Ended December 31,

2004 2003 2002 2001 2000

Income Statement Data:("
Netsales . . .. ... ... ... ... .. $ 3,991,190  § 3,847,722  $ 3,701,564  $3,925936 $ 3,944,862
Costofgoodssold . ... ... . ... ... .. ...... 3,408,974 3,287,189 3,163,589 3,306,143 3,301,018

Gross profit . . .. ... ... 582,216 560,533 537,975 619,793 643,844
Operating expenses:

Warehousing, marketing and administrative expenses . . 433,027 414,917 415,980 444,434 435,809

Goodwill amortization®™ . . . ... ... L 0L L. — — — 5,701 5,489

Restructuring and other charges, net®® . . .. ... .. — — 6,510 47,603 —
Total operating expenses . . ... ......... R 433,027 414,917 422,490 497,738 441,298
Income from operations . . . ... ... ... ... .. ... 149,189 145,616 115,485 122,055 202,546
Interestexpense . . .. . .. ... e (3,324) (6,816) (16,860) (25,872) (30,171)
Interest income . . . . ... L o 423 324 165 2,079 2,942
Loss on early retirement of debt®® .. ... ... — (6,693) — — (10,724)
Other expense, net” . . ... .. .. e (3,488) (4,826) (2,421) (4.621) (11,201)
Income before income taxes and cumulative effect of a

change in accounting principle . . .. ... .. ...... 142,800 127,605 96,369 93,641 153,392
Income tax expense . ... ... ... .. 52,829 48,495 36,141 36,663 61,225
Income before cumulative effect of a change in

accounting principle . . . ... ... L. 89,971 79,110 60,228 56,978 92,167
Cumulative effect of a change in accounting principle® . . — (6,108) — — —
Netincome. . . ... ... ... ... i .. $ 89,971 $ 73,002 $ 60,228 $ 56978 $ 92,167
Net income per share—basic:

income before cumulative effect of a change in

accounting principle . . .. ... ... L $ 269 % 239 % 181 8§ 170 $ 2.70

Cumulative effect of a change in accounting principle . . — (0.19) —_ — —

Net income per.common share—basic. . . . ... .. .. $ 269 §% 220 &% 1.81 $ 1.70 $ 2.70
Net income per share—diluted:

Income before cumulative effect of a change in

accounting principle . . . ... ... . L $ 265 % 237 % 1.78 § 1.68 $ 2.65

Cumulative effect of a change in accounting principle . . — 0.19) — — —

Net income per common share—diluted . . . . .. .. .. 3 265 §$ 218 % 1.78 8 168 $ 2.65
Cash dividends declared pershare . . . .. .... ... .. 3 — 3 — 8 - 3 — % —
Balance Sheet Data:
Working capital® . . ... ... Lo $ 458,472 $ 386,868 $ 400,587 $ 412,766 $ 495,456
Total assets® . ... ... ... .. ... ... ... . 1,407,240 1,295,010 1,349,229 1,380,587 1,481,417
Total debt™® . . . L 18,000 17,324 211,249 271,705 408,867
Total stockholders’ equity . . . ... .............. 731,203 672,978 558,884 538,681 478,439
Statement of Cash Flows Data:
Net cash provided by operating activities. . . . . ... ... $ 47042 $ 167667 $ 105730 $ 191,156 $ 38,718
Net cash used in investing activities . . . .. ... ... ... (8,719) (10,931) (23,039) (46,327) (83,534)
Net cash (used in) provided by financing activities . . . . . (32,032) (164,416) (93,917} (135,783) 45,655
Other Data:
Pro forma amounts assuming the accounting change for

EITF Issue No. 02-16:®
Netincome. . .. ... ... ... . ... .. ...... $ 89971 $ 79110 $ 58862 $ 58353 $§ 91,784
Earnings per share:

Basic . ... ... ... . .. $ 269 $ 239 &% 177 8 174 § 2.69

Diluted ... ... .. $ 265 § 237 % 174  § 172 § 2.64

(1) During 2004, the Company recorded a pre-tax write-off of approximately $13.2 million in supplier allowances, customer rebates and
trade receivables, inventory and other items associated with the Company's-Canadian Division. The write-off related to amounts that
were either incorrectly accrued or overaccrued, or that had become uncollectible. The write-off includes items related to prior years of
approximately $6.7 million (pre-tax), based on prior period exchange rates. See Notes 1 and 18 to the Consolidated Financial
Statements included in ltem 8 of this Annual Report.

(2) Effective January 1, 2002, the Company adopted Statement of Financial Accounting Standards (“SFAS"”) No. 142, Goodwill and Other
Intangible Assets. Under SFAS No. 142, goodwill is no longer amortized, but is tested at least annually for impairment.
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() Inthe first quarter of 2002, the Company reversed $2.4 million of the restructuring charge taken in the third quarter of 2001. In addition,
the Company recorded restructuring and other charges of $8.9 million in the fourth quarter of 2002. See Note 4 to the Consolidated
Financial Statements.

In the third quarter of 2001, the Company recorded a restructuring charge of $47.6 million. See Note 4 to the Consolidated Financial
Statements.

B
E=

(5) During 2003, the Company redeemed its 8.375% Senior Subordinated Notes and replaced its then existing credit agreement with a
new Five-Year Revolving Credit Agreement. As a result, the Company recorded a loss on early retirement of debt totaling $6.7 million,
of which $5.9 million was associated with the redemption of the 8.375% Senior Subordinated Notes and $0.8 million related to the
write-off of deferred financing costs associated with replacing the prior credit agreement. See Item 7 and Note 9 to the Consolidated
Financial Statements.

(6) During 2000, the Company recorded a charge of $10.7 million for the early retirement of the Company’s 12.75% Senior Subordinated
Notes.

(7) Represents the loss on the sale of certain trade accounts receivable through the Company’s Receivables Securitization Program (as
defined and further described as noted in the next sentence) and certain gains or losses on the sale of capital assets. For further
information on the Company’'s Receivables Securitization Program, see “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Off-Balance Sheet Arrangements—Receivables Securitization Program” under ltem 7 of this
Annual Report.

(8) Effective January 1, 2003, the Company adopted EITF Issue No. 02-16. As a result, during the first quarter of 2003 the Company
recorded a non-cash, cumulative after-tax charge of $6.1 million, or $0.19 per diluted share, related to the capitalization into inventory
of a portion of fixed promotional allowances received from vendors for participation in the Company’s advertising publications. See
Note 2 to the Consolidated Financial Statements.

(9) Inaccordance with Generally Accepted Accounting Principles (“GAAP"}, total assets exclude $118.5 million in 2004, $150.0 million in
2003, $105.0 million in 2002, $125.0 million in 2001 and $150.0 million in 2000 of certain trade accounts receivable sold through the
Company'’s Receivables Securitization Program. For further information on the Company’s Receivables Securitization Program, see
“Management'’s Discussion and Analysis of Financial Condition and Results of Operations—Off-Balance Sheet Arrangements—
Receivables Securitization Program’™ under Item 7 of this Annual Report.

(10) Total debt includes current maturities.

FORWARD LOOKING INFORMATION

This Annual Report on Form 10-K contains “forward-looking statements” within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Exchange Act. Forward-looking
statements often contain words such as “expects,” “anticipates,” “estimates,” “intends,” *“plans,”
“believes,” “seeks,” “will,” “is likely,” “scheduled,” “positioned to,” ‘“continue,” ‘forecast,”
“predicting,” “projection,” “potential” or similar expressions. Forward-looking statements include
references to goals, plans, strategies, objectives, projected costs or savings, anticipated future
performance, results or events and other statements that are not strictly historical in nature. These
forward-looking statements are based on management’'s current expectations, forecasts and
assumptions. This means they involve a number of risks and uncertainties that could cause actual
results to differ materially from those expressed or implied here. These risks and uncertainties include,
but are not limited to:

(R

* the Company’s ability to effectively manage its operations and to implement ongoing cost-
reduction and margin-enhancement initiatives;

* the Company’s ability to successfully procure and implement new information technology (“IT")
packages and systems, integrating them with and/or migrating from existing IT systems and
platforms without business disruption or other unanticipated difficulties or costs;

» the Company’s ability to effectively integrate past and future acquisitions into its management,
operations and financial and IT systems;

+ the Company’s ability to implement, timely and effectively, improved internal controls in response
to conditions previously or subsequently identified at the Company’s Canadian division or
elsewhere, in order to maintain on an ongoing basis an effective internat control environment in
compliance with the Sarbanes-Oxley Act of 2002;
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* the conduct and scope of the SEC’s informal inquiry relating to the Company’s Canadian division
or any formal investigation that may arise therefrom, and the ultimate resolution of such inquiry or
investigation;

* the outcome of and costs associated with the defense of legal proceedings pending against the
Company;

* the Company’s reliance on key suppliers and the impact of variability in their pricing, allowance
programs and other terms, conditions and policies, such as those relating to geographic or
product sourcing limitations, price protection terms and return rights;

* variability in supplier allowances and promotional incentives payable to the Company, based on
inventory purchase volumes, attainment of supplier-established growth hurdles, and supplier
participation in the Company’s annual and quarterly catalogs and other marketing programs, and
the impact of such supplier allowances and promotional incentives on the Company’s gross
margins;

» the Company’s reliance on key customers, the top five of which accounted for approximately 26%
of the Company’s 2004 net sales, and the business, credit and other risks inherent in continuing
or increased customer concentration;

* continuing or increasing competitive activity and pricing pressures within existing or expanded
product categories;

* increases in customers’ purchases directly from product manufacturers;

» the Company’'s ability to anticipate and respond to changes in end-user demand and to
effectively manage levels of excess or obsolete inventory;

» the impact of variability in customer demand on the Company’s product offerings and sales mix
and, in turn, on customer rebates payable, and supplier allowances earned, by the Company and
on the Company’s gross margin;

* reliance on key management personnel, both in day-to-day operations and in execution of new
business initiatives;

* uncertainties attendant to any new regulations applicable to the Company, including any new
rulemaking by the SEC;

* acts of terrorism or war; and

* prevailing economic conditions and changes affecting the business products industry and the
general economy.

Readers should not place undue reliance on forward-looking statements contained in this Annual
Report. The forward-looking information herein is given as of this date only, and the Company
undertakes no obligation to revise or update it.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS,

The following discussion should be read in conjunction with both the information at the end of item 6 of
this Annual Report appearing under the caption, “Forward Looking Information,” and the Company’s
Consolidated Financial Statements and related notes contained in ltem 8 of this Annual Report.

Overview; Recent Results

The Company is North America’s largest broad line wholesale distributor of business products, with
2004 net sales of approximately $4.0 billion. Through its national distribution network, the Company
distributes its products to over 15,000 resellers, who in turn sell directly to end-consumers. Products are
distributed through computer-linked networks of 35 USSC distribution centers, 24 Lagasse distribution
centers that serve the janitorial and sanitation industry, two distribution centers in Mexico that serve
computer supply resellers, and two Azerty distribution centers that serve the Canadian marketplace.

Sales for 2005 through the filing date of this Annual Report were up approximately 9% compared with the
same period last year. Of this 9% year-over-year sales growth, the Company estimates that
approximately 2% is attributable to manufacturers’ price increases. While there are recent favorable
economic indicators that generally correlate with increasing demand for business products, there can
be no assurance that such economic trends will be sustainable, that they will in fact lead to increased
demand for the Company’s products on an ongoing basis or that any increased demand will not be
negatively impacted by increasing competition or other developments affecting the Company’s
business or industry.

Key Company and Industry Trends

The following is a summary of selected trends, events or uncertainties that the Company believes may
have a significant impact on its future performance.

* Generally, unemployment levels, job creation and office space utilization are directional
indicators of business-related spending for business products. While there are early 2005
indications that an improving economy may bring positive changes in some or all of these areas,
any significant favorable impact on Company performance will be dependent on whether such
changes are sustainable over a longer period and whether such general trends positively impact
demand for both value-added services like those offered by the Company and previously
deferred, discretionary expenditures on higher-margin products.

+ Office furniture sales, accounting for 12% of the Company’s total 2004 net sales, grew 7.6% in
2004 as compared to 2003. Industry forecasts for office furniture sales continue to show an
improving trend. The Company has sought to enhance its furniture offerings and so believes it
should be well positioned to take advantage of any such favorable market conditions.

* Significant manufacturers’ price increases have recently been announced in product categories
affected by increased raw material prices for steel, petroleum/resin-based products and paper.
The Company generally has the ability to cover resulting increases in its product purchase costs
by increasing its sale prices to its reseller customers, thereby contributing to increased Company
net sales without eroding margin. [n any cases in which the Company is not able to do so fuilly and
timely (as a result, for example, of competitive market conditions or customer contract terms),
there would be a negative impact on the Company’s pricing and gross margin. The Company
often seeks to forward buy products in advance of manufacturers’ announced price increases,
consistent with its distribution center capacity and prudent working capital management. The
Company’s margin will be favorably impacted to the extent it is able to undertake such forward
buying activities and pass through increased manufacturers’ prices to its reseller customers.
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* Technology products continue to be the Company’s largest product category by sales volume,
accounting for approximately 45% of the Company’s 2004 consolidated net sales. The Company
expects that technology products will continue to account for a significant portion of its net sales,
reflecting industry-wide trends. Technology products generally have lower gross margins than
the Company’s other product categories, although the associated operating costs are typically
lower than operating costs for the other product categories distributed by the Company.
Moreover, the Company’s sales mix within the technology products category tends to be
weighted more heavily toward computer consumables (such as toner) that are subject to
substantial competitive pricing pressure and therefore tend to have pricing margins (invoice price
less standard cost) at the lower end of these for products within the technology product category.

* The Company has offered competitive pricing on many key commaodity products, including cut
sheet paper and computer consumables. This pricing strategy has stimulated sales and thereby
enabled the Company to better leverage its substantial fixed costs across higher sales. However,
it has negatively impacted the Company’s pricing margin rate and therefore its gross margin rate
{pricing margin increased for supplier allowances and reduced by customer rebates). This
downward pressure on pricing margin and its negative effect on the Company’s gross margin has
been partially mitigated by the Company’s “war on waste” initiatives, which may not be
sustainable at the same levels in future years. The Company expects that its commodity products
will continue to be subject to significant price competition, and that it will continue to respond with
market competitive pricing initiatives, resulting in an ongoing negative impact on pricing margin
and therefore gross margin.

* Independent dealers account for nearly 80% of the Company’s net sales. Their continued viability
and success are important to future sales and earnings growth for the Company. Independent
dealers face increasing competition from existing national resellers who are targeting the middle
market. National resellers may have competitive advantages over independent dealers, such as
greater economies of scale, greater marketing, advertising and financial resources, a broader
retail presence and a more sophisticated online ecommerce offering. Independent dealers
typically compete with national resellers by providing greater service flexibility and offering other
value-added services.

* Management has renewed its emphasis on reducing costs and leveraging the Company’s
existing infrastructure. However, as described below in this ftem 7 under the caption “Cash
Flows—Cash Flows from Investing Activities,” the Company expects its 2005 net capital
spending to increase substantially over the prior year, as it plans to make substantial investments
in its IT systems and infrastructure.

Review of Canadian Division

During 2004, the Company recorded a write-off of approximately $13.2 million ($8.3 million after-tax, or
$0.24 per diluted share) in supplier allowances, customer rebates and trade receivables, inventory and
other items associated with the Company’s Azerty United Canada division (the “Canadian Division”).
The Canadian Division accounted for approximately 3.8% of the Company’s consolidated net sales for
the year ended December 31, 2004. Of the $13.2 million total write-off (referenced above), $12.9 million
related to cost of goods sold and $0.3 million related to operating expenses. The write-off related to
amounts that were either incorrectly accrued or overaccrued, or that had become uncollectible. The
write-off includes items related to prior years of approximately $6.7 million ($4.2 million after-tax, or $0.12
per diluted share), based on prior period exchange rates and tax rates.

In October 2004, the Company began conducting a review of supplier allowances and other items at its
Canadian Division. This included a detailed review of the Canadian Division’s financial records by the
Company’s U.S. headquarters accounting staff. In addition, the Company’s Audit Committee, with the
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assistance of outside counsel and forensic accounting experts, conducted an investigation of
transactions with customers and suppliers, related accounting entries and allegations of misconduct at
the Canadian Division.

Both the accounting review and the Audit Committee investigation were completed in February 2005.
The Company determined that the Canadian Division incorrectly accounted for certain items, primarily
during 2003 and 2004, including: accruing supplier allowances that it did not qualify for under the terms
of its supplier agreements; failing to timely write off anticipated supplier allowances and other
receivables that, although properly accrued initially, were no longer collectible; and failing to properly
record customer returns and make other adjustments to inventory balances required under generally
accepted accounting principles.

The Audit Committee’s investigation found no evidence that management in the United States had
knowledge of, or involvement in, improper activities at the Canadian Division. The investigation did
reveal, however, evidence of fraud by personnel at the Canadian Division, involving improper and
fictitious sales transactions, including sale and buyback transactions, and other accounting
improprieties. Revenues from sale and buyback transactions totaling $4.6 million were reversed on the
Company’s books in the fourth quarter of 2004.

The investigation revealed that personnel at the Canadian Division recorded sales before shipment and
held month ends open to record additional sales. Due to the relatively low daily sales volume at the
Canadian Division, the Company concluded that sales recorded before shipment or after month end,
which could not in most cases be quantified from the Canadian Division’s accounting records, did not
have a significant impact on the Company’s consolidated resuits, and therefore no adjustments were
made in connection therewith.

The investigation concluded that these activities were undertaken to improve the apparent financial
performance of the Canadian Division.

In early November 2004, the Company replaced certain members of management at the Canadian
Division. In addition, the Company held discussions with the suppliers that were impacted by these
activities and has resolved historical issues with them related to the Canadian Division.

In connection with this review, the Company, in consultation with its independent registered public
accountants, Ernst & Young LLP (“E&Y”), identified several internal control deficiencies related to its
Canadian Division and determined that those constituted significant deficiencies for the third and fourth
quarters of 2004. These and other internal control deficiencies are discussed in Iltem 9A, “Controls and
Procedures.”

The Company has been advised that the staff of the SEC is conducting an informal inquiry regarding the
Company in connection with its Canadian Division and associated financial reporting matters. See
ltem 3 of this Annual Report.

Critical Accounting Policies, Judgments and Estimates

The Company’s significant accounting policies are more fully described in Note 2 of the Consolidated
Financial Statements. As described in Note 2, the preparation of financial statements in conformity with
U.S. generally accepted accounting principles (“GAAP”) requires management to make estimates and
assumptions about future events that affect the amounts reported in the financial statements and
accompanying notes. Future events and their effects cannot be determined with absolute certainty.
Therefore, the determination of estimates requires the exercise of judgment. Actual results may differ
from those estimates. The Company believes that such differences would have to vary significantly from
historical trends to have a matetial impact on the Company'’s financial results. Historically, actual results
have not deviated significantly from estimates.
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The Company’s critical accounting policies are those that are important to portraying the Company’s
financial condition and results of operations and require especially difficult, subjective or complex
judgments or estimates by management. In most cases, critical accounting policies require
management to make estimates on matters that are uncertain at the time the estimate is made. The basis
for the estimates is historical experience, terms of existing contracts, observance of industry trends,
information provided by customers or vendors, and information available from other outside sources, as
appropriate. The most significant accounting polices and estimates inherent in the preparation of the
Company'’s financial statements inciude the following:

Supplier Allowances

Supplier allowances (fixed or variable) are common practice in the business products industry and have
a significant impact on the Company’s overall gross margin. Gross margin includes, among other items,
file margin (determined by reference to invoiced price), as reduced by estimated customer discounts
and rebates as discussed below, and increased by estimated supplier allowances and promotional
incentives,

Approximately 40% to 45% of the Company’s annual supplier allowances and incentives are fixed and
are based on supplier participation in various Company advertising and marketing publications. Fixed
allowances and incentives are taken to income through lower cost of goods sold as inventory is sold.

The remaining 55% to 60% of the Company’s annual supplier allowances and incentives are variable,
based on the volume of the Company’s product purchases from suppliers. These variable allowances
are recorded based on the Company’s estimated annual inventory purchase volumes and product mix
and are included in the Company's financial statements as a reduction to cost of goods sold, thereby
reflecting the net inventory purchase cost. Supplier allowances and incentives attributable to unsold
inventory are carried as a component of net inventory cost. The potential amount of variable supplier
allowances often differs based on purchase volumes by supplier and product category. As a result, lower
Company sales volume (which reduce inventory purchase requirements) and product sales mix
changes (especially because higher-margin products often benefit from higher supplier allowance rates)
can make it difficult to reach some supplier aliowance growth hurdies. To the extent the Company’s sales
volumes or product sales mix differ from those estimated, the variable aliowances for the current period
may be overstated or understated.

Customer Rebates

Customer rebates and discounts are common in the business products industry and have a significant
impact on the Company’s overall sales and gross margin. Such rebates are reported in the Consolidated
Financial Statements as a reduction of sales.

Customer rebates include volume rebates, sales growth incentives, advertising allowances,
participation in promotions and other miscellaneous discount programs. These rebates are paid to
customers monthly, quarterly and/or annually. Volume rebates and growth incentives are based on the
Company’s annual sales volumes to its customers. The aggregate amount of customer rebates depends
on product sales mix and customer mix changes.

Revenue Recognition

Revenue is recognized when a service is rendered or when fitle to the product has transferred to the
customer. Management establishes a reserve and records an estimate for future product returns related
to revenue recognized in the current period. This estimate requires management to make certain
estimates and judgments, including estimating the amount of future returns of products sold in the
current period. This estimate is based on historical product return trends and the loss of gross margin
associated with those returns. This methodology involves some risk and uncertainty due to its
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dependence on historical information for product returns and gross margins to record an estimate of
future product returns. if actual product returns on current period sales differ from historical trends, the
amounts estimated for product returns (which reduce net sales) for the period may be overstated or
understated, causing actual results of operation or financial condition to differ from those expected.

Valuation of Accounts Receivable

The Company makes judgments as to the collectability of accounts receivable based on historical tfrends
and future expectations. Management estimates an allowance for doubtful accounts. This allowance
adjusts gross trade accounts receivable downward to its estimated collectible, or net realizable, value.
To determine the appropriate allowance for doubtful accounts, management undertakes a two-step
process. First, a general allowance percentage is applied to accounts receivables generated as a result
of sales. This percentage is based on historical trends for customer write-offs. Periodically, management
reviews this allowance percentage, based on current information and trends. Second, management
reviews specific customers accounts receivable balances and specific customer circumstances to
determine whether further allowance for specific accounts is necessary. As part of this specific customer
analysis, management wiil consider items such as bankruptcy filings, historical charge-off patterns,
accounts receivable concentrations and the current level of receivables compared with historical
customer account balances.

The primary risks in the methodology used to estimate the allowance for doubtful accounts are its
dependence on historical information to predict the collectability of accounts receivable and the
sometime unavailability of current financial information from customers. To the extent actual collections
of accounts receivable differ from historical trends, the allowance for doubtful accounts and related
expense for the current period may be overstated or understated.

insured Loss Liability Estimates

The Company is primarily responsible for retained liabilities related to workers’ compensation, vehicle
and general liability and certain employee health benefits. The Company records expense for paid and
open claims and an expense for claims incurred but not reported based on historical {frends and on
certain assumptions about future events. The Company has an annual per person maximum cap on
certain employee medical benefits provided by a third-party insurance company. In addition, the
Company has both a per-occurrence maximum loss and an annual aggregate maximum cap on
workers' compensation claims.

Inventories

Inventory constituting approximately 88% and 90% of total inventory as of December 31, 2004 and 2003,
respectively, has been valued under the last-in, first-out (“LIFO”) accounting method. The remaining
inventory is valued under the first-in, first-out (“FIFQ”) accounting method. inventory valued under the
FIFO and LIFO accounting methods is recorded at the lower of cost or market. If the lower of FIFO cost or
market had been used by the Company for its entire inventory, inventory would have been $27.2 million
and $22.9 million higher than reported as of December 31, 2004 and December 31, 2003, respectively. In
addition, inventory reserves are recorded for shrinkage and for obsolete, damaged, defective, and
slow-moving inventory. These reserve estimates are determined using historical trends and are
adjusted, if necessary, as new information becomes available.

Income taxes

The Company accounts for income taxes in accordance with FASB Statement No. 109, “Accounting for
Income Taxes.” The Company estimates actual current tax expense and assesses temporary differences
that exist due to differing treatments of items for tax and financiai statement purposes. These differences




result in the recognition of deferred tax assets and liabilities. The tax balances and income tax expense
recognized by the Company are based on management’s interpretation of the tax laws of multiple
jurisdictions. Income tax expense also reflects the Company’s best estimates and assumptions
regarding, among other things, the level of future taxable income, interpretation of tax laws, and tax
planning. Future changes in tax laws, changes in projected levels of taxable income, and tax planning
could impact the effective tax rate and tax balances recorded by the Company. Management's estimates
as of the date of the Consolidated Financial Statements reflect its best judgment giving consideration to
all currently available facts and circumstances. As such, these estimates may require adjustment in the
future, as additional facts become known or as circumstances change.

Pension and Postretirement Health Benefits

Calculating the Company’s obligations and expenses related to its pension and postretirement health
benefits requires using certain actuarial assumptions. As more fully discussed in Notes 11 and 12 to the
Consolidated Financial Statements included in Item 8 of this Annual Report, these actuarial assumptions
include discount rates, expected long-term rates of return on plan assets, and rates of increase in
compensation and healthcare costs. To select the appropriate actuarial assumptions, management
relies on current market trends and historical information. Pension expense for 2004 was $6.8 million,
compared to $6.6 million in 2003. A one percentage point decrease in the expected long-term rate of
return on plan assets and the assumed discount rate would have resulted in an increase in pension
expense for 2004 of approximately $2.8 million.

Costs associated with the Company’s postretirement health benefits plan were $0.8 million and
$1.1 million for 2004 and 2003, respectively. A one-percentage point decrease in the assumed discount
rate would have resulted in incremental postretirement healthcare expenses for 2004 of approximately
$0.2 million. Current rates of medical cost increases are trending above the Company’s medical cost
increase cap provided by the plan. Accordingly, a one percentage point increase in the assumed
average healthcare cost trend would not have a significant impact on the Company’s postretirement
health plan costs.

The following tables summarize the Company’s actuarial assumptions for discount rates, expected
long-term rates of return on plan assets, and rates of increase in compensation and healthcare costs for
the years ended December 31, 2004, 2003 and 2002:

2004 2003 2002

Pension plan assumptions:

Assumed discount rafe . . . .. . ... e 6.00% 6.25% 6.75%
Rate of compensationincrease . . . . ... . ... ... 3.75% 4.00% 5.00%
Expected long-term rate of returnon plan assets . . . . .......... 8.25% 8.25% 8.25%
Postretirement health benefits assumptions:

Assumed average healthcarecosttrend . .. ... .............. 3.00% 3.00% 3.00%
Assumed discountrate ... ..... ... .. . e 6.00% 6.25% 6.75%
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Results for the Years Ended December 31, 2004, 2003 and 2002

The following table presents the Consolidated Statements of Income as a percentage of net sales:

Years Ended
December 31,

2004 2003 2002

Netsales.......... ... ... . ... . . i, 100.0 % 100.0 % 100.0 %
Costofgoodssold . . ........ ... ... ... .. .. ... .. ... 85.4 85.4 85.5
Gross margin. . . . ... e 14.6 14.6 14.5
Operating expenses:

Warehousing, marketing and administrative expenses . . . . . .. 10.9 10.8 11.2

Restructuring and other charges, net ... ............... — — 0.2
Total operating expenses . . ... ... .. . e 10.9 10.8 11.4
Income fromoperations . . . ....... . ... 3.7 3.8 3.1
Interest eXpense . . . . . .. . . — (0.2) (0.5)
Interest income . .. .. .. — — 0.1
Loss on early retirementofdebt . .. ... ... ... . L — (0.2 —
Other expense, net . . ... ... .. . (0.1) (0.1) (0.1)
Income before income taxes and cumulative effect of a change in

accounting principle . . .. .. .. ... . 3.6 3.3 26
Income tax eXpense . . . ... .. 1.3 1.2 1.0
income before cumulative effect of a change in accounting

principle . . . . .. 2.3 2.1 1.6
Cumulative effect of a change in accounting principle, net of tax

benefit .. . ... .. — (0.2) —
Netincome . . ... .. ... . . e 23% 1.9 % 1.6 %

Comparison of Results for the Years Ended December 31, 2004 and 2003

Net Sales. Net sales for the year ended December 31, 2004 were $4.0 billion, up 3.7%, compared with

$3.8 billion in the prior year. The following table shows net sales by product category for 2004 and 2003
(in millions):

Years Ended
December 31,

2004 2003

Technology products . . ... ...t I $1,778  $1,734
Traditional office products ... ....... ... ... ... . . . .. .. . ... 1,193 1,171
Janitorial and sanitation . . ... ... ... 472 426
Office furniture . . .. .. .. 474 440
Freight revenue . . .. . ... . . . 56 53
Other . . . 18 24
Total net sales. . . . .. o $3,991 $3,848

Note: To conform with current year presentation, reclassifications between product catagories were
made to the 2003 presentation. The reclassifications did not impact total net sales.

Sales in the technology products category grew 2.6% in 2004 compared to the prior year. This category
continues to represent the largest percentage of the Company’s consolidated net sales (approximately
45%). Sales in this category benefited from continued Company initiatives, including those supporting
the Company’s position as a “single source” for delivery of office products and technclogy products
together, competitive pricing and new approaches to marketing products.
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Traditiona! office supplies represented approximately 30% percent of the Company’s sales in 2004.
Sales of traditional office supplies grew 1.8% versus the prior year. The growth in this category was
driven by higher cut-sheet paper sales and initiatives within the school supplies market.

Sales growth in 2004 in the janitorial and sanitation product category remained strong, rising 11% and
accounting for 12% of the Company’s 2004 sales. Growth in this sector was primarily due to continued
growth with large distributors the Company serves. In addition, the Company is launching new initiatives
to help drive continued growth in this category. For example, the Company’s OfficeJan initiative was
designed to drive demand of janitorial and sanitation supplies to office products dealers by making
these products available as part of a consolidated shipment.

Office furniture sales in 2004 increased 7.6% compared to the prior year. Office furniture accounted for
12% of the Company’s sales during 2004. This category benefited from positive economic trends,
including rising employment levels combined with increases in office space occupancy. in addition,
sales during 2004 were positively impacted through more competitive pricing and dedicated resources
to serving key markets within this category.

The remaining 1% of the Company’'s net sales for 2004 were derived from freight and advertising
revenue.

Gross Profit and Gross Margin Rate. Gross profit (gross margin dollars) for 2004 was $582.2 million,
compared to $560.5 million for 2003. The increase in gross profit is primarily due to higher net sales.
Gross profit for 2004 was adversely affected by a $12.9 million write-off in supplier allowances, customer
rebates and trade receivables, inventory and other items at the Company’s Canadian Division, of which
$6.2 million was related to prior years (see the information above under the caption “Review of Canadian
Division"’).

The Company’s 2004 gross margin rate (gross profit as a percentage of net sales) was 14.6%, even with
2003. Although the Company’s gross margin rate was relatively even during the first three quarters of
2004, it was 13.8% for the fourth quarter of 2004, reflecting the negative impact of both competitive
pricing initiatives and write-offs related to the Company’s Canadian Division. The Company’s gross
margin rate for the full 2004 year was adversely impacted by lower pricing margin (invoice price less
standard cost) for technology products and a pricing strategy within certain other product categories
designed to generate higher sales through more competitive pricing. As a result, the pricing margin rate
declined approximately 0.3 percentage points versus last year. This decline was offset by improvements
in net delivery expense (0.2 percentage points) and a reduction in losses from damaged merchandise
(0.1 percentage points) resulting from “war on waste"” internal initiatives. The Company’s gross margin
rate for 2004 was also adversely affected by a $12.9 million charge related to the Company’s Canadian
Division.

Operating Expenses. Operating expenses for 2004 totaled $433.0 million, or 10.9% of net sales,
compared with $414.9 million, or 10.8% of net sales in 2003. Operating expenses for 2004 increased
primarily as a resuit of a $10.8 million increase in employee payroll, travel and other employee related
costs and a $5.6 million increase in professional fees, primarily relating to the review and investigation of
the Company’s Canadian Division and costs associated with the Company’s compliance with the

Sarbanes-Oxley Act of 2002. Operating expenses as a percentage of net sales increased only slightly as
a result of higher net sales in 2004 compared with 2003.

Interest Expense. Interest expense for 2004 was $3.3 million, or less than 0.1% of net sales, compared
with $6.8 million, or 0.2% of net sales in 2003. This decline primarily reflects lower borrowing levels.

Loss on Early Retirement of Debt. On April 28, 2003, the Company redeemed the entire $100 million
outstanding principal amount of its 8.375% Senior Subordinated Notes (the “8.375% Notes”) at the
redemption price of 104.188%