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PART |

This Annual Report on Form 10-K contains, in aduditto historical information, forward-looking statents that involve risks and
uncertainties. DXP Enterprises, Inc.'s actual tesduld differ materially. Factors that could caas contribute to such differences include,
but are not limited to, those discussed in "Busihe®Business-Cautionary Statements”, "Managem&igsussion and Analysis of Financial
Condition and Results of Operations" and elsewhetkis Annual Report on Form 10-K. Unless the eahbtherwise requires, references in
this Annual Report on Form 10-K to the "Company™DKP" shall mean DXP Enterprises, Inc., a Texapomtion, together with the
Company's subsidiaries.

ITEM 1. BUSINESS
GENERAL

The Company is a leading provider of maintenaregair and operating ("MRO") products, equipment imtegrated services, including
engineering expertise and logistics capabilitiesntlustrial customers. The Company provides a waage of MRO products in the fluid
handling equipment, bearings and power transmissjoiipment, general mill and safety supplies ardtatal products categories. On July
16, 1999, the Company completed the sale of ceassnts of its valve and valve automation divisAa result, the Company no longer
competes in the valve and valve automation busifidss Company offers its customers a single soofr@etegrated services and supply or
efficient and competitive basis by being a first-tilistributor which purchases its products disefrttm the manufacturer. The Company also
provides integrated services such as system ddsigmcation, installation, repair and maintenafaéts customers. The Company offers a
wide range of industrial MRO products, equipmerd aervices through a complete continuum of custethand efficient MRO solutions,
ranging from traditional distribution to fully ingeated supply contracts. The integrated solutidailered to satisfy the customer's unique
needs.

INDUSTRY OVERVIEW

The Company estimates that annual sales in thetdGitates of MRO products for industrial custoneemrsently exceeds $200 billion, of
which the Company estimates over $140 billion arthe four major product categories of

(i) fluid handling equipment, (ii) bearings and paviransmission equipment,

(iii) general mill and safety supplies and (iv)ahécal products. Based on 1998 sales as repoytaéadostry sources, the Company was the
40th largest distributor of MRO products in the tddi States.

The industrial distribution market is highly fragnted, with the 50 largest distributors accountiogléss than 18% of the total United States
market during 1998. As a result, most industriatomers currently purchase their industrial sugpieough numerous local distribution and
supply companies. These distributors generally idemthe customer with repair and maintenance sesyiechnical support and application
expertise with respect to one product categorydits typically are purchased by the distributorésale directly from the manufacturer and
warehoused at branch distribution facilities of digtributor until sold to the customer. The customlso typically will purchase an amount
product inventory for its near term anticipateddseand store those products at its industrialwsité the products are used. While the growth
in the industrial distribution market is generalyated to the expansion of the United States engneevenues attributable to the outsourcing
of MRO supply procurement, inventory control and&fmuse management, known as "integrated supply/'&xpected to grow at an
annualized rate of 30%.

The Internet will have an impact on the supply ntexd therefore distribution. Research predictstibainess to business sales over the
Internet will reach $1.3 trillion in three yearsall of the products sold over the Internet are yetslthat are typically sold in the industrial
distribution market. The Company is developingétshnology program to enter the business to busiee®mmerce market place. See "--
Products and Services".

The Company believes that the current distribusipstem for industrial products in the United Statesates inefficiencies at both the
customer and the distributor level through excegsntory requirements and duplicative cost strgstufo compete more effectively, the
Company's customers and other users of MRO



products are seeking ways to enhance efficienciddaver MRO product and procurement costs. Inaese to this customer desire, three
primary trends have emerged in the industrial supmustry:

- Industry Consolidation. Industrial customers heaguced the number of supplier relationships thajntain to lower total purchasing costs,
improve inventory management, assure consisterigly levels of customer service and enhance punebgsiwer. This focus on fewer
suppliers has led to consolidation within the fragwed industrial distribution industry.

- Customized Integrated Service. As industrial @ogrs focus on their core manufacturing or othedpction competencies, they
increasingly are demanding customized integratémises, ranging from value-added traditional disttion to integrated supply and system
design, fabrication, installation and repair andntemance services.

- Single Source, First-Tier Distribution. As indtigk customers continue to address cost containntiegrte is a trend toward reducing the
number of suppliers and eliminating multiple tiefdistribution. Therefore, to lower overall cottsthe MRO customer, some MRO
distributors are expanding their product coverageliminate second-tier distributors and the diffies associated with alliances.

RECENT DIVESTURES

On July 16, 1999, the Company completed the satedin assets of its division that specializedalve and valve automation products, for
approximately $2.04 million in cash, a $500,000missory note and the assumption of a $114,000pmtable. The consideration received
from the sale of the assets approximated the rek Balue of the assets sold, which consisted aéribary and personal property. The
Company retained the accounts receivable balarssesiated with that division. Since the completibthe transaction, the Company no
longer competes in the valve and valve automatiminess.

PRODUCTS AND SERVICES

The Company currently serves as a first-tier distar of more than 170,000 stock keeping units (USK for use primarily by customers
engaged in the general manufacturing, oil and getspchemical, service and repair and wood produodisstries. Other industries served by
the Company include mining, construction, chemigalnicipal, food and beverage and pulp and pager.dompany's MRO products
include a wide range of products in the fluid hamglequipment, bearings and power transmissionpagemt, general mill and safety supplies
and electrical products. The Company's productsglistdbuted from 49 distribution centers stratadjiclocated throughout the United States
and sold through the sales efforts of approxima2&8y employees who generally are compensated omanission basis.

Currently, the Company is beta testing itsosamerce business to business online store. Theo@wyranticipates offering a limited amount
its products for sale through its web site durimg $econd quarter of 2000. The can be no assurtiratesxisting or new customers will utili
the Company's internet site for purchasing products

Fluid Handling Equipment

The Company's fluid handling equipment line inclaidefull line of (i) centrifugal pumps for transi@nd process service applications, such as
petrochemicals, refining and crude oil producti@iy rotary gear pumps for low- to medium-pressseevice applications, such as pumping
lubricating oils and other viscous liquids, (iilupger and piston pumps for high-pressure senjipdi@ations such as salt water injection and
crude oil pipeline service and (iv) air-operatedptiragm pumps. The Company also provides variongpaccessories. Sales of fluid
handling equipment accounted for 44%, 39% and 4B&eoCompany's revenues for the years ended Desreddh 1997, 1998 and 1999,
respectively.

Bearings and Power Transmission Equipment

The Company provides a full line of bearings, hpseals and power transmission products. The Coytgpbearing products include several
types of mounted and unmounted bearings for atyaoie



applications. Hose products distributed by the Camgpinclude a large selection of industrial fitnand stainless steel hoses, hydraulic h
Teflon(R) hoses and expansion joints, as well ag&idor chemical, petroleum, air and water apptioat The Company distributes seal
products for downhole, wellhead, valve and comptegquipment to oilfield service companies. Powangmission products distributed by
the Company include speed reducers, flexible caggalrives, chain drives, sprockets, gears, congyutches, brakes and hoses. Sales of
bearings, hoses, seals and power transmissionragotpaccounted for 31%, 25% and 22% of the Companyenues for the years ended
December 31, 1997, 1998 and 1999, respectively.

General Mill and Safety Supplies

The Company offers a broad range of general milsafety supplies, such as abrasives, tapes amsiadiproducts, coatings and lubricants,
cutting tools, fasteners, hand tools, janitoriadarcts, pneumatic tools, welding equipment, eyefaod protection products, first aid produ
protection products, hazardous material handlirglpets, instrumentation and respiratory protegpicoducts. Sales of general mill supply
and safety products accounted for approximately 86%e Company's revenue for the years ended Deeefl, 1998 and December 31,
1999. The Company began offering general mill aafdtg supplies following its acquisition of the etssof two general mill and safety sup
businesses in 1997.

Electrical Products

The Company offers a broad range of electrical pets] such as wire conduit, wiring devices, eleatrfittings and boxes, signaling devices,
heaters, tools, switch gear, lighting, lamps, tépgs, wire nuts, batteries, fans and fuses. Sdletectrical products accounted for 6% and 8%
of the Company's revenues for the years ended DesreBi, 1998 and December 31, 1999, respectivély.dompany began offering
electrical products following its acquisition oftlassets of two electrical supply businesses i8.199

CUSTOMIZED DISTRIBUTION SERVICES
System Design, Fabrication, Installation and Repaiand Maintenance Services

In addition to distributing products, the Compamgyides complete, customized pumping, valve aut@matnd power transmission system
design and fabrication services through its enginggpersonnel and fabrication facilities. The C@my also provides training services with
respect to the installation and basic applicatwmiriss products as well as around-the-clock fiegdair services supported by a leased fleet of
fully equipped service vehicles.

Integrated Supply

SmartSource(R), the Company's integrated supplgram, allows a customer to choose from a complatdirruum of supply options, rangi
from traditional distribution to integrated supply.

CUSTOMERS

The Company provides its products and serviceséo 85,000 customers in various industries, prialtypgeneral manufacturing, oil and gas,
petrochemical, service and repair and wood prod@ttser industries include mining, constructionemtical, municipal, food and beverage
and pulp and paper. No one customer representeel timan 5% of the Company's sales for the year ebéedmber 31, 1999.

SALES AND MARKETING

At December 31, 1999, approximately 280 employseing in various capacities ranging from brancbperations managers (42), outside
sales representatives (96) and direct sales regeses (142) supported the Company's marketimgsales efforts. The Company's branch
and operations managers support the sales effoasgh direct customer contact and manage thetgiéthe outside and direct sales
representatives. The Company has structured corapengo provide incentives to its sales represams to increase sales through the us
commissions. The Company's outside sales représstéocus on building
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long-term relationships with customers and, throtnglir product and industry expertise, providingtomers with product application,
engineering and after-the-sale services. The déaes representatives support the outside sglessentatives and are responsible for
entering product orders and providing technicapsupwith respect to the Company's products. Bez#us Company offers a broad range of
products, the Company's outside and direct safgesentatives are able to use their existing custaatationships with respect to one proi
line to cross-sell the Company's other productlirie addition, geographic locations in which cierfaroducts are sold also are being utilized
to sell products not historically sold at such kimas. As the Company expands its product linesgaatjraphical presence, it assesses the
opportunities and appropriate timing of introducegsting products to new customers and new pradiocexisting customers. Prior to
implementing such cross-selling efforts, the Conypaist provide appropriate sales training and produpertise to its sales force.

Unlike many of its competitors, the Company markistproducts primarily as a first-tier distributgenerally procuring products directly
from the manufacturers, rather than from otherrithistors. As a first-tier distributor, the Compaisyable to reduce its customers' costs and
improve efficiencies in the supply chain.

The Company believes it has increased its competittdvantage through its traditional and integratgably programs, designed to address
the customer's specific product and procuremerdsiekhe Company offers its customers various optfonthe integration of their supply
needs, ranging from serving as a single sourcepplg for all or specific lines of products and guet categories to offering a fully integra
supply package in which the Company assumes tteumment and management functions, including oviniieisf inventory, at the
customer's location. The Company's unique apprtmaattegrated supply allows the Company to desigrogram that best fits the needs of
the customer. For those customers purchasing a@uofifproducts in large quantities, the customabig to outsource all or most of those
needs to the Company. For customers with smallgplguneeds, the Company is able to combine itsticenhl distribution capabilities with
its broad product categories and advanced ordsyisgms to allow the customer to engage in onesdtopping without the commitment
required under an integrated supply contract.

SUPPLIERS

The Company acquires its products through numesdgial equipment manufacturers. The Company letsiltltion agreements with these
manufacturers, some of which give the Company eketurights to distribute the manufacturers' praslilc a specific geographic area. All of
the Company's distribution agreements are suljecdncellation by the manufacturer upon one yetic@or less. No one manufacturer
provides products that account for 10% or mordef@ompany's revenues. The Company believes tleanative sources of supply could be
obtained in a timely manner if any distribution @gment were canceled. Accordingly, the Company dotbelieve that the loss of any one
distribution agreement would have a material adyveffect on its business, financial condition @utés of operations. Representative
manufacturers of the Company's products includédijild's, G&L, Viking, Wilden and Gaso (fluid hamdi products), (i) SKF,
Torrington/Fafnir, Timkin and NTN, Dodge/Reliandelk, Gates, Martin Sprocket, T. B. Woods, Emerstaxnord and Baldor Electric
(bearing and power transmission products), (iii)ddrBullerfield, Gulf Coast Fasteners, Norton Gfdyrasives, Sastech, Inc., and LaCross
Rainfair Safety Products (general mill and safefypdy) and (iv) Cutler-Hammer, Cooper, Killark, aaAtlied and American Insulated Wiring
(electrical products).

MANAGEMENT INFORMATION SYSTEM

The Company uses technology to benefit custometdaimprove the Company's productivity and effiig. In addition to traditional
functions of inventory control, order processingtghasing, accounts receivable, accounts payablgameral ledger, the Company's
computer system has the flexibility to integratéhwhe customer's maintenance, accounting and reamag systems. The Company's system
allows for real-time reporting of industrial prodsizsed by work order, department and individualyell as on-line stock inquiry and order-
status reports. The Company's system supports eeddanctions, such as EDI, customized billing, aadr reporting, facsimile transmissi
bar coding and preventative maintenance.



The Company's SmartSource(R) program delivers Dielsnology to the integrated supply customer eiwgeliminating duplication and
inefficiencies to lower the total acquisition co$tMRO products. This system links the Company&bhes and corporate offices with
manufacturers and customers into one network system

The Company operates a mainframe system that ostggl by the industry-standard open system enwiesn. The Company has invested
significant resources within the last 18 monthsitwease the capabilities and networking opporiesmivf this system. The Company's system
supports a large number of customer specific daggbahich tie into the Company's primary datab@lsis. capability allows the Company to
provide its customers with a wide variety of repdhat are customized to meet the specific neettseeafustomer.

COMPETITION

The Company's business is highly competitive. They@any competes with a variety of industrial suppstributors, many of which may
have greater financial and other resources thagtimepany. Many of the Company's competitors ardlsanterprises selling to customers in
a limited geographic area. The Company also corspeith larger distributors that provide integrageghply programs and outsourcing
services similar to those offered by the Compangugh its SmartSource(R) program, some of which beagble to supply their products i
more efficient and cost-effective manner than toenany. The Company also competes with direct distitibutors, large warehouse stores
and, to a lesser extent, manufacturers. While noéilye Company's competitors offer traditional dittion of some of the product groupir
offered by the Company, the Company is not awangfmajor competitor that offers on a non-direeilhasis a product grouping as broad
as that offered by the Company. Further, whileaiertlirect-mail distributors provide product offegs as broad as the Company, these
competitors do not offer the product applicatiomgieeering and after-the-sale services providetheyCompany.

INSURANCE

The Company maintains liability and other insurati it believes to be customary and generallysist@nt with industry practice. There can
be no assurance that such insurance will be adefprathe risks involved, that coverage limits witit be exceeded or that such insurance
apply to all liabilities. The occurrence of an abeeclaim in excess of the coverage limits mairdiby the Company could have a material
adverse effect on the Company's financial conditind results of operations.

GOVERNMENT REGULATION AND ENVIRONMENTAL MATTERS

The Company is subject to various laws and reguiatielating to its business and operations, aridu&health and safety regulations as
established by the Occupational Safety and HeadttmiAistration.

Certain of the Company's operations are subjefeideral, state and local laws and regulations otiintg the discharge of materials into or
otherwise relating to the protection of the envinemt. Although the Company believes that is hagaale procedures to comply with
applicable discharge and other environmental ldiwesrisks of accidental contamination or injuryrfréhe discharge of controlled or
hazardous materials and chemicals cannot be eliedrampletely. In the event of such an accidéetGompany could be held liable for ¢
damages that result, and any such liability coaldeha material adverse effect on the Company. Tdmepany is not currently aware of any
situation or condition that it believes is likety have a material adverse effect on its resultgpefations or financial condition.

EMPLOYEES
At December 31, 1999, the Company had 599 full-tenmployees. The Company believes that its relatipnsith its employees is good.
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CAUTIONARY STATEMENTS

The Company's expectations with respect to futeselts of operations that may be embodied in ardhveritten forward-looking statements,
including any forward-looking statements that maycbntained in this Annual Report on FormK,Oare subject to risks and uncertainties
must be considered when evaluating the likelihdoith® Company's realization of such expectatiotm® Tompany's actual results could
differ materially. Factors that could cause or cbute to such differences include, but are nottéohto, those discussed below.

Ability to Comply with Financial Covenants of Credit Facility

The Company's loan agreements with its bank le¢ider’'Credit Facility") requires the Company to qaynwith certain specified covenants,
restrictions, financial ratios and other finan@ab operating tests. The Company's ability to cgmyith any of the foregoing restrictions will
depend on its future performance, which will bejeatto prevailing economic conditions and othetdas, including factors beyond the
Company's control. A failure to comply with anythése obligations could result in an event of défander the Credit Facility, which could
permit acceleration of the Company's indebtednedsthe Credit Facility. The Company from timditoe has been unable to comply with
some of the financial covenants contained in thed@Facility (relating to, among other things, thaintenance of prescribed financial ratios)
and has, when necessary, obtained waivers or angmdrno the covenants from its lender. AlthoughGbenpany expects to be able to
comply with the covenants, including the finan@alenants, of the Credit Facility, there can bassurance that in the future the Company
will be able to do so or that its lender will bdlimg to waive such compliance or further amendhscevenants.

Risks Related to Internal Growth Strategy

Future results for the Company will depend in parthe Company's success in implementing its iategrowth strategy, which includes
expanding existing product lines and adding nevdpetlines. The ability of the Company to implemthis strategy will depend on its
success in acquiring and integrating new produeisliand marketing integrated forms of supply amarents such as those being pursued by
the Company through its SmartSource(R) progranhcdigh the Company intends to increase sales amntligrofferings to existing
customers, add business to business e-commerckiltgthrough its developing website and reducstsdhrough consolidating certain
administrative and sales functions, there can bassarance that the Company will be successflidsa efforts.

Substantial Competition

The Company's business is highly competitive. Then@any competes with a variety of industrial suppstributors, some of which may
have greater financial and other resources tha@tmepany. Although many of the Company's traditi@istribution competitors are small
enterprises selling to customers in a limited gapgic area, the Company also competes with lanigéitditors that provide integrated sup
programs such as those offered through outsousgngces similar to those that are offered by tbenany's SmartSource(R) program.
Some of these large distributors may be able tplgupeir products in a more timely and cost-effiti manner than the Company. The
Company's competitors include direct mail suppliEnge warehouse stores and, to a lesser extnta,jit manufacturers.

Risks of Economic Trends

Demand for the Company's products is subject togésiin the United States economy in general andaguic trends affecting the
Company's customers and the industries in which ¢benpete in particular. Many of these industrgessh as the oil and gas industry, are
subject to volatility while others, such as therpelhemical industry, are cyclical and materiallfeafed by changes in the economy. As a
result, the Company may experience changes in deéfieaiits products as changes occur in the maxets customers.
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Dependence on Key Personnel

The Company will continue to be dependent to aiagmt extent upon the efforts and ability of DaR. Little, its Chairman of the Board,
President and Chief Executive Officer. The losthefservices of Mr. Little or any other executiféogr of the Company could have a
material adverse effect on the Company's finaru@atlition and results of operations. The Compargsdwt maintain key-man life insurance
on the life of Mr. Little or on the lives of itstwr executive officers. In addition, the Compampsity to grow successfully will be dependent
upon its ability to attract and retain qualifiedmagement and technical and operational personhelfdilure to attract and retain such per:
could materially adversely affect the Company'aificial condition and results of operations.

Dependence on Supplier Relationships

The Company has distribution rights for certaindarct lines and depends on these distribution rifghta substantial portion of its business.
Many of these distribution rights are pursuantdotcacts that are subject to cancellation upole Idt no prior notice. Although the Company
believes that it could obtain alternate distribati@hts in the event of such a cancellation, grentnation or limitation by any key supplier of
its relationship with the Company could result itemporary disruption on the Company's businessiartdrn, could adversely affect results
of operations and financial condition. See "BusinesSuppliers".

Risks Associated With Hazardous Materials

Certain of the Company's operations are subjefeideral, state and local laws and regulations otlittg the discharge of materials into or
otherwise relating to the protection of the envinemt. Although the Company believes that it hagjadte procedures to comply with
applicable discharge and other environmental ldwesrisks of accidental contamination or injuryrfrthe discharge of controlled or
hazardous materials and chemicals cannot be eliedr@mpletely. In the event of such an accidértGompany could be held liable for ¢
damages that result and any such liability coukeh@material adverse effect on the Company's ¢imhoondition and results of operations.

ITEM 2. PROPERTIES

The Company owns its headquarters facility in HonsTexas which has 45,000 square feet of offieesplt also owns or leases 47 branch
distribution facilities located in Arizona, ArkarssaColorado, Georgia, Idaho, Louisiana, Montanajada, New Mexico, North Dakota,
Oklahoma, Tennessee, Texas, Utah and Wyoming. The#iéies range from 2,500 square feet to 138,8Q0are feet in size. Those facilities
that are not owned by the Company are leased fimstgenerally ranging from three to five years. ®ases provide for periodic specified
rental payments and certain leases are renewatfie aption of the Company. The Company believasifiihe leases for any of its facilities
were not renewed, other suitable facilities coidddased with no material adverse effect on iténess, financial condition or results of
operations. Certain of the facilities owned by @@mpany are pledged to secure indebtedness ofdimpény.

On March 15, 2000, the Company completed a traimsatd sell certain of its fabrication and wareh®psoperties in Houston, Texas, for
approximately $2.8 million in cash. Additionalljyet Company is expected to sell additional warehanskeoffice space during the second
quarter of 2000 for $0.7 million. Each transactiiows the Company to lease back the sold progerts period of time in order to relocate
and lease fabrication and warehouse facilitietdioue servicing its existing customer base. Raloa is expected to be completed by June
1, 2000.

ITEM 3. LEGAL PROCEEDINGS

From time to time the Company is a party to varigsml proceedings arising in the ordinary couffsiisdousiness. The Company believes
that the outcome of any of these proceedings willhave a material adverse effect on its busirfesmjcial condition or results of operations.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
PART II
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED STOCKHOLDER MATTERS

The Common Stock trades on The Nasdag SmallCapd¥larider the symbol "DXPE". On March 13, 2000, Masdag-Amex Stock Market
("Nasdaq") moved the Common Stock from the NasdatipNal Market to the Nasdaq SmallCap Market begadige to the recent trading
price of the Common Stock, the Company did not dgmyith the value of public float requirement fasrtinued listing on the Nasdaq
National Market

The following table sets forth on a per share bmshigh and low sales prices for the Common Stscikeported by Nasdagq for the periods
indicated.

HIGH LOW
1998
FirstQuarter......ccoovvvvvveiieiiieeieeees 12 10
Second QUANEr........cceeeeveriiiciiiiiiiiieeenns 117/8 8
Third Quarter... 11 7
Fourth Quarter.........ccccvvveveeeeeeeeenieinn, 8 3/4 6 3/4
1999
FirstQuarer......coccovvvviviieeeeeees 10 6
Second QUANer.....cccveeeeeeeveiiiiieeeeeee 7 31/2
Third Quarter.......cccooevvviivviiiieieeeeees 57/8 3/4
Fourth Quarter.......cccoovvvevveeeeieeeeeeeees 81/8 13/8
2000
First Quarter (through March 28, 2000).............. ... 37/8 21/8

On March 28, 2000, the closing sales price of thenf@ion Stock was $2.56 per share. On March 28, #@&@ were 607 holders of record of
outstanding shares of Common Stock.

The Company anticipates that future earnings wltdtained to finance the continuing developmeritisdfusiness. In addition, the Credit
Facility prohibits the Company from declaring oyjmey any dividends or other distributions on itpital stock except for limited dividends
on its preferred stock. Accordingly, the Compangslaot anticipate paying cash dividends on the Com8tock in the foreseeable future.
The payment of any future dividends will be at diiecretion of the Company's Board of Directors afiiltidepend upon, among other things,
future earnings, the success of the Company's bssiactivities, regulatory and capital requiremehts general financial condition of the
Company and general business conditions.

On December 28, 1999, the Company issued 46,758sbfdCommon Stock to its employees, other théiness, pursuant to an Employee
Stock Bonus Plan.

ITEM 6. SELECTED FINANCIAL DATA

The Company is a Texas corporation that was forimd®96 to effect a consolidation of SEPCO Indestrinc. ("SEPCO") and Newman
Communications Corporation (the "Reorganizationiispiant to which DXP became a public company. Roidine Reorganization, the
Company had no operations and its only assetsstedsof $1,000 cash. The Reorganization has bewmuated for as a recapitalization of
SEPCO. The selected historical consolidated firemtzta of SEPCO set forth below for the one yesiog ended December 31, 1995, has
been derived from the audited consolidated findrste&tements of SEPCO. The selected historicalalmlaed financial data set forth below
for each of the years in the four-year period eridedember 31, 1999 have been derived from theedidiinsolidated financial statements of
the
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Company, and assume that the Reorganization haddftseted on the first day of the period presentéis information should be read in
conjunction with "Management's Discussion and Asialyf Financial Condition and Results of Operaticend the consolidated financial
statements and notes thereto included elsewhéhésidnnual Report on Form 10-K.

YEAR ENDED DECEMBER 31,

SE PCO DXP
1995 1996 1997 1998 1999
(IN THOUSANDS EXCEPT FOR PER SHARE DATA)

CONSOLIDATED STATEMENTS OF EARNINGS
DATA:
Revenues........ccccoovvevveieennn. $111,328 $125,208 $169,667 $203,443 $179,878
Gross profit(1)........ccccee.e. . 29,157 32,117 44,880 54,020 46,753
Operating income(1)(2).....ccccceevueee 4,598 2,785 6,434 7,450 2,151
Income before provision for income
tAXES. .o 3,512 1635 4,670 5,004 415
Net income (loss)............. ... 2,088 890 2,768 2,874 (118)
Preferred stock dividend................ (23) (119) (103) (90) (90)
Net income (loss) attributable to common
Shareholders...........cccccevenne. 2,065 771 2,665 2,784 (208)
Basic earnings (loss) per common
share......ccceoevcenicicnnce $ 0.54 $ 019 $ 065 $ 0.67 $ (0.05)
Common shares outstanding(4)............ 3,837 3,997 4,082 4,159 4,075
Diluted earnings (loss) per share....... $ 0.46 $ 018 $ 049 $ 0.51 $ (0.05)
Common and common equivalent shares
Outstanding(3)(4)...c.cveevverevenenn. 4,501 4,857 5,703 5596 4,075

YEAR ENDED DECEMBER 31,

SEPCO DXP

1995 1996 1997 1998 1999

(IN THOUSANDS)
CONSOLIDATED BALANCE SHEET DATA:

Total assets.......cccceeveeerenns $43,254 $ 45,042 $67,636 $81,332 $ 73,966
Long-term debt obligations......... 21,275 22,300 33,395 42,910 36,780
Shareholders' equity(3)............ 9,688 10,459 13,031 15,607 15,653

(1) Year ended December 31, 1996 includes a onehmarge to compensation expense of $618,000 éaxrttendment of book value options
to fair market value options and approximately $288 in professional costs associated with the gg@ozation. The Company disposed of
approximately $1,100,000 of excess inventory inddelser 1996 that it had accumulated through priquisitions of product groups that
were subject to shelf-life restrictions. This isree-time charge not expected to occur in futuresyea

(2) Year ended December 31, 1998 includes a onehmrge to professional fees and travel costd 64 00 associated with the Company's
decision to discontinue the offering of additionamlmon stock.

(3) Number of shares used to compute earningshaee @ind shareholders' equity has been restatefl@ot the Reorganization as of the first
day of the first period presented.

(4) Common stock and earnings per share have lestated to give effect to the two-to-one reverdi¢ afpthe Common Stock which became
effective May 12, 1997 and another two-to-one regestock split that became effective July 17, 1998.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should bel ieaconjunction with the Financial Statements egldted notes contained elsewhere in
this Annual Report on Form 10-K.

GENERAL

The Company is a leading provider of MRO produetgjipment and integrated services, including ergging expertise and logistics
capabilities, to industrial customers. The Comparoyvides a wide range of MRO products in the floghdling equipment, bearings and
power transmission equipment, general mill andtgafepplies and electrical product categories. Chmpany offers its customers a single
source of integrated services and supply on aniefii and competitive basis by being a first-tistributor which purchases its products
directly from the manufacturer. The Company alsavjates integrated services such as system desigricétion, installation, repair and
maintenance for its customers. The Company offevila range of industrial MRO products, equipmend aervices through a complete
continuum of customized and efficient MRO solutior@ging from traditional distribution to fully tegrated supply contracts. The integrated
solution is tailored to satisfy the customer's urigeeds.

On July 16, 1999, the Company completed the sabeddin assets of its valve and valve automatiodyrcts division, for approximately
$2.65 million; this sale price consisted of $2.04liam in cash, a $500,000 promissory note andatsumption of a $140,000 note payable
a result, the Company no longer competes in thesvahd valve automation business.

The Company's products and services are marketdgl states to over 25,000 customers that are eddagevariety of industries, many of
which may be counter cyclical to each other. Denfandhe Company's products generally is subjechignges in the United States economy
and economic trends affecting the Company's custoara the industries in which they compete inipaldr. Certain of these industries,
such as the oil and gas industry, are subject latilty while others, such as the petrochemicalustry, are cyclical and materially affected
changes in the economy. As a result, the Compamywithin particular markets and product categoergerience changes in demand as
changes occur in the markets of its customers.

The Company's strategy in the past focused on ssidigecurrent trends in the industrial distributioarket through a combination of
acquisitions and internal growth. Due to currentditons in the industry, the Company has curtaite@dcquisitions efforts. Key elements of
the Company's internal growth strategy include flaging existing customer relationships, expandirgipct offerings from existing
locations, reducing costs through consolidatedhmsing programs and combined product distributemers, designing and implementing
innovative solutions to address the procurementsaipply needs of the Company's customers and tisnGompany's traditional distribution
and integrated supply capabilities to increasessaleach area. Should conditions in the industigrove, the Company may seek acquisit
that will provide the Company access to additiggralduct lines and customers to enhance its positiosm single source industrial distributor
with first-tier distribution capabilities. Futuresults for the Company will be dependent on theesg of the Company in implementing its
internal growth strategy and, to the extent the famy completes any acquisitions, the ability of@mmpany to integrate such acquisitions.

RESULTS OF OPERATIONS

The Company currently distributes a substantial Imemof products in four major product categoriethimithe industrial distribution market
and also provided, prior to the sale of its valrd salve automation business in the third quartéi989, products in a fifth category, pipe,
valve and fittings. The Company has provided twthoke product categories, fluid handling equipnaent bearings and transmission
equipment, for a number of years. The third prodat¢gory, general mill and safety supplies, wakeddn 1997 through two acquisitions :
the fourth category, electrical products, was adddtebruary 1998 with additional acquisitions.
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The following table sets forth the revenues gerer&iom the sales of major products and servicgsillited by the Company and the
percentage of revenues of various items.

DXP

YEAR ENDED DECEMBER 31,

1997 1998 1999

REVENUES:

Fluid handling equipment..........ccoccovvveeeeee. L $75472 $79,299 $77,575

Bearings and power transmission equipment.......... ... 53,180 50,840 40,347

General mill and safety supplies(1).....cccoeeeeee. L 31,660 49,992 44,248

Pipe, valve and fittings(3)......ccoccvevvvcveeee. L 9,355 9,539 3,694

Electrical ProductS(2).....cccovuvevevicveeaenneee L -- 13,773 14,014
Total revenues......cccoeevvvvceneene L $169,667 $203,443 $179,878

PERCENT OF REVENUES:

Costof saleS.....ccooceveniiiiiiiiiiieeeaeee L 73.5% 73.4% 74.0%

Gross Profite..eeeeeeeeeeeieceieee L 26.5 26.6 26.0

Selling, general and administrative expenses. 22.7 229 24.8

Operating iNCOMe.......ccoevviiieiiiiieaeeeeeee 3.8 3.7 1.2

Other inCome.......occoveeiiiiiiieeeeeeee L 5 .6 11

Interest expense, Net....cccceeevevvevccccceeees L 1.6 1.8 2.1

Income before taxes........cccveveevvvceeennee L 2.7 25 2

Income tax eXPense.......ccccecvvvvvvvveeveeeaaes L 11 1.0 3

NetinCOME....cooviiiiii e 1.6% 1.4% (:1)%

(1) Product category added in connection with agitjahs completed in the second quarter 1997.

(2) Product category added in connection with agitjahs completed in the first six months of 1998.

(3) Product category discontinued in connectiomhie sale of its valve and valve automation bissirie the third quarter of 1999.
YEAR ENDED DECEMBER 31, 1999 COMPARED TO YEAR ENDED DECEMBER 31, 1998

Revenues for 1999 decreased 11.6% to approxim®i&19.9 million from $203.4 million in 1998. The Cpany's acquisitions during 1998,
which included electrical products and pump disttiin, accounted for $20.4 million in revenues dgri999. The valve and valve
automation business, which was sold during thel thirarter of 1999, generated revenues in 1999 @fi$8lion compared to $9.5 million in
1998. Excluding revenues generated by the acquoetpanies in 1998 and the valve and valve automatisiness sold during 1999, current
year revenues decreased by 11.1% to $155.8 miticon $175.3 million in 1998. Sales of fluid handjiequipment, excluding revenue frc
1998 acquisitions, decreased $3.9 million, or 5.394999 from 1998. Revenue from bearings and pdm@smission equipment sales
decreased 20.6%, or $10.5 million, in 1999 from8 %&les of general mill and safety supplies f@98ecreased $5.7 million, or 11.5%,
from 1998. The overall decrease in revenues raspltienarily from the effects associated with thelae in oil prices in 1998 and a slow
recovery by the oil industry in 1999 along withadteess in the mining industry. A comparison ofcéiieal supplies is not presented due tc
fact that the product categories did not existriythe entire comparative period.

Gross margins were slightly lower in 1999 as coragdo 1998. The Company currently expects someaser in manufacturer prices to
continue due to increased raw material costs. Aljhahe Company intends to attempt to pass on {héseincreases to its customers to
maintain current gross margins, there can be naraisses that the Company will be successful inrégsird.

Selling, general and administrative expense foQld@&creased by approximately $2.0 million, or 4.2%en compared to 1998, and is
primarily attributable to the decrease in sellimg@nses resulting from lower sales. As a percentbgevenue, selling, general and
administrative expense for 1999 increased slighyly
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1.9% to 24.8% as compared to 22.9% in 1998. Thisdue primarily to the decrease in revenue volurielwoutpaced the expense reduc
effort undertaken by the Company during 1999.

Operating income for 1999 decreased to $2.2 mifiiom $7.5 in 1998 and is primarily due to the fwt the decrease in revenue volume
outpaced the expense reduction efforts undertakeéhebCompany.

Interest expense for 1999 remained relatively ctest when compared to 1998.

The Company's provision for income taxes for 198éredased by approximately $1.6 million comparetia®8 and is a result of the decrease
in profits. The current tax provision resulted froeductions allowed for book purposes but not adidwfior income tax purposes and state
income taxes.

The Company realized a net loss of $0.1 millionmyd 999, compared to net income of $2.9 milliord@98, and is due to the various factors
previously discussed.

YEAR ENDED DECEMBER 31, 1998 COMPARED TO YEAR ENDED DECEMBER 31, 1997

Revenues for 1998 increased 19.9% to $203.4 mifimm 1997. The Company's acquisitions during 1888 1997, which included the as:

of general mill and safety supply, pump supply atettrical supply companies, accounted for the&8&8llion increase in revenues. Sales of
fluid handling equipment increased by 5.1%, or $8ilion in 1998 over the comparable period in 198fis was due to the $4.8 million in
revenues generated by the assets of the pump cgrapguired in May 1998. Sales of bearings and pdra@smission equipment for 1998
decreased 4.4%, or $2.3 million over the comparpéted in 1997, due primarily to the effects ofvér oil prices and its affects on the oil
industry. Sales of valve and valve automation emeipt increased 2.0%, or $.2 million over the coraplr period in 1997. A comparison of
general mill and safety supplies and electricap$iep is not presented due to the fact that thdymbcategories did not exist during the entire
comparative prior period.

Gross margins remained relatively consistent ir81&9compared to 1997.

Selling, general and administrative expenses rezdaielatively consistent as a percentage of reventi898 as compared to 1997. The
Company recorded a one-time charge of $474,00098 telated to professional fees and travel caste@ated with a proposed offering of
common stock which the Company decided to abandon.

Operating income for 1998 increased 15.8% fronctreesponding period in 1997, from $6.4 million®6.5 million, due to the various
factors discussed above.

Interest expense during 1998 increased by $1.0omitb $3.7 million as compared to 1997. The inseea@as primarily due to greater interest
expense resulting from additional borrowings inedrto finance two acquisitions during the secoratigu of 1997, a third during the first
quarter of 1998, two acquisitions during the secogunairter of 1998 and the purchase of real propestyg as the Company's corporate
headquarters. Average interest rates were slidnther during 1998 as compared to 1997.

The Company's provision for income taxes for 1988eased by $.2 million compared to 1997, as dtreba marginal increase in profits.

Net income for 1998 was consistent with that geteerian 1997, due primarily to the higher interegtense incurred from the financing of 1
acquisitions over the prior eighteen month peragkther with the purchase of the real propertyttierCompany's corporate headquarters and
the one-time charge associated with the Compaegisidn to discontinue the proposed offering of own stock.
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LIQUIDITY AND CAPITAL RESOURCES
General

Under the Credit Facility, all available cash ingrlly applied to reduce outstanding borrowinggh wperations funded through borrowings
under the Credit Facility. The Credit Facility caimts customary affirmative and negative covenasisell as financial covenants that require
the Company to maintain a positive cash flow amgiofinancial ratios. The Company's policy is tamtein low levels of cash and cash
equivalents and to use borrowings under the CFeatitlity for working capital. The Company had $infllion available for borrowings under
the working capital component of the Credit Fagiiit December 31, 1999. Working capital at Decen3de1998 and December 31, 1999
was $37.1 million, and $30.0 million, respectiveluring 1998 and 1999, the Company collected &ddrreceivables in approximately 49

50 days, respectively, and turned its inventoryrapimately four times in each year, on an annudlizasis.

The Company and its lender amended the CreditiBaititee times in the first nine months of 1998eetive March 30, 1999, May 13, 1999
and August 13, 1999. At December 31, 1999, the iCFettility provided for borrowings of up to an aggate of the lessor of (i) a percentage
of the collateral value based on a formula sehftrerein or (ii) $44.0 million. The amendmentshe Credit Facility extended the maturity
date of the Credit Facility from April 1, 2000 tgAl 1, 2001. In addition, the interest rates omrbwings under the Credit Facility were
amended and increased from a LIBOR rate to prin)@8 at December 31, 1999) plus 1% on the term pmation of the Credit Facility and
prime plus 1/2% on the revolving loan portion of fredit Facility. At December 31, 1999, the Comphad outstanding indebtedness of
$13.0 million under the term loan portion of thee@it Facility and $21.4 million under the revolvitaan portion of the Credit Facility. The
Credit Facility is secured by receivables, inveptand machinery and equipment. An executive offtfehe Company, who is also a
shareholder of the Company, has personally guagenip to $.5 million of the obligations of the Caany under the line of credit.
Additionally, certain shares held in trust for thisecutive officer's children are pledged to sethisline of credit. The Credit Facility
contains customary affirmative and negative covenas well as financial covenants that are measuedhly and require the Company to
maintain a certain cash flow and other financitibsa

The Company from time to time has not been in céanpk with certain covenants under the Credit Faciggarding financial ratios. At
December 31, 1999, the Company again was not iplante with certain of those covenants. The lemderprovided waivers to the
Company regarding the compliance with these covsnaithough there can be no assurance the leritiérvwvilling to provide waivers in
the future if the Company is unable to comply with financial ratio covenants.

The Company generated cash from operating actvities10.5 million in 1999 as compared to $5.7 ionillgenerated during 1998, due
primarily to a decrease in inventory of approxinha@4.7 million from 1998.

The Company had capital expenditures of approxin&22 million in 1999 as compared to $3.9 millidaring 1998. Capital expenditures
1999 were primarily related to the purchase ofifure and fixtures and a telephone system ($1.0am)lfor the Company's corporate
headquarters, as well as the purchase of compgtgsraent and software ($0.9 million). Capital exgi¢ures in 1998 were primarily related
to the purchase and improvement of real propey5(#illion) to be used as the corporate headgrsafoe the Company's management and
administrative group as well as other office, cotepand communication equipment.

The Company completed the sale, during the thiafteu of 1999, of certain assets of its divisioattbpecialized in valve and valve
automation products, for approximately $2.04 millia cash, a $500,000 promissory note and the gssumof $114,000 note payable. The
consideration received from the sale of the asggisoximated the net book value of the assets aiith consisted of inventory and persc
property. The Company retained the accounts rebkevalances associated with that division. Siheecompletion of the transaction, the
Company no longer competes in the valve and valt@naation business.
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The Company believes that cash generated from tipesaand available under its Credit Facility wiiket its future ongoing operational and
liquidity needs and capital requirements. Fundihthe Company's acquisition efforts and integratepply strategy will require capital in the
form of the issuance of additional equity or debafcing. There can be no assurance that futurdirigrwill be available to the Company or,
if available, as to the terms and conditions thireo

During the first quarter of 2000, the Company cosigd a transaction to sell certain of its fabrmatnd warehouse properties in Houston,
Texas, for approximately $2.8 million in cash. Atitshally, the Company is expected to sell additiamarehouse and office space during the
second quarter of 2000 for $0.7 million. The netgeeds, after selling expenses, taxes and satisfaidtproperty-related debt, will be used to
further reduce the Company's outstanding indebtsine

YEAR 2000 MATTERS

The transition to the year 2000 date change wagmittiout any significant problems or interruptigihbusiness activity. The principal
software and equipment of the Company affectechbydaite change to year 2000 were the financiatrimdtion systems and certain personal
computers and field equipment used by the Compaysonnel. The modification costs and the costsaated with becoming year 2000
compliant had no material adverse effect on the @om's statement of earnings or cash flow.

ACCOUNTING PRONOUNCEMENTS

In June 1998, SFAS No. 133, "Accounting for Delivatinstruments and Hedging Activities,” was isSUBHAS No. 133 establishes
accounting and reporting standards for derivatiggruments, including certain derivative instrunsesrinbedded in other contracts
(collectively referred to as derivatives), andfiedging activities. It requires that an entity rgaiae all derivatives as either assets or liabi

in the statement of financial position and meashiose instruments at fair value. If certain comdisi are met, a derivative may be specifically
designated as (a) a hedge of the exposure to chamgjee fair value of a recognized asset or lighidr an unrecognized firm commitment,

a hedge to the exposure to variable cash flowsfofeeasted transaction or (c) a hedge of thedareurrency exposure of a net investment in
a foreign operation, an unrecognized firm committnan available-for-sale security or a foreign enaydenominated forecasted transact
The accounting for changes in the fair value oéavétive (that is, gains or losses) depends orntieeded use of the derivative and the
resulting designation. SFAS No. 133 is effectivedtb fiscal quarters of fiscal years beginningeaflune 15, 1999. The adoption of this
statement did not have a material impact on thenfifal position or results of operations of the @any.

On December 8, 1999, the United States SecuritidsEachange Commission ("SEC") staff released Ptebunting Bulletin (SAB) No.
101, "Revenue Recognition", to provide guidancéhenrecognition, presentation and disclosure ofmere in financial statements. The
Company reviewed its revenue recognition procedaneksis satisfied that it is in compliance withst&AB.

INFLATION

The Company does not believe the effects of irdftatiave any material adverse effect on its resfiligperations or financial condition and
attempts to minimize inflationary trends by passimgnufacturer price increases on to the customenesrer practicable.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
None.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Board of Directors and Shareholders of DXieEprises, Inc., and Subsidiaries:

We have audited the accompanying consolidated balsineets of DXP Enterprises, Inc. (a Texas cotipojaand Subsidiaries as of
December 31, 1998 and 1999, and the related cdasedl statements of earnings, shareholders' egpityash flows for each of the three
years in the period ended December 31, 1999. Tiremecial statements are the responsibility of @rmnpany's management. C
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with audigtagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgghe amounts and disclosures in the finarstatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements referredlbove present fairly, in all material respedts, ¢onsolidated financial position of DXP
Enterprises, Inc., and subsidiaries at Decembet @48 and 1999, and the results of their operationktheir cash flows for each of the three
years in the period ended December 31, 1999, ifoomity with accounting principles generally acasgin the United State

ARTHUR ANDERSEN LLP

March 16, 2000
Houston, Texas
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DXP ENTERPRISES, INC., AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE AMOUNTS)

DECEMBER 31

1998 1999
ASSETS
CURRENT ASSETS:
Cash. o $1,625 $2,991
Trade accounts receivable, net of allowance for d oubtful
accounts of $1,155 in 1998 and $1,535in 1999. ... 24,367 21,268
INVENtONES. ... 28,926 24,238
Prepaid expenses and other.........cccccoeeeeeee. L 1,453 644
Deferred income taxes......ccccccvvcvveeneeeee L. 870 900
Total current assets......ccceveeeeeee. L 57,241 50,041
PROPERTY, PLANT AND EQUIPMENT, néet.....c.ccccceeee. i, 13,160 12,931
OTHER ASSETS:
Intangible assets, net of accumulated amortizatio n of
$2,175in 1998 and $2,554 in 1999............ ... 10,447 10,068
Notes receivable from officers and employees..... ... 324 770
Other. .o 160 156
10,931 10,994
Total @ssetS....ccocvevceveviieeicceeaee $81,332 $73,966
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Trade accounts payable........ccccoevceeveeee. Ll $14,826 $15,570
Accrued wages and benefits............ocoeeeeeee. 1,449 1,086
Other accrued liabilities................ o 99 220
Current portion of long-term debt...............~ ... 3,782 3,206
Total current liabilities................~—— .. 20,156 20,082
LONG-TERM DEBT, less current portion............... . ... 42,910 36,780
DEFERRED COMPENSATION......ccoooiiiiiiiiiieeeees e, 739 778
DEFERRED INCOME TAXES....cccoooniiiniiiiieeeee i, 563 561
EQUITY SUBJECT TO REDEMPTION:
Series A preferred stock, 1,122 shares........... . ... 112 112
Common stock, 140,214 shares......cccccccveeeee. 1,245 -
COMMITMENTS AND CONTINGENCIES
SHAREHOLDERS' EQUITY:
Series A preferred stock, 1/10th vote per share; $1.00 par
value; liquidation preference of $100 per shar e;
1,000,000 shares authorized, 2,992 shares issu ed and
outstanding.....cccccvevveeveieieeeeeeeeeee 2 2
Series B convertible preferred stock, 1/10th vote per
share; $1.00 par value; $100 stated value; Liqg uidation
preference of $100 per share; 1,000,000 shares
authorized, 17,700 shares issued and 15,000 sh ares
outstanding......ccccceevvciiieniiiiieeeeeee 18 18
Common stock, $.01 par value, 100,000,000 shares
authorized; 4,211,010 and 4,257,760 shares iss ued of
which 4,155,773 and 4,071,685 shares are outst anding,
140,214 shares are equity subject to redemptio n (for
1998 only) and 55,237 and 186,075 shares are t reasury
StOCK. .o 40 41
Paid-in capital.......c.cccoovvvevcciiiiieee 908 2,251
Retained earnings........cccccovcveeevvcceeeees 15,443 15,235
Treasury StoCK......cccoovveveviciiiiiiiieeees (804) (1,894)
Total shareholders' equity................. ... 15,607 15,653
Total liabilities and shareholders' equit Yerrronn $81,332 $73,966

The accompanying notes are an integral part oktheasolidated financial statements.
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DXP ENTERPRISES, INC., AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

YEAR ENDED DECEMBER 31

1997 1998 1999

SAlES i $169,667 $203,443 $179,878
Costof Sales.....cccevveiiiiiiiieiiieeeees 124,787 149,423 133,125
Gross profit.....cccccvveveeeeveenen. 44,880 54,020 46,753
Selling, General and Administrative Expenses....... ... 38,446 46,570 44,602
Operating inCoMe......ccccceveveeeeeeees 6,434 7,450 2,151
Other INCOME....cvvviiiiicieeeeeee 890 1,241 1,972
Interest EXPENSe......cccoovvvveeeviiiieeeiices (2,654) (3,687) (3,708)
Income Before Income Taxes........ccccvveeveeeeee 4,670 5,004 415
Provision for Income Taxes......cccccccvvcvveeeeee L. 1,902 2,130 533
Net Income (LOSS)...cccevviviveeiiiiiiiaeeiieees 2,768 2,874 (118)
Preferred Stock Dividend..........ccccoocvvvveeee. (103) (90) (90)
Net Income (Loss) Attributable to Common Shareholde rs....... $ 2,665 $ 2,784 $ (208)
Basic Earnings (Loss) per Common Share............. ... $ 65 % .67 $ (.05
Common Shares Outstanding........ccccovvceeeeeeee L. 4,082 4,159 4,075
Diluted Earnings (Loss) per Share..........co..... . ... $ 49 $ 51 $ (.05
Common and Common Equivalent Shares Outstanding.... ... 5,703 5596 4,075

The accompanying notes are an integral part oktheasolidated financial statements.

20



DXP ENTERPRISES, INC., AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(IN THOUSANDS, EXCEPT SHARE AMOUNTS)

SERIES A SERIESB COMMON PAID-IN RETAINED TREA SURY
PREFERR ED PREFERRED STOCK CAPITAL EARNINGS STO CK  TOTAL
BALANCE AT DECEMBER 31, 1996.............. $2 $15 $40 $ 408 $9,994 - $10,459
Dividends paid..........cccceecuveeenne - - -- - (103) - (103)

Increase in paid-in capital due to

reduction of equity subject to

redemption as a result of acquiring

374 shares of Series A preferred

StOCK. .. - - - 37 - (37) -
Increase in paid-in capital due to

reduction of equity subject to

redemption as a result of acquiring

2,700 shares of Series B preferred

StOCK. .. - 3 - 268 - ( 271) -
Increase in paid-in capital due to

reduction of equity subject to

redemption as a result of converting

1,800 shares of Series B preferred

stock to 50,400 shares of common

SEOCK. et - - 1 179 - - 180
Acquisition of 30,436 shares of common
SEOCK. v - - 1) - - ( 272)  (273)
Netincome........ccccvvveiniineeenn. - - -- - 2,768 - 2,768
BALANCE AT DECEMBER 31, 1997.............. 2 18 40 892 12,659 ( 580) 13,031
Dividends paid............cccocvvvvnnes - -- -- -- (90) -- (90)

Increase in paid-in capital due to
issuance of 21,200 shares of common

stock based on options exercised...... - - -- 16 - - 16
Acquisition of 21,500 shares of common
SEOCK. v - - - - - ( 201) (201)

- - - - (23) (23
- - - - 2,874 - 2874
BALANCE AT DECEMBER 31, 1998.............. 2 18 40 908 15,443 ( 804) 15,607
Dividends paid..........cccceecvveeenne - - -- - (90) - (90)
Elimination of remaining equity subject
to redemption............ccceeennnne -- -- 1 1,244 -- - 1,245
Acquisition of 21,500 shares of common
StOCK. ..t - - - - - ( 200)  (200)
Acquisition of 80,214 shares of common
stock associated with the Pelican
purchase........cccccoevevieiivnnnns -- -- -- -- -- ( 714) (714)
Acquisition of 29,124 shares............ - - -- - - ( 176) (176)
Issuance of 46,750 shares of common
StOCK. .t - - - 99 - - 99
Netl0SS....ccoevviieiiiiiiiiiieees -- -- -- -- (118) -- (118)
BALANCE AT DECEMBER 31, 1999.............. $2 $18 $41 $2,251 $15,235 $(1, 894) $15,653

The accompanying notes are an integral part oktheasolidated financial statements.
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DXP ENTERPRISES, INC., AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (I0SS).......cceviiveieeiiiiienennne
Adjustments to reconcile net income (loss) to net

provided by Operating activities --
Depreciation and amortization.................
Compensation expense related to stock option p
Benefit for deferred income taxes.............
Loss (gain) on sale of property and equipment.
Changes in operating assets and liabilities --
Trade accounts receivable
INVeNtories........cccoucvveeenicieeneenne
Prepaid expenses and other..................
Trade accounts payable and accrued liabiliti

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of Strategic Supply net assets..........
Purchase of Pelican Supply common stock
Purchase of Tri-Electric Supply net assets.......
Purchase of Lucky Electric Supply net assets

Purchase of Mark W. Smith Equipment net assets...

Purchase of property and equipment

Net cash used in investing activities....

CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings from debt.............coccieis
Principal payments on revolving line of credit,
long-term and subordinated debt and notes paya
Proceeds on sale of Corpus Christi facility
Issuance of common stocK...........ccceeuveee.
Acquisition of preferred and common stock
Dividends paid in cash

Net cash provided by (used in) financing

activities...........ccceeveveeinenne
INCREASE (DECREASE) IN CASH
CASH AT BEGINNING OF YEAR

CASH AT END OF YEAR

SUPPLEMENTAL DISCLOSURES OF NONCASH INVESTING AND

FINANCING ACTIVITIES:
Cash paid for --
Interest

Income taxes

(IN THOUSANDS)

YEAR ENDED DECEMBER 31

1997 1998 1999
....... $ 2,768 $ 2,874 $ (118)
cash
....... 1,341 1,820 2,016
lans. -- -- 39
....... (62) (64) (32)
....... (103) 47 (45)
....... (7,971) 5,484 3,099
....... 2,899 (142) 4,688
....... (640) (1,237) (349)
es..... 1,892 (3,121) 1,230
....... 124 5,661 10,528
....... (4,118) - -
....... (1,070) - -
....... - (6,109) -
....... - (2,206) -
....... - (4,206) -
....... (825) (3,859) (2,226)
....... - 26 850
....... - 44 -
....... (6,013) (16,310) (1,376)
....... 183,715 219,011 182,887
ble to
....... (177,395) (207,175) (189,592)
....... 112 - -
....... - 16 99
....... (580) (224)  (1,090)
....... (103) (90) (90)
....... 5,749 11,538 (7,786)
....... (140) 889 1,366
....... 876 736 1,625
....... $ 736 $ 1625 $ 2,991
....... $ 2654 $ 3,687 $ 3,708
....... $ 1551 $ 2,986 $ 394

The accompanying notes are an integral part oktheasolidated financial statements.
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

DXP Enterprises, Inc. (DXP or the Company), a Tee@goration, was incorporated on July 26, 199&e&dhe successor to SEPCO
Industries, Inc. (SEPCO). The Company is a leagingider of maintenance, repair and operating (MR@ducts, equipment and integrated
services, including engineering expertise and tagcapabilities, to industrial customers. The @any provides a wide range of MRO
products in the fluid handling equipment, beariagd power transmission equipment, general millsafdty supplies and electrical product
categories. The Company offers its customers dessmurce of integrated services and supply orffaniemt and competitive basis by being a
first-tier distributor which purchases its produdisectly from the manufacturer. The Company alsavjales integrated services such as
system design, fabrication, installation, repail amintenance for its customers. The Company offevide range of industrial MRO
products, equipment and services through a compteténuum of customized and efficient MRO soluipranging from traditional
distribution to fully integrated supply contracthe integrated solution is tailored to satisfy thistomer's unique needs.

PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statemietade the accounts of the Company and its wholiyed subsidiaries. All significant
intercompany accounts and transactions have baaimated in consolidation.

CONCENTRATION OF CREDIT RISK

The Company provides maintenance, repair and apgratoducts, equipment and integrated servicesjding engineering expertise and
logistics capabilities to a diversified customesdan the north and southwestern regions of théedrtates. The Company believes no
significant concentration of credit risk exists.eT@ompany continually evaluates the creditworttsrafgts customers' financial positions and
monitors accounts on a periodic basis, but doesauptire collateral.

INVENTORY

Inventory consists principally of finished goodslas priced at lower of cost or market, cost baletermined using both the first-in, first-out
(FIFO) and the last-in, first-out (LIFO) method.

PROPERTY, PLANT AND EQUIPMENT

Assets are carried on the basis of cost. Providimndepreciation are computed at rates considierde sufficient to amortize the costs of
assets over their expected useful lives. Depreciaif property, plant and equipment is computedaiprincipally the straighline method fo
financial reporting purposes. Useful lives assigteedroperty, plant and equipment range from 3%g@&ars. Maintenance and repairs of
depreciable assets are charged against earnimgsuaised. Additions and improvements are capitaliz&hen properties are retired or
otherwise disposed of, the cost and accumulatededigion are removed from the accounts and gaitssees are credited or charged to
earnings.

INTANGIBLES

Intangibles consist of noncompete and licensingemients and goodwill. The noncompete and liceragngements are amortized over five
years, and goodwill is amortized over 5 to 35 yeAlisamortization of intangibles is computed usihg straigt-line method.
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
FEDERAL INCOME TAXES

The Company utilizes the asset and liability methogscribed by SFAS No. 109 in accounting for inedaxes. Under this method, deferred
taxes are determined based on differences betvirgamcfal reporting and tax bases of assets aniitied and are measured using the enacted
marginal tax rates and laws that will be in eff@ben the differences reverse.

FAIR VALUE OF FINANCIAL INSTRUMENTS
A summary of the carrying and the fair value offigial instruments at December 31, 1999, is aevisl

CARRYING FAIR
VALUE VALUE

(IN THOUSANDS)

CaSh..iiiiici e $2,991 $2,991
Notes receivable from officers and employees....... ... 770 770
Long-term debt, including current portion......... ... 39,986 39,986

The carrying value of the notes receivable fronicefs and employees approximates fair value bedhesaterest rate of the notes (9 perc

is consistent with the interest rate of the Comfmrgvolving debt and with rates currently avaitaipl the market for similar instruments. The
carrying value of the long-term debt approximategsyalue based upon the current rates and teraikable to the Company for instruments
with similar remaining maturities.

REVENUE RECOGNITION
The Company recognizes revenue as products arpezhtp the customer.
USE OF ESTIMATES

The preparation of financial statements in conftymiith generally accepted accounting principleguiees the Company to make estimates
and assumptions in determining the reported amafrassets and liabilities and disclosure of caygim assets and liabilities at the date o
financial statements and the reported amountsvefmges and expenses during the reporting periog sigmificant estimates made by the
Company in the accompanying financial statemerigge¢o the allowance for doubtful accounts anémess for obsolete inventory. Actual
results could differ from those estimates.

RECLASSIFICATIONS
Certain 1998 amounts have been reclassified tooconivith the 1999 presentation.
2. NEW ACCOUNTING PRONOUNCEMENTS:

In June 1998, SFAS No. 133, "Accounting for Delivatinstruments and Hedging Activities,” was isSUBHAS No. 133 establishes
accounting and reporting standards for derivatiggruments, including certain derivative instrunsesrinbedded in other contracts
(collectively referred to as derivatives), and fiedging activities. It requires that an entity igtiae all derivatives as either assets or liabd

in the statement of financial position and meashiose instruments at fair value. If certain comadisi are met, a derivative may be specifically
designated as (a) a hedge of the exposure to chamgjee fair value of a recognized asset or lighidr an unrecognized firm commitment,

a hedge to the exposure to variable cash flowsfofexasted transaction or (c) a hedge of thedareurrency exposure of a net investment in
a foreign operation, an unrecognized firm committnan available-for-sale security or a foreign engydenominated forecasted transact
The accounting for changes in the fair value oéavative (that is, gains
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

or losses) depends on the intended use of theadis@vand the resulting designation. SFAS No. B3fiective for all fiscal quarters of fiscal
years beginning after June 15, 1999. The adopfithi®statement did not have a material impadhenfinancial position or results
operations of the Company.

On December 8, 1999, the United States Securitid€Eachange Commission ("SEC") staff released $tafounting Bulletin (SAB) No.
101, "Revenue Recognition", to provide guidancéhenrecognition, presentation and disclosure ofmere in financial statements. The
Company reviewed its revenue recognition procedanekis satisfied that it is in compliance withst&AB.

3. ACQUISITIONS AND DIVESTITURES:

Effective May 30, 1997, the Company acquired 10@¢m@ of the outstanding stock of Pelican Statep§u@ompany (Pelican). The purchase
price totaled approximately $3.0 million and cotesisof 140,214 shares of the Company's common stagject to redemption and cash of
approximately $1.0 million. The acquisition hasmeecounted for using the purchase method of attmurGoodwill of approximately

$2.04 million was recorded in connection with tlegusition. Pro forma disclosures of operating ssare omitted because the acquired
companies' operations were not significant.

On June 2, 1997, a wholly owned subsidiary of thenfany acquired substantially all the assets @t&gic Supply, Inc. (Strategic). The
purchase price, which is subject to adjustmentssisted of approximately $4.1 million in cash, asption of $4.7 million of trade payables
and other accrued expenses, $2.8 million in prasnyssotes payable to the seller and earn-out paggr(based on the earnings before interest
and taxes of Strategic) to be paid over a periagppioximately six years, up to a maximum of $3illion. No earn-out payments have been
earned to date. The acquisition has been accotmteding the purchase method of accounting. Golbd#$50,000 was recorded in
connection with the acquisition.

On February 26, 1998, a wholly owned subsidiarthefCompany acquired substantially all the asdetsi<clectric Supply, Ltd. (Tri-
Electric). The purchase price consisted of $6.2ianilin cash, assumption of $1.6 million of tradeypbles and other accrued expenses; the
acquisition has been accounted for using the psecheethod of accounting. Goodwill of $3.9 millioaswecorded in connection with the
acquisition.

On May 31, 1998, a wholly owned subsidiary of th@mpany acquired substantially all the assets okiziectric & Supply, Inc. (Lucky).
The purchase price consisted of approximately 8iillon in cash, a $735,000 promissory note andabsumption of $149,000 of trade
payables and other accrued expenses. The acquisd@®been accounted for using the purchase meframtounting. Goodwill of $0.6
million was recorded in connection with the acdiosi.

Effective May 31, 1998, a wholly owned subsidiafyte Company acquired substantially all the assekdark W. Smith Equipment, Inc.
(Smith). The purchase price consisted of approxéigai4.2 million in cash and the assumption of $6@8 of trade payables and other
accrued expenses. The acquisition has been acddiantesing the purchase method of accounting. @dbdf $2.7 million was recorded in
connection with the acquisition.

On July 16, 1999, the Company completed the satedin assets of its valve and valve automatrodycrcts division, for approximately
$2.65 million; this sale price consisted of $2.04liam in cash, a $.5 million promissory note ame tassumption of a $140,000 note payable.
As a result, the Company no longer competes ivéihee and valve automation business. There wasivoay loss on the sale since the
consideration was equal to the net book value @bf$sets sold.
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

The results of operations of all acquisitions aduded since the date of acquisition in the histdffinancial statements. The following table
presents selected unaudited consolidated finaim@mation for the Company on a pro forma basgiasng all acquisitions had occurred
January 1, 1997 (in thousands, except per sharer@s)o The pro forma information set forth belowmat necessarily indicative of the results
that actually would have been achieved had sudsaaion been consummated as of January 1, 19¥7atomay be achieved in the future.

DECEMBER 31

(IN THOUSANDS, EXCEPT
SHARE AMOUNTS)
(UNAUDITED)

REVENUES....cviiiiieiii e $220,565 $210,803
NetinCOMe....cooviiiiiiiiiiee e 3,464 3,150
Basic earnings per common share.......ccccoceeeeee. L .82 74
Diluted earnings per common share........ccccoeeee. . . .61 .56

4. INVENTORY:

The Company uses the LIFO method of inventory wauagor approximately 60 percent of its inventsti®@emaining inventories are
accounted for using the FIFO method. The recortigheof FIFO inventory to LIFO basis is as follows:

DECEMBER 31

1998 1999

(IN THOUSANDS)
Finished goods.........ccoooovvvvevvvvneceeeeees $29,717 $ 25,259
WOrK in ProCeSS....cccvvvveiiiiiiieeeiiiieeeeeeee L 3,093 2,208
Inventories at FIFO.......cocoovevvvvcivecneeee L 32,810 27,467
Less -- LIFO allowance..........ccooevvvvvveeee L (3,884) (3,229)
INVENLONIES. oo $28,926 $24,238

During 1999, the Company liquidated certain inveietovalued using the LIFO method; these invensoniad been carried at cost
substantially lower than their FIFO costs and resbin cost of goods sold being decreased by appedgly $950,000 with a corresponding
increase in income before taxes.

5. PROPERTY, PLANT AND EQUIPMENT:
Property, plant and equipment are comprised ofdhewing:

DECEMBER 31

1998 1999

(IN THOUSANDS)
0= oo OO $ 1,837 $ 1,834
Buildings and leasehold improvements............... ... 9,048 8,543
Furniture, fixtures and equipment.......ccccoeeee.. 12,745 13,513

23,630 23,890
Less -- Accumulated depreciation and amortization.. ... (10,470) (10,959)

$13,160 $12,931
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
6. LONG-TERM DEBT:
Long-term and subordinated notes consist of tHeviahg:

DECEMBER 31

(IN THOUSANDS)
Long-term debt --
Credit facility:

Working capital component..........cccccoee... ... $24,895 $21,425

Term loan component.......ccocceevvcveeeeenee . 14,933 13,013
Note payable to insurance company, 10.125%, colla teralized

by real property, payable in monthly installme nts

through December 2006............ccocveeeeeeee. 1,481 1,354
Notes payable to credit corporation, 2.25% above prime

(8.5% at December 31, 1999), collateralized by computer

equipment, payable in monthly installments thr ough

APril 2001 ..o 853 492
Promissory note payable, 7.0% payable in monthly

installments through June 2003.................~ ... 2,380 2,050
Notes payable to finance company, 7.74% to 8.21%,

collateralized by Furniture, payable in monthl y

installments through April 2004................ ... - 722
Other i 2,150 930

46,692 39,986
Less -- Current portion.........cceeeevvivveeene L. (3,782) (3,206)

Under the Company's loan agreements with its bamitdr (the "Credit Facility"), all available cashgenerally applied to reduce outstanding
borrowings, with operations funded through borraysiminder the Credit Facility. The Credit Facilipntains customary affirmative and
negative covenants as well as financial covenduatsrequire the Company to maintain a positive ¢tstand other financial ratios. The
Company had $1.9 million available for borrowingslar the Credit Facility at December 31, 1999. Thenpany from time to time has not
been in compliance with certain covenants undeCttealit Facility regarding financial ratios. At Derober 31, 1999, the Company again was
not in compliance with certain of those covenafite lender has provided waivers to the Companyrdéggthe compliance with these
covenants, although there can be no assurancenterlwill be willing to provide waivers in the fue if the Company is unable to comply
with the financial ratio covenants.

The Credit Facility was amended by the Companyitsnénder on three separate occasions during ¥9igh provided for borrowings up to
an aggregate of the lessor of (i) a percentagheotollateral value based on a formula set forghetim or (i) $44.0 million. The amendments
also extended the maturity date of the Credit Fgidilom April 1, 2000 to April 1, 2001. Additioni, the LIBOR pricing, set to expire on
June 30, 1999 was cancelled and the interest mamnereased to prime plus 1% on the term portfdheoCredit Facility, which was $13.0
million at December 31, 1999, and prime plus 1/2%h® revolving loan portion of the Credit Facilityhich was $21.4 million at December
31, 1999; the prime rate at December 31, 1999,8:%. The Credit Facility is secured by receivapbil@gentory, and machinery and
equipment. An executive officer of the Company, vidhalso a shareholder of the Company, has pelgansranteed up to $0.5 million of
the obligations of the Company under the line efldr Additionally, certain shares held in trust fois executive officer's children are also
pledged to secure this line of credit.

At March 16, 2000, the Company had $2.2 millionikade for borrowings under the Credit Facility.
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DXP ENTERPRISES INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

The maturities of long-term debt for the next fixgars and thereafter are as follows (in thousands):

7. INCOME TAXES:

The provision for income taxes consists of theofwlhg:

YEAR ENDED DECEMBER 31

1997 1998 1999

(IN THOUSANDS)

Current --

Federal......ccoovevieeiiiiiiiiiiiiiiiiees . $1,652 $1,794 $156

State...cceiiiiiee e 312 400 409
1,964 2,194 565

Deferred --

Federal.........ccoveiiiiiiieiiees (62) (64) (32)

$1,902 $2,130 $533

The difference between income taxes computed detleral statutory income tax rate and the prowisow income taxes is as follows:

YEAR ENDED DECEMBER 31

1997 1998 1999
(IN THOUSANDS)
. $1,588 $1,701 $141
206 264 250
63 92 82
45 73 60

Income taxes computed at federal statutory rate....
State income taxes, net of federal benefit.........

$1,902 $2,130 $533

The net current and noncurrent components of deféncome taxes are as follows:

DECEMBER 31

1998 1999
(IN THOUSANDS)
$870 $900

563 561

Net current @ssets.......cccvvvvvvvvciiieneeees .
Net noncurrent liabilities........ccccccceeeeeee. L

Net aSSeluciiiiiiiiiiiiiiiccc e,
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
Deferred tax liabilities and assets were compridetie following:

DECEMBER 31

1998 1999

Deferred tax assets --

Amortization of goodwill.........ccooceeeeeeee L 2 3

Unamortized rent reduction..........ccoeeeeeeeee. L 22 12

Allowance for doubtful accounts..........ccoee... .. 277 407

Section 263A inventory COStS......ccccceeeeeeees 313 226

Deferred compensation on stock options........... ... 251 264

Other. .o 5 (12)
Total deferred tax assets........coeeee. L. 870 900

Deferred tax liability --
Difference between financial and tax depreciation of
assets acquired.........cooeveveevveeeeee. $563 $561

Net deferred tax asset......ccccceeeeeeee. Ll $(307) $(339)

8. SHAREHOLDERS' EQUITY:
SERIES A PREFERRED STOCK

The holders of Series A preferred stock are entitbeone-tenth of a vote per share on all mattexsgnted to a vote of shareholders generally,
voting as a class with the holders of common staok, are not entitled to any dividends or distiitng other than in the event of a liquidation
of the Company, in which case the holders of th&eSe&\ preferred stock are entitled to a $100 ligtion preference per share. Each share of
the Series B convertible preferred stock is corbierinto 28 shares of common stock and a monthliglend per share of $.50. The holder

the Series B convertible stock are also entitlea $100 liquidation preference per share after gafrof the distributions to the holders of the
Series A preferred stock and to one-tenth of a peteshare on all matters presented to a voteasEblolders generally, voting as a class with
the holders of the common stock.

STOCK BONUS PLAN

On December 28, 1999, the Company issued 46,738sbhcommon stock to employees, other than offiggursuant to an Employee Stock
Bonus Plan approved by the Board of Directors.

STOCK SPLIT

In each of 1997 and 1998, the Company effectecbatdaone reverse stock split. The Company's fir@ratatements have been restated to
reflect the effect of these reverse stock splits.

VOTING TRUST

A director, officer and shareholder of the Companthe trustee of three trusts for the benefitrafther officer shareholder's children, each of
which hold 570,932 shares of common stock and 5s0@0es of Series B convertible preferred stock. ffinstee has sole voting control of
these shares.

STOCK REDEMPTION

The 140,214 shares of common stock issued pursoidime purchase of Pelican were subject to a plibogvhereby at any time between
November 30, 1998, and November 30, 2000, the Coynpauld have
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

been required to purchase all or part of such shetra price of $14.00 per share. During 1998r¢perchase price of these shares was
reduced from $14.00 to $8.88 per share pursuargntain rights of offset set forth in the purchageeement. The reduction in the repurchase
price has been reflected as a $718,000 reductigoadwill and equity subject to redemption. In Mad®99, the Company agreed to
repurchase 80,214 of these common shares at $8t&hare. Furthermore, as a part of this repurchiaseemaining 60,000 shares
outstanding are no longer subject to the put option

On July 17, 1998, the Company entered into a gpockhase agreement with a common shareholder. dhwény agreed to purchase 43,000
shares for a total of $401,000 in two installme@s.September 1, 1998, the Company purchased dhefliae shares for $200,500. The
remainder of the shares were purchased during ft83200,500.

STOCK OPTIONS

Prior to 1997, the Company issued nonqualifiedkstiations to certain officers of the Company toghase shares of its common stock wit
had exercise prices equal to the fair market vafitbe Company's common stock at the date of gradditionally, the Company issued
options to certain officers and employees purstmtiie terms of the Company's lotegm incentive plan. No compensation expense ic:ka
these option agreements was recorded in 1997 @&. 890f December 31, 1998 and 1999, a deferrecpeosation liability of $739,000 has
been recorded in conjunction with these option egents. Activity during 1998 and 1999 with resgedhe stock options follows:

WEIGHTED
OPTION PRICE AVERAGE
SHA RES PER SHARE EXERCISE PRICE

Outstanding at December 31, 1997............. 1,34 9,700 $1.48 --$16.00 $1.50

Granted..........cocoeveeveiiiiiiiiiienns 5,000 $7.50 -- $12.00 10.79

Exercised.......ccccceeveiinennn. 1,200) $ .76 .76

Canceled or expired (2 0,500) $10.66 10.66
Outstanding at December 31, 1998............. 1,57 3,000 $1.48 --$16.00 $3.32

Granted..........cocoeveeveiiiiiiiiiienns 1 9,000 $6.88 6.88

Exercised........ccoovieiiiiiiiiinnns - - -

Canceled or expired............cc..cuu..... (a0 4,912) $2.31 -- $12.00 9.21
Outstanding at December 31, 1999............. 1,48 7,088 $1.48 --$16.00 $2.95
Exercisable at December 31, 1999............. 1,33 9,618 $1.48 -- $12.00 $2.07

The outstanding options at December 31, 1999, eXy@tween March 31, 2000, and August 23, 20050 aa§s after termination of full-time
employment. The weighted average remaining contaehdife was 5.9 years, 4.8 years and 3.8 yeaeaember 31, 1997, 1998 and 1999,
respectively.
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

EARNINGS PER SHARE

SFAS No. 128 requires the presentation of basiciegs per share and diluted earnings per shaiaandial statements of public enterprises
rather than primary and fully diluted earnings gleare as previously required. Under the provisairikis statement, basic earnings per share
is computed based on weighted average sharesmiitgjeand excludes dilutive securities. Dilutedn@ags per share is computed including
the impacts of all potentially dilutive securiti@e following table sets forth the shares outstamébr the earnings per share calculations for
the years ended December 31, 1997, 1998 and 1999:

YEAR ENDED DECEMBER 31,

1997 1998 1999

Common stock outstanding, beginning of period...... . 3,996,974 4,157,361 4,156,806
Weighted average common stock issued in stock optio n
EXEICISE..eieiiiiiieeeaiiiree e et e e . -- 15,150
Weighted average common stock issued in
ACqUISILION.....ccoeviiiiiiiieeeceeeee . 93,476
Less: weighted average treasury shares
repurchased.........cccoocueeeeeiiiieeecnins . (13,095) (13,192) (81,814)
Weighted average common stock issued in conversion
of preferred StoCK.........ccceeeveveviiinnnns . 4,200
Shares used in computing basic earnings per share.. . 4,081,555 4,159,319 4,074,992
Dilutive effect of stock options, net of assumed
repurchase of treasury stocK..................... . 1,138,321 1,016,430
Dilutive effect of convertible preferred stock..... . 482,854 420,000

Shares used in computing diluted earnings per
Share... ..o . 5,702,730 5,595,749 4,074,992

STOCK-BASED COMPENSATION

Pro forma information regarding net income and ie@sper share is required by SFAS No. 123 andbas determined as if the Company
had accounted for its stock options under theviaine method as provided therein. The fair valueawth option grant is estimated on the date
of grant using the Black-Scholes option pricing mloaith the following weighted average assumptiossd for options issued in 1997, 1998
and 1999: risk-free interest rates of 6 percenfifig7, 1998 and 1999; expected lives of five yeB8s4 percent assumed volatility; and no
expected dividends.

For purposes of pro forma disclosures, the estidnfatie value of the options is amortized to expemger the options' vesting period. Set forth
below is a summary of the Company's net incomeeamdings per share as reported and pro formatls fair value-based method of
accounting defined in SFAS No. 123 had been applibd pro forma information is not meant to be espntative of the effects on reported

net income for future years because, as providegH#®yS No. 123, only the effects of awards granfeet danuary 1, 1995, are considered in
the pro forma calculation.

1997 1998 199 9
AS REPORTED PRO FORMA AS REPORTED PRO FORMA AS REPORTED PRO FORMA
Net income attributable to common
shareholders (in thousands)....... $2,665 $2,620 $2,784 $2,616 $(208) $ (430)
Basic earnings per common share..... $ .65 $ .64 $ .67 $ .63 $(.05) $ (.09)
Diluted earnings per common share... $ .49 $ .48 $ 51 $ .48 $(.05) $ (.09)
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
9. COMMITMENTS AND CONTINGENCIES:

The Company leases equipment, automobiles ancediilities under various operating leases. Theréuminimum rental commitments as
of December 31, 1999, for noncancelable leaseasafellows (in thousands):

Rental expense for operating leases was $1,681$47849,130, $2,143,067 for the years ended Dece®ihel 997, 1998 and 1999,
respectively.

10. RETIREMENT PLANS:

DXP provides an employee stock ownership plan (ES@tkh is eligible to employees having 1,000 haafrservice in 12 consecutive
months of employment. Employer contributions arthatdiscretion of the board of directors. The ES@R 862,117 shares of the Compa
common stock at December 31, 1999. The Companynsggefor the ESOP $150,000 in 1997, 1998 and 1&&89al contributions to the
Company's ESOP are made subsequent to fiscal pelarieh approval by the Company's board of diresstapproval was received and
contributions of $150,000 were made for 1997 ar@B19he Company also offers a 401(k) profit-shapten for employees having 1,000
hours of service in 12 consecutive months of emplayt. The Company matches contributions at a fat@ percent. The Company
contributed to the 401(k) profit sharing-plan $&00$214,000 and $132,316 in the years ended Desreddh 1997, 1998 and 1999,
respectively.

11. RELATED-PARTY TRANSACTIONS:

The Company has made two loans to an officer iratheunts of $149,910 and $58,737, respectivel\h baaring interest at 9 percent per
annum. The outstanding balances of such loans $&®80 and $54,587 at December 31, 1998 and 189%ectively.

Additionally, the Company from time to time has raatninterest-bearing advances to this officerof8ecember 31, 1998 and 1999, the
outstanding advances amounted to $420,439 and &4, 3espectively.

12. SUBSEQUENT EVENTS:

On March 15, 2000, the Company completed a traimsatd sell certain of its fabrication and wareh®psoperties in Houston, Texas, for
approximately $2.8 million in cash. Additionallyzet Company is expected to sell additional warehauskoffice space during the second
quarter of 2000 for $0.7 million. Each transactidiows the Company to lease back the sold progerts period of time in order to relocate
and lease fabrication and warehouse facilitietdioue servicing its existing customer base. Raloa is expected to be completed by June
1, 2000.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
PART llI

The information required by Part I, Items 10 thgh 13, inclusive, of Form 10-K is hereby incorfiedhby reference from the Company's
Definitive Proxy Statement for the 2000 Annual Megtof Shareholders, which shall be filed with Securities and Exchange Commission
not later than 120 days after the end of the figeal to which this Annual Report on Form 10-K teta

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(a) DOCUMENTS INCLUDED IN THIS REPORT:

1. Financial Statements

PAGE
DXP ENTERPRISES AND SUBSIDIARIES:
Report of Independent Public Accountants............ ... 18
Audited Consolidated Financial Statements
Consolidated Balance Sheets.......cccocooeeeeeee. L 19
Consolidated Statements of Earnings............... ... 20
Consolidated Statements of Shareholders' Equity.. ... 21
Consolidated Statements of Cash Flows............. ... 22
Notes to Consolidated Financial Statements....... ... 23

(b) REPORTS ON FORM 8-K:
None.
(c) EXHIBITS:

Exhibits designated by the symbol * are filed vtitis Annual Report on Form 10-K. All exhibits nat designated are incorporated by
reference to a prior filing as indicated.

Exhibits designated by the symbol + are managegwittacts or compensatory plans or arrangemertsteaequired to be filed with this
report pursuant to this Item 14.

The Company undertakes to furnish to any stockm@deequesting a copy of any of the following éxisi upon payment to the Company of
the reasonable costs incurred by the Company mdfing any such exhibit.

EXHIBIT
NUMBER DESCRIPTIO N

3.1 -- Restated Articles of Incorporat ion, as amended
(incorporated by reference to E xhibit 4.1 to the
Registrant's Registration State ment On Form S-8 (Reg. No.
333-61953), filed with the Comm ission on August 20,

1998).

3.2 -- Bylaws (incorporated by referen ce Exhibit 3.2 to the
Registrant's Registration State ment on Form S-4 (Reg. No.
333-10021), filed with the Comm ission on August 12,

1996).

4.1 -- Form of Common Stock certificat e (incorporated by
reference to Exhibit 4.3 to the Registrant's Registration
Statement on Form S-8 (Reg. No. 333-61953), filed with
the Commission on August 20, 19 98).

33



EXHIBIT
NUMBER

4.3

10.1

10.2

+10.3

+10.4

+10.5

+10.6

+10.7

+10.8

+10.9

+10.10

+10.11

DESCRIPTIO
-- See Exhibit 3.1 for provisions
Articles of Incorporation, as a
rights of the holders of Common
-- See Exhibit 3.2 for provisions
defining the rights of holders
-- DXP Enterprises, Inc. 1999 Empl
(incorporated by reference to E
Registrant's Quarterly Report o
quarterly period ended June 30,
-- DXP Enterprises, Inc. 1999 Non-
Option Plan (incorporated by re
the Registrant's Quarterly Repo
quarterly period ended June 30,

-- DXP Enterprises, Inc. Long Term
amended (incorporated by refere
Registrant's Registration State
333-61953), filed with the Comm
1998).

-- Stock Option Agreement dated ef
between SEPCO Industries, Inc.
(incorporated by reference to t
Registration Statement on Form
filed with the Commission on Au

-- Stock Option Agreement dated ef
between SEPCO Industries, Inc.
(incorporated by reference to t
Registration Statement on Form
filed with the Commission on Au

-- Stock Option Agreement dated ef
between SEPCO Industries, Inc.
(incorporated by reference to t
Registration Statement on Form
filed with the Commission on Au

-- Amended and Restated Stock Opti
effective as of March 31, 1996,

Inc. and Jerry J. Jones (incorp
Registrant's Registration State
333-10021), filed with the Comm
1996).

-- Amended and Restated Stock Opti

effective as of March 31, 1996,
Inc. and Bryan H. Wimberly (inc
the Registrant's Registration S
No. 333-10021), filed with the

1996).

-- Amended and Restated Stock Opti

effective as of March 31, 1996,
Inc. and David R. Little (incor
the Registrant's Registration S
No. 333-10021), filed with the

1996).

-- Employment Agreement dated effe
between SEPCO Industries, Inc.
(incorporated by reference to E
Registrant's Registration State
333-53387), filed with the Comm

-- Employment Agreement dated as o
SEPCO Industries, Inc. and Jerr
Amendment to Employment Agreeme
1998 (incorporated by reference
Registrant's Registration State
333-53387), filed with the comm
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1999).
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1999).
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and Tommy Orr
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gust 12, 1996).

fective as of May 7, 1996,
and Cletus Davis

he Registrant's

S-4 (Reg. No. 333-10021),
gust 12, 1996).

on Agreement dated
between SEPCO Industries,
orated by reference to the
ment on Form S-4 (Reg. No.
ission on August 12,

on Agreement dated
between SEPCO Industries,
orporated by reference to
tatement on Form S-4 (Reg.
Commission on August 12,

on Agreement dated
between SEPCO Industries,
porated by reference to
tatement on Form S-4 (Reg.
Commission on August 12,

ctive as of July 15, 1996,
and David R. Little

xhibit No. 10.8 to the

ment on Form S-1 (Reg. No.
ission on May 22, 1998).

f July 1, 1996, between

y J. Jones, as amended by
nt dated effective May 21,
to Exhibit 10.9 to the

ment on Form S-1 (Reg. No.
ission on May 22, 1998).



EXHIBIT
NUMBER

+10.12

+10.13

10.14

10.15

10.16

10.17

DESCRIPTIO

-- Employment Agreement dated as o
SEPCO Industries, Inc. and Brya
by Amendment to Employment Agre
21, 1998 and Amendment to Emplo
effective June 30, 1998 (incorp
Exhibit 10.1 to the Registrant’
10-Q for the quarterly period e
with the Commission on August 1

-- Employment Agreement dated as o
SEPCO Industries, Inc. and Gary
Amendment to Employment Agreeme
1998 (incorporated by reference
Registrant's Registration State
333-53387), filed with the Comm

-- Second Amended and Restated Loa
dated effective as of April 1,
Barclays Business Credit, Inc.
Inc., as amended by First Amend
Restated Loan and Security Agre
Promissory Note dated May, 1995
Industries, Inc. and Shawmut Ca
successor-in-interest by assign
Credit, Inc., as amended by Sec
Amended and Restated Loan and S
April 3, 1996, by and between S
Fleet Capital Corporation, form
Capital Corporation, as amended
Second Amended and Restated Loa
dated September 9, 1996, by and
Inc. and Bayou Pumps, Inc. and
as amended by Fourth Amendment
Restated Loan and Security Agre
1996, by and between SEPCO Indu
Inc. and Fleet Capital Corporat
Letter Agreement dated November
Capital Corporation to SEPCO In
Pumps, Inc. and American MRO, |
reference to Amendment No. 4 to
Registration Statement on Form
filed with the Commission on No

-- Fifth Amendment to Second Amend
Security Agreement dated June 2
Industries, Inc., Bayou Pumps,
and Fleet Capital Corporation (
to Exhibit 10.1 to Amendment No
Quarterly Report on Form 10-Q o
Quarterly period ended June 30,
Commission on November 17, 1997
-- Sixth Amendment to Second Amend
Security Agreement and Amendmen
dated April 29, 1998, by And am
Inc., Bayou Pumps, Inc. and Ame
Capital Corporation (incorporat
10.1 to the Registrant's Quarte
filed with the Commission on Ma

-- Seventh Amendment to Second Ame
Security Agreement dated June 3
Sepco Industries, Inc., Bayou P
Inc. and Fleet Capital Corporat
reference to Exhibit 10.2 to th
Report on Form 10-Q for the qua
30, 1997, filed with the Commis

35

N

f July 1, 1996, between

n H. Wimberly, as amended
ement dated effective May
yment Agreement dated
orated by reference to

s Quarterly Report on Form
nded June 30, 1997, filed
0, 1998).

f July 1, 1996, between

A. Allcorn, as amended by
nt dated effective May 21,
to Exhibit 10.11 of the
ment on Form S-1 (Reg. No.
ission on May 22, 1998).

n and Security Agreement
1994, by and between

and SEPCO Industries,
ment to Second Amended and
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, by and between SEPCO
pital Corporation,

ment to Barclays Business
ond Amendment to Second
ecurity Agreement dated
EPCO Industries, Inc. and
erly known as Shawmut

by Third Amendment to

n and Security Agreement
between SEPCO Industries,
Fleet Capital Corporation,
to Second Amended and
ement dated October 24,
stries, Inc. American MRO,
ion and as amended by

4, 1996, from Fleet
dustries, Inc., Bayou

nc. (incorporated by

the Registrant's

S-4 (Reg. No. 333-10021),
vember 6, 1996).

ed and Restated Loan and

, 1997, by and among SEPCO
Inc., American MRO, Inc.
incorporated by reference

. 1 to the Registrant's

n Form 10-Q/A for the
1997, filed with

ed and Restated Loan and
t to Other Agreements

ong Sepco Industries,

rican MRO, Inc. and Fleet
ed by reference to Exhibit
rly Report on Form 10-Q,

y 14, 1998).

nded and Restated Loan and
0, 1998, by and among
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ion (incorporated by

e Registrant's Quarterly
rterly period ended June
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EXHIBIT
NUMBER

10.19

10.20

10.21

10.22

+10.23

10.24

10.25

10.26

10.27

10.28

DESCRIPTIO

-- Eighth Amendment to Second Amen
Security Agreement dated Octobe
Sepco Industries, Inc., Bayou P
Inc. and Fleet Capital Corporat
reference to Exhibit 10.1 to th
Report on Form 10-Q for the qua
September 30, 1997, filed with
13, 1998).

-- Promissory Note dated December
principal amount of $149,910.00
and payable to SEPCO Industries
reference to the Registrant's R
Form S-4 (Reg. No. 333-10021),
on August 12, 1996).

-- Promissory Note dated December
principal amount of $58,737.00,
and payable to SEPCO Industries
reference to the Registrant's R
Form S-4 (Reg. No. 333-10021),
on August 12, 1996).

-- Vehicle Lease Agreement dated J
between World Omni Financial Co
Inc. (incorporated by reference
Registration Statement on Form
filed with the Commission on Au
-- Real Estate Note dated November
Engine & Pump Company, payable
Southwestern Life Insurance Com
reference to the Registrant's R
Form S-4 (Reg. No. 333-10021),
on August 12, 1996).

-- SEPCO Industries, Inc. Employee
(incorporated by reference to A
Registrant's Registration State
333-10021), filed with the Comm
1996).

-- Amendment No. Two to SEPCO Indu
Stock Ownership Plan (incorpora
Exhibit 10.38 to the Registrant
10-K, filed with the Commission
-- Amendment No. Three to SEPCO In
Stock Ownership Plan (incorpora
Exhibit 10.39 to the Registrant
10-K, filed with the Commission
-- August 1999 Amendment to Loan a
dated August 13, 1999, by and a
Inc., d/b/a Strategic Acquisiti
Corporation. (incorporated by r
to the Registrant's Quarterly R
quarterly period ended June 30,

-- August 1999 Amendment to Second
and Security Agreement and Modi
Agreements dated August 13, 199
Industries, Inc., Bayou Pumps,
and Fleet Capital Corporation.
to Exhibit 10.4 to the Registra
Form 10-Q for the quarterly per
-- August 1999 Amendment to Loan a
Dated August 13, 1999, by and a
Company, Inc. and Fleet Capital
(incorporated by reference to E
Registrant's Quarterly Report o
quarterly period ended June 30,
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r 20, 1998, by and among
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ion (incorporated by

e Registrant's Quarterly

rterly period ended

the Commission on November

31, 1989, in the aggregate
, made by David R. Little

, Inc. (incorporated by
egistration Statement on
filed with the Commission

31, 1989, in the aggregate
made by David R. Little

, Inc. (incorporated by
egistration Statement on
filed with the Commission

uly 28, 1993, by and

rp. and SEPCO Industries,
to the Registrant's

S-4 (Reg. No. 333-10021),
gust 12, 1996).

8, 1979, by Southern

to the order of

pany (incorporated by
egistration Statement on
filed with the Commission

Stock Ownership Plan
mendment No. 1 to the
ment on Form S-4 (Reg. No.
ission on August 13,

stries, Inc. Employee

ted by reference to

's Annual Report on Form
on February 26, 1998).
dustries, Inc. Employee
ted by reference to

's Annual Report on Form
on February 26, 1998).

nd Security Agreement
mong DXP Acquisition,

on, Inc. and Fleet Capital
eference to Exhibit 10.3
eport on Form 10-Q for the
1999).

Amended and Restated Loan
fication to Other

9, by and among SEPCO
Inc., American MRO, Inc.
(incorporated by reference
nt's Quarterly Report on
iod ended June 30, 1999).
nd Security Agreement
mong Pelican State Supply
Corporation.

xhibit 10.5 to the

n Form 10-Q for the
1999).



EXHIBIT
NUMBER

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

DESCRIPTIO
-- May 1999 Amendment to Second Am
and Security Agreement and Modi
Agreements Dated May 13, 1999,
Industries, Inc., Bayou Pumps,
and Fleet Capital Corporation.
to Exhibit 10.4 to the Registra
Form 10-Q for the quarterly per
-- May 1999 Amendment to Loan and
May 13, 1999, by and among Peli
Inc. and Fleet Capital Corporat
reference to Exhibit 10.5 to th
Report on Form 10-Q for the qua
31, 1999).
-- May 1999 Amendment to Loan and
May 13, 1999, by and among DXP
Strategic Acquisition, Inc. and
Corporation. (incorporated by r
to the Registrant's Quarterly R
quarterly period ended March 31
-- Waiver and Amendment dated Marc
Industries, Inc., Bayou Pumps,
and Fleet Capital Corporation.
to Exhibit 10.1 to the Registra
Form 10-Q for the quarterly per
-- Waiver and Amendment dated Marc
State Supply Company, Inc. and
(incorporated by reference to E
Registrant's Quarterly Report o
quarterly period ended March 31
-- Waiver and Amendment dated Marc
Acquisition, Inc., d/b/a Strate
Fleet Capital Corporation. (inc
Exhibit 10.3 to the Registrant'
10-Q for the quarterly period e
-- Loan and Security Agreement dat
between Fleet Capital Corporati
Inc. d/b/a Strategic Acquisitio
reference to Exhibit 10.2 to Am
Registrant's Quarterly Report o
for the quarterly period ended
the Commission on November 17,
-- Amendment to Loan and Security
1998, by and between DXP Acquis
Strategic Acquisition, Inc. and
(incorporated by reference to E
Registrant's Quarterly Report o
the Commission on May 14, 1998)
-- Second Amendment to Loan and Se
October 20, 1998, by and betwee
and Fleet Capital Corporation (
to Exhibit 10.2 to the Registra
Form 10-Q, for the quarterly pe
1998, filed with the Commission
-- Continuing Guaranty Agreement d
Pelican State Supply Company, |
indebtedness of DXP Acquisition
Acquisition, Inc. to Fleet Capi
(incorporated by reference to E
No. 1 to the Registrant's Quart
on Form 10-Q/A for the quarterl
1997, filed with the Commission
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(incorporated by reference
nt's Quarterly Report on
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Security Agreement dated
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ion. (incorporated by
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Security Agreement dated
Acquisition, Inc., d/b/a
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eference to Exhibit 10.6
eport on Form 10-Q for the
, 1999).

h 30, 1999 between SEPCO
Inc., American MRO, Inc.
(incorporated by reference
nt's Quarterly Report on
iod ended March 31, 1999).
h 30, 1999 between Pelican
Fleet Capital Corporation.
xhibit 10.2 to the

n Form 10-Q for the

, 1999).

h 30, 1999 between DXP
gic Acquisition, Inc. and
orporated by reference to

s Quarterly Report on Form
nded March 31, 1999).

ed June 16, 1997, by and
on and DXP Acquisition,

n, Inc. (incorporated by
endment No. 1 to the

n Form 10-Q on Form 10-Q/A
June 30, 1997, filed with
1997).

Agreement dated April 29,
ition, Inc., d/b/a

Fleet Capital Corporation
xhibit 10.3 to the

n Form 10-Q, filed with

curity Agreement dated

n DXP Acquisition, Inc.
incorporated by reference
nt's Quarterly Report on
riod ended September 30,
on November 13, 1998).
ated June 16, 1997, by
nc., guarantying the

, Inc. d/b/a Strategic

tal Corporation

xhibit 10.3 to Amendment
erly Report on Form 10-Q
y period ended June 30,
on November 17, 1997).



EXHIBIT
NUMBER

10.40

10.41

10.42

10.43

10.44

10.45

10.46

DESCRIPTIO
-- Continuing Guaranty Agreement d
Enterprises, Inc., guarantying
Acquisition, Inc. d/b/a Strateg
Fleet Capital Corporation (inco
Exhibit 10.4 to Amendment No. 1
Quarterly Report on Form 10-Q o
quarterly period ended June 30,
Commission on November 17, 1997
-- Continuing Guaranty Agreement d
Sepco Industries, Inc., guarant
DXP Acquisition, Inc. d/b/a Str
to Fleet Capital Corporation (i
to Exhibit 10.5 to Amendment No
Quarterly Report on Form 10-Q o
quarterly period ended June 30,
Commission on November 17, 1997
-- Continuing Guaranty Agreement d
American MRO, Inc., guarantying
Acquisition, Inc. d/b/a Strateg
Fleet Capital Corporation (inco
Exhibit 10.6 to Amendment No. 1
Quarterly Report on Form 10-Q o
quarterly period ended June 30,
Commission on November 17, 1997
-- Continuing Guaranty Agreement d
Bayou Pumps, Inc., guarantying
Acquisition, Inc. d/b/a Strateg
Fleet Capital Corporation (inco
Exhibit 10.7 to Amendment No. 1
Quarterly Report on Form 10-Q o
quarterly period ended June 30,
Commission on November 17, 1997
-- Continuing Guaranty Agreement d
Acquisition, Inc. d/b/a Strateg
guarantying the indebtedness of
Fleet Capital Corporation (inco
Exhibit 10.8 to Amendment No. 1
Quarterly Report on Form 10-Q o
quarterly period ended June 30,
Commission on November 17, 1997
-- Continuing Guaranty Agreement d
Acquisition, Inc. d/b/a Strateg
guarantying the indebtedness of
Fleet Capital Corporation (inco
Exhibit 10.9 to Amendment No. 1
Quarterly Report on Form 10-Q o
quarterly period ended June 30,
Commission on November 17, 1997
-- Continuing Guaranty Agreement d
Acquisition, Inc. d/b/a Strateg
guarantying the indebtedness of
Fleet Capital Corporation (inco
Exhibit 10.10 to Amendment No.
Quarterly Report on Form 10-Q o
quarterly period ended June 30,
Commission on November 17, 1997
-- Continuing Guaranty Agreement d
Acquisition, Inc. d/b/a Strateg
guarantying the indebtedness of
Company, Inc. to Fleet Capital
by reference to Exhibit 10.11 t
Registrant's Quarterly Report o
for the quarterly period ended
the Commission on November 17,
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ated June 16, 1997, by
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ategic Acquisition, Inc.
ncorporated by reference
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ated June 16, 1997, by
the indebtedness of DXP
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1997, filed with the

).

ated June 16, 1997, by
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ic Acquisition, Inc. to
rporated by reference to
to the Registrant's

n Form 10-Q/A for the
1997, filed with the
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ated June 16, 1997, by DXP
ic Acquisition, Inc.,

Sepco Industries, Inc. to
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n Form 10-Q/A for the
1997, filed with the

).

ated June 16, 1997, by DXP
ic Acquisition, Inc.,
American MRO, Inc. to
rporated by reference to

to the Registrant's

n Form 10-Q/A for the
1997, filed with the

).

ated June 16, 1997, by DXP
ic Acquisition, Inc.,

Bayou Pumps, Inc. to
rporated by reference to

1 to the Registrant's

n Form 10-Q/A for the
1997, filed with the

).

ated June 16, 1997, by DXP
ic Acquisition, Inc.,

Pelican State Supply
Corporation (incorporated

o Amendment No. 1 to the

n Form 10-Q on Form 10-Q/A
June 30, 1997, filed with
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EXHIBIT
NUMBER

10.48

10.49

10.50

10.51

10.52

10.53

10.54

10.55

DESCRIPTIO
-- Loan and Security Agreement dat
between Fleet Capital Corporati
Supply Company, Inc. (incorpora
Exhibit 10.12 to Amendment No.
Quarterly Report on Form 10-Q o
quarterly period ended June 30,
Commission on November 17, 1997
-- Amendment to Loan and Security
1998, by and between Pelican St
and Fleet Capital Corporation (
to Exhibit 10.2 to the Registra
Form 10-Q, filed with the Commi
-- Continuing Guaranty Agreement d
Enterprises, Inc., guarantying
Pelican State Company, Inc. to
(incorporated by reference to E
No. 1 to the Registrant's Quart
on Form 10-Q/A for the quarterl
1997, filed with the Commission
-- Continuing Guaranty Agreement d
SEPCO Industries, Inc., guarant
Pelican State Supply Company, |
Corporation (incorporated by re
to Amendment No. 1 to the Regis
on Form 10-Q on Form 10-Q/A for
ended June 30, 1997, filed with
November 17, 1997).
-- Continuing Guaranty Agreement d
American MRO, Inc., guarantying
Pelican State Company, Inc. to
(incorporated by reference to E
No. 1 to the Registrant's Quart
on Form 10-Q/A for the quarterl
1997, filed with the Commission
-- Continuing Guaranty Agreement d
Bayou Pumps, Inc., guarantying
Pelican State Supply Company, |
Corporation (incorporated by re
to Amendment No. 1 to the Regis
on Form 10-Q on Form 10-Q/A for
ended June 30, 1997, filed with
November 17, 1997).
-- Continuing Guaranty Agreement d
Pelican State Supply Company, |
indebtedness of SEPCO Industrie
Corporation (incorporated by re
to Amendment No. 1 to the Regis
on Form 10-Q on Form 10-Q/A for
ended June 30, 1997, filed with
November 17, 1997).
-- Continuing Guaranty Agreement d
Pelican State Supply Company, |
indebtedness of American MRO, |
Corporation (incorporated by re
to Amendment No. 1 to the Regis
on Form 10-Q on Form 10-Q/A for
ended June 30, 1997, filed with
November 17, 1997).
-- Continuing Guaranty Agreement d
Pelican State Supply Company, |
indebtedness of Bayou Pumps, In
Corporation (incorporated by re
to Amendment No. 1 to the Regis
on Form 10-Q on Form 10-Q/A for
ended June 30, 1997, filed with
November 17, 1997).
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).

Agreement dated April 29,
ate Supply Company, Inc.
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nt's Quarterly Report on
ssion on May 14, 1998).
ated May 29, 1997, by DXP
the indebtedness of

Fleet Capital Corporation
xhibit 10.13 to Amendment
erly Report on Form 10-Q
y period ended June 30,
on November 17, 1997).
ated May 29, 1997, by
ying the indebtedness of
nc. to Fleet Capital
ference to Exhibit 10.14
trant's Quarterly Report
the quarterly period

the Commission on

ated May 29, 1997, by
the indebtedness of
Fleet Capital Corporation
xhibit 10.15 to Amendment
erly Report on Form 10-Q
y period ended June 30,
on November 17, 1997).
ated May 29, 1997, by
the indebtedness of

nc. to Fleet Capital
ference to Exhibit 10.16
trant's Quarterly Report
the quarterly period

the Commission on

ated May 29, 1997, by
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s, Inc. to Fleet Capital
ference to Exhibit 10.17
trant's Quarterly Report
the quarterly period
the Commission on

ated May 29, 1997, by
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nc. to Fleet Capital
ference to Exhibit 10.18
trant's Quarterly Report
the quarterly period
the Commission on

ated May 29, 1997, by
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c. to Fleet Capital
ference to Exhibit 10.19
trant's Quarterly Report
the quarterly period
the Commission on



EXHIBIT
NUMBER

*11.1
*21.1

*23.1
*27.1

DESCRIPTIO
-- Secured Promissory Note dated A
SEPCO Industries, Inc., Bayou P
MRO, Inc. to Fleet Capital Corp
reference to Exhibit 10.4 to th
Report on Form 10-Q for the qua
31, 1998, filed with the Commis
-- Statement re Computation of Per
-- Subsidiaries of the Company (in
Exhibit 21.1 to the Registrant’
10-K, filed with the Commission
-- Consent from Arthur Andersen LL
-- Financial Data Schedule.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

DXP ENTERPRISES, INC.
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EXHIBIT 11.1

STATEMENT RE COMPUTATION OF PER SHARE EARNINGS

1997 1998 1999

Basic:

Average shares outstanding .................. 4,081,555 4,159,319 4,074,992

Net income (l0SS) ......oeevviiviieeenninnnn. $ 2,665,000 2,784,000 (208,000)

Per share amount .............cccceeevennn. $ 065 $ 0.67 $ (0.05)
Dilutive:

Average shares outstanding .................. 4,081,555 4,159,319 4,074,992

Net effect of dilutive stock options --

based on the treasure stock method

using period-end market price, if

higher than average market price 1,138,321 1,016,430 --
Assumed conversion of Class A convertible

Preferred StocK.........cceoviiieiernins 482,854 420,000 -
Total oo 5,702,730 5,595,749 4,074,992

Net income (loss) ..

$ 2,768,000 $ 2,874,000 $ (208,000)
Per share amount

$ 049 $ 051 $ (0.05)




EXHIBIT 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation by reference of our repatied March 16, 2000 included in this
registration statement, into the Company's preWoiiled registration statements on Form S-8 (Nle 333-61953, 333-92875, 333-92877
and 333-93681).

/'s/ ARTHUR ANDERSEN LLP

Houst on, Texas

March 29, 2000



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE AUDITED CONSOLIDATED
INCOME STATEMENTS OF DXP ENTERPRISES, INC. AS OF OEMBER 31, 1997, AND IS QUALIFIED IN ITS ENTIRETY B
REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199!
PERIOD END DEC 31 199
CASH 2,991
SECURITIES 0
RECEIVABLES 22,80
ALLOWANCES 1,53¢
INVENTORY 24,23¢
CURRENT ASSET¢ 50,04:
PP&E 23,89(
DEPRECIATION 10,95¢
TOTAL ASSETS 73,96¢
CURRENT LIABILITIES 20,08:
BONDS 36,78(
PREFERRED MANDATORY 112
PREFERREL 20
COMMON 41
OTHER SE 15,59:
TOTAL LIABILITY AND EQUITY 73,96¢
SALES 179,87t
TOTAL REVENUES 179,87t
CGS 133,12
TOTAL COSTS 133,12
OTHER EXPENSE¢ 42,63(
LOSS PROVISION 0
INTEREST EXPENSE 3,70¢
INCOME PRETAX 41F
INCOME TAX 53¢
INCOME CONTINUING (118
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (118
EPS BASIC (.05)
EPS DILUTED (.05)
End of Filing
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