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We are providing information to you about this offering of shares of our Class A common stock in two separate documents that are bound
together: (a) this prospectus supplement, which describes the specific details regarding this offering, and (b) the accompanying prospectus,
which provides general information, some of which may not apply to this offering. Generally, when we refer to this "prospectus" we are
referring to both documents combined, including the documents incorporated by reference in the accompanying prospectus. If information in
this prospectus supplement is inconsistent with the accompanying prospectus, you should rely on this prospectus supplement. You should read
carefully this prospectus supplement and the accompanying prospectus, including the information incorporated by reference in the
accompanying prospectus, before you invest. These documents contain information you should consider when making your investment decision.

You should rely only on the information contained or incorporated by reference in this prospectus supplement and the accompanying
prospectus. We have not, and the selling shareholders and underwriters have not, authorized any other person to provide you with different
information. If anyone provides you with different or inconsistent information, you should not rely on it. We are not, and the

selling shareholders and underwriters are not, making an offer to sell these securities in any jurisdiction where the offer or sale is not permitted.
You should assume that the information appearing in this prospectus supplement, the accompanying prospectus and the documents incorporated
by reference is accurate only as of their respective dates. Our business, financial condition, results of operations and prospects may have changed
since those dates.

FORWARD LOOKING STATEMENTS

This prospectus supplement and the accompanying prospectus contain forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. Discussions containing such forward-looking statements may be found in "Management's Discussion
and Analysis of Financial Condition and Results of Operations" below, as well as within this prospectus supplement and the accompanying
prospectus generally. In addition, when used in this prospectus supplement and the accompanying prospectus, the words "believes,"
"anticipates," "expects," "estimates," "plans," "intends," and similar expressions are intended to identify forward-looking statements. All
forward-looking statements are subject to a number of risks and uncertainties that could cause actual results to differ materially from projected
results, as discussed below under the heading "Risk Factors" in the accompanying prospectus. Factors that may cause these differences include,
but are not limited to:

non non

changing customer and product mixes market conditions and industry consolidation;

competition;

general economic conditions in the markets in which the Company operates;

risk of cancellation or rescheduling of orders;

work stoppages at transportation centers or shipping ports;

the risk of war, terrorism and similar hostilities;

dependence on our information systems;
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dependence on their personnel;
availability of suitable acquisition opportunities; and

the other matters discussed in the Business Description contained in the Company's Annual Report on Form 10-K for the
fiscal year ended August 30, 2003.

Consequently, such forward-looking statements should be regarded solely as the Company's current plans, estimates and beliefs. The
Company does not undertake any obligation to update any forward-looking statements to reflect future events or circumstances after the date of
such statements.

SUMMARY
Business

MSC Industrial Direct Co., Inc. (together with its consolidated subsidiaries, "MSC" or the "Company" or "we") is one of the largest direct
marketers of a broad range of industrial products to industrial customers throughout the United States. We distribute a full line of industrial
products intended to satisfy our customers' maintenance, repair and operations ("MRO") supplies requirements. We offer over 500,000
stock-keeping units ("SKUs") through our master catalogs, weekly, monthly and quarterly specialty and promotional catalogs, newspapers and
brochures and service our customers from approximately 90 branch offices and four distribution centers. Most of our products are carried in
stock, and orders for these in-stock products are typically fulfilled the day on which the order is received. For our fiscal year ended August 30,
2003, we reported net sales of $844.7 million and net income of $52.1 million. For the quarter ended November 29, 2003, we reported net sales
of $222.8 million and net income of $16.5 million.

Our customers include a wide range of purchasers of industrial supply products, from one-person machine shops to Fortune 1000
companies, to government agencies including the United States Postal Service ("USPS"). Our core business focuses on selling relatively higher
margin, lower volume products and had an average order size of approximately $224 in fiscal 2003 and $229 in the first quarter of fiscal 2004.
We have in excess of 345,000 combined active customers (companies that have purchased at least one item during the past 12 months). Our
customers select desired products from MSC's various publications and place their orders by telephone, the Internet, direct computer link or
facsimile.

We operate primarily in the United States, with customers in all 50 states, through our network of four regional distribution centers and
approximately 90 branch offices. MSC's distribution centers are located near Harrisburg, Pennsylvania; Atlanta, Georgia; Elkhart, Indiana and
Reno, Nevada. The strategic locations of MSC's distribution centers allow for next day ground delivery via low cost ground carriers in 36 states.
Our experience has been that areas accessible by next day ground delivery generate significantly greater sales than areas where next day ground
delivery is not available. Accordingly, our long-term strategy is to expand our geographic coverage of next day ground delivery throughout the
continental United States which at some point in the future may require the expansion of existing facilities or the opening of new facilities.

We have extensive E-commerce abilities that enable our customers to lower their procurement costs. This includes many features such as
swift search and transaction abilities, access to real time inventory, customer specific pricing, workflow management tools and other features.
We can also interface directly with many purchasing portals such as ARIBA and I-Procure. In addition we offer Vendor Managed Inventory
("VMI") systems that can lower customers' inventory investment, reduce sourcing costs and out of stock situations and increase business
efficiency.

MSC's website MSCDirect.com is a searchable on-line catalog with electronic ordering capabilities designed to take advantage of the
opportunities created by Internet commerce. The MSCDirect.com site offers a broad array of products, services, workflow management tools
and related information to meet the needs of customers seeking to reduce processing costs through Internet e-commerce-enabled solutions. Our
MSCDirect.com marketing campaign continued in fiscal year 2003 to raise awareness and drive volume to the website. MSCDirect.com
generated revenue of more than $90 million in fiscal year 2003, a 49% increase over the prior year.
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Business Strategy
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Our business strategy is to reduce our customers' total cost of procurement for obtaining and maintaining MRO supplies. The strategy
includes the following key elements:

a broad selection of in-stock products;

offering both name brand and generic products;

prompt response and same-day shipping;

superior, value-added customer service;

competitive pricing;

targeted direct mail marketing; and

a commitment to technological innovation.
Growth Strategy

Our objective is to become the preferred supplier of industrial products for companies throughout the United States. We intend to increase
sales to existing customers and diversify our customer base by:

expanding next day ground delivery into new markets;

targeting the circulation of the master catalog and our direct mail campaign;

developing government and national account programs;

increasing the number of product lines and SKUs offered including generic and imported products;

continually developing technological innovations employing modern technologies to reduce our customers' costs and
utilizing extensive e-commerce capabilities, making it even easier and more appealing to do business with MSC;

maintaining excellent customer support service; and

increasing the productivity of our direct sales force.
Recent Developments

On January 6, 2004 the Board of Directors approved an increase in the quarterly dividend rate to $.08 per share. The $.08 dividend will be
paid on January 30, 2004 to shareholders of record at the close of business on January 20, 2004. The dividend will result in an anticipated payout
of approximately $5.3 million, based on the number of shares outstanding as of January 6, 2004.
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THE OFFERING

Class A common stock offered by the
selling shareholders 6,000,000 shares
Capital stock to be outstanding after the
offering

Class A common stock 40,450,004 shares

Class B common stock 26,291,844 shares

Total 66,741,848 shares

Risk factors See "Risk Factors" and other information included in this prospectus

supplement and the accompanying prospectus for a discussion of
factors you should carefully consider before deciding to invest in
shares of the Class A common stock.

Use of Proceeds The Company will not receive any of the proceeds from the sale of
the shares of Class A common stock offered by the selling
shareholders.

NYSE symbol MSM

The number of shares of Class A common stock and Class B common stock to be outstanding after the offering is based on our shares
outstanding as of January 6, 2004.

The number of shares of Class A common stock outstanding after the offering excludes (1) 10,365,730 shares of Class A common stock
reserved for issuance upon the exercise of options granted under our 1995, 1998 and 2001 Stock Option Plans, of which options to purchase
6,532,455 shares at an average option price of $15.23 have been issued, (2) 44,564 shares of Class A common stock reserved for issuance under
our 1995 Restricted Stock Plan, and (3) 136,000 shares of Class A common stock reserved for issuance under our 1998 Associate Stock
Purchase Plan. Options to purchase an additional 3,834,534 shares of Class A common stock may be granted under our 2001 Stock Option Plan.

The Class B common stock is convertible into Class A common stock on a one-for-one basis at the option of the holder and upon transfer of
shares of Class B common stock to persons other than existing holders of Class B common stock or certain of their family members. On all
matters to be voted upon by our shareholders, the holders of the Class A common stock and the Class B common stock vote together as a single
class, with each record holder of Class A common stock entitled to one vote per share of Class A common stock and each record holder of
Class B common stock entitled to 10 votes per share of Class B common stock. For a further discussion of the Class A common stock and
Class B common stock, see "Selling Shareholders" in this prospectus supplement and "Description of Capital Stock" in the accompanying
prospectus.

Unless we specifically state otherwise, the information in this prospectus supplement does not take into account the purchase of up to
900,000 shares of Class A common stock from the selling shareholders, following the conversion of an equal number of shares of Class B
common stock, that the underwriters have the option to purchase solely to cover over-allotments. If the over-allotment option is exercised in full,
we will have 41,296,821 shares of Class A common stock and 25,445,027 shares of Class B common stock outstanding.
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USE OF PROCEEDS

The Company will not receive any of the proceeds from the sale of the shares of Class A common stock offered by the selling shareholders.

PRICE RANGE OF COMMON STOCK AND DIVIDEND POLICY

MSC's Class A common stock is traded on the New York Stock Exchange, or the NYSE, under the symbol "MSM." MSC's Class B
common stock is not traded over any public market.

The following tables set forth the range of the high and low closing sales prices as reported by the NYSE along with the cash dividends per
share for each quarter during the period from September 1, 2001 to January 8, 2004.
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Price of Class A Dividend Per Share
Common Stock Common Stock
Fiscal Year Ended August 31, 2002
High Low Class A & Class B
First Quarter $ 1907 $ 1450 $
Second Quarter 21.55 18.23
Third Quarter 23.90 17.80
Fourth Quarter 20.00 10.51
Price of Class A Dividend Per Share
Common Stock Common Stock
Fiscal Year Ended August 30, 2003 High Low Class A & Class B
First Quarter $ 1773 $ 1026 $
Second Quarter 19.49 16.60
Third Quarter 19.50 15.99
Fourth Quarter 21.78 17.24 .05
Price of Class A Dividend Per Share
Common Stock Common Stock
Fiscal Year Ended August 28, 2004 High Low Class A & Class B
First Quarter $ 2777 $ 2055 $ .05
Second Quarter to January 8, 2004 28.30 25.00

On July 10, 2003, the board of directors instituted a policy of regular quarterly cash dividends to shareholders. The board of directors
established a quarterly dividend rate of $0.05 per share, or $0.20 per share annually. This policy is reviewed regularly by the board of directors.
The first dividend was paid on August 11, 2003 for approximately $3.3 million to shareholders of record at the close of business on July 31,
2003. On October 29, 2003 the board of directors approved a second dividend of $.05 per share which was paid on November 26, 2003 to
shareholders of record at the close of business on November 17, 2003. The dividend resulted in a payout of approximately $3.3 million based on
the number of shares then outstanding. On January 6, 2004 the Board of Directors approved an increase in the quarterly dividend rate to $.08 per
share. The $0.08 quarterly dividend is payable on January 30, 2004 to shareholders of record at the close of business on January 20, 2004. The
dividend will result in an anticipated quarterly payout of approximately $5.3 million based on the number of shares outstanding as of January 6,
2004. The provisions of the Company's revolving credit agreement limit the payment of dividends in each fiscal year to 50% of net income in
the immediately preceding fiscal year plus $10.0 million.

On January 8, 2004, the last reported sales price for MSC's Class A common stock on the NYSE was $27.30 per share.

The approximate number of holders of record of MSC's Class A common stock as of January 6, 2004 was 584. The number of holders of
record of MSC's Class B common stock as of January 6, 2004 was 14.
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SELECTED FINANCIAL INFORMATION

The following selected financial information is qualified by reference to, and should be read in conjunction with, the Company's
consolidated financial statements and the notes thereto incorporated by reference in the accompanying prospectus, and "Management's
Discussion and Analysis of Financial Condition and Results of Operations" included elsewhere in this prospectus supplement. The selected
consolidated income statement data for the thirteen week periods ended November 30, 2002 and November 29, 2003, and the selected
consolidated balance sheet data as of the last day of each of these periods are derived from the Company's unaudited consolidated interim
financial statements for those periods and have been prepared on a basis consistent with the audited consolidated financial statements and, in the
opinion of management, include all adjustments consisting only of normal recurring adjustments, necessary for a fair presentation of such data.
The results for the three month periods ended November 29, 2003 are not necessarily indicative of the results to be expected for a full year. The
selected consolidated income statement data for the fiscal years ended September 1, 2001, August 31, 2002 and August 30, 2003, and the
selected consolidated balance sheet data as of August 31, 2002 and August 30, 2003 are derived from MSC's audited consolidated financial
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statements which are incorporated by reference in the accompanying prospectus. The selected consolidated income statement data for the fiscal
year ended August 26, 2000 and the selected consolidated balance sheet data as of September 1, 2001 and August 26, 2000 are derived from
MSC's audited consolidated financial statements not included or incorporated by reference in this prospectus supplement or the accompanying
prospectus. The selected consolidated income statement data for the fiscal year ended August 28, 1999 and the selected consolidated balance
sheet data as August 28, 1999 are derived from MSC's unaudited consolidated financial statements not included or incorporated by reference in
this prospectus supplement or the accompanying prospectus.
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Fiscal Year Ended Fiscal Quarter Ended
August 28, August 26, September 1, August 31, August 30, November 30, November 29,
1999 2000 2001 2002 2003 2002 2003
(52 weeks) (52 weeks) (53 weeks) (52 weeks) (52 weeks) (13 weeks) (13 weeks)
(Unaudited) (In thousands, except per share data) (Unaudited) (Unaudited)
Consolidated
Income Statement
Data:
Net sales $ 683,420 $ 831,294 $ 869,231 $ 793,976 $ 844,663 $ 210,692 $ 222,761
Gross profit 288,936 333,692 375,140 346,160 379,698 94,517 100,260
Operating
expenses 211,875 251,665 288,744 286,185 296,760 74,147 73,369
Income from
operations 77,061 82,027 86,396 59,975 82,938 20,370 26,891
Income taxes 30,037 30,680 32,834 23,773 32,321 8,148 10,757
Net income 46,003 46,166 39,905 36,415 52,092 12,481 16,476
Net income per
common share:
Basic .69 .69 .59 .53 .78 .19 25
Diluted .67 .68 57 51 77 .19 24
Weighted average
common shares
outstanding:
Basic 67,056 67,215 68,198 68,918 66,537 66,513 66,004
Diluted 68,317 68,203 69,449 70,783 67,912 66,953 68,350
Selected Operating
Data:(1)
Active customers 254 292 315 329 343 334 345
Approximate
number of SKUs 370 410 460 500 530 532 550
Orders entered 3,429 3,703 3,985 3,721 3,777 938 972
Number of
publications
mailed 22,800 28,800 37,700 36,000 33,500 8,982 7,676
Number of
publication titles
(not in thousands) 90 100 105 98 91 25 25
Consolidated
Balance Sheet Data
(at period end):
Working capital $ 248,070 $ 290,829 $ 281,673 $ 299,260 $ 353,940 $ 313,990 $ 314,529
Total assets 514,384 576,609 553,317 562,948 618,970 576,811 644,308
Short-term debt 306 244 214 213 169 225 149
Long-term debt,
net of current
portion 69,468 68,398 1,517 1,308 1,132 1,248 1,097

8
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Fiscal Year Ended Fiscal Quarter Ended

Shareholders'
equity 356,492 415,805 466,143 474,679 510,355 484,967 535,183

ey

See "Management's Discussion and Analysis of Financial Condition and Results of Operations General."
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

General

Our objective is to become the preferred supplier of industrial products for companies throughout the United States. We intend to increase
sales to existing customers and diversify our customer base by:

Expanding next day ground delivery into new markets, targeting the circulation of our master catalog and our direct mail
campaign;

developing government and national account programs;

increasing the number of product lines and SKUs offered including generic and imported products;

continually developing technological innovations employing modern technologies to reduce our customers' costs and
utilizing extensive e-commerce capabilities, making it even easier and more appealing to do business with MSC;

maintaining excellent customer support service; and

increasing the productivity of our direct sales force.

In the future, we intend to take advantage of the additional products offered and our expanded distribution capabilities by further increasing
our direct marketing efforts; however, the costs associated with our direct marketing program will be incurred substantially in advance of
increased sales and may negatively impact operating margins in the short term. Such costs are expected to be offset, in part, by increases in
vendor funded co-op payments which will offset a portion of the catalog and mailing expenses. There can be no assurance that continued
expansion of our direct mail marketing program will result in new customers or an increase in sales from existing customers.

Results of Operations

The following table summarizes MSC's historical consolidated results of operations as a percentage of net sales for the three most recent
fiscal years and the most recent fiscal quarter.

Fiscal Year Ended Fiscal Quarter Ended
September 1, August 31, August 30, November 30, November 29,
2001* 2002 2003 2002 2003

Net sales (dollars in thousands) $ 869,231 $ 793,976 $ 844,663 $ 210,692 $ 222,761
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Fiscal Year Ended Fiscal Quarter Ended
Net sales 100.0% 100.0% 100.0% 100.0% 100.0%
Gross profit 43.2 43.6 45.0 44.9 45.0
Operating expenses 33.2 36.0 35.1 35.2 32.9
Income from operations 9.9 7.6 9.8 9.7 12.1
Net income 4.6 4.6 6.2 5.9 7.4

53 weeks.
Thirteen weeks ended November 29, 2003 and November 30, 2002

Net sales increased by $12.1 million, or 5.7%, to $222.8 million in the first quarter of fiscal 2004 from $210.7 million in the first quarter of
fiscal 2003. This increase was primarily the result of an increase in sales to existing customers and an increase in the number of active
customers. The number of active customers increased by 11,000 to approximately 345,000 from approximately 334,000 in the first quarter of
fiscal 2003.

S-7

Gross profit increased by $5.8 million, or 6.1%, to $100.3 million in the first quarter of fiscal 2004 from $94.5 million in the third quarter
of fiscal 2003. The increase in gross profit dollars was primarily the result of an increase in net sales as explained above. As a percentage of net
sales, gross profit remained relatively unchanged at 45.0% for the first quarter of fiscal 2004 as compared with the first quarter of fiscal 2003.

Operating expenses decreased by $0.7 million, or 1.0%, to $73.4 million in the first quarter of fiscal 2004 from $74.1 million in the first
quarter of fiscal 2003. The decrease in operating expenses in dollars was primarily the result of a decrease in depreciation expense and a
decrease in advertising expense due to planned reduction in mailings, mainly offset by an increase in freight expense due to an increase in net
sales as compared to the first quarter of fiscal 2003. As a percentage of net sales, operating expenses decreased from 35.2% to 32.9%, primarily
as a result of the distribution of fixed expenses over a larger revenue base as well as the dollar decrease in operating expenses. Operating
expenses in dollars may increase in the second quarter of fiscal 2004 due to hiring additional sales personnel and expected sales volume
increases.

Income from operations increased by $6.5 million, or 32.0%, to $26.9 million in the first quarter of fiscal 2004 from $20.4 million in the
first quarter of fiscal 2003. The increase in dollars was primarily attributable to the increase in net sales and decrease in operating expenses
described above. As a percentage of net sales, income from operations increased from 9.7% to 12.1%, primarily the result of the distribution of
fixed expenses over a larger revenue base as well as the dollar decrease in operating expenses as described above.

Interest income, net. Net interest income was $0.3 million for the first quarter of fiscal 2004 compared to $0.2 million for the first quarter
of fiscal 2003. The Company had more cash and investments in the first quarter of fiscal 2004, which was offset by lower interest rates.

Provision for income taxes. The effective tax rate was approximately 39.5% for the first quarter of fiscal 2004 and fiscal 2003,
respectively.

Net income increased by $4.0 million, or 32.0%, to $16.5 million in the first quarter of fiscal 2004 from $12.5 million in the first quarter of
fiscal 2003. This increase was primarily the result of the increase in income from operations as described above offset by higher provisions for
income taxes.

Fiscal Year Ended August 30, 2003 Compared to Fiscal Year Ended August 31, 2002

Net sales increased by $50.7 million, or 6.4%, to $844.7 million during fiscal 2003 from $794.0 million in fiscal 2002. This increase was
primarily the result of an increase in sales to existing customers and an increase in the number of active customers (which increased
approximately 4.2% in fiscal 2003, as compared to fiscal 2002).
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Gross profit increased by $33.5 million, or 9.7%, to $379.7 million during fiscal 2003 from $346.2 million in fiscal 2002. As a percentage
of net sales, gross profit increased from 43.6% to 45.0%.

The increase in gross profit as a percentage of net sales was the result of modest price increases, vendor rebates, continued favorable
product mix, favorable discounts obtained from vendors and the success of the Company's efforts to increase gross profit margins with new and
existing customers.

Operating expenses increased by $10.6 million, or 3.7%, to $296.8 million during fiscal 2003 from $286.2 million in fiscal 2002. The
increase in operating expenses in dollars was primarily the result of an increase in payroll and payroll related expenses due to annual salary
increases, increased medical and other benefit related costs offset by a decrease in the number of associates and an increase in freight expense as
compared to fiscal 2002. These increases were partially offset by a decrease in advertising expense primarily due to a planned reduction in the
number of publications mailed. As a
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percentage of net sales, operating expenses decreased from 36.0% to 35.1%, primarily as the result of the allocation of fixed expenses over a
larger revenue base.

Income from operations increased by $22.9 million, or 38.2%, to $82.9 million during fiscal 2003 from $60.0 million in fiscal 2002. The
increase was primarily attributable to an increase in gross profit margin, offset in part by an increase in operating expenses.

Interest income, net increased by $0.4 million to $1.4 million in fiscal 2003 from $1.0 million in fiscal 2002. The increase in net interest
income is a result of more invested cash, partially offset by lower interest rates.

Provision for income taxes. The effective tax rate was approximately 38.3% and 39.5% for fiscal 2003 and fiscal 2002, respectively. The
decrease in the effective tax rate is primarily a result of charitable contributions made during fiscal 2003. Excluding the effect of these
contributions, the effective tax rate is approximately 39.8% and 39.5% for fiscal 2003 and fiscal 2002, respectively.

Net income. Net income increased by $15.7 million, or 43.1%, to $52.1 million in fiscal 2003 from $36.4 million in fiscal 2002. The
factors which affected net income have been discussed above. Diluted earnings per share increased to $.77 for fiscal 2003 from $.51 for fiscal
2002. This is the result of the increase in net income in fiscal 2003 and a decrease in the diluted weighted average shares primarily due to the
repurchase of the Company's outstanding Class A stock which is now reflected as treasury stock.

Fiscal Year Ended August 31, 2002 Compared to Fiscal Year Ended September 1, 2001

Net sales decreased by $75.2 million, or 8.7%, to $794.0 million during fiscal 2002 from $869.2 million in fiscal 2001. This decrease was
primarily attributable to a decline in sales to existing customers who were negatively affected by weakness in the industrial sector, the events of
September 11" and the inclusion of an extra week in fiscal 2001, (the Company's fiscal years contain either 52 or 53 weeks). Average daily sales
declined slightly in fiscal 2002 as compared to fiscal 2001.

Gross profit decreased by $28.9 million, or 7.7%, to $346.2 million during fiscal 2002 from $375.1 million in fiscal 2001. The dollar
decrease in gross profit was due to the aforementioned net sales reduction. As a percentage of net sales, gross profit increased from 43.2% to
43.6%, primarily as a result of a favorable change in selling price product mix and the success of the Company's efforts to increase gross profit
margins with new and existing customers.

Operating expenses decreased by $2.5 million, or 0.9%, to $286.2 million during fiscal 2002 from $288.7 million in fiscal 2001. The
decrease in operating expenses in dollars was a result of decreased amortization of goodwill expense, cost reduction programs initiated in fiscal
2002 and a decline in volume related variable expenses. These expenses were partially offset by the increase in payroll and benefit related costs
as compared to fiscal 2001. In addition fiscal 2001 had contained 53 weeks of operating expenses, as discussed above. As a percentage of net
sales, operating expenses increased from 33.2% to 36.0%, primarily the result of the distribution of fixed expenses over a relatively lower net
sales base. Effective at the beginning of fiscal 2002, the Company adopted SFAS No. 142. In accordance with this standard, amortization
expense on goodwill in the amount of approximately $1.8 million was not required to be recorded and is not included in operating expense in
fiscal 2002 as compared to the amount recorded in fiscal 2001.

Income from operations decreased by $26.4 million, or 30.6%, to $60.0 million during fiscal 2002 from $86.4 million in fiscal 2001. The
decrease was primarily attributable to the decrease in net sales described above, although results were favorably impacted by the increased gross
profit margins described above.
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Interest income (expense), net. Net interest income was $1.0 million in fiscal 2002 compared to net interest expense of $3.5 million in
fiscal 2001. The change from net interest expense to net interest income reflects the Company's repayment of almost all of its outstanding debt
during fiscal 2001. As a result, the Company now has net interest income in fiscal 2002, resulting from invested cash and cash equivalents.

Provision for impairment in carrying value of investments. In fiscal years 2002 and 2001, the Company recorded an impairment charge
of $0.7 million and $10.3 million, respectively, related to the impairment of the Company's minority investments in several online MRO
businesses. There is no remaining net carrying value of these investments as of August 31, 2002.

Provision for income taxes. The effective tax rate was approximately 39.5% and 45.1% for fiscal 2002 and fiscal 2001, respectively. The
decrease in the effective tax rate is a direct result of limited tax benefits from the Internet investment impairment charge recorded in fiscal 2001.
Excluding the effect of this impairment charge, the effective tax rate is approximately 39.5% and 40.0% for fiscal 2002 and fiscal 2001,
respectively.

Net income. Net income decreased by $3.5 million, or 8.8%, to $36.4 million in fiscal 2002 from $39.9 million in fiscal 2001. Diluted
earning per share were $.51 and $.57 for fiscal 2002 and fiscal 2001, respectively. Without taking into account the impairment charge recorded
on the Company's minority investment in several online MRO businesses net income would have been $36.8 million or $.52 per diluted share in
fiscal 2002 as compared to $49.8 million or $.72 per diluted share in fiscal 2001. The factors which affected net income and diluted earnings per
share have been discussed above.

Quarterly Results and Seasonality

The following table sets forth unaudited financial data for each of MSC's last nine fiscal quarters.

Year Ended
August 28,
Year Ended August 31, 2002 Year Ended August 30, 2003 2004
First Second Third Fourth First Second Third Fourth First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
(Dollars in thousands)
(Unaudited)
Consolidated
Income
Statement Data:
Net sales $ 188,852 $ 194,791 $ 208,592 $ 201,741 $ 210,692 $ 209,633 $ 215571 $ 208,767 $ 222,761
Gross profit 82,268 85,117 90,704 88,071 94,517 94,962 96,862 93,357 100,260
Income from
operations 12,928 13,730 17,991 15,326 20,370 20,018 20,947 21,603 26,891
Net income 7,932 8,477 11,054 8,952 12,481 12,752 13,168 13,691 16,476
Net income per
share:
Basic 12 A2 .16 13 .19 .19 .20 21 25
Diluted 11 12 .15 13 .19 .19 .19 .20 24

We have generally experienced slightly lower sales volumes during the summer months, and we expect this trend to continue in the foreseeable
future. As a result, net income in the fourth fiscal quarter is historically somewhat lower than in the third fiscal quarter, due largely to the
continuation of our fixed costs during slower sales periods.

Liquidity and Capital Resources

Our primary capital needs have been to fund the working capital requirements necessitated by our sales growth, adding new products, and
facilities expansions. Our primary sources of financing have been cash generated from operations, supplemented by bank borrowings under our

12



Edgar Filing: MSC INDUSTRIAL DIRECT CO INC - Form 424B3

credit facility. Working capital increased from $299.3 million in fiscal 2002 to $353.9 million in fiscal 2003. This is
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primarily the result of the increase in cash and cash equivalents from $60.0 million in fiscal 2002 to $114.3 million in fiscal 2003. Working
Capital was $314.5 million at November 29, 2003, representing a decrease of $39.4 million as compared to the fiscal 2003 balance. This
decrease is primarily the result of the classification of investments of $68.2 million in available-for-sale securities as non-current assets because
their original maturities are greater than one year. A significant portion of these securities bear interest at rates that are reset at their applicable
interest rates at regular intervals. Taken as a whole, cash, cash equivalents and all marketable securities increased by approximately

$19.5 million from $114.3 million at August 30, 2003 to $133.8 million at November 29, 2003. We anticipate cash flows from operations,
available cash resources and available lines of credit will be adequate to support our operations for the next 12 months. Total assets increased
from $562.9 million in fiscal 2002 to $619.0 million in fiscal 2003.

Under the terms of the credit facility, the maximum permitted borrowings are $110.0 million under an unsecured revolving credit
agreement. Interest on amounts borrowed may be paid at a rate per annum equal to the bank's base rate (4.0% at August 30, 2003 and
November 29, 2003) or, alternatively, at the bankers' acceptance rate or LIBOR rate plus margins, which vary from per annum based on the ratio
of total liabilities to effective net worth, or bid note rate. This credit facility contains certain covenants limiting mergers, use of proceeds,
indebtedness, liens, investments, sales of assets, acquisitions, and payment of dividends. This credit facility also contains certain standard
financial covenants. As of August 30, 2003 and November 29, 2003, the Company had no outstanding borrowings under this agreement and was
in compliance with all financial covenants.

Net cash provided by operating activities for the fiscal years ended August 30, 2003 and August 31, 2002 was $83.7 million and
$84.9 million respectively. The decrease of approximately $1.2 million in net cash provided from operations resulted from investment in
working capital to support an increase in net sales, principally offset by fluctuations in net deferred tax liabilities and higher net income. Net
cash provided by operating activities for the thirteen week periods ended November 29, 2003 and November 30, 2002 was $13.9 million and
$10.1 million, respectively. The increase of approximately $3.8 million in net cash provided by operations resulted primarily from an increase in
net income.

Net cash used in investing activities for the fiscal years ended August 30, 2003 and August 31, 2002 were $9.6 million and $7.8 million,
respectively. The net usage of cash in fiscal 2003 and fiscal 2002 were primarily attributable to expenditures for property, plant and equipment.
Net cash used in investing activities for the thirteen week periods ended November 29, 2003 and November 30, 2002 was $73.4 million and
$2.3 million, respectively. The increase in the usage of cash is a result of the Company's decision to in invest approximately $71.2 million in
available-for-sale securities during the first three months of fiscal 2004.

Net cash used in financing activities for the fiscal years ended August 30, 2003 and August 31, 2002 were $19.7 million and $29.5 million,
respectively. The decrease of approximately $9.8 million in net cash used in financing activities for fiscal 2003 was attributable to the reduction
in purchases of Class A treasury stock, partially offset by the quarterly cash dividend paid to shareholders and lower proceeds from the exercise
of common stock options.

Net cash provided by financing activities for the thirteen week period ended November 29, 2003 was $7.8 million and net cash used in
financing activities for the thirteen week period ended November 30, 2002 was $2.6 million. The net cash provided by financing activities for
the first thirteen weeks of fiscal 2004 was primarily attributable to the proceeds received from the exercise of Class A common stock options
principally offset by the payment of the quarterly cash dividend on Class A common stock outstanding. The net cash used in financing activities
for the first thirteen weeks of fiscal 2003 was primarily attributable to the purchase of Class A common stock for the treasury.

On September 26, 2002, the board of directors approved the replenishment of the Company's share buyback program, which authorized the
repurchase of up to 5 million shares of Class A common

stock on the open market. The stock repurchase plan allows the Company to repurchase shares at any time and in any increments it deems
appropriate. In fiscal 2003 the Company repurchased 1.3 million shares in the open market at a total cost of approximately $22.6 million, of this
amount 1.0 million shares were repurchased in the fourth quarter at a total cost of approximately $19.6 million. The Company reissued
approximately 82,000 shares of treasury stock during fiscal 2003 to fund the associate stock purchase plan. The Company currently anticipates
that it may make further repurchases based upon market conditions. The Company has adequate cash reserves to fund such future repurchases.
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On July 10, 2003, the board of directors instituted a policy of regular quarterly cash dividends to shareholders at the rate of $0.05 per share,
or $0.20 per share annually. The first dividend was paid on August 11, 2003 for approximately $3.3 million to shareholders of record at the close
of business on July 31, 2003. On October 29, 2003 the board of directors approved a second dividend of $.05 per share which was paid on
November 26, 2003 to shareholders of record at the close of business on November 17, 2003. The dividend resulted in a payout of
approximately $3.3 million based on the number of shares then outstanding. On January 6, 2004 the board of directors approved an increase in
the quarterly dividend rate to $.08 per share. The dividend is payable on January 30, 2004 to shareholders of record on January 20, 2004. The
dividend will result in an anticipated quarterly payout of approximately $5.3 million based on the number of shares outstanding as of January 6,
2004. The provisions of the Company's revolving credit agreement limit the payment of dividends in each fiscal year to 50% of net income in
the immediately preceding fiscal year plus $10.0 million.

Related Party Transactions

The Company is affiliated with various real estate entities (together, the "Affiliates") which are owned primarily by the Company's
principal shareholders. The Company paid rent under operating leases to Affiliates for fiscal 2003, 2002, and 2001 of approximately
$1.9 million, $1.7 million and $1.7 million, respectively and $0.4 million for the first quarter of fiscal 2004. In the opinion of the Company's
management, based on its market research, the leases with Affiliates are on terms which approximate fair market value. See "Contractual
Obligations" below for discussion of related-party transactions with the various real estate entities.

Contractual Obligations

Certain of the operations of the Company are conducted on leased premises, some of which are leased from Affiliates. The leases (most of
which require the Company to provide for the payment of real estate taxes, insurance and other operating costs) are for varying periods, the
longest extending to the year 2023. In addition, the Company is obligated under certain equipment and automobile operating leases, which
expire on varying dates through 2007. At August 30, 2003, approximate minimum annual rentals on such leases are as follows (in thousands):

Total
(Including

Related Party Related Party

Fiscal Year Commitments) Commitments
2004 $ 5,887 $ 1,859
2005 4,355 1,797
2006 3,762 1,797
2007 2,426 1,808
2008 2,045 1,803
Thereafter 26,726 26,400
$ 45201 $ 35,464

Since August 30, 2003 there has been no material change in these obligations.
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Management's Discussion and Analysis of Critical Accounting Policies and Estimates

On an on-going basis, the Company evaluates its estimates, including those related to bad debts, inventories, goodwill, contingencies and
litigation. The Company bases its estimates on historical experience and on various other assumptions that are believed to be reasonable under
the circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily
apparent from other sources. Actual results may differ from these estimates.

Concentrations of Credit Risk

The Company's mix of receivables is diverse, with approximately 345,000 combined active customer accounts defined as customers who
have purchased from MSC in the preceding twelve months. The Company sells its products primarily to end-users. The Company performs
periodic credit evaluations of its customers' financial condition and collateral is not required. Receivables are generally due within 30 days. The
Company evaluates the collectibility of accounts receivable based on numerous factors, including past transaction history with customers and
their credit-worthiness. Initially, the Company estimates an allowance for doubtful accounts as a percentage of net sales based on historical bad
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debt experience. This estimate is periodically adjusted when the Company becomes aware of a specific customer's inability to meet its financial
obligations (e.g. bankruptcy, etc.), or as a result of changes in the overall aging of accounts receivable.

The Company maintains the majority of its cash, cash equivalents, municipal notes and bonds and corporate bonds with high quality
financial institutions. Deposits held with banks may exceed insurance limits. These deposits may be redeemed upon demand and therefore bear
minimal risk.

Available-for-Sale Securities

Management determines the appropriate classification of securities at the time of purchase and reevaluates such designation as of each
balance sheet date. All securities are classified as available-for-sale securities. Available-for-sale securities are carried at fair value, with the
unrealized gains and losses, net of tax, reported as a separate component of shareholders' equity. The amortized cost of debt securities in this
category is adjusted for amortization of premiums and accretion of discounts to maturity. Such amortization is included in interest income.
Realized gains and losses, interest and dividends and declines in value judged to be other-than-temporary on available-for-sale securities are
included in interest income. The cost of securities sold is based on the specific identification method.

Inventory Valuation

Inventories consist of merchandise held for resale and are stated at the lower of weighted average cost (using the first-in, first-out method)
or market. Management evaluates the need to record adjustments for impairment of inventory on a quarterly basis. Slow moving inventory,
obsolete inventory or inventory in excess of management's estimated usage is written-down, using historical data and reasonable assumptions, to
its estimated market value, if less than its cost. Inherent in the estimates of market value are management's estimates related to customer
demand, technological and/or market obsolescence, possible alternative uses and ultimate realization of excess inventory.

Deferred Catalog Costs
The costs of producing and distributing the Company's principal catalogs are deferred ($11.2 million, $14.2 million and $14.0 million at
November 29, 2003, August 30, 2003 and August 31, 2002, respectively) and included in other assets in the Company's consolidated balance

sheets in accordance with SOP 93-7, "Reporting on Advertising Costs." These costs are charged to expense over the period that the catalogs
remain the most current source of sales, which period is typically one year
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or less. The costs associated with brochures and catalog supplements are charged to expense as distributed.
Revenue Recognition

The Company recognizes revenue upon shipment of products to its customers. The Company reports its sales net of the amount of actual
sales returns and the amount of reserves established for anticipated sales returns based upon historical return rates.

Recently Issued Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46 ("FIN 46"), "Consolidation of Variable Interest Entities", which clarifies the
application of Accounting Research Bulletin No. 51, "Consolidated Financial Statements", relating to consolidation of certain entities. First, FIN
46 requires identification of the Company's participation in variable interests entities ("VIE"), which are defined as entities with a level of
invested equity that is not sufficient to fund future activities to permit them to operate on a standalone basis, or whose equity holders lack certain
characteristics of a controlling financial interest. Then, for entities identified as VIE, FIN 46 sets forth a model to evaluate potential
consolidation based on an assessment of which party to the VIE, if any, bears a majority of the exposure to its expected losses, or stands to gain
from a majority of its expected returns. FIN 46 also sets forth certain disclosures regarding interests in VIE that are deemed significant, even if
consolidation is not required. The standard is effective during the first quarter of fiscal 2004. The adoption of this standard is not anticipated to
have a material impact on the Company's consolidated financial statements.
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BUSINESS

MSC Industrial Direct Co., Inc. (together with its consolidated subsidiaries, "MSC" or the "Company" or "we") is one of the largest direct
marketers of a broad range of industrial products to industrial customers throughout the United States. We distribute a full line of industrial
products intended to satisfy our customers' maintenance, repair and operations ("MRQO") supplies requirements. We offer over 500,000
stock-keeping units ("SKUs") through our master catalogs, weekly, monthly and quarterly specialty and promotional catalogs, newspapers and
brochures and service our customers from approximately 90 branch offices and four distribution centers. Most of our products are carried in
stock, and orders for these in-stock products are typically fulfilled the day on which the order is received.

Our business strategy is to provide an integrated, low cost solution to the purchasing, management and administration of our customers'
MRO needs. We believe we add value to our customers' purchases by reducing their total MRO supplies costs, taking into account both the
direct cost of products and the administrative, personnel and financial cost of obtaining and maintaining MRO supplies. We try to achieve this
reduction in MRO supplies costs in the following manner:

Our extensive product offerings allow customers to reduce the administrative burden of dealing with many suppliers for their
MRO needs.

We guarantee same-day shipping of our core business products, which enables our customers to reduce their inventory
investment and carrying costs.

We consolidate multiple purchases into a single order, provide a single invoice relating to multiple purchases over varying
periods of time and offer direct shipments to specific departments and personnel within a single facility or multiple facilities,
allowing our customers to reduce administrative paperwork, costs of shipping and personnel costs related to internal
distribution and purchase order management.

We have extensive E-commerce abilities that enable our customers to lower their procurement costs. This includes many
features such as swift search and transaction abilities, access to real time inventory, customer specific pricing, workflow
management tools and other features. We can also interface directly with many purchasing portals such as ARIBA and
[-Procure. In addition we offer Vendor Managed Inventory ("VMI") systems that can lower customers' inventory investment,
reduce sourcing costs and out of stock situations and increase business efficiency.

Our customers include a wide range of purchasers of industrial supply products, from one-person machine shops to Fortune 1000
companies, to government agencies including the United States Postal Service ("USPS"). Our core business focuses on selling relatively higher
margin, lower volume products and had an average order size of approximately $224 in fiscal 2003 and $229 for the first quarter of fiscal 2004.
We have in excess of 345,000 combined active customers (companies that have purchased at least one item during the past 12 months). Our
customers select desired products from MSC's various publications and place their orders by telephone, the Internet, direct computer link or
facsimile.

We operate primarily in the United States, with customers in all 50 states, through a network of four regional distribution centers and
approximately 90 branch offices. MSC's distribution centers are located near Harrisburg, Pennsylvania; Atlanta, Georgia; Elkhart, Indiana and
Reno, Nevada. The strategic locations of MSC's distribution centers allow for next day ground delivery via low cost ground carriers in 36 states.
Our experience has been that areas accessible by next day ground delivery generate significantly greater sales than areas where next day ground
delivery is not available. Accordingly, our long-term strategy is to expand our geographic coverage of next day ground delivery throughout the
continental United States which at some point in the future may require the expansion of existing facilities or the opening of new facilities.
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Business Strategy

Our business strategy is to reduce our customers' total cost of procurement for obtaining and maintaining MRO supplies. The strategy
includes the following key elements:
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a broad selection of in-stock products;

offering both name brand and generic products;

prompt response and same-day shipping;

superior, value-added customer service;

competitive pricing;

targeted direct mail marketing; and

a commitment to technological innovation.

Broad Selection of Products. We believe that our ability to offer customers a broad spectrum of brand name and generic MRO products
and a "good-better-best" product selection alternative has been critical to our success. We offer similar products with varying degrees of name
recognition, quality and price, thus permitting the customer to choose the appropriate product based on cost, quality and the customer's specific
needs. Our customers are increasingly purchasing from fewer suppliers to reduce the administrative burden of ordering from multiple suppliers.
By offering for sale over 500,000 products, most of which generally are in stock and available for immediate shipment, we aim to provide a
broad range of merchandise in order to become our customers' preferred supplier of MRO products.

Same-Day Shipping. Our guaranteed same-day shipping of products results in delivery the next day or second day for customers in most
of the continental United States. This prompt delivery allows customers to reduce the administrative burden of dealing with many suppliers and
reduces their inventory investment and carrying costs. We fulfill our same-day shipment guarantee more than 99% of the time. Our experience
has been that areas accessible by next day ground delivery will generate significantly greater sales than areas where next day ground delivery is
not available. The strategic locations of our distribution centers allow next day ground delivery via low cost ground carriers in 36 states.

Superior Customer Service. Customer service is a key element in becoming a customer's preferred provider of MRO supplies. Our
commitment to customer service is demonstrated by our investment in sophisticated information systems and extensive training of our
associates. Utilizing our proprietary customer support software, our in-bound sales representatives implement the "one call does it all"
philosophy. In-bound sales representatives are able to inform customers on a real time basis of the availability of a product, recommend
substitute products, verify credit information, receive special, custom or manufacturer direct orders, cross-check inventory items using customer
product codes previously entered into our information systems and arrange technical assistance. We believe that our simple, one-call method of
fulfilling all purchasing needs of a customer through highly-trained customer service representatives, supported by our proprietary information
systems, results in greater efficiency for customers and increased customer satisfaction. To complement our customer service, we seek to ease
the administrative burdens on our customers by offering customized billing services, customer savings reports and other customized report
features, electronic data interchange ordering, e-commerce capabilities, bulk discounts and stocking of specialty items specifically requested by
customers.

Targeted Direct Mail Marketing Strategy. One of our tools for marketing and product reference are the annual master catalogs used to
showcase over 500,000 items. In fiscal 2003, our master catalogs were supplemented by 91 specialty and promotional catalogs and brochures
covering such specialty areas as cutting tools, measuring instruments, tooling components and maintenance and repair,
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industrial supply, and hose and tubing. We use our database of approximately 1.5 million companies with 1.9 million individual contacts, and
also purchase mailing lists of prospective customers, to target the distribution of these various publications to specific individuals within an
organization whose purchasing history or other criteria suggest receptiveness to mailings of specific publication titles. The use of specialty and
promotional publications, which are produced in-house, has resulted in increased productivity through lower costs, increased response rates and
more efficient use of advertising space. MSC's publication circulation decreased from 37.7 million in fiscal 2001 to approximately 33.5 million
in fiscal 2003. This planned decrease in mailings is in line with our continuing strategy to increase the productivity of our direct marketing
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efforts and increase overall return on advertising dollars spent.

Commitment to Technological Innovation. We take advantage of technological innovations to support growth, improve customer service
and to reduce our operating costs through more effective buying practices, automated inventory replenishment and efficient order fulfillment
operations. MSC's proprietary software tracks all of the SKUs (over 500,000) and enables the customer and the sales representatives to
determine the availability of products in stock on a real-time basis and to evaluate alternative products and pricing. MSC's website
MSCDirect.com is a searchable on-line catalog with electronic ordering capabilities designed to take advantage of the opportunities created by
Internet commerce. The MSCDirect.com site offers a broad array of products, services, workflow management tools and related information to
meet the needs of customers seeking to reduce process costs through Internet e-commerce-enabled solutions. For those customers who do not
have internet access, we continue to offer our Customer Direct Access Plus System which allows a customer to order products directly, set
purchase limits for particular buyers, run customized reports of purchasing history and select from a variety of billing options. Our information
systems have been designed to enhance inventory management and turnover, customer service and cost reduction for both MSC and our
customers. In addition to internal and customer information systems, we continually upgrade our distribution methods and systems to improve
productivity and efficiency. We also provide a comprehensive EDI ordering system to support our customer based purchase order processing.
We have recently introduced our Vendor Managed Inventory ("VMI") system. Each bin item in the customer's on site stockroom is bar coded
and scanned into our VMI system. The customer monitors the inventory levels and replenishes any item simply by scanning the bar code. The
order is then electronically downloaded into our Sales Order Entry system thereby enabling the customer to lower their procurement costs and
maintain lower inventory levels.

Growth Strategy

Our objective is to become the preferred supplier of industrial products for companies throughout the United States. We intend to increase
sales to existing customers and diversify our customer base by:

expanding next day ground delivery into new markets;

targeting the circulation of the master catalog and our direct mail campaign;

developing government and national account programs;

increasing the number of product lines and SKUs offered including generic and imported products;

continually developing technological innovations employing modern technologies to reduce our customers' costs and
utilizing extensive e-commerce capabilities, making it even easier and more appealing to do business with MSC;

maintaining excellent customer support service; and

increasing the productivity of our direct sales force.
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Expanding next day ground delivery. Our experience has been that sales in areas accessible by next day ground delivery are significantly
greater than in areas with second day delivery. Accordingly, our long-term goal is to expand our geographic coverage of next day ground
delivery throughout the United States, which at some point in the future may require the expansion of existing facilities or the opening of new
facilities.

Targeted circulation of our master catalog and direct mail campaign. 'We have accumulated a buyer database of approximately
1.5 million companies with 1.9 million individual contacts, and industry expertise within specific markets. We utilize empirical information
from this database to prospect for new customers, thereby increasing the circulation of our master catalogs. We supplement our master catalogs
with direct mailings of specialty and promotional publications to further increase customer response and product purchases. Industry specific
expertise is used to target customer growth areas and focus sales and marketing campaigns.
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Develop Government and National Account Programs. The Company has developed internal government and national account
programs to meet the specific needs of these types of customers. We believe that significant growth opportunities exist within these segments
and that they are an integral part of our customer diversification program. This allocation of resources will allow the Company to better support
these customers, expand our customer acquisition activities and is a key component of our overall growth strategy.

Increasing the Number of Product Lines and SKUs. We believe that continuing to increase the breadth of our product line and providing
high levels of customer service are effective methods of increasing sales to current customers and attracting new customers. By expanding the
product lines and SKUs offered within existing product categories, we seek to satisfy an increasing percentage of the supplies purchases of our
customers and to attract new customers. To continue to provide a diverse product line and maintain profit margins in our competitive market
place, the Company has sought out vendors to supply higher margin generic and imported products. In fiscal 2003, we added approximately
30,000 SKUs, which is the net result of new SKU additions reduced by deletions of older slow moving SKU items, and currently have over
500,000 SKUs in total. We generally add SKUSs in response to the feedback we receive from our existing customers.

E-commerce capabilities. MSCDirect.com is a proprietary business-to-business horizontal marketplace serving the industrial market that
offers customers full access to our catalog, and all orders placed online at MSCDirect.com are backed by our same-day shipping guarantee.
MSCDirect.com utilizes the same highly trained sales force and support services as MSC's traditional business, emphasizing MSC's values of
placing customers needs first. It is available 24 hours a day, seven days a week providing real-time inventory availability, superior search
capabilities, on-line bill payment, delivery tracking status and a number of other enhancements including work flow management tools. The
user-friendly search engine allows customers to order by description, vendor or brand. We believe MSCDirect.com is a key component of our
strategy to reduce customers' MRO transaction costs and internal requisition time. The site also allows customers to control which of their staff
are entitled to purchase products online, how much they are entitled to spend and which staff require secondary approval. The process is fully
automated and integrated into our back-end systems. Most orders move directly from the customers' desktop to the distribution center floor,
removing human error, reducing handling costs and speeding up the transaction flow. MSC continues to evaluate our site and solicit customer
feedback, making on-going improvements targeted at allowing MSCDirect.com to remain one of the premier sites in its marketplace. Our
MSCDirect.com marketing campaign continued in fiscal year 2003 to raise awareness and drive volume to the website. MSCDirect.com
generated revenue of more than $90 million in fiscal year 2003, a 49% increase over the prior year.

Maintain Excellent Customer Support Service. Our goal is to anticipate a customer's service needs. We are continuing to proactively
expand the services that we provide, and respond to and build
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programs at customer requests. Our "one call does it all" philosophy continues to be the cornerstone of our service model even as the complexity
of the needs of our customers continues to grow. This focus on our customers' needs provide a market differentiator, which enables us to retain
existing customers and grow our customer base.

Increasing the productivity of our direct sales force. We believe that improving sales force productivity can have a positive effect on our
sales per customer. The focus is to enable our sales force to spend more time with our customers and provide increased support during the MRO
purchasing process thereby capturing more of their MRO spend.

Our principal executive offices are located at 75 Maxess Road, Melville, New York 11747 and our telephone number is (516) 812-2000.

S-19
MANAGEMENT
Directors
The following individuals are the directors of the Company.
Name of Director Principal Occupation Age Director Since
Mitchell Jacobson Chairman of the Board of Directors and Chief 52 October 1995

Executive Officer of the Company
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Name of Director Principal Occupation Age Director Since

David Sandler President and Chief Operating Officer of the 46 June 1999
Company

Charles Boehlke Executive Vice President and Chief Financial 48 January 2001
Officer of the Company

Roger Fradin President and Chief Executive Officer 50 July 1998
Automation and Control Products of Honeywell
International

Denis Kelly Partner of Scura, Rise & Partners LLC 54 April 1996

Raymond Langton Co-founder and Chief Executive Officer of 59 July 1997
SKM Applied Tech Products

Philip Peller Business Consultant; Retired Partner of Arthur 64 April 2000
Andersen LLP

Mitchell Jacobson was appointed Chairman of the Board of Directors of the Company in January 1998. Mr. Jacobson was appointed Chief
Executive Officer of the Company upon its formation in October 1995 and also served as President from its formation until November 3, 2003.
Mr. Jacobson has also been Chief Executive Officer of Sid Tool Co., Inc., a wholly-owned and the principal operating subsidiary of the
Company (the "Operating Subsidiary") since June 1982 and President from June 1982 to November 2003.

David Sandler was promoted to Executive Vice President of the Company in June 1999, appointed Chief Operating Officer of the
Company in November 2000, and appointed President of the Company in November 2003. From September 1998 to June 1999, he served as
Senior Vice President of Administration of the Company. From September 1997 to September 1998, Mr. Sandler was the Senior Vice President
of Information Systems and Human Resources of the Company. From September 1996 to September 1997, Mr. Sandler served as the Vice
President of Information Systems and Business Development of the Company. From 1995 to 1996, Mr. Sandler was the Director of Business
Development of the Company. From 1993 to 1995, Mr. Sandler was the Director of Product Management and Purchasing of the Operating
Subsidiary.

Charles Boehlke was appointed Chief Financial Officer and Senior Vice President of the Company in June 2000 and was promoted to
Executive Vice President of the Company in January 2003. From April 1996 to April 2000, Mr. Boehlke was the Vice President of Finance for
North America operations at Arrow Electronics, Inc. From January 1994 to April 1996, Mr. Boehlke was the Chief Financial Officer of Black &
Decker Mexico.

Roger Fradin is the President and Chief Executive Officer of Automation and Control Products division of Honeywell International, as of
June 2002. From 2000 until June 2002, Mr. Fradin was President of the Security and Fire Solutions Division at Honeywell, Inc. From 1987 until
2000, Mr. Fradin was the President of the ADEMCO Group.

Denis Kelly is a Partner of Scura, Rise & Partners LLC (a private investment banking firm), a position he has held since 2001. From
July 1993 until 2001, Mr. Kelly was a Managing Director of
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Prudential Securities Incorporated. Before July 1993, Mr. Kelly was President of Denbrook Capital Corporation. Mr. Kelly is also a director and
member of the audit committee of Kenneth Cole Productions, Inc.

Raymond Langton is the Co-founder and Chief Executive Officer of SKM Applied Tech Products, a leveraged buy-out firm. From 1995 to
February 1997, Mr. Langton was the President and Chief Executive Officer of Chicago Rawhide Worldwide, a manufacturer of sealing devices
and subsidiary of SKF USA Inc. (itself a subsidiary of AB SKF of Sweden, a manufacturer of sealing devices and ball bearings). From 1991 to
1995, Mr. Langton was President and Chief Executive Officer of SKF North America, a manufacturer of ball bearings and subsidiary of SKF
USA, Inc. Mr. Langton is also a director of Berwind Corp. and the Superior Group, both of which are privately held companies.

Philip Peller is a business consultant. Mr. Peller was a partner of Andersen Worldwide S.C. and Arthur Andersen LLP from 1970 until his
retirement in 1999. Mr. Peller served as Managing Partner of Practice Protection and Partner Affairs for Andersen Worldwide S.C. from 1998 to
1999, and as Managing Partner of Practice Protection from 1996 to 1998. Mr. Peller also served as the Managing Director Quality, Risk
Management and Professional Competence for Arthur Andersen's global audit practice.

Executive Officers
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The following individuals are the executive officers of the Company.

Executive Officer
Name of Officer Position Age Since

Mitchell Jacobson Chairman of the Board of Directors and Chief 52 October 1995
Executive Officer of the Company

David Sandler President and Chief Operating Officer of the 46 January 1998
Company

Charles Boehlke Executive Vice President and Chief Financial 48 June 2000
Officer of the Company

James Schroeder Senior Vice President of Logistics of the 63 October 1995
Company

Shelley Boxer Vice President of Finance of the Company 56 October 1995

Thomas Eccleston Vice President of Plant and Equipment and 55 October 1995
Secretary

Thomas Cox Senior Vice President of Sales 43 June 2000

Ross Anker Senior Vice President of Product Management 40 September 2001

and Information Systems
James Schroeder, a director of the Company from inception to January 2004, was appointed Senior Vice President of Logistics of the
Company in August 1997. From October 1995 to August 1997, Mr. Schroeder served as Vice President of Logistics of the Company. From 1995
to January 1998, Mr. Schroeder also served as Chief Operating Officer of the Company. Mr. Schroeder has also been Vice President of Logistics
of the Operating Subsidiary since 1986.

Shelley Boxer, a director of the Company from inception to January 2004, was appointed Vice President of Finance of the Company in
June 2000. Mr. Boxer was the Vice President and Chief Financial Officer of the Company from its formation in October 1995 until June 2000.
From June 1993 to October 1995, Mr. Boxer also served as Chief Financial Officer of the Operating Subsidiary.
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Mr. Boxer was the Vice President and Chief Financial Officer of Joyce International, Inc., a distribution and manufacturing company, from 1992
to 1993. From 1987 to 1992, Mr. Boxer was the Executive Vice President and Chief Financial Officer of Kinney Systems, Inc., an automobile
parking facility and real estate company.

Thomas Eccleston was appointed Vice President of Plant and Equipment and Secretary of the Company upon its formation in
October 1995. Mr. Eccleston has also served as the Vice President of Plant and Equipment of the Operating Subsidiary since 1986.

Thomas Cox was appointed Senior Vice President of Sales of the Company in April 2000. From September 1999 to April 2000, Mr. Cox
was Vice President of Sales for the North Region of the Company. From January 1998 to September 1999, Mr. Cox served as Regional Manager
for the Midwest Region of the Company. From September 1997 to January 1998, Mr. Cox served as Director of Business Development for the
Company. From 1995 to 1997, Mr. Cox was President of Mailnet Inc., an international delivery company.

Ross Anker was appointed Senior Vice President of Product Management and Information Systems in September 2001. From November of
1996 to September 2001, Mr. Anker was Chief Information Officer of the Company. Prior to joining the Company, Mr. Anker was President and
founder of a consulting company based in Cleveland, Ohio.
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SELLING SHAREHOLDERS

Beneficial Ownership and Other Information

The following tables set forth information, as of January 6, 2004 with respect to the shares of common stock beneficially owned by the

selling shareholders:

Amount & Nature of Beneficial Ownership

Prior to Offering
Class A Class B Combined % Combined %
Shares Beneficially Ownership Ownership
Owned After Offering Prior to Offering After Offering
Shares
% of % of  Being
Shares Class Shares Class  Offered Class A Class B Economic(l1) Voting(2) Economic(l) Voting(2)
Mitchell
Jacobson(3) 1,013,647(4)(5) 2.9 15,290,557(6) 47.9  800,000(7) 659,097(4) 14,667,832 24.4 434 22.9 48.6
Marjorie
Gershwind(3) 906,302(4)(8) 2.6 11,621,932(9) 36.4 3,400,000(10) 551,752(4) 8,399,207 18.8 33.1 134 279
Trust under
Trust
Agreement,
Dated January
31, 1994(3) 3,352,800 10.5 1,800,000(11) 1,552,800 5.0 9.5 2.3 5.1
(6]
Indicates percentage ownership of the aggregate number of outstanding shares of Class A common stock and Class B common stock. See footnote 4.
@
Indicates percentage of aggregate number of votes which can be cast. On all matters to be voted upon by our shareholders, the holders of the Class A
common stock and the Class B common stock vote together as a single class, with each record holder of Class A common stock entitled to one vote per
share of Class A common stock and each record holder of Class B common stock entitled to 10 votes per share of Class B common stock.
3
The address of Mitchell Jacobson and Marjorie Gershwind is c/o MSC Industrial Direct Co., Inc., 75 Maxess Road, Melville, New York 11747. The
address of the Trust under Trust Agreement, Dated January 31, 1994, is c/o Jacobson Family Investments, Inc., Carnegie Hall Tower, 152 West
57th Street, New York, New York 10019.
“
Does not include shares of Class A common stock issuable upon conversion of shares of Class B common stock. Shares of Class B common stock are
convertible at any time into shares of Class A common stock on a share-for-share basis.
)
Includes (a) 169,669 shares of Class A common stock owned directly by Mr. Jacobson, (b) 709,100 shares of Class A common stock which may be
deemed to be beneficially owned by Mr. Jacobson as a member of Platinum Investment Management, L.L.C., a Delaware limited liability company, the
owner of such shares, (c) 34,878 shares of Class A common stock which may be deemed to be beneficially owned by Mr. Jacobson as a director of The
Jacobson Family Foundation, the owner of such shares, and (d) 100,000 shares of Class A common stock issuable upon the exercise by Mr. Jacobson of
options that are presently exercisable or exercisable within 60 days of January 6, 2004. Mr. Jacobson disclaims beneficial ownership of 354,550 of the
shares of Class A common stock owned by Platinum Investment Management, L.L.C. and disclaims beneficial ownership of all the shares of Class A
common stock held by The Jacobson Family Foundation.
©)
Includes (a) 14,530,014 shares of Class B common stock owned directly by Mr. Jacobson, (b) 386,142 shares of Class B common stock which may be
deemed to be beneficially owned by Mr. Jacobson as Settlor of the Mitchell Jacobson 1998 Qualified Seven Year Annuity Trust and (c) 374,401 shares
of Class B common stock owned by Marjorie Diane Gershwind as Settlor of the Marjorie Diane Gershwind 1998 Qualified Seven Year Annuity Trust
of which trust Mr. Jacobson is the sole trustee and over which shares he may be deemed to have beneficial ownership. Mr. Jacobson disclaims
beneficial ownership of all shares of Class B common stock owned by the Marjorie Diane Gershwind 1998 Qualified Seven Year Annuity Trust and the
Mitchell Jacobson 1998 Qualified Seven Year Annuity Trust.
O]

Includes up to 622,725 shares of Class B common stock that may be converted into Class A common stock in connection with this offering. Of the
800,000 shares of Class A common stock reflected as being offered by Mr. Jacobson in the above table, 622,725 are being offered for the account of
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Mr. Jacobson and 177,275 are being offered for the account of Platinum Investment Management, L.L.C.

®
Includes (a) 190,680 shares of Class A common stock owned directly by Ms. Gershwind, (b) 709,100 shares of Class A common stock which may be
deemed to be beneficially owned by Ms. Gershwind as a member of Platinum Investment Management, L.L.C., a Delaware limited liability company,
the owner of such shares and (c) 6,522 shares of Class A common stock which may be deemed to be beneficially owned by Ms. Gershwind as a
director of The Gershwind Family Foundation, the owner of such shares. Ms. Gershwind disclaims beneficial ownership of 354,550 of the shares of
Class A common stock owned by Platinum Investment Management, L.L.C. and disclaims beneficial ownership of all the shares of Class A common
stock held by The Gershwind Family Foundation.

®
Includes (a) 4,601,285 shares of Class B common stock owned directly by Ms. Gershwind, (b) 5,700,000 shares of Class B Common Stock which may
be deemed to be beneficially owned by Ms. Gershwind as a member of GF-MSC, L.L.C., a Delaware limited liability company, (c) 946,246 shares of
Class B common stock which may be deemed to be beneficially owned by Ms. Gershwind as Settlor of the Marjorie Diane Gershwind 1994 Qualified
Fifteen Year Annuity Interest Trust and (d) 374,401 shares of Class B common stock which may be deemed to be beneficially owned by
Ms. Gershwind as Settlor of the Marjorie Diane Gershwind 1998 Qualified Seven Year Annuity Trust. Ms. Gershwind disclaims beneficial ownership
of 3,652,000 of the shares of Class B Common Stock owned by GF-MSC, L.L.C. and disclaims beneficial ownership of the shares of Class B common
stock owned by the Marjorie Diane Gershwind 1994 Qualified Fifteen Year Annuity Interest Trust and the Marjorie Diane Gershwind 1998 Qualified
Seven Year Annuity Trust.
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(10)
Includes up to 3,222,725 shares of Class B common stock that may be converted into Class A common stock in connection with this offering. Of the
3,400,000 shares of Class A common stock reflected as being offered by Ms. Gershwind in the above table, 569,385 are being offered for the account
of Ms. Gershwind, 177,275 are being offered for the account of Platinum Investment Management, L.L.C. and 2,653,340 are being offered for the
account of GF-MSC, L.L.C.

an

Includes 1,800,000 shares of Class B common stock that may be converted into Class A common stock in connection with this offering.
Relationships with Selling Shareholders

Mitchell Jacobson was appointed Chairman of the Board of Directors of the Company in January 1998, served as President of the Company
from October 1995 until November 2003, and has served as Chief Executive Officer of the Company since its formation in October 1995.
Mr. Jacobson was President of Sid Tool Co., Inc., a wholly-owned and the principal operating subsidiary of the Company (the "Operating
Subsidiary") from June 1982 until November 2003, and has served as Chief Executive Officer of the Operating Subsidiary since 1982.

Marjorie Gershwind is Mitchell Jacobson's sister. She holds no office with the Company and has never served as a director.
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U.S. FEDERAL TAX CONSIDERATIONS FOR NON-U.S. HOLDERS

The following is a general discussion of certain U.S. federal income and estate tax consequences of the ownership and disposition of our
Class A common stock purchased pursuant to this offering by a beneficial owner that, for U.S. federal income tax purposes, is a non-U.S. holder.
As used in this discussion, the term "non-U.S. holder" is a beneficial owner of our Class A common stock that is not, for U.S. federal income tax
purposes:

an individual who is a citizen or resident of the United States;

a corporation (including any entity treated as a corporation for U.S. tax purposes) or partnership (including any entity treated
as a partnership for U.S. tax purposes) created or organized in the United States or under the laws of the United States or any
political subdivision of the United States, other than a partnership treated as foreign under U.S. Treasury regulations;
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an estate the income of which is subject to U.S. federal income taxation regardless of its source; or

a trust, in general, if its administration is subject to the primary supervision of a U.S. court and one or more U.S. persons
have the authority to control all of its substantial decisions, or if it has a valid election in effect under applicable U.S.
Treasury regulations to be treated as a U.S. person.

An individual may be treated as a resident of the United States in any calendar year for U.S. federal income tax purposes, instead of as a
nonresident, by, among other ways, being present in the United States for at least 31 days in that calendar year and for an aggregate of at least
183 days during a three-year period ending in the current calendar year. For purposes of this calculation, you would count all of the days present
in the current year, one-third of the days present in the immediately preceding year and one-sixth of the days present in the second preceding
year. Residents are taxed for U.S. federal income tax purposes as if they were U.S. citizens.

This discussion assumes that you will hold our Class A common stock issued pursuant to this offering as a capital asset within the meaning
of the Internal Revenue Code of 1986, as amended (the "Code"). This discussion does not address all aspects of taxation that may be relevant to
particular non-U.S. holders in light of their personal investment or tax circumstances or to persons that are subject to special tax rules. In
particular, this description of U.S. tax consequences does not consider:

U.S. state and local or non-U.S. tax consequences;

specific facts and circumstances that may be relevant to a particular non-U.S. holder's tax position, including, if the non-U.S.
holder is an entity that is treated as a partnership or a trust for U.S. tax purposes, that the U.S. tax consequences of holding
and disposing of Class A common stock may be affected by determinations made at the partner or beneficiary level;

the tax consequences for the shareholders, partners or beneficiaries of a non-U.S. holder;

special tax rules that may apply to some non-U.S. holders, including without limitation, banks, insurance companies,
financial institutions, broker-dealers, traders in securities, tax-exempt entities, and U.S. expatriates; or

special tax rules that may apply to a non-U.S. holder that holds our Class A common stock as part of a straddle, hedge,
conversion transaction, synthetic security or other integrated investment.

The following discussion is based on provisions of the Code, existing and proposed U.S. Treasury regulations and administrative and
judicial interpretations, all as in effect on the date hereof and all of which are subject to differing interpretations or change, possibly with

retroactive effect. We have not
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sought, and will not seek, any ruling from the IRS or any opinion of counsel with respect to the tax consequences discussed herein, and there can
be no assurance that the IRS will not take a position contrary to the tax consequences discussed below or that any position taken by the IRS
would not be sustained. Accordingly, each non-U.S. holder should consult its own tax advisor regarding the U.S. federal tax consequences
of acquiring, holding or disposing of Class A common stock, as well as any tax consequences that may arise under the laws of any
foreign, state, local or other taxing jurisdiction or under any applicable tax treaty.

Distributions on Class A common stock

Cash distributions on our Class A common stock generally will constitute dividends for U.S. federal income tax purposes to the extent paid
from our current or accumulated earnings and profits, as determined under U.S. federal income tax principles. Distributions in excess of our
current or accumulated earnings and profits paid to you will not be subject to tax to the extent that they do not exceed your adjusted tax basis in
your Class A common stock, but rather will reduce the adjusted tax basis of your Class A common stock. To the extent that such distributions
exceed the adjusted tax basis of your Class A common stock, they will give rise to gain from the sale or exchange of your Class A common
stock, the treatment of which is described below.
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Dividends paid to non-U.S. holders of our Class A common stock that are not effectively connected with the conduct of a U.S. trade or
business will be subject to U.S. withholding tax at a 30% rate, or if a tax treaty applies, a lower rate specified by the treaty. Non-U.S. holders
should consult their tax advisors regarding their entitlement to benefits under an applicable income tax treaty and the manner of claiming the
benefits of such treaty.

Dividends that are effectively connected with a non-U.S. holder's conduct of a trade or business in the United States and, if an income tax
treaty applies, dividends that are attributable to a permanent establishment in the United States, are not subject to the U.S. withholding tax, but
instead are subject to U.S. federal income tax on a net income basis at graduated rates applicable to dividends. In that case, we will not have to
withhold U.S. federal withholding tax if the non-U.S. holder complies with applicable certification and disclosure requirements. In addition, a
"branch profits tax" may be imposed at a 30% rate, or a lower rate under an applicable income tax treaty, on dividends received by a foreign
corporation that are effectively connected with the conduct of a trade or business in the United States.

We expect to withhold U.S. income tax at the rate of 30% on any distributions made to a non-U.S. holder unless (a) a lower treaty rate
applies and the required Form W-8BEN evidencing eligibility for that lower rate is filed with us or (b) a non-U.S. holder files a Form W-8ECI
with us claiming that the distribution is effectively connected income.

A non-U.S. holder that is eligible for a reduced rate of U.S. federal withholding tax under an income tax treaty generally may obtain a
refund or credit of any excess amounts withheld by filing an appropriate claim for a refund with the IRS.

Gain on disposition
A non-U.S. holder generally will not be subject to U.S. federal income tax on gain recognized on a disposition of our Class A common

stock unless:

the gain is effectively connected with the non-U.S. holder's conduct of a trade or business in the United States and, if an
income tax treaty applies, is attributable to a permanent establishment maintained by the non-U.S. holder in the United
States; in these cases, the gain will be taxed on a net income basis at the regular graduated rates and in the manner applicable
to U.S. persons
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and, if the non-U.S. holder is a foreign corporation, the "branch profits tax" described above may also apply;

the non-U.S. holder is an individual who is present in the United States for 183 days or more in the taxable year of the
disposition and meets other requirements; or

we are or have been a "U.S. real property holding corporation" for U.S. federal income tax purposes at any time during the
shorter of the five-year period ending on the date of disposition or the period that the non-U.S. holder held our Class A
common stock.

Generally, a corporation is a "U.S. real property holding corporation" if the fair market value of its "U.S. real property interests" equals or
exceeds 50% of the sum of the fair market value of its worldwide real property interests plus its other assets used or held for use in a trade or
business. The tax relating to stock in a "U.S. real property holding corporation” generally will not apply to a non-U.S. holder whose holdings,
direct and indirect, at all times during the applicable period, constituted 5% or less of our Class A common stock, provided that our Class A
common stock was regularly traded on an established securities market. We believe that we have not been and are not currently, and we do not
anticipate becoming in the future, a "U.S. real property holding corporation” for U.S. federal income tax purposes.

U.S. federal estate taxes

Class A common stock owned or treated as owned by an individual who is a non-U.S. holder (as specially defined for U.S. federal estate
tax purposes) at the time of death will be included in the individual's gross estate for U.S. federal estate tax purposes, unless an applicable tax
treaty provides otherwise and, therefore, may be subject to U.S. federal estate tax.

Information reporting and backup withholding
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We must report annually to the IRS and to you the amount of the dividends paid to you, and the tax (if any) withheld with respect thereto.
That information may also be made available to the tax authorities of the country in which you reside.

Dividends paid to you may be subject to U.S. backup withholding tax at a rate of 28%. If you are a non-U.S. holder, you will be exempt
from backup withholding tax if you provide a properly completed and executed Form W-8BEN certifying that you are a non-U.S. holder or
otherwise establish an exemption.

If you receive payments of the proceeds of a sale of our Class A common stock to or through a U.S. office of a broker, the payment is
subject to both U.S. backup withholding and information reporting unless you properly provide a Form W-8BEN certifying that you are a
non-U.S. person or you otherwise establish an exemption. The payment of the proceeds of a disposition of our Class A common stock to or
through a non-U.S. office of a non-U.S. broker generally will not be subject to backup withholding and information reporting, although, in
certain circumstances, information reporting may continue to apply.

You generally may obtain a refund of any amounts withheld under the backup withholding rules that exceed your U.S. federal income tax
liability by timely filing a properly completed refund claim with the IRS. Non-U.S. holders should consult their own tax advisors regarding the
application of backup withholding to their particular circumstances and the availability of, and procedure for obtaining, an exemption from
backup withholding under current U.S. Treasury regulations.

The foregoing discussion is only a summary of certain U.S. federal income and estate tax consequences of the ownership, sale or
other disposition of our Class A common stock by non-U.S. holders. You are urged to consult your own tax advisor with respect to the
particular tax consequences to you of the ownership and disposition of our Class A common stock, including the effect of any U.S., state,
local, non-U.S. or other tax laws and any applicable income or estate tax treaty.
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UNDERWRITING

The selling shareholders are offering their shares of our Class A common stock through a number of underwriters. Merrill Lynch, Pierce,
Fenner & Smith Incorporated, Robert W. Baird & Co. Incorporated, Allen & Company LLC, William Blair & Company, L.L.C., and BB&T
Capital Markets, a division of Scott & Stringfellow, Inc., are acting as representatives of each of the underwriters named below. Subject to the
terms and conditions described in a purchase agreement among us, the selling shareholders and the underwriters, the selling shareholders have
agreed to sell to the underwriters, and the underwriters severally have agreed to purchase from the selling shareholders, the number of shares
listed opposite their names below.

Number of
Underwriter Shares

Merrill Lynch, Pierce, Fenner & Smith
Incorporated
Robert W. Baird & Co. Incorporated
Allen & Company LLC
William Blair & Company, L.L.C.
BB&T Capital Markets, a division of Scott & Stringfellow, Inc.

Total

The underwriters have agreed to purchase all of the shares sold under the purchase agreement if any of these shares are purchased. If an
underwriter defaults, the purchase agreement provides that the purchase commitments of the nondefaulting underwriters may be increased or the
purchase agreement may be terminated.

We and the selling shareholders have agreed to indemnify the underwriters against certain liabilities, including liabilities under the
Securities Act, or to contribute to payments the underwriters may be required to make in respect of those liabilities.

The underwriters are offering the shares, subject to prior sale, when, as and if issued to and accepted by them, subject to approval of legal
matters by their counsel, including the validity of the shares, and other conditions contained in the purchase agreement, such as the receipt by the
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underwriters of officer's certificates and legal opinions. The underwriters reserve the right to withdraw, cancel or modify offers to the public and
to reject orders in whole or in part.

Commissions and Discounts

The representatives have advised us and the selling shareholders that the underwriters propose to offer the shares of Class A common stock
to the public at the public offering price on the cover page of this prospectus and to dealers at that price less a concession not in excess of
$ per share. The underwriters may allow, and the dealers may reallow, a discount not in excess of $ per share to other
dealers. After the public offering, the public offering price, concession and discount may be changed.

The following table shows the public offering price, underwriting discount and proceeds before expenses to the selling shareholders. The
information assumes either no exercise or full exercise by the underwriters of their overallotment option.

Per Share Without Option With Option
Public offering price $ $ $
Underwriting discount $ $ $
Proceeds, before expenses, to the
selling shareholders $ $ $
S-28
The expenses of the offering, not including the underwriting discount, are estimated at $ and together with the underwriting discount

are payable by the selling shareholders.
Overallotment Option

The selling shareholders have granted options to the underwriters to purchase up to 900,000 additional shares of Class A common stock at
the public offering price less the underwriting discount. The underwriters may exercise these options for 30 days from the date of this prospectus
solely to cover any overallotments. If the underwriters exercise these options, each will be obligated, subject to conditions contained in the
purchase agreement, to purchase a number of additional shares proportionate to that underwriter's initial amount reflected in the above table.

No Sales of Similar Securities

We and the selling shareholders have agreed, with exceptions, not to sell or transfer any Class A common stock for 90 days after the date of
this prospectus without first obtaining the written consent of Merrill Lynch. Our executive officers and directors have agreed, with exceptions,
not to sell or transfer any Class A common stock for 60 days after the date of this prospectus supplement without first obtaining the written
consent of Merrill Lynch. Specifically, we and these other individuals have agreed not to directly or indirectly

offer, pledge, sell, or contract to sell any Class A common stock,

sell any option or contract to purchase any Class A common stock,

purchase any option or contract to sell any Class A common stock,

grant any option, right or warrant for the sale of any Class A common stock,

lend or otherwise dispose of or transfer any Class A common stock,

request or demand that we file a registration statement related to the Class A common stock,
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enter into any swap or other agreement that transfers, in whole or in part, the economic consequence of ownership of any
Class A common stock whether any such swap or transaction is to be settled by delivery of shares or other securities, in cash
or otherwise.

This lockup provision applies to Class A common stock and to securities convertible into or exchangeable or exercisable for or repayable
with Class A common stock. It also applies to Class A common stock owned now or acquired later by the person executing the agreement or for
which the person executing the agreement later acquires the power of disposition. Exceptions to this lockup provision include, among others,
certain transfers among the selling shareholders and their related trusts and other entities, as well as sales by executive officers of up to
300,000 shares of Class A common stock during the 60 day period after the date of this prospectus supplement.

New York Stock Exchange Listing
The shares of Class A common stock are listed on the New York Stock Exchange under the symbol "MSM."
Price Stabilization and Short Positions

Until the distribution of the shares is completed, SEC rules may limit the ability of the underwriters and selling group members from
bidding for and purchasing our Class A common stock. However, the representatives may engage in transactions that stabilize the price of our
Class A common stock, such as bids or purchases to peg, fix or maintain that price.
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If the underwriters create a short position in the Class A common stock in connection with the offering, i.e., if they sell more shares than are
listed on the cover of this prospectus, the representatives may also elect to reduce any short position by purchasing shares in the open market.
The representatives may also elect to reduce any short position by exercising all or part of the over-allotment option described above. Purchases
of the Class A common stock to stabilize its price or to reduce a short position may cause the price of the Class A common stock to be higher
than it might be in the absence of such purchases.

Neither we nor any of the underwriters makes any representation or prediction as to the direction or magnitude of any effect that the
transactions described above may have on the price of our Class A common stock. In addition, neither we nor any of the underwriters makes any
representation that the representatives or the lead managers will engage in these transactions or that these transactions, once commenced, will
not be discontinued without notice.

Internet Distribution

Merrill Lynch will be facilitating Internet distribution for this offering to certain of its Internet subscription customers. Merrill Lynch
intends to allocate a limited number of shares for sale to its online brokerage customers. An electronic prospectus is available on the Internet
Web site maintained by Merrill Lynch. Other than the prospectus in electronic format, the information on the Merrill Lynch Web site is not part
of this prospectus.

Other Relationships

Some of the underwriters and their affiliates have engaged in, and may in the future engage in, investment banking and other commercial
dealings in the ordinary course of business with us. They have received customary fees and commissions for these transactions.

LEGAL MATTERS

The validity of the shares of Class A common stock offered hereby and certain other legal matters in connection with this offering will be
passed upon for the Company by Katten Muchin Zavis Rosenman, New York, New York. Certain members and associates of the firm of Katten
Muchin Zavis Rosenman own an aggregate of approximately 4,100 shares of Class A common stock. Fried, Frank, Harris, Shriver & Jacobson
LLP will pass on certain legal matters in connection with this offering for the underwriters.

EXPERTS
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The consolidated financial statements of MSC Industrial Direct Co., Inc. and Subsidiaries appearing in MSC Industrial Direct Co., Inc.'s
Annual Report (Form 10-K) for the year ended August 30, 2003, have been audited by Ernst & Young LLP, independent auditors, as set forth in
their report thereon included therein and incorporated by reference in the accompanying prospectus. Such consolidated financial statements are
incorporated by reference in the accompanying prospectus in reliance upon such report given on the authority of such firm as experts in
accounting and auditing.
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PROSPECTUS
December 31, 2003

6,900,000 Shares

Class A Common Stock

All of the 6,900,000 shares of Class A Common Stock, par value $.001 per share, offered hereby are being sold by the Selling Shareholders
named in this prospectus. We will not receive any of the proceeds from the sale of shares of Class A Common Stock by the Selling
Shareholders. See "Selling Shareholders."

The Selling Shareholders may use this prospectus to offer and sell, from time to time, up to 6,900,000 shares of our Class A Common
Stock. The Selling Shareholders may offer for sale the shares of Class A Common Stock covered by this prospectus from time to time directly to
purchasers or through underwriters, broker-dealers or agents, in public or private transactions, at prevailing market prices, at prices related to
prevailing market prices or at privately negotiated prices. For additional information on the methods of sale, see "Plan of Distribution."

We have two classes of common stock. Holders of our Class A Common Stock, which is offered by this prospectus, are entitled to one vote
per share, and holders of our Class B Common Stock, par value $.001 per share, are entitled to ten votes per share. See "Description of Capital
Stock." Upon completion of this offering, our principal shareholders will own approximately 37.9% of the outstanding shares of our capital
stock and will control approximately 80.6% of the combined voting power of all outstanding shares of our capital stock. Consequently, these
shareholders will remain in a position to elect all of our directors and to determine the outcome of any matter submitted to a vote of our
shareholders for approval. See "Selling Shareholders."

The Class A Common Stock is listed on the New York Stock Exchange under the symbol "MSM." On December 23, the last reported sales
price for the Class A Common Stock on the New York Stock Exchange was $26.75.

See "'Risk Factors'' beginning on page 7 for certain information that should be considered by prospective investors.

These securities have not been approved or disapproved by the Securities and Exchange Commission or any state securities
commission nor has the Securities and Exchange Commission or any state securities commission passed upon the accuracy or adequacy
of this prospectus. Any representation to the contrary is a criminal offense.

About this Prospectus

We may amend or supplement this prospectus from time to time by filing amendments or supplements with the Securities and Exchange
Commission. To understand the terms of the securities offered by this prospectus, you should carefully read this entire prospectus, including any
amendments or supplements. You should also read the documents referred to under the heading "Where You Can Find More Information" below
for information about us and our financial statements.

When shares of Class A Common Stock are actually sold, to the extent required, the number of shares to be sold, the purchase price, the
public offering price, the names of any agent, dealer or underwriter and any applicable commission or discount with respect to that particular
sale and any other required information will be set forth in an accompanying prospectus supplement. A prospectus supplement also may update
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or change information contained in the basic prospectus.

non non

Unless the context otherwise indicates, references in this prospectus to "we," "our company,” "us" or "our" refer to MSC Industrial Direct

Co., Inc. and its consolidated subsidiaries.
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THE COMPANY

MSC Industrial Direct Co., Inc. (together with its consolidated subsidiaries, "MSC" or the "Company" or "we") is one of the largest direct
marketers of a broad range of industrial products to industrial customers throughout the United States. We distribute a full line of industrial
products intended to satisfy our customers' maintenance, repair and operations ("MRQO") supplies requirements. We offer over 500,000
stock-keeping units ("SKUs") through our master catalogs, weekly, monthly and quarterly specialty and promotional catalogs, newspapers and
brochures and service our customers from approximately 90 branch offices and four distribution centers. Most of our products are carried in
stock, and orders for these in-stock products are typically fulfilled the day on which the order is received.

Our business strategy is to provide an integrated, low cost solution to the purchasing, management and administration of our customers'
MRO needs. We believe we add value to our customers' purchases by reducing their total MRO supplies costs, taking into account both the
direct cost of products and the administrative, personnel and financial cost of obtaining and maintaining MRO supplies. We try to achieve this
reduction in MRO supplies costs in the following manner:

Our extensive product offerings allow customers to reduce the administrative burden of dealing with many suppliers for their
MRO needs.

We guarantee same-day shipping of our core business products, which enables our customers to reduce their inventory
investment and carrying costs.
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We consolidate multiple purchases into a single order, provide a single invoice relating to multiple purchases over varying
periods of time and offer direct shipments to specific departments and personnel within a single facility or multiple facilities,
allowing our customers to reduce administrative paperwork, costs of shipping and personnel costs related to internal
distribution and purchase order management.

We have extensive E-commerce abilities that enable our customers to lower their procurement costs. This includes many
features such as swift search and transaction abilities, access to real time inventory, customer specific pricing, workflow
management tools and other features. We can also interface directly with many purchasing portals such as ARIBA and
I-Procure. In addition we offer Vendor Managed Inventory ("VMI") systems that can lower customers' inventory investment,
reduce sourcing costs and out of stock situations and increase business efficiency.

Our customers include a wide range of purchasers of industrial supply products, from one-person machine shops to Fortune 1000
companies, to government agencies including the United States Postal Service ("USPS"). Our core business focuses on selling relatively higher
margin, lower volume products and had an average order size of approximately $224 in fiscal 2003. We have in excess of 343,000 combined
active customers (companies that have purchased at least one item during the past 12 months). Our customers select desired products from
MSC's various publications and place their orders by telephone, the Internet, direct computer link or facsimile.

We operate primarily in the United States, with customers in all 50 states, through a network of four regional distribution centers and
approximately 90 branch offices. MSC's distribution centers are located near Harrisburg, Pennsylvania; Atlanta, Georgia; Elkhart, Indiana and
Reno, Nevada. The strategic locations of MSC's distribution centers allow for next day ground delivery via low cost ground carriers in 36 states.
Our experience has been that areas accessible by next day ground delivery generate significantly greater sales than areas where next day ground
delivery is not available. Accordingly, our long-term strategy is to expand our geographic coverage of next day ground delivery throughout the
continental United States which at some point in the future may require the expansion of existing facilities or the opening of new facilities.

Business Strategy

Our business strategy is to reduce our customers' total cost of procurement for obtaining and maintaining MRO supplies. The strategy
includes the following key elements:

a broad selection of in-stock products;

offering both name brand and generic products;

prompt response and same-day shipping;

superior, value-added customer service;

competitive pricing;

targeted direct mail marketing; and

a commitment to technological innovation.

Broad Selection of Products. We believe that our ability to offer customers a broad spectrum of brand name and generic MRO products
and a "good-better-best" product selection alternative has been critical to our success. We offer similar products with varying degrees of name
recognition, quality and price, thus permitting the customer to choose the appropriate product based on cost, quality and the customer's specific
needs. Our customers are increasingly purchasing from fewer suppliers to reduce the administrative burden of ordering from multiple suppliers.

31



Edgar Filing: MSC INDUSTRIAL DIRECT CO INC - Form 424B3

By offering for sale over 500,000 products, most of which generally are in stock and available for immediate shipment, we aim to provide a
broad range of merchandise in order to become our customers' preferred supplier of MRO products.

Same-Day Shipping. Our guaranteed same-day shipping of products results in delivery the next day or second day for customers in most
of the continental United States. This prompt delivery allows customers to reduce the administrative burden of dealing with many suppliers and
reduces their inventory investment and carrying costs. We fulfill our same-day shipment guarantee more than 99% of the time. Our experience
has been that areas accessible by next day ground delivery will generate significantly greater sales than areas where next day ground delivery is
not available. The strategic locations of our distribution centers allow next day ground delivery via low cost ground carriers in 36 states.

Superior Customer Service. Customer service is a key element in becoming a customer's preferred provider of MRO supplies. Our
commitment to customer service is demonstrated by our investment in sophisticated information systems and extensive training of our
associates. Utilizing our proprietary customer support software, our in-bound sales representatives implement the "one call does it all"
philosophy. In-bound sales representatives are able to inform customers on a real time basis of the availability of a product, recommend
substitute products, verify credit information, receive special, custom or manufacturer direct orders, cross-check inventory items using customer
product codes previously entered into our information systems and arrange technical assistance. We believe that our simple, one-call method of
fulfilling all purchasing needs of a customer through highly-trained customer service representatives, supported by our proprietary information
systems, results in greater efficiency for customers and increased customer satisfaction. To complement our customer service, we seek to ease
the administrative burdens on our customers by offering customized billing services, customer savings reports and other customized report
features, electronic data interchange ordering, e-commerce capabilities, bulk discounts and stocking of specialty items specifically requested by
customers.

Targeted Direct Mail Marketing Strategy. Our primary tools for marketing and product reference are the annual master catalogs used to
showcase over 500,000 items. In fiscal 2003, our master catalogs were supplemented by 91 specialty and promotional catalogs and brochures
covering such specialty areas as cutting tools, measuring instruments, tooling components and maintenance and repair,

industrial supply, and hose and tubing. We use our database of approximately 1.5 million companies with 1.9 million individual contacts, and
also purchase mailing lists of prospective customers, to target the distribution of these various publications to specific individuals within an
organization whose purchasing history or other criteria suggest receptiveness to mailings of specific publication titles. The use of specialty and
promotional publications, which are produced in-house, has resulted in increased productivity through lower costs, increased response rates and
more efficient use of advertising space. MSC's publication circulation decreased from 37.7 million in fiscal 2001 to approximately 33.5 million
in fiscal 2003. This planned decrease in mailings is in line with our continuing strategy to increase the productivity of our direct marketing
efforts and increase overall return on advertising dollars spent.

Commitment to Technological Innovation. We take advantage of technological innovations to support growth, improve customer service
and to reduce our operating costs through more effective buying practices, automated inventory replenishment and efficient order fulfillment
operations. MSC's proprietary software tracks all of the SKUs (over 500,000) and enables the customer and the sales representatives to
determine the availability of products in stock on a real-time basis and to evaluate alternative products and pricing. MSC's website
MSCDirect.com is a searchable on-line catalog with electronic ordering capabilities designed to take advantage of the opportunities created by
Internet commerce. The MSCDirect.com site offers a broad array of products, services, workflow management tools and related information to
meet the needs of customers seeking to reduce process costs through Internet e-commerce-enabled solutions. For those customers who do not
have internet access, we continue to offer our Customer Direct Access Plus System which allows a customer to order products directly, set
purchase limits for particular buyers, run customized reports of purchasing history and select from a variety of billing options. Our information
systems have been designed to enhance inventory management and turnover, customer service and cost reduction for both MSC and our
customers. In addition to internal and customer information systems, we continually upgrade our distribution methods and systems to improve
productivity and efficiency. We also provide a comprehensive EDI ordering system to support our customer based purchase order processing.
We have recently introduced our Vendor Managed Inventory ("VMI") system. Each bin item in the customer's on site stockroom is bar coded
and scanned into our VMI system. The customer monitors the inventory levels and replenishes any item simply by scanning the bar code. The
order is then electronically downloaded into our Sales Order Entry system thereby enabling the customer to lower their procurement costs and
maintain lower inventory levels.

Growth Strategy

Our objective is to become the preferred supplier of industrial products for companies throughout the United States. We intend to increase
sales to existing customers and diversify our customer base by:

32



Edgar Filing: MSC INDUSTRIAL DIRECT CO INC - Form 424B3
expanding next day ground delivery into new markets;
targeting the circulation of the master catalog and our direct mail campaign;
developing government and national account programs;
increasing the number of product lines and SKUs offered including generic and imported products;

continually developing technological innovations employing modern technologies to reduce our customers' costs and
utilizing extensive e-commerce capabilities, making it even easier and more appealing to do business with MSC;

maintaining excellent customer support service; and

increasing the productivity of our direct sales force.

Expanding next day ground delivery. Our experience has been that sales in areas accessible by next day ground delivery are significantly
greater than in areas with second day delivery. Accordingly, our long-term goal is to expand our geographic coverage of next day ground
delivery throughout the United States, which at some point in the future may require the expansion of existing facilities or the opening of new
facilities.

Targeted circulation of our master catalog and direct mail campaign. 'We have accumulated a buyer database of approximately
1.5 million companies with 1.9 million individual contacts, and industry expertise within specific markets. We utilize empirical information
from this database to prospect for new customers, thereby increasing the circulation of our master catalogs. We supplement our master catalogs
with direct mailings of specialty and promotional publications to further increase customer response and product purchases. Industry specific
expertise is used to target customer growth areas and focus sales and marketing campaigns.

Develop Government and National Account Programs. The Company has developed internal government and national account
programs to meet the specific needs of these types of customers. We believe that significant growth opportunities exist within these segments
and that they are an integral part of our customer diversification program. This allocation of resources will allow the Company to better support
these customers, expand our customer acquisition activities and is a key component of our overall growth strategy.

Increasing the Number of Product Lines and SKUs. We believe that continuing to increase the breadth of our product line and providing
high levels of customer service are effective methods of increasing sales to current customers and attracting new customers. By expanding the
product lines and SKUs offered within existing product categories, we seek to satisfy an increasing percentage of the supplies purchases of our
customers and to attract new customers. To continue to provide a diverse product line and maintain profit margins in our competitive market
place, the Company has sought out vendors to supply higher margin generic and imported products. In fiscal 2003, we added approximately
30,000 SKUs, which is the net result of new SKU additions reduced by deletions of older slow moving SKU items, and currently have over
500,000 SKUs in total. We generally add SKUs in response to the feedback we receive from our existing customers.

E-commerce capabilities. MSCDirect.com is a proprietary business-to-business horizontal marketplace serving the industrial market that
offers customers full access to our catalog, and all orders placed online at MSCDirect.com are backed by our same-day shipping guarantee.
MSCDirect.com utilizes the same highly trained sales force and support services as MSC's traditional business, emphasizing MSC's values of
placing customers needs first. It is available 24 hours a day, seven days a week providing real-time inventory availability, superior search
capabilities, on-line bill payment, delivery tracking status and a number of other enhancements including work flow management tools. The
user-friendly search engine allows customers to order by description, vendor or brand. We believe MSCDirect.com is a key component of our
strategy to reduce customers' MRO transaction costs and internal requisition time. The site also allows customers to control which of their staff
are entitled to purchase products online, how much they are entitled to spend and which staff require secondary approval. The process is fully
automated and integrated into our back-end systems. Most orders move directly from the customers' desktop to the distribution center floor,
removing human error, reducing handling costs and speeding up the transaction flow. MSC continues to evaluate our site and solicit customer
feedback, making on-going improvements targeted at allowing MSCDirect.com to remain one of the premier sites in its marketplace. Our
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MSCDirect.com marketing campaign continued in fiscal year 2003 to raise awareness and drive volume to the website. MSCDirect.com
generated revenue of more than $90 million in fiscal year 2003, a 49% increase over the prior year.

E-commerce portals sell a suite of e-commerce products designed to meet the needs of businesses seeking reduced costs and increased
effectiveness of their MRO/direct materials process by using

Internet-enabled solutions. We have associations with many of these portals including, among others, Ariba, Perfect Commerce, Oracle, SAP
and I-Procure. We continue to evaluate and expand our capabilities in these areas, when they can provide value for our customers.

Maintain Excellent Customer Support Service. Our goal is to anticipate a customer's service needs. We are continuing to proactively
expand the services that we provide and respond and build programs at customer requests. Our "one call does it all" philosophy continues to be
the cornerstone of our service model even as the complexity of the needs of our customers continues to grow. This focus on our customers' needs
provide a market differentiator, which enables us to retain existing customers and grow our customer base.

Increasing the productivity of our direct sales force. We believe that improving sales force productivity can have a positive effect on our
sales per customer. The focus is to enable our sales force to spend more time with our customers and provide increased support during the MRO
purchasing process thereby capturing more of their MRO spend.

Our principal executive offices are located at 75 Maxess Road, Melville, New York 11747 and our telephone number is (516) 812-2000.

5
THIS OFFERING

Class A Common Stock Offered 6,900,000 shares

Capital Stock to be Outstanding After this Offering

Class A Common Stock 41,656,868 shares(1)(2)

Class B Common Stock 25,037,294 shares(1)(3)

Total 66,694,162 shares

Voting Rights The Class A Common Stock, par value $.001 per share, is entitled to
one vote per share and the Class B Common Stock, par value $.001
per share, is entitled to ten votes per share on all matters requiring a
shareholder vote. See "Risk Factors Our principal shareholders
exercise significant control over us" and "Description of Capital
Stock."

Use of Proceeds The Company will not receive any of the proceeds from the sale of
the shares of Class A Common Stock offered by the Selling
Shareholders.

Risk Factors Certain factors should be considered in connection with an investment
in the Class A Common Stock. See "Risk Factors."

NYSE Symbol "MSM"

6]
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Calculated as of December 23, 2003.

2
Excludes 6,549,000 shares of Class A Common Stock reserved for issuance (i) upon the exercise of options granted under our 1995,
1998, and 2001 Stock Option Plans, (ii) under our 1995 Restricted Stock Plan and (iii) under our 1998 Associate Stock Purchase Plan.
Options to purchase an additional 3,608,000 shares of Class A Common Stock may be granted under our 2001 Stock Option Plan.

3)

The Class B Common Stock is convertible into Class A Common Stock on a one-for-one basis at the option of the holder and upon
transfer of shares of Class B Common Stock to persons other than existing holders of Class B Common Stock or certain of their family
members. See "Selling Shareholders" and "Description of Capital Stock."

6

RISK FACTORS

In addition to the other information in this Prospectus, the following factors should be considered in evaluating the Company and its
business before purchasing the shares of Class A Common Stock offered hereby. Our future operating results depend upon many factors and are
subject to various risks and uncertainties. The known material risks and uncertainties which may cause our operating results to vary from
anticipated results or which may negatively affect our operating results and profitability are as follows:

Changes in our customer and product mix could cause our gross margin percentage to fluctuate.

From time to time we have experienced changes in our customer mix and in our product mix since our formation. Changes in our customer
mix have resulted from geographic expansion, daily selling activities within current geographic markets, and targeted selling activities to new
customer segments. Changes in our product mix have resulted from marketing activities to existing customers and needs communicated to us
from existing and prospective customers. Although we have been successful in incrementally increasing our gross margin percentage by varying
our customer and product mix over the last several years and our strategy has emphasized higher margin, lower volume orders, changes in our
customer and product mix could cause our gross margin percentage to fluctuate or decline from time to time in the future.

Our industry is consolidating which could cause it to become more competitive.

The business of selling MRO supplies in North America is currently undergoing some consolidation. This consolidation is being driven by
customer needs and supplier capabilities, which could cause the industry to become more competitive as greater economies of scale are achieved
by suppliers.

Traditional MRO suppliers are attempting to consolidate the market through internal expansion, through acquisition or merger with other
industrial and construction suppliers, or through a combination of both. This consolidation allows suppliers to improve efficiency and spread
fixed costs over a greater number of sales, and to achieve other benefits derived from economies of scale.

Customers are increasingly aware of the total costs of fulfillment, and of their need to have consistent sources of supply at multiple
locations. Consistent sources of supply provide not just reliable product quantities, but also consistent pricing, quality, services and engineering
capabilities. We believe these customer needs could result in fewer suppliers as the industry consolidates, and as the remaining suppliers become
larger and capable of being a consistent source of supply.

The trend of our industry toward consolidation could make it more difficult for us to maintain our operating margins. There can be no
assurance that we will be able to take advantage of the trend or that we can do so effectively.

In addition, as various sectors of the industrial and construction customer base face increased foreign competition and in fact lose business
to foreign competitors, or shift their operations overseas or outsource manufacturing requirements to foreign manufacturers, or source supplies
from foreign vendors in an effort to reduce expenses, we will face increased difficulty in growing and maintaining our market share and growth
prospects.

We operate in a highly competitive industry.

The MRO supply industry is a large, fragmented industry that is highly competitive. We face competition from traditional channels of
distribution such as retail outlets, small dealerships, regional or national distributors utilizing direct sales forces, manufacturers of MRO
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supplies, large warehouse stores and larger direct mail distributors. We believe that sales of MRO supplies will become more

concentrated over the next few years, which may make the industry more competitive. Our competitors challenge us with a greater variety of
product offerings, financial resources, services or a combination of all of these factors.

Although we have recently had success in diversifying our customer base, which we believe will assist us to better manage periodic
downturns in the manufacturing industry, there can be no assurance that sales to these additional customers will offset the adverse effects of
other competitive trends in our industry, including those discussed above.

The risk of cancellation or rescheduling of orders may cause our operating results to fluctuate.

The cancellation or rescheduling of orders may cause our operating results to fluctuate. Although we strive to maintain ongoing
relationships with our customers, there is an ongoing risk that orders may be cancelled or rescheduled due to fluctuations in our customers'
business needs or purchasing budgets. Additionally, although our customer base is diverse, ranging from one-person machine shops to Fortune
1000 companies and large government agencies, the cancellation or rescheduling of significant orders by larger customers may still have a
material adverse effect on our operating results from time to time.

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

Our ability to provide same-day shipping of our core business products is an integral component of our overall business strategy.
Disruptions at transportation centers or shipping ports, such as the severe winter weather experienced during the third quarter of fiscal 2003 and
the longshoreman's strike on the West Coast in fiscal 2002, affect both our ability to maintain core products in inventory and deliver products to
our customers on a timely basis, which may in turn adversely affect our results of operations.

The risks of war, terrorism, and similar hostilities may adversely affect our operating results.

In addition to having an impact on general economic conditions, events of war, terrorism or other similar occurrences such as the attacks of
September 11, 2001 and the recent conflict in Iraq may materially adversely affect our revenues and our ability to service our customers. We
believe that both the events of September 11, 2001 and the Iraq conflict had a material adverse effect on our results of operations, although the
impact of such events can be difficult to quantify.

Disruptions of our information systems could adversely affect us.

We believe that our computer software programs are an integral part of our business and growth strategies. We depend upon our
information systems to help process orders, to manage inventory and accounts receivable collections, to purchase, sell and ship products
efficiently and on a timely basis, to maintain cost-effective operations, and to help provide superior service to our customers. Any disruption in
the operation of our information systems, including widespread power outages such as those that affected the northeastern and midwest United
States in August 2003, could have a material adverse effect on our business, financial condition and results of operations. Although we utilize
disaster recovery techniques and procedures, which we believe are adequate to fulfill our needs, and we believe that planned enhancements and
upgrades to the next generation of our existing operating platforms will be sufficient to sustain our present operations and our anticipated growth
for the foreseeable future, there can be no assurance that disruptions of our information systems will not occur.

Our success is dependent on certain key personnel.

Our success depends largely on the efforts and abilities of certain key senior management. The loss of the services of one or more of such
key personnel could have a material adverse effect on our business and financial results. We do not maintain any key-man insurance policies
with respect to any of our executive officers.

Distribution Center Expansions
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In the future, as part of our long term strategic planning, we may open new distribution centers to improve our efficiency, geographic
distribution and market penetration. Moving or opening distribution centers requires a substantial capital investment, including expenditures for
real estate and construction, and a substantial investment in inventory. In addition, new distribution centers will have an adverse impact on
distribution expenses as a percentage of sales, inventory turnover and return on investment in the periods prior to and for some time following
the commencement of operations of each new distribution center. Additionally, until sales volumes mature at new distribution centers, operating
expenses as a percentage of sales may be adversely impacted. Further, substantial or unanticipated delays in the commencement of operations at
new distribution centers could have a material adverse effect on our geographic expansion and may impact results of operations.

Availability of and Integration of Prospective Acquisitions

Acquisitions have played a limited role in our recent growth. From time to time in the future, we may pursue selected acquisitions that
either expand or complement our business in new or existing markets. There can be no assurance that we will be able to identify and to acquire
acceptable acquisition candidates on terms favorable to us and in a timely manner. The failure to complete or successfully integrate prospective
acquisitions may have an adverse impact on our growth strategy. We are not currently a party to any oral or written acquisition agreement or
engaged in any negotiations with respect to any material acquisition candidate.

Our common stock price may be volatile.

We believe factors such as fluctuations in our operating results or the operating results of our competitors, changes in economic conditions
in the market sectors in which our customers operate (notably the durable and non-durable goods manufacturing industry, which accounted for
73% of our revenue in fiscal 2003), and changes in general market conditions, could cause the market price of our Class A Common Stock to
fluctuate substantially. In addition, sales of a substantial number of shares of our common stock in the public market, whether by purchasers in
this offering or other shareholders, could adversely affect the prevailing market price of our Class A Common Stock.

Our principal shareholders exercise significant control over us.

Our Chief Executive Officer, his sister, certain of their family members and related entities collectively own 100% of the outstanding shares
of Class B Common Stock, and will control approximately 80.6% of the combined voting power of the Company's capital stock upon the closing
of this offering. Consequently, such shareholders will be in a position to elect all of the directors of the Company and to determine the outcome
of any matter submitted to a vote of the Company's shareholders for approval. See "Selling Shareholders" and "Description of Capital Stock."

Shares Eligible for Future Sale

Sales of a substantial number of shares of Class A Common Stock in the public market, whether by purchasers in this Offering or other of
our shareholders, could adversely affect the prevailing market price of the Class A Common Stock and could impair our future ability to raise
capital through an

offering of its equity securities. As of December 23, 2003, there were 34,756,868 shares of Class A Common Stock outstanding. There will be
41,656,868 shares of Class A Common Stock outstanding immediately after completion of this offering, substantially all of which will be freely
tradeable. In addition, there were 6,549,000 shares of Class A Common Stock reserved for issuance (i) upon the exercise of options granted
under the Company's 1995, 1998, and 2001 Stock Option Plans, (ii) under the 1995 Restricted Stock Plan, and (iii) under the Company's 1998
Associate Stock Purchase Plan. Options to purchase an additional 3,608,000 shares of Class A Common Stock may be granted under the
Company's 2001 Stock Option Plan.

Our Class B Common Stock is convertible, on a one-for-one basis, into our Class A Common Stock at any time. Simultaneously with this
offering, the selling shareholders may convert up to 6,900,000 shares of Class B Common Stock. As of December 23, 2003, there were
31,937,294 shares of Class B Common Stock outstanding. There will be 25,037,294 shares of Class B Common Stock outstanding immediately
after completion of this Offering. All of the shares of Class B Common Stock (and the shares of Class A Common Stock into which such shares
are convertible) are "restricted securities" for purposes of the Securities Act. Subject to the volume and other limitations set forth in Rule 144
promulgated under the Securities Act, all of such restricted securities are eligible for public sale. See "Selling Shareholders."

FORWARD-LOOKING STATEMENTS
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This prospectus includes or incorporates by reference discussions of future expectations and contains projections of results of operations or
financial condition or other "forward-looking" statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of
the Securities Exchange Act of 1934, and we intend that such forward-looking statements be subject to the safe harbors created thereby. Such
forward-looking statements included in, or incorporated by reference into this prospectus, involve known and unknown risks and uncertainties
and include, but are not limited to, statements regarding future events and our plans, goals and objectives. Such statements are generally
accompanied by words such as "believe," "anticipate,” "think," "intend," "estimate," "expect," or similar terms. Our actual results may differ
materially from such statements. For a discussion of important factors that could cause actual results to differ materially from the
forward-looking statements, see "Risk Factors." Given the significant risks and uncertainties inherent in the forward-looking statements included
in, or incorporated by reference into, this prospectus, the inclusion of these statements is not a representation by us or any other person that our
objectives and plans will be achieved.

non

USE OF PROCEEDS

The Company will not receive any of the proceeds from the sale of the shares of Class A Common Stock offered by the Selling
Shareholders.

10

SELLING SHAREHOLDERS
Beneficial Ownership and Other Information

The following tables set forth information, as of December 23, 2003 with respect to the shares of common stock beneficially owned by the
Selling Shareholders:

Shares Beneficially Owned Prior to Offering:

% Ownership

Amount & Nature of Percent Shares Being of Common % Voting
Class Beneficial Ownership of Class Offered Stock(1) Power(2)(3)
Mitchell Jacobson(4) A(S) 1,013,647(6) 2.9 2,990,000(10) 29.4 52.9
B 18,643,357(7)  58.4(2)
Marjorie Gershwind(4) A(S) 906,302(8) 2.6 3,910,000(11) 18.8 33.1
B 11,621,932(9)  36.4(2)

Shares Beneficially Owned After Offering:

% Ownership of

Amount & Nature of Percent Common % Voting
Class Beneficial Ownership of Class Stock(1) Power(2)(3)
Mitchell Jacobson(4) A(5) 1,013,647 2.4 25.0 53.9
B 15,653,357 62.5(2)
Marjorie Gershwind(4) A(5) 906,302 2.2 12.9 26.7
B 7,711,932 30.8(2)

)
Indicates percentage ownership of the aggregate number of outstanding shares of Class A Common Stock and Class B Common Stock.
See footnote 5.

@3
Percentages total more than 100% because of shared beneficial ownership of certain shares of Class B Common Stock described in
footnotes 7 and 9 below.

38



3

@

®

(©)

Edgar Filing: MSC INDUSTRIAL DIRECT CO INC - Form 424B3

Indicates percentage of aggregate number of votes which can be cast. On all matters to be voted upon by our shareholders, the holders
of the Class A Common Stock and the Class B Common Stock vote together as a single class, with each record holder of Class A
Common Stock entitled to one vote per share of Class A Common Stock and each record holder of Class B Common Stock entitled to
10 votes per share of Class B Common Stock.

The address of each person is ¢/o MSC Industrial Direct Co., Inc., 75 Maxess Road, Melville, New York 11747.

Does not include shares of Class A Common Stock issuable upon conversion of shares of Class B Common Stock. Shares of Class B
Common Stock are convertible at any time into shares of Class A Common Stock on a share-for-share basis.

Includes (a) 169,669 shares of Class A Common Stock owned directly by Mr. Jacobson, (b) 709,100 shares of Class A Common Stock
which may be deemed to be beneficially owned by Mr. Jacobson as a member of Platinum Investment Management, L.L.C., a
Delaware limited liability company, the owner of such shares, (c) 34,878 shares of Class A Common Stock which may be deemed to
be beneficially owned by Mr. Jacobson as a director of The Jacobson Family Foundation, the owner of such shares, and (d) 100,000
shares of Class A Common Stock issuable upon the exercise by Mr. Jacobson of options that are presently exercisable or exercisable
within 60 days of December 23, 2003. Mr. Jacobson disclaims beneficial ownership of 354,550 of the shares of

11
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Class A Common Stock owned by Platinum Investment Management, L.L.C. and disclaims beneficial ownership of all the shares of
Class A Common Stock held by The Jacobson Family Foundation.

Includes (a) 10,850,814 shares of Class B Common Stock owned directly by Mr. Jacobson, (b) 7,032,000 shares of Class B Common
Stock which may be deemed to be beneficially owned by Mr. Jacobson as a member of JF-MSC, L.L.C., a Delaware limited liability
company, (c) 386,142 shares of Class B Common Stock which may be deemed to be beneficially owned by Mr. Jacobson as Settlor of
the Mitchell Jacobson 1998 Qualified Seven Year Annuity Trust and (d) 374,401 shares of Class B Common Stock owned by Marjorie
Diane Gershwind as Settlor of the Marjorie Diane Gershwind 1998 Qualified Seven Year Annuity Trust of which trust Mr. Jacobson is
the sole trustee and over which shares he may be deemed to have beneficial ownership. Mr. Jacobson disclaims beneficial ownership
of 3,352,800 of the shares of Class B Common Stock owned by JF-MSC, L.L.C. and disclaims beneficial ownership of all shares of
Class B Common Stock owned by the Marjorie Diane Gershwind 1998 Qualified Seven Year Annuity Trust and the Mitchell Jacobson
1998 Qualified Seven Year Annuity Trust. JE-MSC, L.L.C. will be dissolved and its holdings will be liquidated by December 31,
2003.

Includes (a) 190,680 shares of Class A Common Stock owned directly by Ms. Gershwind, (b) 709,100 shares of Class A Common
Stock which may be deemed to be beneficially owned by Ms. Gershwind as a member of Platinum Investment Management, L.L.C., a
Delaware limited liability company, the owner of such shares and (c) 6,522 shares of Class A Common Stock which may be deemed to
be beneficially owned by Ms. Gershwind as a director of The Gershwind Family Foundation, the owner of such shares. Ms. Gershwind
disclaims beneficial ownership of 354,550 of the shares of Class A Common Stock owned by Platinum Investment Management,
L.L.C. and disclaims beneficial ownership of all the shares of Class A Common Stock held by The Gershwind Family Foundation.

Includes (a) 4,601,285 shares of Class B Common Stock owned directly by Ms. Gershwind, (b) 5,700,000 shares of Class B Common
Stock which may be deemed to be beneficially owned by Ms. Gershwind as a member of GF-MSC, L.L.C., a Delaware limited
liability company, (c) 946,246 shares of Class B Common Stock which may be deemed to be beneficially owned by Ms. Gershwind as
Settlor of the Marjorie Diane Gershwind 1994 Qualified Fifteen Year Annuity Interest Trust and (d) 374,401 shares of Class B
Common Stock which may be deemed to be beneficially owned by Ms. Gershwind as Settlor of the Marjorie Diane Gershwind 1998
Qualified Seven Year Annuity Trust. Ms. Gershwind disclaims beneficial ownership of 3,652,000 of the shares of Class B Common
Stock owned by GF-MSC, L.L.C. and disclaims beneficial ownership of the shares of Class B Common Stock owned by the Marjorie
Diane Gershwind 1994 Qualified Fifteen Year Annuity Interest Trust and the Marjorie Diane Gershwind 1998 Qualified Seven Year
Annuity Trust. GF-MSC, L.L.C. will be dissolved and its holdings will be liquidated by December 31, 2003.
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Includes up to 2,990,000 shares of Class B Common Stock that may be converted into Class A Common Stock in connection with this
offering. The 2,990,000 shares of Class A Common Stock reflected as being offered by Mr. Jacobson in the above table are being
offered for the account of Mr. Jacobson and/or related family trusts and other entities, and for the account of Mr. Jacobson's son, or
family trusts or other entities, the beneficiary of which is Mr. Jacobson's son.

an
Includes up to 3,910,000 shares of Class B Common Stock that may be converted into Class A Common Stock in connection with this
offering. The 3,910,000 shares of Class A Common Stock reflected as being offered by Ms. Gershwind in the above table are being
offered for the account of Ms. Gershwind and/or related family trusts and other entities, and for the account of Ms. Gershwind's
children, or family trusts or other entities, the beneficiaries of which are Ms. Gershwind's children.
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Relationships with Selling Shareholders

Mitchell Jacobson was appointed Chairman of the Board of Directors of the Company in January 1998, served as President of the Company
from October 1995 until November 2003, and has served as Chief Executive Officer of the Company since its formation in October 1995.
Mr. Jacobson was President of Sid Tool Co., Inc., a wholly-owned and the principal operating subsidiary of the Company (the "Operating
Subsidiary") from June 1982 until November 2003, and has served as Chief Executive Officer of the Operating Subsidiary since 1982.

Marjorie Gershwind is Mitchell Jacobson's sister. She holds no office with the Company and has never served as a director.
Sidney Jacobson, a director of the Company and a co-founder and Chairman of the Operating Subsidiary, is the father of both Mitchell
Jacobson and Marjorie Gershwind. There are no family relationships among any of the other directors or executive officers of the Company.
PLAN OF DISTRIBUTION

We are registering shares of Class A Common Stock on behalf of the Selling Shareholders. As used in this prospectus, "Selling
Shareholders" includes donees, pledgees, transferees or other successors-in-interest selling shares of Class A Common Stock received after the
date of this prospectus from a Selling Shareholder as a gift, pledge, distribution or other non-sale related transfer.

The Selling Shareholders may sell the shares of Class A Common Stock covered by this prospectus from time to time in any legal manner
selected by the Selling Shareholders, including directly to purchasers or through underwriters, broker-dealers or agents, who may act as agent or
as principal, and who may receive compensation in the form of discounts, concessions or commissions from the Selling Shareholders or the
purchasers. These discounts, concessions or commissions as to any particular underwriter, broker-dealer or agent may be in excess of those
customary in the types of transactions involved. The Selling Shareholders will act independently of us in making decisions with respect to the
timing, manner and size of each sale of the shares of Class A Common Stock covered by this prospectus.

The Selling Shareholders have advised us that the shares may be sold in one or more transactions at fixed prices, at prevailing market prices
at the time of sale, at prices related to the prevailing market prices, at varying prices determined at the time of sale and/or at negotiated prices.
These sales may be effected in one or more transactions, including:

on The New York Stock Exchange or in any other securities market on which our Class A Common Stock is then listed or
traded;

in the over-the-counter market;

in negotiated transactions;

to underwriters for resale to the public or to investors;
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in a combination of any of the above transactions; or

through any other available transaction.

Sales on or through The New York Stock Exchange will be effected at such prices as may be obtainable and as may be satisfactory to the
Selling Shareholders.

13

The Selling Shareholders may enter into hedging and/or monetization transactions. For example, a Selling Shareholder may:

enter into transactions with a broker-dealer or affiliate of a broker-dealer or other third party in connection with which that
other party will become a Selling Shareholder and engage in short sales or other sales of our Class A Common Stock under
this prospectus, in which case the other party may use shares of our Class A Common Stock received or borrowed from or
pledged by the Selling Shareholder or others to settle those sales or to close out any related open borrowings of Class A
Common Stock, and may use securities received from the Selling Stockholder in settlement of those derivatives to close out
any related borrowings of Class A Common Stock;

itself sell short our Class A Common Stock under this prospectus and use shares of our Class A Common Stock held by it to
close out any short position;

enter into options, forwards or other transactions that require a Selling Shareholder to deliver, in a transaction exempt from
registration under the Securities Act, our Class A Common Stock to a broker-dealer or an affiliate of a broker-dealer or other
third party who may then become a Selling Shareholder and publicly resell or otherwise transfer our Class A Common Stock
under this prospectus; or

loan or pledge our Class A Common Stock to a broker-dealer or affiliate of a broker-dealer or other third party who may
then become a Selling Shareholder and sell the loaned shares or, in an event of default in the case of a pledge, become a
Selling Shareholder and sell the pledged shares under this prospectus.

The Selling Shareholders may sell any or all of the shares of our Class A Common Stock offered by them pursuant to this prospectus. In
addition, the Selling Shareholders may transfer, devise or gift the shares of Class A Common Stock by other means not described in this
prospectus. Any shares of Class A Common Stock covered by this prospectus that qualify for sale under Rule 144 under the Securities Act may
be sold under that rule rather than under this prospectus.

If the Selling Shareholders use underwriters for a sale of securities, the underwriters will acquire the securities for their own account. The
underwriters may resell the securities in one or more transactions, including negotiated transactions, at a fixed public offering price or at varying
prices determined at the time of sale. The obligations of the underwriters to purchase the securities will be subject to the conditions set forth in
the applicable underwriting agreement. Any public offering price and any discounts or concessions allowed or paid to dealers may be changed
from time to time. The Selling Shareholders have advised us that they have not entered into any agreements, understandings or arrangements
with any underwriters or broker-dealers regarding the sale of their securities, nor is there an underwriter or coordinating broker acting in
connection with the proposed sale of 6,900,000 shares of Class A Common Stock by the Selling Shareholders.

The Selling Shareholders and any underwriters, broker-dealers or agents that participate in the sale of the shares may be deemed to be
"underwriters" within the meaning of Section 2(11) of the Securities Act. As a result, any profits on the sale of the shares of Class A Common
Stock by the Selling Shareholders and any discounts, commissions or concessions received by any broker-dealers or agents may be deemed to be
underwriting discounts and commissions under the Securities Act. If a Selling Shareholder is deemed to be an "underwriter" within the meaning
of Section 2(11) of the Securities Act, that Selling Shareholder will be subject to the prospectus delivery requirements of the Securities Act
(including delivery through the facilities of the NYSE pursuant to Rule 153 under the Securities Act). We have informed the Selling
Shareholders of their obligations to comply with the provisions of the Exchange Act and the rules under the Securities Exchange Act of 1934
relating to stock manipulation, particularly Regulation M.

14
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We and the Selling Shareholders may agree to indemnify any broker-dealer, agent or underwriter against certain liabilities related to the
selling of the shares of Class A Common Stock, including liabilities under the Securities Act.

To the extent required, the shares to be sold, the names of the Selling Shareholders, the respective purchase prices and public offering
prices, the names of any agent, dealer or underwriter, the specific terms of any underwriting or other agreement and any applicable commissions,
discounts or concessions with respect to a particular offering will be set forth in an accompanying prospectus supplement or, if appropriate, a
post-effective amendment to the registration statement of which this prospectus is a part. If a third party in any monetization or hedging
transaction is an underwriter, such underwriter will be identified in the applicable prospectus supplement (or post effective amendment). In
addition, upon our being notified by a Selling Shareholder that a donee, pledgee, transferee or other successor-in-interest intends to sell more
than 500 shares, we will file a supplement to this prospectus.

In order to comply with the securities laws of some states, if applicable, the shares of Class A Common Stock may be sold in these
jurisdictions only through registered or licensed brokers or dealers. In addition, in some states the shares of Class A Common Stock may not be
sold unless they have been registered or qualified for sale or any exemption from registration or qualification requirements is available and is
complied with.

Expenses of this offering related to this registration statement, estimated at $59,889, will be borne in full by the Selling Shareholders.
Commission expenses and brokerage fees, if any, will be paid by the Selling Shareholders.
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DESCRIPTION OF CAPITAL STOCK

The following description of our capital stock and certain provisions of our Certificate of Incorporation, or our "Certificate" and the
By-Laws is a summary and is qualified in its entirety by reference to the provisions of the Certificate and the By-Laws, copies of which have
been filed with the Securities and Exchange Commission, and are incorporated by reference as exhibits to our registration statement of which
this prospectus is a part.

The authorized capital stock of the Company consists of (i) 100,000,000 shares of Class A Common Stock, $.001 par value, (ii) 50,000,000
shares of Class B Common Stock, $.001 par value, and (iii) 5,000,000 shares of preferred stock, $.001 par value ("Preferred Stock").

Class A and B Common Stock

On December 23, 2003, there were approximately 586 holders of record of Class A Common Stock and 34,756,868 shares of Class A
Common Stock were issued and outstanding. On December 23, 2003, there were 14 holders of record of Class B Common Stock and 31,937,294
shares of Class B Common Stock issued and outstanding.

Subject to the rights of the holders of any Preferred Stock which may be outstanding, each holder of Class A Common Stock and Class B
Common Stock on the applicable record date is entitled to receive such dividends as may be declared by the Board of Directors out of funds
legally available therefor, and, in the event of liquidation, to share pro rata in any distribution of our assets after payment or providing for the
payment of liabilities and the liquidation preference of any outstanding Preferred Stock. Each holder of Class A Common Stock is entitled to one
vote for each share held of record on the applicable record date on all matters presented to a vote of shareholders, including the election of
directors. The holders of Class B Common Stock are entitled to ten votes per share on the applicable record date and are entitled to vote,
together with the holders of the Class A Common Stock, on all matters which are subject to shareholder approval. Holders of Class A Common
Stock and Class B Common Stock have no cumulative voting rights or preemptive rights to purchase or subscribe for any stock or other
securities and there are no conversion rights or redemption or sinking fund provisions with respect to such stock. The Class B Common Stock is
convertible into Class A Common Stock on a one-for-one basis at the option of the holder and upon transfer of such shares to persons other than
existing shareholders or certain of their family members.

The shares of Class A Common Stock offered hereby, when issued, will be fully paid and nonassessable.

The Class A Common Stock is listed on the NYSE under the symbol "MSM."
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The transfer agent for the Class A Common Stock is American Stock Transfer & Trust Company.
Preferred Stock

Our Certificate authorizes 5,000,000 shares of Preferred Stock. The Company's Board of Directors has the authority to issue shares of
Preferred Stock in one or more series and to fix, by resolution, the voting powers, full or limited or no voting powers, and such designations,
preferences and relative, participating, optional or other rights, if any, and the qualifications, limitations or restrictions thereof, if any, including
the number of shares in such series (which the Board may increase or decrease as permitted by New York law), liquidation preferences, dividend
rates, conversion rights and redemption provisions of the shares constituting any series, without any further vote or action by the shareholders.
Any shares of Preferred Stock so issued would have priority over the Class A Common Stock and Class B Common Stock with respect to
dividend or liquidation rights or both. There are currently no shares of Preferred Stock outstanding and the Company has no current intention to
issue any shares of Preferred Stock.
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Dividend Policy

On July 10, 2003, the Board of Directors instituted a policy of regular quarterly cash dividends to shareholders. The Board of Directors
established a quarterly dividend rate of $0.05 per share, or $0.20 per share annually. This policy is reviewed regularly by the Board of Directors.
The first dividend was paid on August 11, 2003 for approximately $3.3 million to shareholders of record at the close of business on July 31,
2003. On October 29, 2003 the Board of Directors approved a second dividend of $.05 per share which was paid on November 26, 2003 to
shareholders of record at the close of business on November 17, 2003. The dividend resulted in a payout of approximately $3.3 million based on
the number of shares then outstanding. The provisions of our revolving credit agreement limit the payment of dividends in each fiscal year to
50% of net income in the immediately preceding fiscal year plus $10.0 million.

Certain Provisions of By-laws Affecting Shareholders

Special meetings of the shareholders may be called by resolution of the Board of Directors or by the president and shall be called by the
president or secretary upon the written request (stating the purpose or purposes of the meeting) of a majority of the Board of Directors or of the
holders of a majority of the outstanding shares entitled to vote. Only business related to the purposes set forth in the notice of the meeting may
be transacted at a special meeting.

Business Combination Statute

As a New York resident domestic corporation, we are subject to the provisions of Section 912 of the New York Business Corporation Law.
Section 912 provides, with certain exceptions, that a New York resident domestic corporation may not engage in a "business combination” (such
as merger, consolidation, recapitalization or disposition of stock) with any "interested shareholder" for a period of five years from the date that
the person became an interested shareholder unless: (a) the transaction resulting in a person becoming an interested shareholder, or the business
combination was approved by the board of directors of the corporation prior to that person becoming an interested shareholder; (b) the business
combination is approved by the holders of a majority of the outstanding voting stock not beneficially owned by the interested shareholder; or
(c) a business combination that meets specified valuation requirements for the stock of the New York resident domestic corporation. An
"interested shareholder" is defined as any person that (a) is the beneficial owner of 20% or more of the outstanding voting stock of the New York
resident domestic corporation or (b) is an affiliate or associate of the corporation that at any time during the five years prior was the beneficial
owner, directly or indirectly, of 20% or more of the then outstanding voting stock. These provisions are likely to impose greater restrictions on
an unaffiliated shareholder than on the existing shareholders who will continue to own all of the Class B Common Stock after this Offering.
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LEGAL MATTERS

The validity of the shares of Class A Common Stock offered hereby and certain other legal matters in connection with this Offering will be
passed upon for the Company by Katten Muchin Zavis Rosenman, New York, New York.
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Certain members and associates of the firm of Katten Muchin Zavis Rosenman own an aggregate of approximately 4,100 shares of Class A
Common Stock.

EXPERTS

The consolidated financial statements of MSC Industrial Direct Co., Inc. and Subsidiaries appearing in MSC Industrial Direct Co., Inc.'s
Annual Report (Form 10-K) for the year ended August 30, 2003, have been audited by Ernst & Young LLP, independent auditors, as set forth in
their report thereon included therein and incorporated herein by reference. Such consolidated financial statements are incorporated herein by
reference in reliance upon such report given on the authority of such firm as experts in accounting and auditing.
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WHERE YOU CAN FIND MORE INFORMATION

We are required to file periodic reports, proxy and information statements and other information with the SEC. You may read any materials
filed by us at the SEC's public reference room at 450 Fifth Street, N.W., Washington, D.C. You may obtain information about the operation of
the public reference room by calling the SEC at 1-800-SEC-0330. Our SEC filings are also available to the public on the SEC's Internet website

located at http://www.sec.gov.

We have filed with the SEC a registration statement on Form S-3 under the Securities Act covering the sale of the Class A Common Stock.
This prospectus is part of that registration statement. As allowed by SEC rules, this prospectus does not contain all of the information included in
the registration statement or in the exhibits to the registration statement. For further information with respect to our company and the securities
offered by this prospectus, you should read the registration statement and the exhibits filed with the registration statement. You may obtain
copies of the registration statement and exhibits from the SEC upon payment of a fee prescribed by the SEC or examine the documents, free of
charge, at the public reference facilities or Internet website referred to above. A summary in this prospectus of any document filed as an exhibit
to the registration statement, although materially complete, does not summarize all of the information in that document. You should read the
exhibit for a more complete understanding of the document or matter involved.

The following documents heretofore filed by us with the SEC pursuant to the Securities Exchange Act of 1934 are incorporated herein by
reference:

(1) Our Annual Report on Form 10-K for the fiscal year ended August 30, 2003;
(ii) Current Report on Form 8-K, filed on November 4, 2003; and

(iii) The information in respect of our Class A common stock, $.001 par value contained in the Company's Registration Statement on
Form 8-A filed with the Commission on December 8, 1995.

All documents filed by us under Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act subsequent to the date of this prospectus and prior
to the termination of the offering of the Class A Common Stock hereunder shall be deemed to be incorporated by reference into this prospectus
and those documents shall be deemed to be a part of this prospectus from the date of filing of those documents. All filings filed by us under the
Exchange Act after the date of the initial registration statement of which this prospectus is a part and prior to the effectiveness of that registration
statement shall also be deemed to be incorporated by reference into this prospectus. Any statement contained in a document incorporated or
deemed to be incorporated by reference into this prospectus will be deemed to be modified or superseded for purposes of this prospectus to the
extent that a statement contained in this prospectus or any other subsequently filed document that is deemed to be incorporated by reference into
this prospectus modifies or supersedes the statement. Any statement so modified or superseded will not be deemed, except as so modified or
superseded, to constitute a part of this prospectus.

We will provide without charge to each person to whom a copy of this Prospectus is delivered, upon the request of any such person, a copy
of any or all of the information incorporated herein by reference (exclusive of exhibits to such documents unless such exhibits are specifically
incorporated by reference herein). Requests for such copies should be directed to Shelley Boxer, Vice President, MSC Industrial Direct Co., Inc.,
75 Maxess Road, Melville, NY 11747, telephone (516) 8§12-2000.

You should rely only on the information provided in this prospectus or incorporated by reference into this prospectus. No person has been
authorized to provide you with different information and you should not rely on any information you receive or representations made that are not
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This prospectus is not an offer to sell these securities and it is not soliciting an offer to buy these securities in any state where the offer or
sale is not permitted.

The information in this prospectus is accurate as of the date on the front cover. You should not assume that the information contained in
this prospectus is accurate after the date on the cover page.
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STOCK BASED COMPENSATION RELATED TO OPTIONS GRANTED TO CONSULTANTS
- - 117,174 - - 117,174
IMPUTED INTEREST
- - 3,780 - - 3,780
NET LOSS
- - - - (2,760,474) (2,760,474)
BALANCE AS OF AUGUST 31, 2009
4,705,530 $56,456 $12,698,414 - $(10,008,678) $2,746,192
SHARES ISSUED FOR SERVICES RENDERED

92,416 1,109 248,741 - - 249,850
STOCK BASED COMPENSATION RELATED TO OPTIONS GRANTED TO EMPLOYEES AND DIRECTORS
- - 690,882 - - 690,882
STOCK BASED COMPENSATION RELATED TO OPTIONS GRANTED TO CONSULTANTS
- - 116,944 - - 116,944
IMPUTED INTEREST
- - 3,780 - - 3,780
NET LOSS

- - - - (2,977,376) (2,977,376)
BALANCE AS OF AUGUST 31, 2010
4,797,946 $57,565 $13,758,761 - $(12,986,054) $830,272
SHARES ISSUED FOR SERVICES RENDERED
60,887 731 226,838 - - 227,569
SHARES AND WARRANTS ISSUED FOR CASH**
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984,209 11,808 3,682,404 - - 3,694,212
STOCK BASED COMPENSATION RELATED TO OPTIONS GRANTED TO EMPLOYEES AND DIRECTORS
- - 502,593 - - 502,593
STOCK BASED COMPENSATION RELATED TO OPTIONS GRANTED TO CONSULTANTS
- - 26,733 - - 26,733
IMPUTED INTEREST
- - 3,782 - - 3782
NET LOSS
- - - - (1,561,245) (1,561,245)
BALANCE AS OF AUGUST 31, 2011
5,843,042 70,104 18,201,111 - (14,547,299) 3,723,916
SHARES ISSUED FOR SERVICES

29,084 349 107,511 - - 107,860
SHARES AND WARRANTS ISSUED FOR CASH, INCLUDING RECLASSIFICATION OF WARRANTS
801,942 9,622 2,984,842 - - 2,944,464
SHARES AND WARRANTS TO BE ISSUED FOR CASH
- - 25,093 - - 25,093
STOCK BASED COMPENSATION RELATED TO OPTIONS GRANTED TO EMPLOYEES AND DIRECTORS
- - 200,866 - - 200,866
STOCK BASED COMPENSATION RELATED TO OPTIONS GRANTED TO CONSULTANTS
- - 70,292 - - 70,292

NET LOSS

- - - - (3,344,478) (3,344,478)

BALANCE AS OF AUGUST 31, 2012

6,674,068 $80,075 $21,589,715 - $(17,891,777) $3,778,013

* See note 4d.

** Including 16,397 shares issued as finders' fee.

F-5
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ORAMED PHARMACEUTICALS INC.
(A development stage company)
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(UNAUDITED)
U.S. dollars

Deficit
Accumulated accumulated
Additional other during the Total
Common Stock paid-in  Comprehensive development stockholders'

Shares* $ capital Income stage equity
BALANCE AS OF
AUGUST 31, 2012 6,674,068 $80,075 $21,589,715 - $(17,891,777) $3,778,013
SHARES AND
WARRANTS ISSUED FOR
CASH, NET** 349,396 4,192 1,418,400 - - 1,422,592
SHARES ISSUED FOR
MARKETABLE
SECURITIES 199,172 2,390 626,240 - - 628,630
SHARES TO BE ISSUED
FOR SERVICES
RENDERED - - 93,713 - - 93,713
EXCHANGE OF
WARRANTS (see note 5) - - 917,809 - - 917,809
EXERCISE OF
WARRANTS 3,787 45 (45 ) - - -
STOCK BASED
COMPENSATION
RELATED TO OPTIONS
GRANTED TO
EMPLOYEES AND
DIRECTORS - - 487,034 - - 487,034
STOCK BASED
COMPENSATION
RELATED TO OPTIONS
GRANTED TO
CONSULTANTS - - 140,477 - - 140,477
NET LOSS - - - - (3,440,968 )  (3,440,968)
OTHER
COMPREHENSIVE
INCOME - - - 131,924 - 131,924
BALANCE AS OF MAY
31,2013 7,226,423  $86,702 $25,273,343  $ 131,924 $(21,332,745) $4,159,224

* See note 4d.
** Including 13,871 shares issued as finders' fee.

The accompanying notes are an integral part of the condensed consolidated financial statements.
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ORAMED PHARMACEUTICALS INC.
(A development stage company)
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)
U.S. dollars

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments required to reconcile net loss to net cash used in operating

Nine months ended

May 31,
2013

May 31,
2012

$(3,440,968) $(2,014,259)

activities:

Depreciation 3,697 17,384
Amortization of debt discount - -

Exchange differences on deposits and investments 10,880 ¢! )
Stock based compensation 627,511 154,199
Shares issued for services rendered - 91,860
Shares to be issued for services rendered 93,713 -

Gain on sale of investment (69,178 ) -
Impairment of investment - -

Imputed interest - -
Impairment of available for sale security - 43,111
Exchange of warrants 296,982 -

Changes in fair value of warrant liabilities 44,699 ) -

Changes in operating assets and liabilities:

Accounts receivables and other current assets (400,523 ) (166,540 )
Restricted cash - -

Accounts payable and accrued expenses (198,401 ) (85,435 )
Liability of employee rights upon retirement 5,821 419
Provision for uncertain tax position - -

Total net cash used in operating activities (3,115,165) (1,959,262)
CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of property and equipment (4,659 ) (2,129 )
Acquisition of short-term investments and short term deposits (1,862,817) (500,000 )
Funds in respect of employee rights upon retirement (3,023 ) (2,109 )
Proceeds from sale of investment and marketable securities 226,671 450,000
Proceeds from sale of Short term deposits - 1,800,000
Lease deposits, net - -

Total net cash derived from (used in) investing activities (1,643,828) 1,745,762
CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from sales of common stock and

warrants - net of issuance expenses 1,450,936 -

Receipts on account of shares issuances
Proceeds from convertible notes

Period from
April 12,
2002
(inception
date) through
May 31,
2013

$(21,332,745)

124,541
108,000
41,917
5,598,798
1,155,956
93,713
(1,102,182 )
434,876
23,559
381,666
296,982
98,005

(560,682 )
(16,000 )
398,772
26,007
228,272
(14,000,545)

(130,271 )
(7,766,552 )
(9,918 )
676,671
5,428,000
(7,509 )
(1,809,579 )

16,595,571
6,061
275,000

50



Edgar Filing: MSC INDUSTRIAL DIRECT CO INC - Form 424B3

Proceeds from short term note payable - - 120,000
Payments of short term note payable - - (120,000
Shareholder advances - - 66,243

Net cash derived from financing activities 1,450,936 - 16,942,875
EFFECT OF EXCHANGE RATE CHANGES ON CASH (17,786 ) - (27,854

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (3,325,843) (213,500 ) 1,104,897
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 4,430,740 1,513,365 -

CASH AND CASH EQUIVALENTS AT END OF PERIOD $1,104,897 $1,299,865 $1,104,897
Non cash investing and financing activities:

Shares issued for offering costs - - $77,779
Contribution to paid in capital - - $18,991
Discount on convertible note related to beneficial conversion feature - - $108,000
Exchange of warrants $917,809 = $917,809
Shares and warrants issued for marketable securities- $628,630 - $628,630

The accompanying notes are an integral part of the condensed consolidated financial statements.

)

)
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES:
a. General:

Oramed Pharmaceuticals Inc. (the “Company’) was incorporated on April 12, 2002, under the laws of the State of
Nevada. From incorporation until March 3, 2006, the Company was an exploration stage company engaged in the
acquisition and exploration of mineral properties. On February 17, 2006, the Company entered into an agreement with
Hadasit Medical Services and Development Ltd. (“Hadasit”) (the “First Agreement”) to acquire the provisional patent
related to orally ingestible insulin capsule to be used for the treatment of individuals with diabetes, see also note 2a.

On March 11, 2011, the Company was reincorporated from the State of Nevada to the State of Delaware.

In February 2013, the Company's common stock began trading on The Nasdaq Capital Market under the symbol
ORMP.

On May 14, 2007, the Company incorporated a wholly-owned subsidiary in Israel, Oramed Ltd., which is engaged in
research and development. Unless the context indicates otherwise, the term “Group” refers to Oramed Pharmaceuticals
Inc. and its Israeli subsidiary, Oramed Ltd. (the “Subsidiary”), (together with the Company, "the Group").

The Group is engaged in research and development in the biotechnology field and is considered a development stage
company in accordance with the ASC Topic 915 "Development Stage Entities" due to the fact that it has not generated
any revenues from its operations.

Successful completion of the Company’s development programs and its transition to normal operations is dependent
upon obtaining necessary regulatory approvals from the FDA prior to selling its products within the United States, and
foreign regulatory approvals must be obtained to sell its products internationally. There can be no assurance that the
Company will receive regulatory approval of any of its product candidates, and a substantial amount of time may pass
before the Company achieves a level of revenues adequate to support its operations, if at all. The Company also
expects to incur substantial expenditures in connection with the regulatory approval process for each of its product
candidates during their respective developmental periods. Obtaining marketing approval will be directly dependent on
the Company’s ability to implement the necessary regulatory steps required to obtain marketing approval in the United
States and in other countries. The Company cannot predict the outcome of these activities.

Based on its current cash resources and commitments, and cash received in private offerings in the year ended August
31, 2012 and the nine month period ended May 31, 2013 (see note 4b), the Company believes it will be able to
maintain its current planned development activities and the corresponding level of expenditures for at least the next 12
months, although no assurance can be given that it will not need additional funds prior to such time. If there are
unexpected increases in general and administrative expenses or research and development expenses, the Company
may need to seek additional financing during the next 12 months. See also note 6 with respect to the Company
registered direct offering.
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):
b. Newly issued and recently adopted Accounting Pronouncements

1)In June 2011, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update (ASU)
2011-05, an update to ASC No. 220, “Presentation of Comprehensive Income,” which eliminates the option to
present other comprehensive income and its components in the statement of shareholders’ equity. The Company can
elect to present the items of net income and other comprehensive income in a single continuous statement of
comprehensive income or in two separate, but consecutive, statements. Under either method the statement would
need to be presented with equal prominence as the other primary financial statements. The amended guidance,
which must be applied retroactively, is effective for fiscal years, and interim periods within those years, beginning
after December 15, 2011, with earlier adoption permitted. In December 2011, the FASB issued another update on
the topic, which deferred the effective date pertaining only to the presentation of reclassification adjustments on the
face of the financial statements. The Company adopted the pronouncement in the first quarter of fiscal year 2013.

2)In February 2013, the Financial Accounting Standards Board issued Accounting Standards Update (ASU) 2013-02,
Comprehensive Income (Topic 220): Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income (“ASU 2013-02”). This update requires an entity to provide information about the amounts
reclassified out of accumulated other comprehensive income by component. In addition, ASU 2013-02 requires
presentation, either on the face of the income statement or in the notes, of significant amounts reclassified out of
accumulated other comprehensive income by respective line items of net income, but only if the amounts
reclassified are required to be reclassified in their entirety in the same reporting period. For amounts that are not
required to be reclassified in their entirety to net income, an entity is required to cross-reference to other
disclosures that provide additional details about these amounts. The amendments in ASU 2013-02 will be effective
prospectively for annual reporting periods beginning after December 15, 2012, and interim periods within those
annual periods. ASU 2013-02 is effective for the Company on August, 31, 2013. The Company does not expect the
adoption of ASU 2013-02 to have a material effect on the consolidated financial statement presentation.

c. Condensed Consolidated Financial Statements Preparation

The condensed consolidated financial statements included herein have been prepared in accordance with accounting
principles generally accepted in the United States of America (“U.S. GAAP”) and on the same basis as the audited
consolidated financial statements included in the Company’s Annual Report on Form 10-K for the fiscal year ended
August 31, 2012 (the “2012 Form 10-K”). These condensed consolidated financial statements are not audited but in the
opinion of management reflect all adjustments that are of a normal recurring nature and that are considered necessary
for a fair statement of the results of the periods presented. Certain information and disclosures normally included in
annual consolidated financial statements have been omitted in this interim period report pursuant to the rules and
regulations of the SEC.
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

Because the condensed consolidated interim financial statements do not include all of the information and disclosures
required by U.S. GAAP for annual financial statements, they should be read in conjunction with the audited
consolidated financial statements and notes included in the 2012 Form 10-K for the year ended August 31, 2012. The
results for interim periods are not necessarily indicative of a full fiscal year’s results.

d. Reclassifications
Certain figures in respect of prior years have been reclassified to conform to the current year presentation.
NOTE 2 - COMMITMENTS:

a.Under the terms of the First Agreement with Hadasit (note 1a above), the Company retained Hadasit to provide
consulting and clinical trial services. As remuneration for the services provided under the agreement, Hadasit is
entitled to $200,000. The primary researcher for Hadasit is Dr. Miriam Kidron, a director and officer of the
Company. The funds paid to Hadasit under the agreement are deposited by Hadasit into a research fund managed
by Dr. Kidron. Pursuant to the general policy of Hadasit with respect to its research funds, Dr. Kidron receives
from Hadasit a management fee in the rate of 10% of all the funds deposited into this research fund. The total
amount paid to Dr. Kidron out of this fund was $10,214.

On January 7, 2009, the Company entered into a second agreement with Hadasit (the “Second Agreement”) which
confirms that Hadasit has conveyed, transferred and assigned all of its ownership rights in the patents acquired under
the First Agreement to the Company, and certain other patents filed by the Company after the First Agreement as a
result of the collaboration between the Company and Hadasit.

On July 8, 2009, the Subsidiary entered into a third agreement with Hadasit, Prof. Itamar Raz and Dr. Miriam Kidron
the “Third Agreement”), to retain consulting and clinical trial services from Hadasit. According to the Third Agreement,
Hadasit was entitled to total consideration of $400,000 to be paid by Oramed. $200,000 of this amount was agreed in
the terms of the First Agreement, and the remaining of $200,000 was paid in accordance with the actual progress of

the study. The total amount was paid through May 31, 2011.

On September 11, 2011, the Subsidiary entered into a fourth agreement with Hadasit, Dr. Miriam Kidron and Dr.
Daniel Schurr (the “Fourth Agreement”), to retain consulting and clinical trial services. According to the Fourth
Agreement, Hadasit will be entitled to consideration of $200,000 to be paid by the Company in accordance with the
actual progress of the study, $50,000 of which were paid and recognized through May 31, 2013.

b.On July 5, 2010, the Subsidiary of the Company entered into a Manufacturing Supply Agreement (MSA) with

Sanofi-Aventis Deutschland GMBH (‘“sanofi-aventis”). According to the MSA, sanofi-aventis will supply the
subsidiary with specified quantities of recombinant human insulin to be used for clinical trials in the United States.
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 2 - COMMITMENTS (continued):

¢.On February 15, 2011, the Subsidiary entered into a consulting agreement with a third party (the "Consultant”) for a
period of five years, pursuant to which the Consultant will provide consultation on scientific and clinical matters.
The Consultant is entitled to a fixed monthly fee of $8,000, royalties of 8% of the net royalties actually received by
the Subsidiary in respect of the patent that was sold to Entera Bio Ltd. (“Entera”) on February 22, 2011 and an option
to purchase up to 20,834 shares of common stock of the Company at an exercise price of $6.00 per share. The
option vests in five annual installments commencing February 16, 2012 and expires on February 16, 2021. The
initial fair value of the option on the date of grant was $62,185, using the Black Scholes option-pricing model and
was based on the following assumptions: dividend yield of 0% for all years; expected volatility of 78.65%; risk-free
interest rates of 3.62%; and the remaining expected term of 10 years. The fair value of the option as of May 31,
2013 was $129,683, using the following assumptions: dividend yield of 0% and expected term of 7.72 years;
expected volatility of 76.16%; and risk-free interest rate of 1.75%. The fair value of the option granted is
remeasured at each balance sheet reporting date and is recognized over the related service period using the
straight-line method.

d.On February 15, 2012, the Company entered into an advisory agreement with a third party for a period of one year,
pursuant to which such third party will provide investors relations services and will be entitled to a share based
compensation as follows: 25,000 shares of common stock of the Company will be issued in six installments over
the engagement period, commencing February 15, 2012, and a warrant to purchase 62,500 shares of common stock
of the Company at an exercise price of $6.00 per share. The warrant vested in 12 monthly installments
commencing February 15, 2012 and expires on February 15, 2017. The initial fair value of the option on the date of
grant was $121,304, using the Black Scholes option-pricing model and was based on the following assumptions:
dividend yield of 0% for all years; expected volatility of 76.82%; risk-free interest rates of 0.81%; and the
remaining expected term of 5 years.

On July 3, 2012, the Company and the third party entered into an amendment to the agreement, according to which the
original agreement will be extended until July 3, 2013 (unless terminated earlier by one of the parties), and a new
payment schedule was determined for the remainder of the share based compensation until July 3, 2013. The
Company records expenses in respect of this warrant during the term of the services.

The fair value of the option as of May 31, 2013, was $166,598, using the following assumptions: dividend yield of 0%
and expected term of 4.0 years; expected volatility of 65.72%; and risk-free interest rate of 0.62%. The fair value of
the option granted is remeasured at each balance sheet reporting date and is recognized over the related service period
using the straight-line method.
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 2 - COMMITMENTS (continued):

e.On March 18, 2012, the Subsidiary entered into a lease agreement for its office facilities in Israel. The lease
agreement is for a period of 57 months commencing January 1, 2012. The monthly lease payment will be NIS
3,400 in 2012, NIS 4,225 in 2013 and NIS 5,610 from 2014 onwards, and will be linked to the increase in the
Israeli consumer price index (as of May 31, 2013, the monthly payment in the Company's functional currency is
$1,147, the future lease payments under the agreement will be $4,558 from July to September 2013). As security
for its obligation under this lease agreement the Company provided a bank guarantee in an amount equal to three
monthly lease payments.

On April 28, 2013, the Subsidiary entered into a new lease agreement for its office facilities in Israel. The new lease
agreement is for a period of 36 months commencing October 1, 2013. The monthly lease payment will be NIS 5,589
in 2013 and NIS 7,421 from 2014 onwards, and will be linked to the increase in the Israeli consumer price index (as of
May 31, 2013, the monthly payment in the Company's functional currency is $1,518, the future lease payments under
the agreement will be $2,015 in 2014 onwards). As security for its obligation under this lease agreement the Company
provided a bank guarantee in an amount equal to three monthly lease payments.

f.On September 27, 2012, the Subsidiary entered into a Master Services Agreement with Medpace, Inc. ("Medpace"),
to retain it as a CRO, for its upcoming Phase 2 clinical trial for an oral insulin capsule, that was expected to start in
the first calendar quarter of 2013 in the United States. As consideration for its services, the subsidiary will pay
Medpace a total amount of approximately $3,500,000 that will be paid during the term of the engagement and based
on achievement of certain milestones, $540,579 of which was paid through May 31, 2013. On March 17, 2013, due
to a request from the FDA to perform a sub study before proceeding with the Phase 2 clinical trial, the Subsidiary
instructed Medpace to temporarily cease all work. As a result, Medpace is required to return to the Subsidiary all
funds in excess of the actual expenses paid for the clinical trial, at the amount of $219,867 and are presented as
accounts receivable - other.

g.Grants from Bio-Jerusalem
The Subsidiary is committed to pay royalties to the Bio-Jerusalem fund on proceeds from future sales at a rate of 4%
and up to 100% of the amount of the grant received by the Company (Israeli CPI linked) at the total amount of

$65,053. As of May 31, 2013, the Subsidiary had not yet realized any revenues and did not incur any royalty liability.

In the nine months period ended May 31, 2013, the Company received $12,320 from the Bio-Jerusalem fund.
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 2 - COMMITMENTS (continued):
h. Grants from the Office of the Chief Scientist ("OCS")

Under the terms of the Company’s funding from the Israeli Government, royalties of 3%-3.5% are payable on sales of
products developed from a project so funded, up to 100% of the amount of the grant received by the Company (dollar
linked) with the addition of annual interest at a rate based on LIBOR.

At the time the grants were received, successful development of the related projects was not assured. In case of failure
of a project that was partly financed as above, the Company is not obligated to pay any such royalties.

On May 31, 2013, the Subsidiary had not yet realized any revenues from the said project and did not incur any royalty
liability. The total amount that was actually received through May 31, 2013 was $1,332,374.

For the nine months period ended May 31, 2013, the research and development expenses are presented net of OCS
and Bio-Jerusalem fund Grants, in the total amount of $101,639.

NOTE 3 - FAIR VALUE:

Fair value is based on the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. In order to increase consistency and comparability in
fair value measurements, the guidance establishes a fair value hierarchy that prioritizes observable and unobservable
inputs used to measure fair value into three broad levels, which are described as follows:

Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets
or liabilities. The fair value hierarchy gives the highest priority to Level 1 inputs.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly.

Level 3: Unobservable inputs are used when little or no market data is available. The fair value hierarchy
gives the lowest priority to Level 3 inputs.

As of May 31, 2013, the assets measured at fair value are comprised of available for sale securities (level 1 and level
3).

In determining fair value, the Company utilizes valuation techniques that maximize the use of observable inputs and
minimize the use of unobservable inputs to the extent possible.

Available-for-sale securities are reported at fair value with unrealized gains and losses, recorded as a separate
component of other comprehensive income in equity until realized. Unrealized losses that are considered to be
other-than-temporary are charged to statement of comprehensive loss as an impairment charge and are included in the
consolidated statement of comprehensive loss under impairment of available-for-sale securities.
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 3 - FAIR VALUE (continued):

The Company considers available evidence in evaluating potential impairments of its investments, including the
duration and extent to which fair value is less than cost, and the Company’s ability and intent to hold the investment.
Realized gains and losses on sales of the securities are included in the consolidated statement of comprehensive loss
as financial income or expenses.

Marketable securities consist wholly of equity securities of D.N.A Biomedical Solutions Ltd. ("D.N.A"), which were
received in March 2011 as part of the consideration for selling the Company's equity method investee Entera, and in
October 2012, as an option to purchase ordinary shares of D.N.A with no additional costs in exchange for the
Company's common stock (the "D.N.A Option"). The D.N.A Option was exercised by the Company in February
2013. Those securities are classified as available-for-sale and are recorded at fair value.

The shares received on March 2011 are traded on the Tel Aviv Stock Exchange ("TASE") and have a quoted price.
The fair value of those securities is measured at the quoted prices of the securities in an active market on the
measurement date.

The D.N.A shares that were received upon realizing the D.N.A Option are restricted for a period of 6 months from
realization date according to TASE policy with regards to private placements. The fair value of the D.N.A Option is
measured based on the quoted prices of the otherwise identical unrestricted securities, adjusted for the effect of the
restriction by applying a proper discount. The discount was determined with reference to other similar restricted
instruments, and will be decreased over the restriction period. Similar securities, with no restriction on tradability, are
quoted on an active market.

Transfers in and/or out of Level 3 are recognized in the beginning of the reporting period.

Financial assets carried at fair value as of May 31, 2013 and August 31, 2012 are classified in the tables below in one
of the three categories described above:

Level 1 Level 3 Total
Marketable securities:
May 31, 2013 $ 113,920 $ 689,452 $ 803,372
August 31, 2012 $ 200,311 - $ 200,311

The following table summarizes the activity for those financial assets where fair value measurements are estimated
utilizing Level 3 inputs:

Nine months

ended
May 31, 2013
Carrying value at the beginning of the period $ -
Additions 628,630
Changes in fair value 113,165
Reclassification adjustment for gains included in net loss (52,343 )
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As to financial liabilities carried at fair value, see note 5.
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 4 - STOCK HOLDERS’ EQUITY:

a.In September 2012, the Company issued 5,652 shares of its common stock and 2,826 common stock purchase
warrant to an investor, with whom the Company entered into Securities Purchase Agreement in August 2012 for
the same investment terms as described in note 4b. below.

b.Between September and November 2012, the Company entered into Securities Purchase Agreements with a
number of investors for the sale of 329,832 units at a purchase price of $4.44 per unit for total consideration of
$1,464,425. Each unit consisted of one share of the Company's common stock and one common stock purchase
warrant. Each warrant entitles the holder to purchase 0.50 a share of common stock exercisable for five years at an
exercise price of $6.00 per share. The investors were granted customary registration rights with respect to resales of
shares, including the shares underlying the warrants. In addition, one of the investors who was previously
considered as a leading investor (the "Leading Investor") , who purchased 405,405 of the units, was granted the
right to maintain its percentage of the shares of the Company’s common stock outstanding by purchasing more
shares whenever the Company proposes to issue certain additional shares to other investors. Such right only exists
so long as such investor holds at least 5% of the Company's outstanding common stock. In addition, such investor’s
warrants contained anti-dilution protection (the "full ratchet anti-dilution protection") and cashless exercise
provisions not contained in the other investors’ warrants. The other terms of the Leading Investor's Securities
Purchase Agreement were substantially the same as those granted to him in 2011 for his first investment. See also
note 5.

As a finder's fee, in connection with the securities purchase agreements, the Company paid cash consideration of
$12,885, as well as issued 1,127 shares of the Company's common stock and 564 common stock purchase warrant for
another individual. The Company also issued 12,745 shares of the Company's common stock and 6,373 common stock
purchase warrant to a director as a finder's fee with respect to the Securities Purchase Agreements described above
and to Securities Purchase Agreements to which the Company had entered into in August 2012.

¢.On October 30, 2012, the Company entered into a Securities Purchase Agreement with D.N.A, according to which,
the Company issued on that day to D.N.A 199,172 shares of its common stock, in consideration for the option to
purchase up to 21,637,611 ordinary shares of D.N.A, valued at approximately $628,630 at the day of the
transaction. The Company exercised the option in February 2013. As described in note 3, the Subsidiary had
previously acquired 8,404,667 ordinary shares of D.N.A issued in March 2011. On February 14, 2013 the
Subsidiary sold 3,500,000 of the D.N.A shares in a private transaction for a total of NIS 420,000 (or approximately
$114,130). On March 5, 2013 the Subsidiary sold additional 3,500,000 of the D.N.A shares in a private transaction
for a total of NIS 420,000 (or approximately $112,540). As of May 31, 2013 the Group own approximately 11.1%
of D.N.A’s outstanding ordinary shares.

d.On January 10, 2013, the Company's board of directors approved a reverse stock split at a ratio of one-for-twelve,
effective January 22, 2013, which decreased the number of common shares issued and outstanding as of January
23, 2013, from approximately 86.5 million shares to approximately 7.2 million shares and the number of authorized
common shares from 200 million shares to approximately 16.7 million shares. All share and per share amounts
included in the condensed consolidated financial statements have been adjusted retroactively to reflect the effects
of the reverse stock split.
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 5 - WARRANTS

As part of the Company's private placements, warrants were granted to the Leading Investor, as defined in note 4b.
182,292 warrants were granted in January 2011 (the "2011 Warrants"), 112,613 were granted in August 2012 and
16,892 were granted in November 2012 (together, the "Three Warrants"). Each warrant was granted for five years at
an initial exercise price of $6.00 per share. The warrants included a full ratchet anti-dilution protection from the
second year anniversary date after issuing the warrant, subject to certain limitations and while the warrant was
outstanding. In the event the Company was to issue or sell any common stock for a consideration per share lower than
the exercise price then in effect, or was to issue or sell any options, warrants or other rights for the purchase or
acquisition of such shares at a consideration per share of less than the exercise price then in effect, the warrants were
to be amended to (a) reduce the exercise price to an amount equal to the per share consideration payable to the
company in such sale or issuance, and (b) the quantity of warrants were to updated, based on certain rules as
determined in the Warrants Agreements with the Leading Investor.

As aresult of a private placements in August 2012, and pursuant to adjustment terms of the 2011 Warrants, such
warrant was amended to: (i) reduce the exercise price from $6.00 to $4.44, (ii) increase the number of shares issuable
upon the exercise of the warrant from 182,292 to 246,341.

In addition, as a result of the agreement with D.N.A, as described in note 4c, and pursuant to adjustment terms of the
2011 Warrants, the Company further amended the 2011 Warrants by: (i) reducing the exercise price from $4.44 to
$3.7656 and (ii) increasing the number of shares issuable upon the exercise of the 2011 Warrants from 246,341 to
290,459.

On November 29, 2012, the Company and the Leading Investor entered into a letter agreement (the "Agreement") in
connection with the Three Warrants. Pursuant to the Agreement, the Company and the Leading Investor agreed to
amend the Three Warrants to provide that the anti-dilution protection of each of the Three Warrants shall be removed
in its entirety. In addition, as to the Warrants issued in August and November 2012, the parties agreed that the exercise
price shall be reduced to $3.7656. On that day, the Company also issued to the Leading Investor a Common Stock
Purchase Warrant (the "New Warrant") pursuant to which, the Leading Investor shall have the right to purchase up to
137,311 shares of the common stock of the Company over a period of four years at an exercise price of $7.20 per
share. The fair value of the New Warrant on the date of grant, was $145,173, using the following assumptions:
dividend yield of 0% and expected term of 4 years; expected volatility of 62.29%; and risk-free interest rate of 0.57%.
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 5 - WARRANTS (continued):

The fair value of the warrants was determined by using Monte Carlo type model based on the risk neutral

approach. The model takes as an input the estimated future dates when new capital will be raised, and builds a
multi-step dynamic model. The first step is to model the risk neutral distribution of the share value on the new issue
dates, then for each path to use the Black-Scholes model to estimate the value of the warrants on the last issue date
including all the changes in exercise price and quantity along this path. The significant unobservable input used in the
fair value measurement is the future expected issue dates. Significant delay in this input would result a higher fair
value measurement.

In addition to the New Warrant, Nadav Kidron, the Company’s President, Chief Executive Officer and director, in his
personal capacity as a shareholder of the Company, undertook and agreed that following the execution and delivery of
the Agreement, in the event that an adjustment pursuant to the anti-dilution protection of any of the Three Warrants
(had it not been amended by the Agreement thereof) would have been triggered and the number of shares of common
stock of the Company that the Leading Investor would have been able to purchase under the Three Warrants would
have increased by an aggregate number in excess of 137,311 shares, then the Leading Investor shall have the right to
purchase from Mr. Kidron such number of shares of common stock of the Company owned by Mr. Kidron equal to
such excess, up to a maximum of 112,690 shares of common stock of the Company (the "Kidron Option"). The
foregoing right shall survive until the termination of such Three Warrants. The fair value of the Kidron Option on the
date of grant was $168,220, based on the Monte Carlo type model that is described above, and was recognized as part
of the stockholders equity.

Pursuant to the removal of the anti-dilution protection, the Three Warrants were no longer classified as liabilities. The
Company recognized a financial expense in the amount of $296,982 during the three months ended November 30,

2012.

Financial liabilities carried at fair value as of August 31, 2012, are classified in the tables below in one of the three fair
value categories:

Fair value measurements

at reporting
date using
Level 3 Total
Warrants -
August 31, 2012 $ 637,182 $ 637,182

The following table summarizes the activity for those financial liabilities where fair value measurements are estimated
utilizing Level 3 inputs:

Nine months

ended May 31,
2013
Carrying value at the beginning of the period $ 637,182
Additional warrant liabilities granted 28,344
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Changes in fair value of warrant liabilities (44,699 )
Exchange of warrants (620,827 )
Carrying value at the end of the period $ =
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ORAMED PHARMACEUTICALS Inc.
(A development stage company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 6 - SUBSEQUENT EVENTS

On July 10, 2013, the Company entered into a Placement Agency Agreement with Aegis Capital Corp. as
representative of the several placement agents (the "Placement Agents"), pursuant to which the Placement Agents
agreed to use their reasonable best efforts to arrange for the sale of up to 658,144 shares of the Company’s common
stock. In connection therewith, on July 10, 2013, the Company also entered into a Securities Purchase Agreement,
pursuant to which the Company agreed to sell an aggregate of 658,144 shares of common stock, at a price of $7.00 per
share, to various investors in a registered direct offering (the "Offering"). The Company had received all funds and
issued all shares of common stock in connection with the Offering as of July 17, 2013. The net proceeds to the
Company from the offering are approximately $4,200,000, after deducting Placement Agents' commissions and
offering expenses of the Company.

F-18
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ITEM 2 - MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in

conjunction with the condensed consolidated financial statements and the related notes included elsewhere herein and
in our consolidated financial statements, accompanying notes and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” contained in our Annual Report (as defined below).

Forward-Looking Statements

This Quarterly Report on Form 10-Q (including the section regarding Management’s Discussion and Analysis of
Financial Condition and Results of Operations) contains forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995 and other federal securities laws, regarding our business, clinical trials,
financial condition, expenditures, results of operations and prospects. Words such as “expects,” “anticipates,” “intends,”
“plans,” “planned expenditures,” “believes,” “seeks,” “estimates” and similar expressions or variations of such words are
intended to identify forward-looking statements, but are not deemed to represent an all-inclusive means of identifying
forward-looking statements as denoted in this Quarterly Report on Form 10-Q. Additionally, statements concerning
future matters are forward-looking statements.

EEINT3 29 ¢

Although forward-looking statements in this Quarterly Report on Form 10-Q reflect the good faith judgment of our
management, such statements can only be based on facts and factors currently known by us. Consequently,
forward-looking statements are inherently subject to risks and uncertainties and actual results and outcomes may differ
materially from the results and outcomes discussed in or anticipated by the forward-looking statements. Factors that
could cause or contribute to such differences in results and outcomes include, without limitation, those specifically
addressed under the heading “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the fiscal year ended
August 31, 2012, or our Annual Report, as filed with the Securities and Exchange Commission, or the SEC, on
December 12, 2012, as amended on December 21, 2012, as well as those discussed elsewhere in our Annual Report
and in this Quarterly Report on Form 10-Q. Readers are urged not to place undue reliance on these forward-looking
statements, which speak only as of the date of this Quarterly Report on Form 10-Q. Except as required by law, we
undertake no obligation to revise or update any forward-looking statements in order to reflect any event or
circumstance that may arise after the date of this Quarterly Report on Form 10-Q. Readers are urged to carefully
review and consider the various disclosures made throughout the entirety of this Quarterly Report on Form 10-Q
which attempt to advise interested parties of the risks and factors that may affect our business, financial condition,
results of operations and prospects.

Overview of Operations
We are a pharmaceutical company currently engaged in the research and development of innovative pharmaceutical

solutions, including an orally ingestible insulin capsule to be used for the treatment of individuals with diabetes, and
the use of orally ingestible capsules or pills for delivery of other polypeptides.
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Recent business developments and financing activities

In September 2012, we entered into a Master Services Agreement with Medpace, Inc., or Medpace, to retain Medpace
as a contract research organization, or CRO, for our upcoming Phase 2 clinical trial for an oral insulin capsule that
was expected to start in the first calendar quarter of 2013 in the United States. As consideration for its services, we
will pay Medpace a total amount of approximately $3,500,000 during the term of the engagement, based on the
achievement of certain milestones. In March 2013, due to a request from the U.S. Food and Drug Administration, or
FDA, for us to perform a sub study before proceeding with the Phase 2 clinical trial, we instructed Medpace to
temporarily cease all work under the Master Services Agreement. We intend to resume the clinical trial at such time as
we receive approval from the FDA.

In October 2012, we entered into a Securities Purchase Agreement with D.N.A Biomedical Solutions Ltd., or D.N.A,
an Israeli company listed on the Tel Aviv Stock Exchange, according to which we issued to D.N.A 199,172 shares of
our common stock in consideration for an option to purchase up to 21,637,611 ordinary shares of D.N.A, or the D.N.A
Option. We had previously acquired 8,404,667 ordinary shares of D.N.A issued in March 2011. In February 2013,
we exercised the D.N.A Option. In addition, in February and March 2013 we sold a total amount of 7,000,000 of our
D.N.A ordinary shares, of which 5,250,000 ordinary shares were issued to us in March 2011 and 1,750,000 ordinary
shares were issued to us in February 2013 upon our exercise of the D.N.A Option. The ordinary shares were sold in
private transactions for a total of NIS 840,000 (or approximately $226,670, based on the exchange rate between the
NIS and the U.S. dollar, as quoted by the Bank of Israel on the dates of sale), before brokerage fees. The selling price
per share in both transactions was below market price. As of July 16, 2013, we own approximately 11.1% of D.N.A’s
outstanding ordinary shares.

Between September and November 2012, we completed private placements pursuant to which we sold to certain
investors an aggregate of 335,477 “units” at a purchase price of $4.44 per unit for total consideration of

$1,489,518. Each unit consisted of one share of common stock and a five-year warrant to purchase 0.50 of a share of
common stock at an exercise price of $6.00 per share. In connection with such private placements, we paid cash
compensation of $12,885 as a finder’s fee. We also issued 1,127 shares of common stock and warrants to purchase 564
shares of common stock as a finder’s fee to a third-party in connection with the private placements and issued 12,745
shares of common stock and warrants to purchase 6,373 shares of common stock as a finder’s fee to one of our
directors, Leonard Sank.

In November 2012, we entered into a letter agreement, or the Agreement, with Regals Fund LP, or Regals, in
connection with (1) the warrant originally issued in January 2011, as amended in August 2012 and November 2012, to
purchase up to 290,459 shares of our common stock, (2) the warrant dated August 28, 2012, to purchase up to 112,613
shares of our common stock and (3) the warrant dated November 5, 2012, to purchase up to 16,892 shares of our
common stock , or together, the Warrants. Pursuant to the Agreement, we and Regals agreed to amend the Warrants
to provide that the anti-dilution protection of the Warrants shall be deleted in its entirety. In addition, as to the
warrants issued in August and November 2012, the parties agreed to reduce the exercise price to $3.7656 per share,
the current exercise price per share of the warrants originally issued in January 2011. At such time, we also issued to
Regals a warrant, or the New Warrant, pursuant to which Regals shall have the right to purchase up to 137,311 shares
of our common stock over a period of four years at an exercise price of $7.20 per share.
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In connection with the New Warrant, Nadav Kidron, our President, Chief Executive Officer and a director, in his
personal capacity as one of our shareholders, agreed that following the execution and delivery of the Agreement, in
the event that an adjustment pursuant to the anti-dilution protection of the Warrants (had they not been amended by
the Agreement) would have been triggered and the number of shares of our common stock that Regals would have
been able to purchase under the Warrants would have increased by an aggregate number in excess of 137,311
common shares, then Regals shall have the right to purchase from Mr. Kidron such number of shares of our common
stock owned by Mr. Kidron, up to a maximum of 112,690 shares of our common stock. This right shall survive until
the termination of the Warrants.

In December 2012 and March 2013, we were issued patents by the South African and Japanese Patent Offices,
respectively, which cover part of our technology with respect to the oral delivery of peptides.

In December 2012, we filed an Investigational New Drug, or IND, application with the FDA to begin a Phase 2
clinical trial of our orally ingested insulin capsule, in order to evaluate the safety, tolerability and efficacy of our oral
insulin capsule on type 2 diabetic volunteers. We have been communicating with the FDA regarding such Phase 2b
IND application, and, according to the FDA’s request, are conducting a Phase 2a sub study before we may proceed
with the Phase 2b clinical trial. We expect to begin the Phase 2b clinical trial in the second quarter of 2014.

In January 2013, we began a clinical trial for our oral exenatide capsule on healthy volunteers and type 2 diabetic
patients. We expect to receive results from such trial in the third quarter of calendar year 2013.

In January 2013, we effected a reverse stock split of our shares of common stock at a ratio of one-for-twelve.

In February 2013, we commenced a first human clinical trial on healthy volunteers with our oral insulin capsule
delivered in combination with our oral exenatide capsule.

In February 2013, our common stock began trading on The Nasdaq Capital Market under the symbol ORMP.

In April 2013, we filed a new IND application with the FDA for the above discussed sub study on our oral insulin
capsule.

In May 2013, the FDA cleared the Phase 2a sub study IND application, which is an in-patient study with 30
individuals that began in July 2013, and is expected to be completed in the third quarter of 2013.

In July 2013, we entered into a Placement Agency Agreement with Aegis Capital Corp. as representative of the
several placement agents, or the Placement Agents, pursuant to which the Placement Agents agreed to use their
reasonable best efforts to arrange for the sale of up to 658,144 shares of our common stock. In connection therewith,
on July 10, 2013, we also entered into a Securities Purchase Agreement, pursuant to which we agreed to sell an
aggregate of 658,144 shares of common stock, at a price of $7.00 per share, to various investors in a registered direct
offering, or the Offering. We had received all funds and issued all shares of common stock in connection with the
Offering as of July 17, 2013. Our aggregate net proceeds from the offering are approximately $4,200,000, after
deducting Placement Agents' commissions and offering expenses.
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Results of Operations
Comparison of nine and three month periods ended May 31, 2013 and May 31, 2012

The following table summarizes certain statements of operations data for the Company for the nine and three month
periods ended May 31, 2013 and May 31, 2012:

Nine months ended Three months ended
May 31, May 31, May 31, May 31,

2013 2012 2013 2012
Research and development expenses $ 1,977,258 $ 1,144415 $ 835,636 $ 249,752
General and administrative expenses 1,349,081 802,273 499,034 290,668
Impairment of available for sale securities - 43,111 - -
Financial (income) expense, net 114,629 24,460 (78,329 ) 9,945
Net loss for the period $ 3,440,968 $ 2,014,259 $ 1,256,341 $ 550,365

Research and development expenses

Research and development expenses include costs directly attributable to the conduct of research and development
programs, including the cost of salaries, payroll taxes, employee benefits, costs of registered patents materials,
supplies, the cost of services provided by outside contractors, including services related to our clinical trials, clinical
trial expenses, the full cost of manufacturing drug for use in research, preclinical development. All costs associated
with research and development are expensed as incurred.

Clinical trial costs are a significant component of research and development expenses and include costs associated
with third-party contractors. We outsource a substantial portion of our clinical trial activities, utilizing external entities
such as CROs, independent clinical investigators, and other third-party service providers to assist us with the
execution of our clinical studies.

Clinical activities which relate principally to clinical sites and other administrative functions to manage our clinical
trials are performed primarily by CROs. CROs typically perform most of the start-up activities for our trials, including
document preparation, site identification, screening and preparation, pre-study visits, training, and program
management.
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Clinical trial and pre-clinical trial expenses include regulatory and scientific consultants’ compensation and fees,

research expenses, purchase of materials, cost of manufacturing of the oral insulin capsules, payments for patient
recruitment and treatment, costs related to the maintenance of our registered patents, costs related to the filings of
patent applications, as well as salaries and related expenses of research and development staff.

During the nine months ended May 31, 2013, research and development expenses totaled $1,977,258, compared to
$1,144,415 for the nine months ended May 31, 2012. The increase is mainly attributable to the preparation for the
FDA approved Phase 2a and Phase 2b clinical trials as well as to the increase in stock based compensation costs,
which during the nine months ended May 31, 2013 totaled $301,804, as compared to $53,111 during the nine months
ended May 31, 2012.

During the three months ended May 31, 2013, research and development expenses totaled $835,636, compared to
$249,752 for the three months ended May 31, 2012. The increase in research and development expenses during the
three months ended May 31, 2013, as compared to the three months ended May 31, 2012, is attributable to the same
reasons discussed above.

Government grants

In May 2012, Oramed Ltd. was granted a third grant amounting to a total net amount of NIS 595,000 (approximately
$148,000) from the Office of the Chief Scientist of the Ministry of Industry, Trade and Labor of Israel, or OCS, which
was designated for research and development expenses for the period of September 2012 to December 2012. In May
2013, Oramed Ltd. was granted a fourth grant amounting to a total net amount of NIS 975,000 (approximately
$265,000) from the OCS, which was designated for research and development expenses for the period of January
2013 to December 2013. We used, and are using with respect to the May 2013 grant, the funds to support further
research and development and clinical studies of our oral insulin capsule and oral GLP-1 analog.

In the nine and three months ended May 31, 2013, we recognized research and development grants in an amount of
$89,319 and $79,261, respectively, and in the nine and three months ended May 31, 2012, we recognized research and
development grants in an amount of $263,463 and $206,425, respectively. As of May 31, 2013, we had no contingent
liabilities to the OCS.

Grants from the Bio-Jerusalem fund

We are committed to pay royalties to the Bio-Jerusalem fund on proceeds from future sales at a rate of 4% and up to
100% of the amount of the grant received by the Company (Israeli CPI linked) in the total amount of $65,053. As of
May 31, 2013, we had not yet realized any revenues since inception and thus did not incur any royalty liability to the
Bio-Jerusalem fund.

For the nine month periods ended May 31, 2013 and May 31, 2012, we received $12,320 and $0, respectively, from
the Bio-Jerusalem fund.
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General and administrative expenses

General and administrative expenses include the salaries and related expenses of our management, consulting costs,
legal and professional fees, traveling, business development costs, insurance expenses and other general costs.

For the nine months ended May 31, 2013, general and administrative expenses totaled $1,349,081 compared to
$802,273 for the nine months ended May 31, 2012. The increase in costs incurred related to general and
administrative activities during the nine months ended May 31, 2013, reflects an increase in stock based compensation
costs, arising from options granted to employees and consultants, of $224,619, as well as an increase in legal fees and
consulting expenses. During the nine months ended May 31, 2013, as part of our general and administrative expenses,
we incurred $325,707 related to stock options granted to employees and consultants, as compared to $101,088 during
the nine months ended May 31, 2012.

For the three months ended May 31, 2013, general and administrative expenses totaled $499,034 compared to
$290,668 for the three months ended May 31, 2012. The increase in general and administrative expenses during the
three months ended May 31, 2013, as compared to the three months ended May 31, 2012, is mainly attributable to an
increase in legal fees and accounting expenses.

Financial income/expense, net

Financial expenses for the nine months ended May 31, 2013 includes an expense of $114,629 resulting mainly from
the removal of the anti-dilution protections from warrant liabilities and the grant of new warrants.

In the nine months ended May 31, 2013, we incurred income from exchange rate differences resulting from the
decrease in the exchange rate between the NIS and the dollar during the period and its effect on our NIS linked bank
deposits, as well as interest income on available cash and cash equivalents that were partially offset by bank
charges. In the nine months ended May 31, 2013, we received a higher amount of interest income on available cash
and cash equivalents, as compared to the nine months ended May 31, 2012, which was offset by bank charges.

During the three months ended May 31, 2013, financial income totaled $78,329, compared to financial expenses of
$9,945 for the three months ended May 31, 2012. Financial income during the three months ended May 31, 2013, as
compared to the three months ended May 31, 2012, is attributable to the same reasons discussed above.

Other comprehensive income

Subsequent increase in the fair value of available for sale securities previously written down as impaired for the nine
months ended May 31, 2013 of $84,010 resulted from the increase in fair value of our D.N.A ordinary shares, at the
amount of the impairment that was recognized in previous periods. Reclassification adjustment for gains included in
net loss for the nine months ended May 31, 2013 of $69,178, resulted from the sale of 7,000,000 of our D.N.A
ordinary shares in February and March 2013. Unrealized gain on available for sale securities for the nine months
ended May 31, 2013 of $117,092, resulted from the increase in fair value of our D.N.A ordinary shares.
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Reclassification adjustment for gains included in net loss and unrealized gain on available for sale securities for the
three months ended May 31, 2013, resulted from the same reasons discussed above.

Impairment of available for sale securities for the nine months ended May 31, 2012 of $43,111 resulted from the
decrease in fair value of our D.N.A ordinary shares.

Liquidity and capital resources

From inception through May 31, 2013, we incurred losses in an aggregate amount of $21,332,745. We have financed
our operations through the private placements of equity financing, raising a total of $16,595,571, net of transaction
costs. We will seek to obtain additional financing through similar sources, or public offerings, in the future as

needed. As of May 31, 2013, we had $1,104,897 of available cash, $2,323,947 of short term bank deposits and
$803,372 of marketable securities. Marketable securities are presented at fair value and their realization is subject to
certain limitations if sold through the market, and are exposed to market risk. There is no assurance that at the time of
sale of the marketable securities the price per share will be the same or higher, nor that we will be able to sell all of the
securities at once given the volume of securities we hold. We anticipate that we will require approximately $5.2
million to finance our activities during the 12 months following May 31, 2013.

In July 2013, we entered into a Placement Agency Agreement with Aegis Capital Corp. as representative of the
several placement agents, or the Placement Agents, pursuant to which the Placement Agents agreed to use their
reasonable best efforts to arrange for the sale of up to 658,144 shares of our common stock. In connection therewith,
on July 10, 2013, we also entered into a Securities Purchase Agreement, pursuant to which we agreed to sell an
aggregate of 658,144 shares of common stock, at a price of $7.00 per share, to various investors in a registered direct
offering, or the Offering. We had received all funds and issued all shares of common stock in connection with the
Offering as of July 17, 2013. Our aggregate net proceeds from the offering are approximately $4,200,000, after
deducting Placement Agents' commissions and offering expenses.

Management is in the process of evaluating various additional financing alternatives, as we will need to finance future
research and development activities and general and administrative expenses through fund raising in the public or
private equity markets. Although there is no assurance that we will be successful with those initiatives, management
believes that it will be able to secure the necessary financing as a result of ongoing financing discussions with third
party investors and existing stockholders as well as through additional funding from the OCS.

During the nine month period ended May 31, 2013, cash and cash equivalents decreased to $1,104,897 from the
$4,430,740 reported as of August 31, 2012, which is due to the reasons described below.

Operating activities used cash of $3,115,165 in the nine months ended May 31, 2013, as compared to $1,959,262 used
in the nine months ended May 31, 2012. Cash used for operating activities in the nine months ended May 31, 2013
primarily consisted of net loss resulting from research and development and general and administrative expenses,
partially offset by stock based compensation adjustments and exchange of warrants, while cash used by operating
activities in the nine months ended May 31, 2012 primarily consisted of net loss resulting from research and
development and general and administrative expenses.
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During the nine month period ended May 31, 2013, of the $89,319 in OCS grants we recognized during such period,
we received none towards our research and development expenses, while in the nine months ended May 31, 2012, we
received $158,672 towards our research and development expenses. The amounts that were recognized but not
received during the nine months ended May 31, 2013 are expected to be received from the OCS following the
submission of periodic and final reports by Oramed Ltd., and their examination by the OCS. The OCS has supported
our activity in the past three years.

Investing activities used cash of $1,643,828 in the nine months ended May 31, 2013, as compared to $1,745,762 that
was provided in the nine months ended May 31, 2012. Cash used in investing activities in the nine months ended May
31, 2013 consisted primarily of acquisition of short-term bank deposits. Cash provided by investing activities in the
nine months ended May 31, 2012 consisted primarily of proceeds from the sale of our investment in Entera Bio Ltd.

Financing activities provided cash of $1,450,936 in the nine months ended May 31, 2013, as compared to $0 for the
nine months ended May 31, 2012. Cash provided by financing activities during the nine months ended May 31, 2013
consisted of proceeds from our issuance of common stock and warrants as further discussed above under “Overview of
Operations—Recent business developments and financing activities”.

Off-balance sheet arrangements

As of May 31, 2013, we had no off balance sheet arrangements that have had or that we expect would be reasonably
likely to have a future material effect on our financial condition, changes in financial condition, revenues or expenses,
results of operations, liquidity, capital expenditures or capital resources.

Planned Expenditures

The estimated expenses referenced herein are in accordance with our business plan. Since our technology is still in the

development stage, it can be expected that there will be changes in some budgetary items. Our planned expenditures
for the twelve months beginning June 1, 2013 are as follows:

Category Amount
Research and development, net of OCS funds $3,592,000
General and administrative expenses 1,628,000
Total $5,220,000

As indicated above, in December 2012 and April 2013, we filed IND applications with the FDA for our orally
ingested insulin and we are conducting, or planning to conduct, further clinical studies with our exenatide capsule and
the combination therapy, respectively, and others. Our ability to complete these expected activities is dependent on
several major factors including the ability to attract sufficient financing on terms acceptable to us and receiving
additional grants from the OCS.
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ITEM 3 - QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As a smaller reporting company, we are not required to provide the information required by this Item.

ITEM 4 - CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Our management, including our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of
our disclosure controls and procedures as of May 31, 2013. Based upon that evaluation, our Chief Executive Officer
and Chief Financial Officer concluded that our disclosure controls and procedures are effective.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the quarter ended May 31,

2013 that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

10
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PART II - OTHER INFORMATION
ITEM 5 — OTHER INFORMATION
On July 17, 2013, the Compensation Committee of our Board of Directors approved base salaries, effective on July 1,

2013, for each of our named executive officers (as defined in Item 402(m)(2) of Regulation S-K promulgated by the
Securities and Exchange Commission) in the amounts, set forth below.

Name and Principal Position Base Salary
Nadav Kidron
President and CEO and director $ 250,000

Miriam Kidron
Chief Medical and Technology Officer and director $ 200,000

Yifat Zommer
CFO, Treasurer and Secretary $ 150,000

The Compensation Committee also approved the use of a company car by each of Mr. Kidron and Ms. Kidron, in
addition to their respective base salaries, pursuant to the Consulting Agreement by and between Oramed Ltd., our
wholly-owned Israeli subsidiary, and KNRY, Ltd., entered into as of July 1, 2008 for the services of Mr. Kidron,
previously filed as an exhibit to our current report on Form 8-K filed on July 2, 2008, and the Consulting Agreement
by and between Oramed Ltd. and KNRY, Ltd., entered into as of July 1, 2008 for the services of Ms. Kidron,
previously filed as an exhibit to our current report on Form 8-K filed on July 2, 2008, in each case as amended to date.

As approved by the Compensation Committee, Ms. Zommer’s base salary includes the use of a company car pursuant
to the Employment Agreement dated as of April 19, 2009, by and between Oramed Ltd. and Ms. Zommer, previously

filed as an exhibit to our current report on Form 8-K filed on April 22, 2009, as amended to date.

In addition, the Compensation Committee also approved a cash bonuses to Mr. Kidron and Ms. Kidron in the amount
of $60,000 and $20,000, respectively.

The amounts payable to each of the named executive officers will be paid in Israeli new shekels at an exchange rate of
NIS 3.6 to $1.
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ITEM 6 - EXHIBITS

Number

10.1

31.1 %

31.2%

32.1 **

32.2 **

101.1

kk

Exhibit

Employment Agreement, dated April 14, 2013, between Oramed Ltd. and Joshua
Hexter.

(incorporated by reference to Exhibit 10.1 of our Current Report on Form 8-K filed
April 16, 2013, File No. 000-50298).

Certification Statement of Principal Executive Officer pursuant to Rule 13a-14(a) and
15d-14(a) under the Securities Exchange Act of 1934, as amended.

Certification Statement of Principal Financial Officer pursuant to Rule 13a-14(a) and
15d-14(a) under the Securities Exchange Act of 1934, as amended.

Certification Statement of Principal Executive Officer pursuant to 18 U.S.C. Section
1350.

Certification Statement of Principal Financial Officer pursuant to 18 U.S.C. Section
1350.

The following financial statements from the Company’s Quarterly Report on Form 10-Q
for the quarter ended May 31, 2013, formatted in XBRL: (i) Condensed Consolidated

Balance Sheets, (ii) Condensed Consolidated Statements of Comprehensive Loss,

(iii) Condensed Consolidated Statements of Changes in Stockholders’ Equity,
(iv) Condensed Consolidated Statements of Cash Flows and (v) the Notes to Condensed

Consolidated Financial Statements, tagged as blocks of text and in detail.

kk
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Filed herewith
Furnished herewith
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

ORAMED PHARMACEUTICALS

INC.
Date: July 17, 2013 By: /s/ Nadav Kidron
Nadav Kidron
President and Chief
Executive Officer
Date: July 17, 2013 By: /s/ Yifat Zommer

Yifat Zommer

Chief Financial Officer
(principal financial and
accounting officer)
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