DXP ENTERPRISES INC

FORM 10-K

(Annual Report)

Filed 4/17/2001 For Period Ending 12/31/2000

Address 7272 PINEMONT DRIVE
HOUSTON, Texas 77040

Telephone 713-996-4700

CIK 0001020710

Industry Misc. Capital Goods

Sector Capital Goods

Fiscal Year 12/31

Generated by EDGAR Online Pro . Contact EDGAR Cnline
hitp //pro.edgar-online com hDGAR Customer Service: 203-052-5666
L Online Corporate Sales: 212-457-3200




UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2000

COMMISS ON FILE NUMBER 0-21513

DXP ENTERPRISES, INC.

A TEXAS CORPORATION 76-0509661
IRS Employer Identification No.

7272 PINEMONT
Houston, Texas 77040

Telephone Number (713) 996-4700

Securities registered pursuant to Section 12(b) afie Act:
NONE

Securities registered pursuant to Section 12(g) tie Act:
COMMON STOCK, $.01 PAR VALUE

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the pastiaf@s. Yes [X] No [ ]

Indicate by check mark if disclosure of delinquiélers pursuant to

Item 405 of Regulation S-K is not contained heraimj will not be contained, to the best of regittsaknowledge, in definitive proxy or
information statements incorporated by referendeart 11l of this Form 10-K or any amendment tasthibrm 10-K. [ ]

Aggregate market value of the registrant's ComntorkSheld by non-affiliates of registrant as of A3, 2001: $2,687,312.
Number of shares of registrant's Common Stock anithg as of April 13, 2001: 4,071,6

Documents incorporated by reference:portion ofdbénitive proxy statement for the annual meetifiglmareholders to be held in 2001 are
incorporated by reference into Part Il hereof.



2. Properties........ccccovvveennnen.

3. Legal Proceedings...........c.ccuv....
4, Submission of Matters to a Vote of Sec
PART Il e

5. Market for the Registrant's Common Equ

6. Selected Financial Data...............

7. Management's Discussion and Analysis o
Operations.........ccceeeveeeeinnnen.

7A.  Quantitative and Qualitative Disclosur

8. Financial Statements and Supplementary

9. Changes in and Disagreements with Acco
Disclosure....

PART Il
10.  Directors and Executive Officers of th
11.  Executive Compensation................

12.  Security Ownership of Certain Benefici
13 Certain Relationships and Related Tran

14. Exhibits, Financial Statement Schedule

TABLE OF CONTENTS

DESCRIPTION

ITEM

al Owners and Management
SACHONS. ....viiiieiieeee e

s, and Reports on Form 8-K........ccccovcvvvennns

2




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 tessduld differ materially. Factors that could caes 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

DXP Enterprises, Inc. (DXP or the Company), a Tee@goration, was incorporated in 1996, to be theesssor to a company founded in
1908. Since the beginning, we have primarily beggaged in the business of distributing maintenaregeir and operating ("MRO")
products, equipment and service to industrial custs. We are organized into three segments: MR&gtiidal Contractor and Valve (sold in
1999). Sales and operating income for 1998, 1992&00, and indentifiable assets at the close df gears for our business segments are
presented in Note 13 of the Notes to the Consditl&inancial Statements.

MRO SEGMENT

The MRO segment provides MRO products, equipmedtiaiegrated services, including engineering expednd logistics capabilities, to
industrial customers. We provide a wide range of@/stoducts in the fluid handling equipment, beasingpwer transmission equipment,
general mill, safety supply and electrical prodwettegories. We offer our customers a single soofrd@egrated services and supply on an
efficient and competitive basis by being a first-tilistributor who can purchase products directiynfthe manufacturer. We also provide
integrated services such as system design, falomcanstallation, repair and maintenance for austomers. We offer a wide range of
industrial MRO products, equipment and servicesuh a complete continuum of customized and effiddéRO solutions, ranging from
traditional distribution to fully integrated supptpntracts. The integrated solution is tailoreddtisfy our customer's unique needs.

We estimate that annual sales in the United Stdt®HRO products for industrial customers currertkceeds $200 billion, of which we
estimate over $140 billion are in the major prodzategories of fluid handling equipment, bearingsyer transmission equipment, general
mill, safety supply and electrical products. Basadl999 sales as reported by industry sources, ave the 40th largest distributor of MRO
products in the United States.

The industrial distribution market is highly fragnted, with the largest distributors accountingléss 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.

We believe that the current distribution systemifidlustrial products in the United States createfficiencies at both the customer and the
distributor level through excess inventory requieens and duplicative cost structures. To compete raffectively, our customers and other
users of MRO products are seeking ways to enhdficeercies and lower MRO product and procuremests. In response to this customer
desire, three primary trends have emerged in tihgsimial supply industry:

o Industry Consolidation. Industrial customers headuced the number of supplier relationships thajntain to lower total purchasing costs,
improve inventory management, assure consistergly levels of customer service and enhance punsbasi
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power. This focus on fewer suppliers has led tcsobidation within the fragmented industrial distriton industry.

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

o0 Single Source, First-Tier Distribution. As indust customers continue to address cost containniegrte 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.

We currently serve as a first-tier distributor abma than 170,000 stock keeping units ("SKUs") fee primarily by customers engaged in the
general manufacturing, oil and gas, petrochemseakice and repair and wood products industriesedndustries served by the MRO
segment include mining, construction, chemical, itipal, food and beverage and pulp and paper. OROMproducts include a wide range of
products in the fluid handling equipment, bearimmsyer transmission equipment, general mill, sapebducts and electrical products. Our
products are distributed from 34 sales offices tmradistribution centers strategically located tighout the United States and sold through
the sales efforts of employees who generally anepemsated on a commission basis.

Ouir fluid handling equipment line includes a filid of (i) centrifugal pumps for transfer and preeservice applications, such as
petrochemicals, refining and crude oil producti@iy rotary gear pumps for low- to medium-presssegvice applications, such as pumping
lubricating oils and other viscous liquids, (iilupger and piston pumps for high-pressure seryigti@ations such as salt water injection and
crude oil pipeline service and (iv) air-operatedptiragm pumps. We also provide various pump achdess®ur bearing products include
several types of mounted and unmounted bearings Variety of applications. Hose products distéoliby us include a large selection of
industrial fittings and stainless steel hoses, aytic hoses, Teflon hoses and expansion jointaiedisas hoses for chemical, petroleum, air
water applications. We distribute seal productdfmwnhole, wellhead, valve and completion equipntemilfield service companies. Power
transmission products distributed by us includeedpeducers, flexible coupling drives, chain drj\@mockets, gears, conveyors, clutches,
brakes and hoses. We offer a broad range of gemdtaind supplies, such as abrasives, tapes amelsac products, coatings and lubricants,
cutting tools, fasteners, hand tools, janitoriadurcts, pneumatic tools and welding equipment. Safety products include eye and face
protection products, first aid products, proteciwaducts, hazardous material handling producttéiumentation and respiratory protection
products. We distribute a broad range of electpcatiucts, such as wire conduit, wiring devicesceical fittings and boxes, signaling
devices, heaters, tools, switch gear, lighting,dantape, lugs, wire nuts, batteries, fans andsfuse

In addition to distributing products, we providenpuing and power transmission system design andctttom services through our
engineering personnel and fabrication facilitiee #so provide training services with respect tittstallation and basic applications of our
products as well as around-the-clock field repaiviges.

SmartSource, our integrated supply program, all@wsstomer to choose from a complete continuunuply options, ranging from
traditional distribution to integrated supply.

Our branch and operations managers support the etitets through direct customer contact and marnlag efforts of the outside and direct
sales representatives. We have structured compamsafprovide incentives to our sales represergatio increase sales through the use of
commissions. Our outside sales representatives foguuilding long-term relationships with custosand, through their product and
industry expertise, providing customers with pradamplication, engineering and after-the-sale sesi The direct sales representatives
support the outside sales representatives anespensible for entering product orders and progidéthnical support with respect to our
products. Because we offer a broad range of predoat outside and direct sales representativealdecto use their existing
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customer relationships with respect to one protinetto cross-sell our other product lines. In &iddi, geographic locations in which certain
products are sold also are being utilized to s@itipcts not historically sold at such locations.wesexpand our product lines and
geographical presence through hiring experienckss$ sapresentatives, we assess the opportunitieagpropriate timing of introducing
existing products to new customers and new prododasgisting customers. Prior to implementing saedss-selling efforts, we provide the
appropriate sales training and product expertissutcsales force.

Unlike many of our competitors, we market our pradiprimarily as a first-tier distributor, geneyatirocuring products directly from the
manufacturers, rather than from other distributdssa firsttier distributor, we are able to reduce our cust@Tests and improve efficienc
in the supply chain.

We believe we have increased our competitive adggnthrough our traditional and integrated suppbgmams, designed to address the
customer's specific product and procurement né#dsoffer our customers various options for thegragion of their supply needs, ranging
from serving as a single source of supply for abgecific lines of products and product categaesffering a fully integrated supply
package in which we assume the procurement andgaarent functions, including ownership of inventaythe customer's location. Our
unique approach to integrated supply allows usstigh a program that best fits the needs of theomes. For those customers purchasing a
number of products in large quantities, the custasable to outsource all or most of those needsst For customers with smaller supply
needs, we are able to combine our traditionalitlistion capabilities with our broad product catégsand advanced ordering systems to
allow the customer to engage in one-stop shoppittgput the commitment required under an integratgaply contract.

We acquire our products through numerous origigalmment manufacturers. We have distribution agergmwith these manufacturers,
some of which give us exclusive rights to distrébtiie manufacturers' products in a specific geducagrea. All of our distribution
agreements are subject to cancellation by the naatwrer upon one year notice or less. No one maturkr provides products that account
for 10% or more of our revenues. We believe thi@raative sources of supply could be obtainedtimaly manner if any distribution
agreement were canceled. Accordingly, we do naébelthat the loss of any one distribution agreeémeuld have a material adverse effect
on our business, financial condition or resultepérations. Representative manufacturers of owdymts include Gould's, G&L, Viking,
Wilden, Gaso, SKF, Torrington/Fafnir, Timkin, NTRpdge/Reliance, Falk, Gates, Martin Sprocket, TWi®ods, Emerson, Rexnord, Baldor
Electric Union Bullerfield, Gulf Coast Fastenergrbdn Gray Abrasives, Sastech, Inc. and LaCrossfRaiSafety Products.

At December 31, 2000, the MRO Segment has 532ifnB-employees.
ELECTRICAL CONTRACTOR SEGMENT

The Electrical Contractor Segment was formed in81®8h the acquisition of substantially all of thesets of Tri-Electric, Ltd. and Lucky
Electric & Supply, Inc. The Electrical Contractaedinent sells a broad range of electrical prodsctsh as wire conduit, wiring devices,
electrical fittings and boxes, signaling devicesaters, tools, switch gear, lighting, lamps, tdpgs, wire nuts, batteries, fans and fuses, to
electrical contractors. The segment has three wassfisales facilities; one in San Antonio, Texas, tao in Memphis, Tennessee.

The Electrical Contractor Segment sells a broadeari products from over 100 vendors. Significagridors include Cutledammer, Coope
Killark, and Allied and American Insulated Wirin§o meet prompt delivery demands of its customéis,degment maintains large
inventories. The majority of sales are on open acto

At December 31, 2000, the Electrical ContractorrBent had 34 full-time employees.
VALVE SEGMENT

The assets of the Valve Segment were sold in 1989. As a result, the Company no longer competéss valve and valve automation
business. The Valve Segment sold pnuematic, hydaalil



electric actuators for critical or high-pressurevgee applications or remote valve operation agians, to operators of refineries and
pipelines.

MANAGEMENT INFORMATION SYSTEMS

We currently operate using multiple computer systelburing 2001, we plan to install a common opagatind financial system which will |
used by all of our locations. Accordingly, we red®d an impairment of these legacy systems as ofdeer 31, 2000 (see Note 3 of the
Notes to the Consolidated Financial Stateme

We use technology to benefit customers and to imgomr productivity and efficiency. In additiontraditional functions of inventory
control, order processing, purchasing, accountsivable, accounts payable and general ledger icet@ur computer systems have the
flexibility to integrate with the customer's mainémce, accounting and management systems. Ceftaim systems allow for real-time
reporting of industrial products used by work oradlpartment and individual, as well as on-linektoaquiry and ordestatus reports. Certe
of our systems support advanced functions, sué@dscustomized billing, end user reporting, fadntransmission, bar coding and
preventative maintenance. Our SmartSource progediveds DXP's technology to the integrated suppistomer, thereby eliminating
duplication and inefficiencies to lower the totabaisition cost of MRO products.

COMPETITION

Our business is highly competitive. In the MRO Seghwe compete with a variety of industrial supgistributors, many of which may have
greater financial and other resources than we dmyMf our competitors are small enterprises gelincustomers in a limited geographic
area. We also compete with larger distributors phnavide integrated supply programs and outsoursérgices similar to those offered us
through our SmartSource program, some of which beagible to supply their products in a more effiteamd cost-effective manner than us.
We also compete with direct mail distributors, Emgarehouse stores and, to a lesser extent, mamfesc While many of our competitors
offer traditional distribution of some of the pradgroupings offered by us, we are not aware ofraajor competitor that offers on a non-
direct mail basis a product grouping as broad asdfiered by us. Further, while certain directdnéstributors provide product offerings as
broad as ours, these competitors do not offer tbéyzt application, engineering and after-the-sakwices provided by us. In the Electrical
Contractor Segment we compete against a variesygbliers of electrical products, many of which rhaye greater financial and other
resources than we do.

INSURANCE

We maintain liability and other insurance that vedidve to be customary and generally consisterit imdustry practice. There can be no
assurance that such insurance will be adequatedaisks involved, that coverage limits will na bxceeded or that such insurance will a
to all liabilities. The occurrence of an adversarlin excess of the coverage limits maintainedi$gould have a material adverse effect on
our financial condition and results of operatiofdditionally, we are partially self-insured for ogroup health plan.

GOVERNMENT REGULATION AND ENVIRONMENTAL MATTERS

We are subject to various laws and regulationgingldo our business and operations, and varioaftthand safety regulations as established
by the Occupational Safety and Health Administratio

Certain of our operations are subject to fedetatesand local laws and regulations controllingdlsgharge of materials into or otherwise
relating to the protection of the environment. Altigh we believe that we have adequate procedui@snply with applicable discharge and
other environmental laws, the risks of accidentaitamination or injury from the discharge of cotied or hazardous materials and chemi
cannot be eliminated completely. In the event ehsan accident, we could be held liable for any ages that result, and any such liability
could have a material adverse effect on us. Waaireurrently aware of any situation or conditibattit believes is likely to have a material
adverse effect on our results of operations omfiied condition.



EMPLOYEES
At December 31, 2000, we had 566 full-time emplay&®e believe that our relationship with our empgley is good.
CAUTIONARY STATEMENTS

Our expectations with respect to future resultsprations that may be embodied in oral and wribeward-looking statements, including
any forward-looking statements that may be conthinghis Annual Report on Form 10-K, are subjeatisks and uncertainties that must be
considered when evaluating the likelihood of oalimation of such expectations. Our actual restdtdd differ materially. Factors that could
cause or contribute to such differences includéabel not limited to, those discussed below.

Ability to Comply with Financial Covenants of Credit Facility

Our loan agreements with our bank lender (the "iCFeatility”) requires that we comply with certaspecified covenants, restrictions,
financial ratios and other financial and operatiegts. Our ability to comply with any of the forégp restrictions will depend on our future
performance, which will be subject to prevailingpeamic conditions and other factors, including éastoeyond our control. A failure to
comply with any of these obligations could resalaih event of default under the Credit Facilityjehhcould permit acceleration of our
indebtedness under the Credit Facility. From timérhe we have been unable to comply with soméefiinancial covenants contained in
Credit Facility (relating to, among other thingsg tmaintenance of prescribed financial ratios) tzenge, when necessary, obtained waivers or
amendments to the covenants from our lender. Ahaue expect to be able to comply with the covesidntluding the financial covenants,
of the Credit Facility, there can be no assurahaein the future we will be able to do so or that lender will be willing to waive such non-
compliance or further amend such covenants.

Risks Related to Internal Growth Strategy

Future results for us will depend in part on ouwrcgss in implementing our internal growth strateglyich includes expanding existing
product lines and adding new product lines. Oulitglid implement this strategy will depend on @uiccess in acquiring and integrating new
product lines and marketing integrated forms ofpbparrangements such as those being pursued thyaiggh our SmartSource program.
Although we intend to increase sales and proddetiofys to existing customers, improve our businedsusiness e-commerce capability
through outsourcing our website and reduce costsitfin consolidating certain administrative and sélections, there can be no assurance
that we will be successful in these efforts.

Substantial Competition

Our business is highly competitive. We compete \&itrariety of industrial supply distributors, sonfavhich may have greater financial and
other resources than us. Although many of our ticathl distribution competitors are small enterpsiselling to customers in a limited
geographic area, we also compete with larger Higiors that provide integrated supply programs sigcthose offered through outsourcing
services similar to those that are offered by aua8Source program. Some of these large distributay be able to supply their products in
a more timely and cost-efficient manner than us. €@mpetitors include direct mail suppliers, lavggrehouse stores and, to a lesser extent,
certain manufacturers.

Risk Associated with Default on Subordinated Note &able

Under the terms of the asset purchase agreemertiatesl with the acquisition of a business in 198& can require the seller to adjust the
purchase price for certain inventory remaining Ushss of July 1, 2000. We notified the seller tthegt adjustment of the purchase price
exceeds the $2,045,000 balance of the subordimatedpayable. As of July 1, 2000, we suspendedipahand interest payments on the
note. The seller has notified our bank lender Watvere in default on the subordinated note. Onkbender notified us that the default on
the subordinated note caused us to be in defawdherof its



secured lines of credit in the amount of $5.4 williHowever, we have entered into a forbearanaeeagent with our bank lender whereby
bank lender agreed to forebear taking any actiodedaults under the $5.4 million secured line edit. The bank lender can terminate the
forbearance agreement at any time. The $5.4 mibialance of the secured line of credit and the $8lilon balance of the subordinated note
have been included in current maturities of longatdebt at December 31, 2000.

In our opinion, should the $5.4 million securecklof credit be demanded upon termination of thelfearance agreement, we would be able
to refinance the obligation or liquidate it throuttple proceeds from asset sales or property refingn@/e intend to aggressively pursue our
claims against the seller under the provision$iefasset purchase agreement. The subordinategnootdes for an interest rate of prime plus
four percent if the note is in default. We belig¢he subordinated note will either be paid off udimgds obtained from the seller in settlement
of our claims or the subordinated note will be effagainst our claims. However, there can be narasse that we will be successful in
collecting the funds due under our claims or irseffing the subordinated note against our claims.

Risks of Economic Trends

Demand for our products is subject to changesarithited States economy in general and econommdsraffecting our customers and the
industries in which they compete in particular. Mar these industries, such as the oil and gassinguare subject to volatility while others,
such as the petrochemical industry, are cyclicdlraaterially affected by changes in the economyaAessult, we may experience changes in
demand for our products as changes occur in thkatsaof our customers.

Dependence on Key Personnel

We will continue to be dependent to a significatteat upon the efforts and ability of David R. léttour Chairman of the Board, President
and Chief Executive Officer. The loss of the segsiof Mr. Little or any other executive officeradir company could have a material adverse
effect on our financial condition and results oemtions. We do not maintain key-man life insuraocéhe life of Mr. Little or on the lives of
our other executive officers. In addition, our #@pito grow successfully will be dependent upon ahbility to attract and retain qualified
management and technical and operational persofinelfailure to attract and retain such personsdcoaterially adversely affect our
financial condition and results of operations.

Dependence on Supplier Relationships

We have distribution rights for certain producelinand depend on these distribution rights forstsintial portion of our business. Many of
these distribution rights are pursuant to contriis are subject to cancellation upon little ompmior notice. Although we believe that we
could obtain alternate distribution rights in theet of such a cancellation, the termination oiitbtion by any key supplier of its relationship
with our company could result in a temporary disiapon our business and, in turn, could adveraéflsct results of operations and financial
condition. See "Business--Suppliers".

Risks Associated With Hazardous Materials

Certain of our operations are subject to fedetatesand local laws and regulations controllingdlsgharge of materials into or otherwise
relating to the protection of the environment. Altigh we believe that we have adequate proceduisnply with applicable discharge and
other environmental laws, the risks of accidentaitamination or injury from the discharge of coiled or hazardous materials and chemi
cannot be eliminated completely. In the event ahsan accident, we could be held liable for any ages that result and any such liability
could have a material adverse effect on our firelrendition and results of operations.

ITEM 2. PROPERTIES

We own our headquarters facility in Houston, Tewagch has 45,000 square feet of office space. TREOMbegment owns or leases 34
branch distribution facilities located in Arizorfakansas, Colorado, Georgia, Idaho, Louisiana, loaf Nevada, New Mexico, North
Dakota, Oklahoma, Tennessee, Texas, Utah and Wygpmie Electrical Contractor Segment leases orilityaa Texas and owns one
facility and leases one facility in Tennessee. €Hasilities range from 2,500 square feet to 138 £fuare feet in
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size. Those facilities that are not owned by udeased for terms generally ranging from threeuve years. The leases provide for periodic
specified rental payments and certain leases asuable at our option. We believe that if the legse any of our facilities were not renew
other suitable facilities could be leased with natenial adverse effect on our business, financabiion or results of operations. All of the
facilities owned by us are pledged to secure odeltedness.

On March 15, 2000, we completed the sale of a M&®i¢ation and warehouse facility in Houston, Tefasapproximately $2.8 million in
cash. Additionally, we sold a MRO warehouse facilitiring the second quarter of 2000 for $0.7 millio

ITEM 3. LEGAL PROCEEDINGS

From time to time we are party to various legalggedings arising in the ordinary course of its beiss. We believe that the outcome of any
of these proceedings will not have a material agkveffect on our business, financial conditionesutts of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
PART Il
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED STOCKHOLDER MATTERS
The Common Stock trades on The Nasdag SmallCapda¥larider the symbol "DXPE".

We have received a letter from the Nasdaq Stockdtamc. notifying us that our Common Stock hasmet the minimum bid price
requirement of at least $1.00 per share for 30enuts/e trading days under the Nasdaq National Btankles. Since the bid price of the
Common Stock did not reach at least $1.00 for amim of 10 consecutive trading days by April 16020the Nasdaq staff will provide us
with a written notice that our Common Stock will thelisted. At that time, we may appeal the Nasdstq¥'s determination pursuant to the
Nasdaq rules

The following table sets forth on a per share btmshigh and low sales prices for the Common Seackeported by Nasdaq for the periods
indicated.

HIGH LOW
1999
First Quarter........c.cccoeveevveeviieeiieeens $ 6.00
Second QUArter.........eeeeeeeeeeeeieciiiiininns 3.50
Third QuUarter...........ccooveevecviiiiieieeeees 0.75
Fourth Quarter..........ccccovveveeveieeeeennnnnn. 1.53
2000
First Quarter..........cccccvvvvvieieieeeeeeeen, 2.09
Second Quarter 0.88
Third Quarter...... . 1.00
Fourth Quarter..........ccocovvevveveeeeeeeeenn, 0.50

On March 30, 2001 there were 670 holders of recblitstanding shares of Common Stock.

We anticipate that future earnings will be retaitefinance the continuing development of our bess In addition, the Credit Facility
prohibits us from declaring or paying any divided®ther distributions on its capital stock excigptlimited dividends on its preferred sto
Accordingly, we do not anticipate paying cash dérids on the Common Stock in the foreseeable fulilme payment of any future dividends
will be at the discretion of our Board of Direct@nsd will depend upon, among other things, fut@miegs, the success of our business
activities, regulatory and capital requirements, general financial condition and general busireesglitions.
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ITEM 6. SELECTED FINANCIAL DATA

We are a Texas corporation that was formed in 18%8fect a consolidation of SEPCO Industries, ("\8EPCQO") and Newman
Communications Corporation (the "Reorganizationispiant to which DXP became a public company. Roidhe Reorganization, we had
operations and our only assets consisted of $1c860. The Reorganization has been accounted forexsapitalization of SEPCO. The
selected historical consolidated financial datdah below for each of the years in the five-ypariod ended December 31, 2000 have been
derived from our audited consolidated financiatesteents, and assume that the Reorganization haddffeeted on the first day of the period
presented. This information should be read in awetjon with "Management's Discussion and Analy$iBinancial Condition and Results of
Operations" and the consolidated financial statésand notes thereto included elsewhere in thisuAhReport on Form 10-K.

YEAR ENDED DECEMBER 31,

1996 1997 1998 1999 2000
(IN THOUSANDS EXCEPT FOR PER SHARE DATA)
CONSOLIDATED STATEMENTS OF EARNINGS DATA:
SAIES .o ....$126,192 $174,448 $209,379 $1 84,685  $182,642
Gross Profit(L)..ccccccccenincesieiiicieienee 31,988 44,249 54,147 46,879 45,507
Operating income (10ss) (1)(2)(5)..ccccvveeviveeees 3,358 7,434 8,143 2,899 (7,752)
Income (loss) before income taxes.......ccoeeeeee.. L 1,635 4,670 5,004 415 (9,031)
Netincome (I0SS)....cccevvvivivvieeiiieeaeeee 890 2,768 2,874 (118) (7,358)
Preferred stock dividend...........cccocvvveeee. L (119) (103) (90) (90) (90)
Net income (loss) attributable to common
shareholders.......ccccoccvevvviiviccieieee. 771 2,665 2,784 (208) (7,448)
Basic earnings (loss) per common share............. ...$..0.19 $ 0.65 $ 067 $ (0.05) $ (1.83)
Common shares outstanding(4)......ccccoeeeevveeee. L 3,997 4,082 4,159 4,075 4,072
Diluted earnings (loss) per share.................. ...$..0.18 $ 0.49 $ 051 % (0.05) $ (1.83)
Common and common equivalent shares
outstanding(3)(4).vveeevvveeviiieeiiieeeeee 4,857 5,703 5,596 4,075 4,072
YEAR ENDED DECEMBE R 31,

1996 1997 1998 1999 2000
(IN THOUSANDS)

CONSOLIDATED BALANCE SHEET DATA:

Total @SSetS..ovviveiiiiiiesie e, $44,791  $67,385  $81,081 $ 73,701 $67,139
Long-term debt obligations..........cccccevveeeee L 22,300 33,395 42,910 36,780 28,476
Shareholders' equity(3)....ccccovvvvvvivveescees 10,973 13,544 16,120 16,166 8,718

(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 graozation. We disposed of
approximately $1,100,000 of excess inventory inddelser 1996 that we had accumulated through priguisitions of product groups that
were subject to shelf-life restrictions.

(2) Year ended December 31, 1998 includes a onelmrge to professional fees and travel costd 64800 associated with our decision to
discontinue an offering of additional common stock.

(3) Shareholders' equity and number of shares tasedmpute earnings per share have been restatefldct the Reorganization as of the 1
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.

(5) Year ended December 31, 2000 includes non-iegucharges of $10,791,000; refer to "Managemdissussion and Analysis" for
further information.
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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 Consolidated Financiat8ments and related notes contained
elsewhere in this Annual Report on Form 10-K.

GENERAL

Our products and services are marketed in 16 damaer 25,000 customers that are engaged inietyaf industries, many of which may
counter cyclical to each other. Demand for our pots generally is subject to changes in the Urtiitedes economy and economic trends
affecting our customers and the industries in with@y compete in particular. Certain of these imdless, such as the oil and gas industry, are
subject to volatility while others, such as therpelhemical industry and the construction indusarg, cyclical and materially affected by
changes in the economy. As a result, we may expegiehanges in demand within particular marketgnemts and product categories as
changes occur in our customers' respective markets.

Our growth strategy in the past focused on a coatlain of acquisitions, such as the acquisitiorhef Electrical Contractor Segment, and
internal growth. We have curtailed our acquisitfforts and are focusing on internal growth. Kegneénts of our internal growth strategy
include leveraging existing customer relationshgpganding product offerings to new and existingtemers, reducing costs through
consolidated purchasing programs and centralizedyat distribution centers, centralizing certaistomer service and inside sales functions,
reducing costs by converting selected branches folinvarehouse and customer service operatiosal@es centers, designing and
implementing innovative solutions to address ttecprement and supply needs of our customers and osir traditional distribution and
integrated supply capabilities to increase salesath area. Results will be dependent on our ssideexecuting our internal growth strategy
and, to the extent we complete any acquisitionsability to integrate such acquisitions.

RESULTS OF OPERATIONS

Years Ended December 31,

1998 % 1999 % 2000 %
(in millions, except percentages)

Sales $ 209 3 100.0% $ 184.7 100.0% $ 182.6 100.0%
Cost of sales 155 2 74.2% 137.8 74.6% 137.1 75.1%
Gross Profit 54 1 25.8% 46.9 25.4% 45.5 24.9%
Operating expenses:

Selling, general and administrative 46 .0 22.0% 440 23.8% 42.5 23.3%
Non-recurring operating charges -- -- -- -- 10. 8 59%

Operating income (loss) 8 1 3.9% 2.9 1.6% (7. 8) -4.3%

Interest expense 3 7 1.8% 3.7 2.0% 3. 7  2.0%

Other income (] .6) -0.3% (1.2) -0.7% (2. 5 -1.4%

Income (loss) before income taxes 5 .0 2.4% 0.4 0.2% (9. 0) -4.9%

Provision (benefit) for income taxes 2 1 1.0% 0.5 0.3% (1. 7) 0.9%

Net income (loss) $ 2 .9 14% $ (0.1) -0.1% (7. 3) -4.0%

YEAR ENDED DECEMBER 31, 2000 COMPARED TO YEAR ENDED DECEMBER 31, 1999

SALES. Revenues for 2000 decreased 1.1% to appeadeiyn$182.6 million from $184.7 million in 1999h& Valve Segment, which was s
during the third quarter of 1999, generated revenud 999 of $3.7 million. Excluding these revenuesrent year revenues actually incre:
by $1.6 million when
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compared to 1999. Sales for the MRO Segment inece$3.0 million, or 1.8%, primarily due to an impesnent in the oil and gas industry.
Sales for the Electrical Contractor Segment dedling$1.4 million, or 10%, as a result of employ@@over and continued loss of market
share to competitors.

GROSS PROFIT. Gross profit as a percentage of salesed by approximately 0.5% for 2000, when carep to 1999, on a consolidated
basis and for the MRO Segment. The majority of dleisline occurred at a one location operation, twinas acquired prior to 1999. This
operation serves primarily one customer. Grosstpmefa percentage of sales for the Electrical @oitr Segment remained relatively
constant for 2000, when compared to 1999, as th@eaet maintained gross margin but lost market share

SELLING, GENERAL AND ADMINISTRATIVE. Selling, gened and administrative expense for 2000 declinedfgroximately $1.5
million when compared to 1999. As a percentagewénue, the 2000 expense declined by approximéisdg to 23.3% from 23.8% for
1999.

NON-RECURRING OPERATING CHARGES. In the fourth quaéi2000, we recorded $10.8 million of non-recugrsperating charges.
These charges consist of an $8.5 million chargéh@impairment of goodwill and other assets asdediwith acquisitions completed before
1999, a $2.0 million charge to write-off fixed assef computer systems which are being replacedaxilities which have been closed, and
$0.3 million of accruals primarily associated withure rent on closed facilities. Approximately S4nillion and $6.3 million of this charge
pertained to the Electrical Contracting SegmentRD Segment, respectively.

As a result of increasingly poor financial restittsthe acquired operations, we evaluated our reahility of goodwill and other assets
recorded in connection with all of our acquisitioAd of our acquisitions were completed prior 89D. These operations have been
experiencing declining revenues and declining dpeganargins. We determined that the expected éutnndiscounted cash flows of four
acquisitions were below their carrying value. le@dance with SFAS No. 121, "Accounting for the &imment of Long Lived Assets and for
Long Lived Assets to be Disposed Of", during therfo quarter of 2000, we adjusted the carrying e@alfithese assets to their estimated fair
value, which resulted in a non-cash impairment ghaf approximately $8.5 million.

OPERATING INCOME. Excluding the $10.8 million of neecurring operating charges, operating incom&@f0 increased $0.1 million
when compared to 1999. This increase is the nat®8f.5 million increase in operating income for MiRO Segment, a $0.1 million increase
in operating loss for the Electrical Contractor @egt and a $0.3 million decline in operating incaegulting from the sale of the Valve
Segment. The improved operating income, exclusiveorecurring charges, for the MRO segment igréiselt of increased sales and redt
selling, general and administrative expenses. mbeased loss for the Electrical Contractors Segisehe result of the continued loss of
market share and a 10% decrease in sales.

INTEREST EXPENSE. Interest expense for 2000 renthgmnstant when compared to 1999. Although ouramesputstanding debt balance
between the two years was lower in 2000 compard®®9, the increased interest rates we paid asudt i amending the Credit Facility
combined with the market increase in interest ratebdefault interest rate, resulted in interegeese remaining relatively constant.

OTHER INCOME. Other income for 2000 was approxirha®i.3 million higher than in 1999 due primarily the sale of two MRO facilities
during 2000 for approximately $3.5 million. Gains the sale of these properties were approximat@ly fillion.

INCOME TAXES. As of December 31, 2000, we have rded net deferred tax assets of $2.7 million regresg the future tax benefits of
certain accruals not currently deductible. We lwvgli is more likely than not that the deferred éssets will be realized as these reserves are
recovered and reduce future taxable income. Fornmdtion concerning the provision for current aefedred income taxes as well as
information regarding differences between the ¢iifedax rates and statutory rates, see Note BeoNivtes to the Consolidated Financial
Statements.
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YEAR ENDED DECEMBER 31, 1999 COMPARED TO YEAR ENDED DECEMBER 31, 1998

SALES. Revenues for 1999 decreased 11.8% to appadely $184.7 million from $209.3 million in 1998ur acquisitions during 1998,
which included the Electrical Contractor Segmeatoanted for $20.4 million in revenues during 19B8e Valve Segment, which was sold
during the third quarter of 1999, generated revenud 999 of $3.7 million compared to $9.5 millimn1998. Excluding revenues generated
by the operations acquired in 1998 and the Vahgntmt sold during 1999, 1999 revenues decreaséd by to $160.4 million from $181
million in 1998. This 11.5% decrease in revenuestie MRO Segment, excluding the 1998 acquisitioesulted primarily from the effects
associated with the decline in oil prices in 1988 a slow recovery by the oil industry in 1999 gavith a softness in the mining industry.
Revenues for the Electrical Contracting Segmeni 889 declined slightly from 1998 even though 1888&nues include less than nine
months of operations since dates of acquisitioms @kcline resulted from employee turnover assediatith the change in ownership.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, gened and administrative expense for 1999 decreaseppgoximately $2.0
million, or 4.3%, when compared to 1998, and isnariily attributable to the decrease in selling erges resulting from lower sales. As a
percentage of revenue, selling, general and adiratiiee expense for 1999 increased by 1.8% to 2Za8%ompared to 22.0% in 1998. This
was due primarily to the decrease in revenue volwmmeh outpaced the expense reduction effort ua#tert by us during 1999.

OPERATING INCOME. Operating income for 1999 decezhby $5.2 million, to $2.9 million, from $8.1 nidh in 1998. This decline is
primarily due to the fact that the decrease in mereevolume outpaced the expense reduction effodertiaken by us. This decrease is the net
of a $4.3 million decrease in operating incometfisr MRO Segment, a $1.2 million decrease to a Blon operating loss for the Electrical
Contracting Segment and a $0.3 million increasgperating income for the Valve Segment. The dedfireperating income for the MRO
Segment resulted primarily from the decline in salembined with the fact that costs did not dedtioemmensurate with the sales decline.
Operating income for the Electrical Contracting 18egt resulted from sales declining faster thanscost

INTEREST EXPENSE. Interest expense for 1999 renthietatively consistent when compared to 1998.
LIQUIDITY AND CAPITAL RESOURCES
General

As a distributor of MRO products and electrical wantor products, we require significant amountsvofking capital to fund inventories and
accounts receivable. Additional cash is requirectipital items such as information technology aadehouse equipment. We also require
cash to pay our lease obligations and to servicelelbt

Under the Company's loan agreements with its bamitdr (the "Credit Facility"), all available cashgenerally applied to reduce outstanding
borrowings, with operations funded through borraygimnder the Credit Facility. The Credit Facilipnsists of three secured lines of credit
with various subsidiaries of the Company and a tean.

Under the terms of the asset purchase agreematiaesl with the acquisition of a business in 198§ can require the seller to adjust the
purchase price for certain inventory remaining uthss of July 1, 2000. We natified the seller tthegt adjustment of the purchase price
exceeds the $2,045,000 balance of the subordimatedpayable. As of July 1, 2000, we suspendecipdhand interest payments on the
note. The seller has notified our bank lender weatvere in default on the subordinated note. Onkbander notified us that the default on
the subordinated note caused us to be in defawherof its secured lines of credit in the amodr&®4 million. However, we have entered
into a forbearance agreement with our bank lendereby the bank lender agreed to forebear takiggation on defaults under the $5.4
million secured line of credit. The bank lender taminate the forbearance agreement at any tifme $6.4 million balance of the secured
line of credit and the $2.0 million balance of fubordinated note have been included in currentmitias of long-term debt at December 31,
2000.
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In our opinion, should the $5.4 million securecklof credit be demanded upon termination of thelfearance agreement, we would be able
to refinance the obligation or liquidate it throuttple proceeds from asset sales or property refingn@/e intend to aggressively pursue our
claims against the seller under the provisionhefasset purchase agreement. The subordinategnootdes for an interest rate of prime plus
four percent if the note is in default. We belig¢hre subordinated note will either be paid off udimgds obtained from the seller in settlement
of our claims or the subordinated note will be effagainst our claims. However, there can be narasse that we will be successful in
collecting the funds due under our claims or irseffing the subordinated note against our claims..

Subsequent to December 31, 2000, we amended thi& Eaeility with our bank lender effective Decemi3d, 2000, which now provides for
borrowings up to an aggregate of the lesser @f figrcentage of the collateral value based onmaularset forth therein or (ii) $35.0 million,
and matures April 1, 2002, except for the $5.4ionllsecured line of credit which is in default aadlable anytime under the forebearance
agreement previously discussed. Interest accryasna¢ plus 1/2% on the revolving portion of thee@it Facility and prime plus 1 1/2% on
the term portion of the Credit Facility. The primae at December 31, 2000, was 9.5%. The Credilifyds secured by receivables,
inventory, real estate and machinery and equipnidrd.Credit Facility contains customary affirmatamd negative covenants as well as
financial covenants that are measured monthly aqdire that we maintain a certain cash flow an@ofimancial ratios. In addition to the
$2.7 million of cash at December 31, 2000, aftertihnk lender waived compliance with certain finah@tios, we had $0.4 million availat
for borrowings under the amended credit facilitppatember 31, 2000.

From time to time we have not been in compliandé wertain covenants under the Credit Facilityludimg the monthly minimum earnings
requirement and the monthly fixed charge coveragie.rAt December 31, 2000, we were not in comgiéawith these covenants. The lender
has provided waivers to us regarding the compliavitte these covenants through December 31, 20G@&ptxor the $5.4 million secured line
of credit. The lender also reduced the minimum flgrearnings requirement throughout 2001.

We used cash in operating activities of approximge#8.3 million in 2000 as compared to $10.5 millim cash provided during 1999. This
change between the two years is primarily attribleté#o accounts receivable and inventory declimin$999, thus providing cash versus
accounts receivable and inventory increasing irD2€tus using cash. Fourth quarter 1999 sales $&femillion below fourth quarter 1998
sales. Fourth quarter 2000 sales were $4.5 mijreater than fourth quarter 1999 sales. These ésangsales trends account for the changes
in the balances of inventory and receivables.

We generated cash through investing activitieppfaximately $2.0 million during 2000 as compare&1.4 million in cash used in 1999.
This increase was primarily attributed to the salesertain of our fabrication and warehouse prtpgiin Houston, Texas, for approximately
$3.5 million in cash. We also had capital experrdiwf approximately $1.2 million for the fiscalayeended December 31, 2000, as comg

to $2.2 million during the same period of 1999. iGdexpenditures during 2000 were related pringaolleasehold improvements associated
with the relocation of two of our MRO facilities@®% million), computer equipment and the developnoéman e-commerce website ($0.7
million) which was subsequently written off. Capiéxpenditures during 1999 were primarily relatedhte purchase of furniture and fixtures
and a telephone system ($1.0 million) for our coap®headquarters as well as the purchase of cemggtipment and software ($0.9
million).

Our internal cash flow projections indicate ourlcgenerated from operations and available undeCoexit Facility will meet our normal
working capital needs during 2001. However, we v@tjiuire additional debt or equity financing to meer future debt service obligations,
which may include additional bank debt or the paibli private sale of equity or debt securitiescdnnection with such financing, we may be
required to issue securities that substantiallytelithe interest of our shareholders. As descréide, all of our Credit Facility matures on or
before April 1, 2002. Therefore, to keep amountsdwed under the Credit Facility classified in dalance sheet as long-term, we must
comply with related covenants and renew and extemdplace the Credit Facility during 2001. Howewee may not be able to renew and
extend or replace the Credit Facility. Any extendedeplacement facility may have higher interests, less borrowing capacity, more
restrictive conditions and could involve equityutibn. Our ability to obtain a satisfactory crefditility may depend, in part, upon the level of
our asset base for collateral purposes, our fdtnaacial performance and our ability to obtain iiddal equity.
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We would require additional capital to fund anyufiet acquisitions. At this time, we do not plan towg through acquisitions unless the ma
price of our common stock rises to levels that milke acquisition accretive to our earnings or emegate excess cash flow. We also may
pursue additional equity or debt financing to fdatlire acquisitions, although we may not be ablettain additional financing on attractive
terms.

ACCOUNTING PRONOUNCEMENTS

On December 8, 1999, the United States SecuritidsEachange Commission ("SEC") staff released Ptabunting Bulletin (SAB) No.
101, "Revenue Recognition”, to provide guidance¢hanrecognition, presentation and disclosure ofmee in financial statements. We
reviewed our revenue recognition procedures andatisfied that we are in compliance with this SAB.

In June 1998, the Financial Accounting Standardsr@¢'FASB") issued Statement of Financial AccoogtStandards No. 133, "Accounting
for Derivative Instruments and Certain Hedging witiés (SFAS No. 133)". This statement requiresftiievalue of derivatives be recorded
as assets or liabilities. Gains or losses resuftimy changes in the fair values of derivatives lddue accounted for currently in earnings or
comprehensive income depending on the purposesafdhvatives and whether they qualify for hedgsoaating treatment. SFAS No. 133,
as amended, is effective for us beginning JanuaPPQ1. We adopted the statement effective Jarua2901; there was no impact on our
financial results as we were not a party to anyvdéve instruments.

In 2000, the Emerging Issues Task Force of the FASBhed a consensus on Issue 00-10, "Accountimghipping and Handling Fees and
Costs" and Issue 00-14, "Accounting for CertaireSdhcentives”, (collectively, "the Issues"). Wepittd the Issues in the fourth quarter of
2000 and have restated our quarterly and annuatdial statements to conform to the requirementeerfssues. There was no effect on net
income as a result of the adoption of the Issuke.fet effect of the adoption of the Issues wasenease in net sales of $5.9 million, $4.8
million and $5.1 million; an increase in cost ofesaof $5.8 million, $4.7 million and $5.1 millioa;decrease in selling, general and
administrative expenses of $0.6 million, $0.6 railliand $1.0 million; and a decrease in other incof&0.7 million, $0.7 million and $1.0
million in the years ended December 31, 1998, 18892000, respectively.

INFLATION

We do not believe the effects of inflation have amgterial adverse effect on its results of openatior financial condition and attempt to
minimize inflationary trends by passing manufaatyméce increases on to the customer wheneveripadde.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
Our market risk results from volatility in interasites. This risk is monitored and managed.

Our exposure to interest rate risk relates primaailour debt portfolio. To limit interest ratekisn borrowings, we target a portfolio within
certain parameters for fixed and floating rate otaking into consideration the interest rate emnnent and our forecasted cash flow. This
policy limits exposure to rising interest rates afildws us to benefit during periods of fallingantst rates. Our interest rate exposure is
generally limited to our Credit Facility. See "Lidity and Capital Resources."

The table below provides information about the Canys market sensitive financial instruments antstitutes a forward-looking statement.
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PRINCIPAL AMOUNT BY EXPECTED MATURITY

2001 2002 2003 2004 2005 THEREAFTER
Fixed Rate
Long-term Debt $2,551,082 $ 321, 565 $328,076 $174,395 $12,634 $36,828
Average Interest Rate 7.21% 8. 06% 8.06% 8.27%  8.92% 8.93%
Floating Rate
Long-term Debt $7,124,559 $27,601, 586 $ - $ - $ - $ -
Average Interest Rate 10.24% 10. 30% 0.00% 0.00%  0.00% 0.00%
Total Maturities $9,675,641 $27,923, 151 $328,076 $174,395 $12,634 $36,828
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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, 1999 and 2000, and the related cdasedl statements of earnings, shareholders' egpityash flows for each of the three
years in the period ended December 31, 2000. T¢wmsmlidated financial statements are the respiibsitif§ the Company's manageme
Our responsibility is to express an opinion on ¢hesnsolidated financial statements based on alitsau

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 stipgdhe amounts and disclosures in the finarstatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asairgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the consolidated financial posi
of DXP Enterprises, Inc., and Subsidiaries at Ddzmm31, 1999 and 2000, and the results of theiratjpms and their cash flows for each of
the three years in the period ended December 30, 20 conformity with accounting principles genraccepted in the United States.

ARTHUR ANDERSEN LLP

April 17, 2001
Houston, Texas
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DXP ENTERPRISES, INC., AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE AMOUNTS)

ASSETS
CURRENT ASSETS:

Trade accounts receivable, net of allowance for
accounts of $1,535 in 1999 and $ 1,888 in 200

INVENLONIES....evveiiiieeeee e,

Prepaid expenses and other......................

Deferred income taxes...........cccccvvvvvveens

Total current assets...........cccvveervnnnnn.

PROPERTY, PLANT AND EQUIPMENT, net.................

OTHER ASSETS:
Intangible assets, net of accumulated amortizati
$2,554 in 1999 and $203 in 2000.............
Receivables from officers and employees .......
Deferred income taxes

Total assets......cccccveeeeeeiiiiiiininnns

LIABILITIES AND SHAREHOLDERS'

CURRENT LIABILITIES:
Trade accounts payable and accrued liabilities..
Accrued wages and benefits......................
Current portion of long-term debt....
Other accrued liabilities.......................

Total current liabilities....................

LONG-TERM DEBT, less current portion...............
DEFERRED INCOME TAXES......cccoeeiieeiiieiinne
EQUITY SUBJECT TO REDEMPTION:

Series A preferred stock, 1,122 shares..........
COMMITMENTS AND CONTINGENCIES
SHAREHOLDERS' EQUITY:

Series A preferred stock, 1/10th vote per share;
par value; liquidation preference of $100 per
share; 1,000,000 shares authorized, 2,992 sha
issued and outstanding.............cccee....

Series B convertible preferred stock, 1/10th vot
$1.00 par value; $100 stated value; liquidati
preference of $100 per share; 1,000,000 share
17,700 shares issued, 15,000 shares outstandi
shares in treasury stock.....................

Common stock, $.01 par value, 100,000,000 shares

authorized; 4,257,760 shares issued and 4,071
shares are outstanding and 186,075 shares in
Paid-in capital..........cccooviiieiiinnenn.
Retained earnings

Treasury stock, 188,775 common and preferred sha

Total shareholders' equity...................

Total liabilities and shareholders' equity...

DECEMBER 31

1999 2000

............................ $ 2991 $ 2,7

doubtful
[ 20,794 24,3
............................ 24,238 235
............................ 644 5
............................ 635 1,3
............................ 49,302 525
............................ 12,931 9,3
on of
10,068 2,5
764 8
- 1,3
636 5
11,468 53

1,086 9
3,206 9,6
220 6
............................ 20,082 29,8
............................ 36,780 28,4
............................ 561
............................ 112 1
$1.00
res
............................ 2
e per share;
on
s authorized,
ng and 2,700
............................ 18
,685

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

1998 1999 2000

SAlES i $209,379 $184,685 $182,642
Costof Sales.......ccccoecvveeeiiiieiec. 155,232 137,806 137,135
Gross Profit.......ccccevieiiiiiie, 54,147 46,879 45,507
Operating Expenses:

Selling, General and Administrative Expenses.... 46,004 43,980 42,468

Non-recurring Operating Charges................. - - 10,791

Total Operating Expenses..................... 46,004 43,980 53,259

Operating Income (LOSS).......cccovvvereernuenen. 8,143 2,899 (7,752)
Other InCOMe........ccovviiiiieiiiieeeeeen 548 1,224 2,468
Interest EXpense.......cccccvvevveveeeeieniinnnns (3,687) (3,708) (3,747)
Income (Loss) Before Income Taxes.................. 5,004 415  (9,031)
Provision (Benefit) for Income Taxes............... 2,130 533 (1,673)
Net Income (LOSS)....ccoovuvveeeriiieieeiiiaienn. 2,874 (118) (7,358)
Series B Preferred Stock Dividend.................. (90) (90) (90)
Net Income (Loss) Attributable to

Common Shareholders..............ccccoceenee. $ 2,784 $ (208) $(7,448)
Basic Earnings (Loss) per Common Share............. $ 67 $ (05) $ (1.83)
Common Shares Outstanding.............cccceeeenee 4,159 4,075 4,072
Diluted Earnings (Loss) per Share.................. $ 51 $ (05) $ (1.83)

Common and Common Equivalent
Shares Outstanding...........ccceeeeiineeenn. 5,596 4,075 4,072

The accompanying notes are an integral part oktheasolidated financial statements.
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DXP ENTERPRISES, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(IN THOUSANDS, EXCEPT SHARE AMOUNTS)

S ERIESA SERIESB COMMON PAID-IN RETAINE
P REFERRED PREFERRED STOCK CAPITAL EARNING
BALANCE AT DECEMBER 31, 1997.......ccccccvenen. 2 18 40 1,406 12,658
Dividends paid..........c.ccceeeiiieeeennnn. -- - - - (90
Increase in paid-in capital due to issuance
of 21,200 shares of common stock based
on options exercised.............cc.c...... -- - - 16 -
Acquisition of 21,500 shares of common
SEOCK. ...vvecviectiece e -- - - - -
Acquisition of 3,301 shares of common
SEOCK. cvvvecvieetie e -- - - - -
Net iNCOME.........eevvivierieerieiiieriinnen, - - - - 2,874
BALANCE AT DECEMBER 31, 1998..................... 2 18 40 1,422 15,442
Dividends paid..........cccoveeviiveenninnen, -- - - - (90
Elimination of remaining common stock
subject to redemption............cccceeeuees -- - 1 1,244 -
Acquisition of 21,500 shares of common
stock.... -- - - - -
Acquisition of 80,214 shares of common
stock associated with the Pelican
pUrchase........coceevvveeiiiee e -- - - - -
Acquisition of 29,124 shares................... - - - - --
Issuance of 46,750 shares of common stock...... - - - 99 -
NEtI0SS...covvvviiiiiieeiiiec e -- - - - (118
BALANCE AT DECEMBER 31, 1999.........ccceeuvee. $ 2 $ 18 $ 41 $2,765 $ 15,234
Dividends paid -- - - - (90
Net l0SS.....cooeeevieiiiiiiiiiii, - - - -- (7,358
BALANCE AT DECEMBER 31, 2000..................... $ 2 $ 18 $ 41 $2,765 $ 7,786

The accompanying notes are an integral part oktheasolidated financial statements.
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S STOCK TOTAL
© (580) 13,544
) - (90)
- 16
(201)  (201)
(23) (23
— 2,874
" (804) 16,120
) - (90)
~ 1,245
(200) (200
(714)  (714)
(176)  (176)
- 99
) - (118)
$ (1894) $ 16,166
) - (90)
) -~ (7,358)

$ (1,894) $ 8,718




DXP ENTERPRISES, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

YEAR ENDED DECEMBER 31

1998 1999 2000
CASH FLOWS FROM OPERATING ACTIVITIES:
Netincome (I0SS).....cccocevvvveevveeeeees $ 2,874 $ (118) $ (7,35
Adjustments to reconcile net income (loss)
to net cash provided by operating activities- -
Depreciation and amortization............... ... 1,820 2,016 1,94
Charge for write-off of fixed assets......... ... - -- 2,33
Charge for impairment of goodwill and associa ted assets... - -- 8,46
Compensation expense related to stock option plans....... - 39 -
Deferred income taxes......ccccccevvcvveeeneeee (64) (32) (2,62
Loss (gain) on sale of property and equipment... ... 47 (45) (1,92
Changes in operating assets and liabilities--
Trade accounts receivable.................... 5,484 3,099 (3,75
Inventories.........cccvvueeeeeiiiineeenne (142) 4,688 (41
Prepaid expenses and other................... (2,237) (349) (27
Trade accounts payable and accrued liabilitie [T (3,121) 1,230 3,28
Net cash provided by (used in) operating ac tivities..... 5,661 10,528 (32
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of net assets.......ccoccevvvves (12,521) - -
Purchase of property and equipment.............. . (3,859) (2,226) (1,23
Proceeds from sale of property and equipment.... 26 850 3,23
Other......cooviiiiiiiieeee e 44 - -
Net cash provided by (used in) investing acti vities....... (16,310) (1,376) 2,00
CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings fromdebt........ccoccevvicceeeee. 219,011 182,887 179,88

Principal payments on revolving line of
credit, long-term and subordinated debt
and notes payable to bank....
Issuance of common stocK.....................

16
Acquisition of preferred and common stock....... (224)  (1,090) -
Dividends paid in cash..........ccccceevnne (90) (90) 9
Net cash provided by (used in)
financing activities..........ccceeeeeeee. 11,538 (7,786) (1,92
INCREASE (DECREASE) IN CASH......ccoovviivieees e, 889 1,366 (24
CASH AT BEGINNING OF YEAR......cccccovmiininees s 736 1,625 2,99
CASH AT END OF YEAR....cccccoiviiiiiieiieeieeee i $ 1625 $ 2991 $ 2,74
SUPPLEMENTAL DISCLOSURES:
Cash paid for--
INEEreSt. i e, $ 3,687 $ 3,708 $ 3,48
INCOME taXeS...vovciciiriiiicieieeeee e, $ 2986 $ 394 $ 83

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. and subsidiaries (DXP orGoenpany), a Texas corporation, was incorporatedubn26, 1996, to be the successor to
SEPCO Industries, Inc. (SEPCO). The Company isrizgd into three segments:

Maintenance, Repair and Operating (MRO), Electr@ahtracting and Valve (sold in 1999). See Notédat3liscussion of the business
segments.

RECENT OPERATIONS AND LIQUIDITY

The Company sustained a net loss of $7,358,000@ @000 mainly as a result of noeeurring operating charges of $10,800,000 disclist
Note 4 below. This operating loss coupled with fadk on a subordinated note payable caused thep@oynto be in violation under tl
Credit Facility with its bank lender, all of whichdiscussed in Note 7 below. The Company hasssified the subordinated note and a
portion of its debt under the Credit Facility taw@rent liability. Amendments and waivers were oi#d from the bank lender extending the
maturity date on the remainder of the Credit Factth April 1, 2002 and waiving noted events ofaldf. Under the amended Credit Facility
the Company has $0.4 million available for addigiblborrowings at December 31, 2000, in additioth®$2.7 million of cash on hand at
December 31, 2000.

Our internal cash flow projections indicate casheagated from operations and available under thdiCracility will meet normal working
capital needs during 2001. However, we will reqaidelitional debt or equity financing to meet ouufe debt service obligations, which may
include additional bank debt or the public or ptévaale of equity of debt securities. As descridledve, our Credit Facility matures on April
1, 2002. Therefore, to keep amounts borrowed timeleuclassified as long-term, we must comply wiated covenants and renew and
extend or replace the Credit Facility.

PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statemientade 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 sells to and has trade receivables drdiversified customer base in the north and seesgkern regions of the United States.
The Company believes no significant concentratiocredit risk exists. The Company continually ewdés the creditworthiness of its
customers' financial positions and monitors accoonta regular basis, but does not require codlatiio customer represents more than 10%
of consolidated sales.

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. Providmndepreciation are computed at rates considerée sufficient to amortize the costs of
assets over their expected useful lives. Depreciaif property, plant and equipment is computedgitiie straight-line method and certain
accelerated methods for financial reporting purpobkseful lives assigned to property, plant andggant range from 3 to 39 years.
Maintenance and repairs of depreciable assetsharged against earnings as incurred. Additionsimpdovements are capitalized. When
properties are retired or otherwise disposed efctist and accumulated depreciation are removedttiie accounts and gains or losses are
credited or charged to earnings.
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INTANGIBLES
Intangibles consist of goodwill which is amortizeeer 35 years using the straight-line method.
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 betvirggamcfal 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, 2000, is aevisl

CARRYING FAIR
VALUE VALUE

(IN THOUSANDS)

CaSh..ciiiiii e e, $ 2,744 $ 2,744
Notes receivable from officers and employees....... .. 811 811
Long-term debt, including current portion......... .. 38,151 38,151

The carrying value of the long-term debt approxasdair value based upon the current rates andstavailable 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 confeymiith generally accepted accounting principleguiees the Company to make estimates
and assumptions in determining the reported amafrassets and liabilities and disclosure of caggint 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 statemen#éta¢o the allowance for doubtful accounts anémess for obsolete inventory. Actual
results could differ from those estimates.

RECLASSIFICATIONS
Certain 1998 and 1999 amounts have been reclabsifieonform with the 2000 presentation.
2. NEW ACCOUNTING PRONOUNCEMENTS:

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 procedaneksis satisfied that it is in compliance withst&AB.

In June 1998, the Financial Accounting Standardsr@¢'FASB") issued Statement of Financial AccoogtStandards No. 133, "Accounting
for Derivative Instruments and Certain Hedging witiés (SFAS No. 133)". This statement requiresftiievalue of derivatives be recorded
as assets or liabilities. Gains or losses resuftimg changes in the fair values of derivatives lddue accounted for currently in earnings or
comprehensive income depending on the purposesaldhivatives and whether they qualify for hedgepaating treatment. SFAS No. 133,
as amended, is effective for the Company begindargiary 1, 2001. The Company adopted the statesffentive January 1, 2001; there was
no impact as the Company was not a party to anyatere instruments.
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In 2000, the Emerging Issues Task Force of the FABBhed a consensus on Issue 00-10, "Accountimghipping and Handling Fees and
Costs" and Issue 00-14, "Accounting for CertaireSahcentives”, (collectively, "the Issues"). Then@pany adopted the Issues in the fourth
quarter of 2000 and has restated its quarterlyaamdial financial statements to conform to the nespiénts of the Issues. There was no effect
on net income as a result of the adoption of theds. The net effect of the adoption of the Issuasan increase in net sales of $5.9 million,
$4.8 million and $5.1 million; an increase in cobsales of $5.8 million, $4.7 million and $5.1 laih; a decrease in selling, general and
administrative expenses of $0.6 million, $0.6 railliand $1.0 million; and a decrease in other incof®0.7 million, $0.7 million and $1.0
million in the years ended December 31, 1998, 184992000, respectively.

3. NON-RECURRING OPERATING CHARGES:

The non-recurring operating charges recorded aeeer 31, 2000, consist of an $8.5 million chaagettie impairment of goodwill and

other assets associated with acquisitions complegéate 1999, a $2.0 million charge to write-oXefdl assets of computer systems which are
being replaced and facilities which have been dpaad $0.3 million of accruals primarily assoaibwgth future rent on closed facilities.
Approximately $4.5 million and $6.3 million of thiharge pertained to the Electrical Contractingrsagt and the MRO Segment,
respectively.

As a result of increasingly poor financial resafsertain acquired operations, the Company evetltte recoverability of goodwill and ott
assets recorded in connection with all of the Camgjsaacquisitions. All of the Company's acquisiiavere completed prior to 1999. The
Company determined that the expected future undiged cash flows of four acquisitions were belowirtiearrying value. These operations
have been experiencing declining revenues and marlyi accordance with SFAS No. 121, "Accountingtifie Impairment of Long Lived
Assets and for Long Lived Assets to be Disposed @ffing the fourth quarter of 2000, the Companyusted the carrying value of these
assets to their estimated fair value, which rediltea non-cash impairment charge of approximk8lp million.

4. ACQUISITIONS AND DIVESTITURES:

On February 26, 1998, a wholly owned subsidiarthefCompany acquired substantially all the asdetsi<Electric Supply, Ltd. (Tri-
Electric). The purchase price consisted of $6.Zianilin 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 thmmpany acquired substantially all the assets okiziectric & Supply, Inc. (Lucky).
The purchase price consisted of approximately 8illion in cash, a $735,000 promissory note andassumption of $149,000 of trade
payables and other accrued expenses. The acquisd@®been accounted for using the purchase mefratounting. 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 approxetgai4.2 million in cash and the assumption of $6@8 of trade payables and other
accrued expenses. The acquisition has been acddiontesing the purchase method of accounting. @dbdf $2.7 million was recorded in
connection with the acquisition.

On July 16, 1999, the Company completed the sailks dfalve Segment for approximately $2.65 millidhis sale price consisted of $2.04
million in cash, a $.5 million promissory note aheé assumption of a $140,000 note payable. Asudtréise Company no longer competes in
the valve and valve automation business. Therenwasin or loss on the sale since the consideratamequal to the net book value of the
assets sold. The results of operations of all adtippis are included since the date of purchagledristorical financial statements.

During the first quarter of 2000, the Company cosigdl the sale of certain of its MRO fabrication aradehouse properties in Houston,
Texas, for approximately $2.8 million in cash. Argaf
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approximately $1.7 million was recorded as a resuihe sale. The Company sold an additional MR@eWwause facility during the second
quarter of 2000 for approximately $0.7 million, uigg in a gain of approximately $0.3 million. T§®gains are included in other income.

Had such transactions been consummated as of Jahubk998, the pro-forma effects on the resultspsrations would not have been
significant. Accordingly, selected unaudited coigsated financial information for the Company onra-forma basis is not presented.

5. INVENTORY:

The Company uses the LIFO method of inventory wtauagor 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:

DE CEMBER 31
1999 2000
THOUSANDS)
Finished goods..... $ 25,770
Work in process 985
Inventories at FIFO.................... 27,467 26,755
Less--LIFO allowance................... (3,229) (3,251)
INVENtOries. .....coveveeeeeieenenn $ 24,238 $ 23,504

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. No such liquidatitinventory occurred in 2000.
6. PROPERTY, PLANT AND EQUIPMENT:

Property, plant and equipment are comprised ofdhewing:

DE CEMBER 31
1999 2000
(IN THOUSANDS)
Land.....ccccooeevieniiiienes $ 1,834 $1,320
Buildings and leasehold improvements... 8,543 5,263
Furniture, fixtures and equipment...... 13,513 9,812
23,890 16,395
Less--Accumulated depreciation and
amortization...........ccccceeeenn... (10,959) (7,081)
$12,931 $9,314

7. LONG-TERM DEBT:

Long-term debt consists of the following:

Long-term debt--
Credit facility:
Working capital lines of credit, including
$5.4 million subject to a forbearance agree

DECEMBER 31

(IN THOUSANDS)

ment.... $21,425 $24,825

Term loan component........cccccccvvevenee L 13,013 9,789
Note payable to insurance company, 10.125%,

collateralized by real property, payable in mo nthly

installments through December 2006............ ... 1,354 -
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Subordinated note payable, 7.0% payable in month ly

installments through June 2003.........c....... ... 2,050 2,045
Notes payable to finance company, 8.30%, collate ralized

by warehouse equipment, payable in monthly

installments through April 2004.......c......... ... - 474
Notes payable to finance company, 7.74% to 8.21% ,

collateralized by furniture and fixtures, paya ble in

monthly installments through April 2004....... ... 722 570
Other. oo 1,422 448

39,986 38,151
Less--Current portion........cocceeeevviceeees L. (3,206) (9,675)

$36,780 $28,476

Under the Company's loan agreements with its bamitdr (the "Credit Facility"), all available cashgenerally applied to reduce outstanding
borrowings, with operations funded through borraygiminder the Credit Facility. The Credit Facilipnsists of three secured lines of credit
with various subsidiaries of the Company and a tean.

Under the terms of the asset purchase agreemeantiatesl with the acquisition of a MRO business987, the Company can require the
seller to adjust the purchase price for certaimimory remaining unsold as of July 1, 2000. The gamy notified the seller that the
adjustment of the purchase price exceeds the $20d@balance of the subordinated note payablefAslg 1, 2000, the Company suspen
principal and interest payments on the note. THerd®as notified the Company's bank lender thatGompany is in default on the
subordinated note. The Company's bank lender edtifie Company that the default on the subordinatéel caused the Company to be in
default on one of its secured lines of credit i@ &mount of $5.4 million. However, the Company #relbank lender have entered into a
forbearance agreement whereby the bank lenderdtpderebear taking any action on defaults under$#5.4 million secured line of credit.
The bank lender can terminate the forbearance agmateat anytime. The $5.4 million balance of theused line of credit and the $2.0 milli
balance of the subordinated note have been includegrrent maturities of long-term debt at Decentig 2000.

In management's opinion, should the $5.4 milliocused line of credit be demanded upon terminatfathe forebearance agreement, the
Company would be able to refinance the obligatioliquidate it through the proceeds from assetssatgroperty refinancing. The Company
intends to aggressively pursue the Company's clagast the seller under the provisions of thetgzsrchase agreement. The subordinated
note provides for an interest rate of prime plug feercent if the note is in default. Managemetielbes the subordinated note will either be
paid off using funds obtained from the seller ittlsment of the Company's claims or the subordohatete will be offset against its claims.
However, there can be no assurance that the Convpifibe successful in collecting the funds due enitis claims or in offsetting the
subordinated note against its claims..

Subsequent to December 31, 2000, the Company saabdrik amended the Credit Facility effective Decein®i, 2000, which now provides
for borrowings up to an aggregate of the lessé) af percentage of the collateral value based famraula set forth therein or (ii) $35.0
million, and matures April 1, 2002, except for B4 million secured line of credit which is in daft and callable at anytime under the
forebearance agreement previously discussed. stacerues at prime plus 1/2% on the revolvingipomf the Credit Facility and prime pl

1 1/2% on the term portion of the Credit Facilifhe prime rate averaged 8.40%, 8.00% and 9.20%@d®898, 1999 and 2000, respectively,
and at December 31, 2000, was 9.5%. The Creditifydsisecured by receivables, inventory, reahgssaind machinery and equipment. The
Credit Facility contains customary affirmative amebative covenants as well as financial covenéuatisare measured monthly and require the
Company to maintain a certain cash flow and otimamfcial ratios. The Company from time to time hasbeen in compliance with certain
covenants under the Credit Facility including th@eimum earnings requirement and the fixed charge@ge ratio. At December 31, 2000,
the Company was not in compliance with these cavisnd he bank lender has provided waivers to thegamy regarding compliance with
the covenants through December 31, 2000, excephéo$5.4 million secured line of credit. The bderkder also reduced the minimum
monthly earnings requirement throughout 2001 aridreded the maturity of the Credit Facility to Aptil2002. In addition to the $2.7 million
of cash at December 31, 2000, after the bank lemdared compliance with certain financial ratidse Company had $0.4 million available
for borrowings under the amended credit facilitpacember 31, 2000. Although we expect to be abtmply with the covenants, includi
the financial covenants, of the Credit Facilityera can be no assurance that in the
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future we will be able to do so or that our lend@l be willing to waive such non-compliance or filuer amend such covenants.

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

9,675
7,924

8. INCOME TAXES:

The provision (benefit) for income taxes consigtthe following:

YEAR ENDED DECEMBER 31,

1998 1999 2000

(IN THOUSANDS)

Current--

Federal ..........ccoeeeunen. $1,794 $ 156 $ 329

State ..ooovvveeeeceeeees 400 409 620
2,194 565 949

Deferred--

Federal ........cccooeveennnns (64) (32) (2,622)
$2,130 $ 533 $(1,673)

The difference between income taxes computed detleral statutory income tax rate of 34% and tte@ipion (benefit) for income taxes is
as follows:

YEAR ENDED DECEMBER 31,

1998 1999 2000

(IN THOUSANDS)

Income taxes computed at federal statutory

[ L= SRR $1,701 $ 141 $(3,071)
State income taxes, net of federal benefit ..... 264 250 410
Nondeductible goodwill amortization ............ 92 82 903
Other ..oooovceiee e 73 60 85

$2,130 $ 533 $(1,673)

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

DECEMBER 31

1999 2000

(IN THOUSANDS)
Net current assets ........cccoceeevveeeieeennns ... $635 $1,308
Net noncurrent (liabilities) assets ............... ... (561 1,388
NEt @SSEL ..vovviereieiieeeee e ... $ 74 $2,696
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Deferred tax liabilities and assets were compridetie following:

DECEMBER 31

1999 2000

Deferred tax assets--

Amortization of goodwill ...........oeceeeeee.. Ll 3 1,476

Unamortized rent reduction ........ccceceeeeeee. 12 2

Allowance for doubtful accounts ................ ... 407 701

Section 263A inventory COStS .......ccoeeeeeee. L. 226 215

Inventory valuation reserves .......cccccceeeeee. L. - 390

Other e (13) -
Total deferred tax assets .......ccceeeeeee. 635 2,784

Deferred tax liability--
Difference between financial and tax depreciatio n of
assets acquired ........cooeeveevevveeeeee. $(561) $ (88)

Net deferred tax asset .....cccccoceeeeeee. $ 74 $2,696

The Company believes it is more likely than not tha net deferred income tax asset as of DeceBhe&t000 in the amount of $2.7 million
will be realized based primarily on the assumptibfuture taxable income. The Company has certaite $ax net operating loss
carryforwards aggregating approximately $4.7 millizvhich expire in years 2001 through 2019. Thedssare from operations which were
acquired prior to 1999. A valuation allowance hasrbrecorded to offset the deferred tax asseerktatthis carryforward.

9. SHAREHOLDERS' EQUITY:
SERIES A AND B 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 distiiing 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 voteashblders generally, voting as a class with
the holders of the common stock.

STOCK BONUS PLAN

On December 28, 1999, the Company issued 46,758sbhcommon stock to employees, other than offiggursuant to an Employee Stock
Bonus Plan approved by the Board of Directors. tdolswas issued in 2000.

STOCK SPLIT

In 1998, the Company effected a two-to-one revsisek split. The Company's financial statementehaeen restated to reflect the effect of
this reverse stock split.

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 been required to purchase all orgfatich shares at a price of $14
per share. During 1998, the repurchase price aktsbares was reduced from $14.00 to $8.88 pe phasuant to certain rights of
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offset set forth in the purchase agreement. Theatezh in the repurchase price has been reflected$v18,000 reduction of goodwill and
equity subject to redemption. In March 1999, thenPany agreed to repurchase 80,214 of these comhawessat $8.88 per share.
Furthermore, as a part of this repurchase, theirénga60,000 shares outstanding are no longer stitiyethe 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 installmefts.September 1, 1998, the Company purchased dheflilae shares for $200,500. The
remainder of the shares were purchased during f83200,500.

STOCK OPTIONS

The DXP Enterprises, Inc. 1999 Employee Stock @pitan, the DXP Enterprises, Inc. Long-term Incenflan and the DXP Enterprises,
Inc. Director Stock Option Plan authorize the grfndptions to purchase 500,000, 330,000 and 200s6@res of the Company's shares,
respectively. In accordance with these stock ogtians which were approved by shareholders, opaoagranted to key personnel for the
purchase of the Company's shares at prices nothasshe fair market value of the shares on thesdaf grant. Most options may be
exercised not earlier than twelve months nor ldten ten years from the date of grant. Activityidgrl998, 1999 and 2000 with respect ta
stock options follows:

WEIGHTED
OPTION PRICE AVERAGE
SHARE S PER SHARE EXERCISE PRICE
Outstanding at December 31, 1997............ 1,349, 700  $1.48--$12.00 $1.50
Granted.........cccoeviiiieeiiiiieen 265, 000 7.50--$12.00 10.79
Exercised.........ccoooviiiiiiienene (21, 200) .76 .76
Canceled or expired...........cccccc..... (20, 500) 10.66 10.66
Outstanding at December 31, 1998............ 1,573, 000  $1.48--$12.00 $3.32
Granted.........cccoeviiieeiiiiieen , 000 4.25--$6.88 5.88
Canceled or expired 912)  2.31--$12.00 9.21
Outstanding at December 31, 1999............ 1,501, 088  $1.48--$12.00 $2.83
Granted.........cccoevviiieeiiiiieen 253, 057 1.00--$ 2.50 1.59
Canceled or expired...........cccccc..... (39, 750)  2.50--$12.00 9.59
Outstanding at December 31, 2000............ 1,714, 395  $1.00--$12.00 $2.60
Exercisable at December 31, 2000............ 1,471, 255  $1.00--$12.00 $2.18
OPTIONS OUTSTANDING OPTIONS E XERCISABLE
WEIG HTED NUMBER
NUMBER AVER AGE WEIGHTED EXERCISABLE AT WEIGHTED
RANGE OF OUTSTANDING REMAI NING AVERAGE DECEMBER 31, AVERAGE
EXERCISE PRICE = AT DECEMBER 31, 2000  CONTRACT UAL LIFE EXERCISE PRICE 2000 EXERCISE PRICE
$1.00 to $3.00 1,553,057 5. 2 $1.75 1,400,000 $1.75
$3.01 to $6.00 12,000 8. 4 4.44 7,020 4.36
$6.01 to $9.00 10,000 4, 0 7.25 4,000 7.25
$9.01 to $12.00 139,338 2. 2 11.64 60,235 11.67
1,714,395 5. 0 $2.60 1,471,255 $2.18

The outstanding options at December 31, 2000, eXyEtween May 2001 and September 2010, or 90 dgysermination of full-time
employment. The weighted average remaining contehdfe was 4.8 years, 3.8 years and 5.0 yeaPeaember 31, 1998, 1999 and 2000,
respectively.
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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, 1998, 1999 and 2000:

YEAR ENDED DECEMBER 31,

1998 1999 2000

Common stock outstanding, beginning of period ..... ... 4,157,361 4,156,806 4,071,685
Weighted average common stock issued in stock

OPLioN EXErCISE ...cccuvveeeeiiiieee e ... 15,150 - --
Less: weighted average treasury shares repurchased (13,192) (81,814)
Shares used in computing basic earnings per share . ... 4,159,319 4,074,992 4,071,685
Dilutive effect of stock options, net of assumed

repurchase of treasury stock ................... ... 1,016,430 - -
Dilutive effect of convertible preferred stock .... ... 420,000
Shares used in computing diluted earnings per share .. 5,595,749 4,074,992 4,071,685

STOCK-BASED COMPENSATION

The Company has elected to follow Accounting Pples Board Opinion No. 25, "Accounting for Stockusd to Employees" ("APB 25")
and related Interpretations in accounting for itgplyee stock options because, as discussed bilewajternative fair value accounting
provided for under FASB Statement No. 123, "Accoumfor StockBased Compensation,” ("SFAS 123"), requires theofieption valuatiol
models that were not developed for use in valumgleyee stock options. Under APB 25, no compensatigpense is recognized if the
exercise price of the Company's employee stoclonptequals the market price of the underlying stockhe date of grant. Compensation
expense recognized under APB 25 was $0, $39,008@im 1998, 1999 and 2000, respectively.

Pro forma information regarding net income and s per share is required by SFAS No. 123 andbkas determined as if the Company
had accounted for its stock options under theviaine method as provided therein. The fair valueawfh 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 1998, 1999
and 2000: risk-free interest rates of 6.0 perceni998 and 1999 and 6.4% for 2000; expected lfdive to ten years, assumed volatility of
18.4% for 1998 and 1999 and 140% for 2000; andwpeeed dividends.

For purposes of pro forma disclosures, the estidnfaie 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 applied pro forma information is not meant to be espntative of the effects on reported
net income for future years because, as providesH#S No. 123, only the effects of awards granfest danuary 1, 1995, are considered in
the pro forma calculation.

1998 1999 2000

AS AS AS
REPORTED PRO FORMA REPORTED PRO FORMA RE PORTED PRO FORMA

Net income (loss) attributable to common

shareholders (in thousands)...................... .. $2,784 $2616 $(208) $(430) $ (7,448) $ (7,809)
Basic earnings (loss) per common share............. .$ 67 $ 63 $(05 $(09 $ (1.83) $ (1.92)
Diluted earnings (loss) per common share........... .$ 51 $ 48 $(.05 $(09 $ (1.83) $ (1.92)
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10. COMMITMENTS AND CONTINGENCIES:

The Company leases equipment, automobiles ancediilities under various operating leases. Theréuminimum rental commitments as
of December 31, 2000, for noncancelable leaseasafellows (in thousands):

Rental expense for operating leases was $1,949P3043,067 and $2,550,909 for the years endedrbeee31, 1998, 1999 and 2000,
respectively.

From time to time the Company is party to varicegal proceedings arising in the ordinary coursisdiusiness. The Company believes that
the outcome of any of these proceedings will neehematerial adverse effect on our business, ¢éishnondition or results of operations.

11. EMPLOYEE BENEFIT PLANS:

DXP provides an employee stock ownership plan (ES®@Bubstantially all employees. Employer conttiitws are at the discretion of the
board of directors. The ESOP held 862,000 shardseo€ompany's common stock at December 31, 20069 Cbmpany expensed
contributions for the ESOP of $150,000 in 1998 48€9. The Company also offers a 401(k) plan whscsligible to substantially all
employees. The Company matches employee contritsutiba rate of 50 percent up to 4 percent of salafierral. The Company contributed
to the 401(k) plan $214,000, $132,000 and $386i0@@e years ended December 31, 1998, 1999 and 2&f)fectively.

12. RELATED-PARTY TRANSACTIONS:

The Company has made two loans to an executiveeofiin the amounts of $149,910 and $58,737, relsppdgteach bearing interest at 9
percent per annum. The total outstanding balansedf loans including accrued interest was $2099 December 31, 1999, and $241,935
at December 31, 2000.

An executive officer of the Company, who is alsshareholder, has personally guaranteed up to $80@fthe obligations of the Company
under the Credit Facility. Additionally, certainasls held in trust for this executive officer'sldtén are also pledged to secure the line of
credit. The Board of Directors of the Company hgigraved the Company making advances upon futurademto this same executive, no
exceed the amount of the monthly principal andregepayments on a personal $500,000 loan to xeisutive made by the lender.
Additionally, the Company from time to time has raatninterest-bearing advances to this officerof8ecember 31, 1999 and 2000, the
outstanding advances amounted to $473,871 andS$E3 tespectively. As of April 16, 2001, the lenties loaned $455,000 to the Compi
which in turn was advanced to the officer, who thetired his personal loan with the lender.

13. SEGMENT DATA:

The MRO Segment is engaged in providing maintenaiegair and operating products, equipment andjiated services, including
engineering expertise and logistics capabilitiesntustrial customers. The Company provides a watdge of MRO products in the fluid
handling equipment, bearings, power transmissiaipegent, general mill, safety supply and electrfmalducts categories. The Electrical
Contractor Segment sells a broad range of eletproaucts, such as wire conduit, wiring devicdsceical fittings and boxes, signaling
devices, heaters, tools, switch gear, lighting,dantape, lugs, wire nuts, batteries, fans andsfuseelectrical contractors. The Company
began offering electrical products to electricatttactors following its acquisition of the asseft$veo electrical supply businesses
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in 1998. The assets of the Valve Segment wereisaldly, 1999. As a result, the Company no longenjgetes in the valve and valve
automation business. The Valve Segment sold pnégyrhgtiraulic and electric actuators for criticallogh-pressure service applications or
remote valve operation applications, to operatbrefineries and pipelines.

All business segments operate primarily in the &thiStates.

The high degree of integration of the Company'satmans necessitates the use of a substantial nuofiladlocations and apportionments in
the determination of business segment informaates are shown net of intersegment eliminations.

Financial information relating the Company's segisénas follows:

ELECTRI
MRO CONTRAC
(IN

1998
Sales $ 186,079 $13,7
Operating income 7,415 7
Identifiable assets 67,326 9,3
Capital expenditures 3,842
Depreciation & amortization 1,581
1999
Sales $167,636 $13,3
Operating income (loss) 3,088
Identifiable assets 64,889 8,8
Capital expenditures 2,218
Depreciation & amortization 1,784
2000
Sales 170,685 11,9
Operating loss (2,725) (5,0
Identifiable assets 62,144 4,9
Capital expenditures 1,201
Depreciation & amortization 1,771

(4

1

2

1

CAL

TOR VALVE TOTAL
THOUSANDS)

59 $9,541 $ 209,379
15 13 8,143
63 4,392 81,081
13 4 3,859

90 49 1,820

54 $3,695 $ 184,685

83) 294 2,899
12 -~ 73,701
8 —~ 2,226
11 21 2,016
57 -~ 182,642
27) -~ (7,752)
95 —~ 67,139
31 —- 1,232
74 —~ 1,945

Operating income for 2000 for the MRO segment dwedHlectrical Contractor Segment include non-recgroperating charges of $6.3

million and $4.5 million, respectively.

14. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Summarized quarterly financial information for §ears ended December 31, 1998, 1999 and 2000faH@ss:

FIR
QUAR
1998
Sales $50
Gross profit 12
Net income 0
Earnings per share-assuming dilution 0.
1999
Sales $49
Gross profit 12
Net income (loss) 0

Earnings (loss) per share-assuming dilution 0.

2000

Sales $ 45
Gross profit 10
Net income (loss) 0

Earnings (loss) per share-assuming dilution 0.
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SECOND
TER QUARTER

THIRD
QUARTER

FOURTH
QUARTER

(IN MILLIONS, EXCEPT PER SHARE DATA)

4
.6
.9
15

o
Fwwo~N

e
RN

$54.2
13.7
11
0.20

$47.6
11.8
(0.4)
(0.10)

$45.1
11.3
0.1
0.03

$53.8
14.0
0.7
0.13

$45.4
11.7
0.1
0.02

$46.0
11.6
0.2
0.05

$51.0
13.7

0.2
0.03

$42.0

10.5
(0.1)

(0.02)

$46.5

11.7
(8.4)

(2.06)



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 2001 Annual Megtof Shareholders, which shall be filed with ®ecurities 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 (included under Item 8):

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

2. Financial Statement Schedules:
Report of Independent Public Accountants on Suppleentary Data
Schedule Il - Valuation and Qualifying Accounts.

All other schedules have been omitted since thaired) information is not significant or is includadthe Consolidated Financial Statements
or notes thereto or is not applicable.

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

Reference is made to the Index of Exhibits immetiygbreceding the exhibits hereto (beginning onep2ig), which index is incorporated
herein by reference.

The Company undertakes to furnish to any stockl@deequesting a copy of any of the following didsi upon payment to the Company of
the reasonable costs incurred by the Company msfing any such exhibit.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
ON SUPPLEMENTARY DATA

To DXP Enterprises, Inc.:

We have audited in accordance with auditing statglgenerally accepted in the United States, theddimiated financial statements of DXP
Enterprises, Inc. and subsidiaries included in Ariaual Report on Form 10-K and have issued ounntehereon dated April 17, 2001, in
which we expressed an unqualified opinion. Our Budere made for the purpose of forming an opiminrthe basic financial statements
taken as a whole. The Valuation and Qualifying Agis Schedule (Schedule 1) below is presentegdioposes of complying with the
Securities and Exchange Commission's rules andtipart of the basic financial statements. Thisiimfation has been subjected to the
auditing procedures applied in our audits of theid&nancial statements and, in our opinion, idyfatated in all material respects in relation
to the basic financial statements taken as whole.

ARTHUR ANDERSEN LLP

Houston, Texas
April 17, 2001

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
DXP ENTERPRISES, INC.
DECEMBER 31, 2000
(in thousands)

Balance
at Charged to Charged to Balance
Beginning Costsand Other At End
Description of Year Expenses Accounts Deductions(1) of Year

Year Ended December 31, 2000
Deducted from assets accounts:
Allowance for doubtful accounts:  $1,535 $734 $-- $381 $1,888

Year Ended December 31, 1999
Deducted from assets accounts:
Allowance for doubtful accounts: ~ $1,155 $794 $-- $414 $1,535

Year Ended December 31, 1998
Deducted from assets accounts:
Allowance for doubtful accounts: $814 $343 $-- $2 $1,155

(1) Uncollectible accounts written off, net of reeoes
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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.
(Registrant)

By: /s/ DAVID R LITTLE

David R Little
Chai rman of the Board,
Presi dent and Chief Executive Oficer

Dated: April 17, 2001

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdatlicated:

NAME TITLE DATE
/sl DAVID R. LITTLE Chai rman of the Board, President, April 17, 2001
Chie f Executive Officer and Director
David R. Little (Pri ncipal Executive Officer)
Isl MAC McCONNELL Seni or Vice-President/Finance April 17, 2001
and Chief Financial Officer
Mac McConnell (Pri ncipal Financial and Accounting
Off icer)
Isl CLETUS DAVIS Dire ctor April 17, 2001
Cletus Davis
Is/ KENNETH H. MILLER Dire ctor April 17, 2001

Kenneth H. Miller

Isl THOMAS V. ORR Dire ctor April 17, 2001

Thomas V. Orr
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EXHIBIT
NUMBER

4.1

4.2

4.3

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

Restated Articles of Incorporation
Registrant's Registration Statemen
on August 20, 1998).

Bylaws (incorporated by reference
Form S-4 (Reg. No. 333-10021), fil

Form of Common Stock certificate (
Registration Statement on Form S-8
1998).

--  See Exhibit 3.1 for provisions of
defining the rights of the holders

See Exhibit 3.2 for provisions of
Stock.

DXP Enterprises, Inc. 1999 Employe
10.1 to the Registrant's Quarterly
1999).

-- DXP Enterprises, Inc. 1999 Non-Emp
to Exhibit 10.2 to the Registrant'
June 30, 1999).

-- DXP Enterprises, Inc. Long Term In
Exhibit 4.4 to the Registrant's Re
with the Commission on August 20,

--  Stock Option Agreement dated effec
Kenneth H. Miller (incorporated by
S-4 (Reg. No. 333-10021), filed wi

-- Stock Option Agreement dated effec
Tommy Orr (incorporated by referen
(Reg. No. 333-10021), filed with t

--  Stock Option Agreement dated effec
Cletus Davis (incorporated by refe
(Reg. No. 333-10021), filed with t

--  Amended and Restated Stock Option
Industries, Inc. and David R. Litt
Statement on Form S-4 (Reg. No. 33

-- Employment Agreement dated effecti
David R. Little (incorporated by r
Statement on Form S-1 (Reg. No. 33

EXHIBIT INDEX

DESCRIPTION
, as amended (incorporated by reference to Exhibit
t On Form S-8 (Reg. No. 333-61953), filed with the

Exhibit 3.2 to the Registrant's Registration Statem
ed with the Commission on August 12, 1996).

incorporated by reference to Exhibit 4.3 to the Reg
(Reg. No. 333-61953), filed with the Commission on

the Company's Restated Articles of Incorporation, a
of Common Stock.

the Company's Bylaws defining the rights of holders

e Stock Option Plan (incorporated by reference to E
Report on Form 10-Q for the quarterly period ended

loyee Director Stock Option Plan (incorporated by r
s Quarterly Report on Form 10-Q for the quarterly p

centive Plan, as amended (incorporated by reference
gistration Statement on Form S-8 (Reg. No. 333-6195
1998).

tive as of May 7, 1996, between SEPCO Industries, |
reference to the Registrant's Registration Stateme
th the Commission on August 12, 1996).

tive as of May 7, 1996, between SEPCO Industries, |
ce to the Registrant's Registration Statement on Fo
he Commission on August 12, 1996).

tive as of May 7, 1996, between SEPCO Industries, |
rence to the Registrant's Registration Statement on
he Commission on August 12, 1996).

Agreement dated effective as of March 31, 1996, bet
le (incorporated by reference to the Registrant's R
3-10021), filed with the Commission on August 12, 1

ve as of July 15, 1996, between SEPCO Industries, |

eference to Exhibit No. 10.8 to the Registrant's Re
3-53387), filed with the Commission on May 22, 1998
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EXHIBIT

NUMBER

10.10

10.11

10.12

10.13

10.14

10.15

+10.16

Second Amended and Restated Loan a
and between Barclays Business C

to Second Amended and Restated
1995, by and between SEPCO Indu
by assignment to Barclays Busin

and Restated Loan and Security

and Fleet Capital Corporation,
Amendment to Second Amended and
between SEPCO Industries, Inc.
Fourth Amendment to Second Amen
by and between SEPCO Industries
amended by Letter Agreement dat
Industries, Inc., Bayou Pumps,

No. 4 to the Registrant's Regis
Commission on November 6, 1996)

Fifth Amendment to Second Amended a
by and among SEPCO Industries,
Corporation (incorporated by re
Quarterly Report on Form 10-Q o

with Commission on November 17,

Sixth Amendment to Second Amended a
Other Agreements dated April 29
American MRO, Inc. and Fleet Ca
Registrant's Quarterly Report o

Seventh Amendment to Second Amended
1998, by and among Sepco Indust
Corporation (incorporated by re

10-Q for the quarterly period e

Eighth Amendment to Second Amended
1998, by and among Sepco Indust
Corporation (incorporated by re

10-Q for the quarterly period e

1998).

Promissory Note dated December 31,
by David R. Little and payable
Registrant's Registration State
August 12, 1996).

Promissory Note dated December 31,
by David R. Little and payable
Registrant's Registration State
August 12, 1996).

SEPCO Industries, Inc. Employee Sto
No. 1 to the Registrant's Regis
Commission on August 13, 1996).

DESCRIPTION
nd Security Agreement dated effective as of April 1
redit, Inc. and SEPCO Industries, Inc., as amended
Loan and Security Agreement and Secured Promissory
stries, Inc. and Shawmut Capital Corporation, succe
ess Credit, Inc., as amended by Second Amendment to
Agreement dated April 3, 1996, by and between SEPCO
formerly known as Shawmut Capital Corporation, as a
Restated Loan and Security Agreement dated Septemb
and Bayou Pumps, Inc. and Fleet Capital Corporation
ded and Restated Loan and Security Agreement dated
, Inc. American MRO, Inc. and Fleet Capital Corpora
ed November 4, 1996, from Fleet Capital Corporation
Inc. and American MRO, Inc. (incorporated by refere
tration Statement on Form S-4 (Reg. No. 333-10021),

nd Restated Loan and Security Agreement dated June
Inc., Bayou Pumps, Inc., American MRO, Inc. and Fle
ference to Exhibit 10.1 to Amendment No. 1 to the R

n Form 10-Q/A for the Quarterly period ended June 3

1997).

nd Restated Loan and Security Agreement and Amendme
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n Form 10-Q, filed with the Commission on May 14, 1
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nded June 30, 1997, filed with the Commission on Au

and Restated Loan and Security Agreement dated Octo
ries, Inc., Bayou Pumps, Inc., American MRO, Inc. a
ference to Exhibit 10.1 to the Registrant's Quarter

nded September 30, 1997, filed with the Commission

1989, in the aggregate principal amount of $149,910
to SEPCO Industries, Inc. (incorporated by referenc
ment on Form S-4 (Reg. No. 333-10021), filed with t

1989, in the aggregate principal amount of $58,737.
to SEPCO Industries, Inc. (incorporated by referenc
ment on Form S-4 (Reg. No. 333-10021), filed with t

ck Ownership Plan (incorporated by reference to Ame
tration Statement on Form S-4 (Reg. No. 333-10021),
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EXHIBIT

NUMBER

10.18

10.19

10.20
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10.23
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Amendment No. Two to SEPCO Industri
reference to Exhibit 10.38 to t
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EXHIBIT
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Loan and Security Agreement dated J
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EXHIBIT 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation by reference of our repated April 12, 2001 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).

/sl ARTHUR ANDERSEN LLP

Houst on, Texas
April 17, 2001
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