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DISCLOSURE REGARDING FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K contains statemaifitieh constitute "forward-looking statements" viithe meaning of the Private
Securities Litigation Reform Act of 1995. Thesdetaents appear in a number of places, including ke"Business," Item 3. "Legal
Proceedings" and Item 7. "Management's DiscussidnAmalysis of Financial Condition and Results gfeations.” Such statements can be
identified by the use of forward-looking terminojoguch as "believes," "expects,” "may," "estimatesyill," "should," "plans" or
"anticipates” or the negative thereof or otherations thereon or comparable terminology, or bgulisions of strategy. Readers are cauti
that any such forward-looking statements are natajutees of future performance and involve sigaifigisks and uncertainties, and that
actual results my vary materially from those in thevard-looking statements as a result of varifaesors. These factors include the
effectiveness of management's strategies and desjsjeneral economic and business conditions)a@wents in technology, new or
modified statutory or regulatory requirements ahdnging prices and market conditions. This rem@biifies other factors that could cause
such differences. No assurance can be given teat thre all of the factors that could cause actisalts to vary materially from the forward-
looking statements.



PART |

This Annual Report on Form 10-K contains, in aduitto historical information, forward-looking statents that involve risks and
uncertainties. DXP Enterprises, Inc.'s actual testduld differ materially. Factors that could aawos 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 two segments: MRO dectiical Contractor. Sales and
operating income for 2000, 2001 and 2002, and itifilelnie assets at the close of such years folboginess segments are presented in Note
13 of the Notes to the Consolidated Financial &tatds.

MRO SEGMENT

The MRO segment provides MRO products, equipmettisiegrated services, including engineering expednd logistics capabilities, to
industrial customers. We provide a wide range of@/gtoducts in the fluid handling equipment, bearipgwer transmission equipment,
general mill, safety supply and electrical prodwztegories. We offer our customers a single soofrag®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, falomganstallation, repair and maintenance for austomers. We offer a wide range of
industrial MRO products, equipment and servicesuh a complete continuum of customized and effidéRO 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 procdtategories of fluid handling equipment, bearimngyer transmission equipment, general
mill, safety supply and electrical products. Basad®2001 sales as reported by industry sources, eve the 32nd largest distributor of MRO
products in the United States.

The industrial distribution market is highly fragnied, with the 250 largest distributors accounfimgess than 15% of the total United States
market during 2000. 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 distributerésale 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 punshamiwer. This focus on fewer
suppliers has led to consolidation within the fragwed industrial distribution industry.
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o Customized Integrated Service. As industrial@uglrs focus on their core manufacturing or othedpction competencies, they
increasingly are demanding customized integratémises, ranging from value-added traditional disttion to integrated supply and system
design, fabrication, installation and repair andntemance services.

o Single Source, First-Tier Distribution. As indust customers continue to address cost containnigerte is a trend toward reducing the
number of suppliers and eliminating multiple tiefslistribution. Therefore, to lower overall cogtsthe 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 industrielseOndustries served by our 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, bearipgwer transmission equipment, general mill, sapebducts and electrical products. Our
products are distributed from 34 sales offices tmraldistribution centers strategically located tighout the United States and sold through
the sales efforts of employees who generally anepemsated on a commission basis.

Our fluid handling equipment line includes a fiid of (i) centrifugal pumps for transfer and pregservice applications, such as
petrochemicals, refining and crude oil producti@iy rotary gear pumps for low- to medium-pressseevice applications, such as pumping
lubricating oils and other viscous liquids, (iilupger and piston pumps for high-pressure seryigti@ations such as salt water injection and
crude oil pipeline service and (iv) air-operatedptiragm pumps. We also provide various pump acdess@ur bearing products include
several types of mounted and unmounted bearings ¥ariety of applications. Hose products distrlaluby us include a large selection of
industrial fittings and stainless steel hoses, aytic hoses, Teflon hoses and expansion jointgjedlsas 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\@®ockets, gears, conveyors, clutches,
brakes and hoses. We offer a broad range of gemdltaind supplies, such as abrasives, tapes amelsace 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, protectwaducts, hazardous material handling producstiumentation and respiratory protection
products. We distribute a broad range of electpecatiucts, 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 providenmping and power transmission system design andctthim services through our
engineering personnel and fabrication facilitiee #s0 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@wastomer to choose from a complete continuunujoply options, ranging from
traditional distribution to integrated supply.

Our branch and operations managers support the sfitets through direct customer contact and marlag 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 foeluilding long-term relationships with customand, through their product and
industry expertise, providing customers with pradamplication, engineering and after-the-sale ses/i 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 representativestdesto use their existing customer
relationships with respect to one product linertmss-sell our other product lines. In addition, graphic locations in which certain products
are sold also are being utilized to sell productshistorically sold at such locations. As we exghanr product lines and geographical
presence through hiring experienced sales reprabers, we assess the opportunities and approyinaitey of introducing existing products
to new customers and new products to existing ousts. Prior to implementing such cross-selling $fonve provide the appropriate sales
training and product expertise to our sales force.

Unlike many of our competitors, we market our pratdyprimarily 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@TeEsts 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&esoffer our customers various options for thegragion of their supply needs, ranging
from serving as a single source of supply for akgecific lines of products and product categadesffering a fully integrated supply
package in which we assume the procurement andgearent 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 custamable 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 geducsgrea. All of our distribution
agreements are subject to cancellation by the raahwrer upon one year notice or less. No one maturtr provides products that account
for 10% or more of our revenues. We believe th@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 resultgpérations. Representative manufacturers of oudymts include Gould's, G&L, Viking,
Wilden, National Oilwell, SKF, Torrington/Fafnir,ffiken, NTN, Dodge/Reliance, Falk, Gates, Martindgget, T. B. Woods, Emerson,
Rexnord, Baldor Electric, Union Butterfield, 3M,d-Bearing, Tyco, BACOU/DALLOZ, Norton Abrasives,dahaCross Rainfair Safety
Products.

At December 31, 2002, the MRO Segment has 50%ifnd-employees.
ELECTRICAL CONTRACTOR SEGMENT

The Electrical Contractor segment was formed in818flh the acquisition of substantially all of thssets of two electrical supply businesses.
During August 2001, we sold the majority of theeds®f one of the two businesses which comprisedttactrical Contractor segment. The
Electrical Contractor segment sells a broad rafigdeatrical products, such as wire conduit, wirdeyices, electrical fittings and boxes,
signaling devices, heaters, tools, switch geahtiligy, lamps, tape, lugs, wire nuts, batteriess famd fuses, to electrical contractors. The
segment has two warehouse/sales facilities in Mé&nplennessee.

The Electrical Contractor segment sells a broageaf products from over 100 vendors. Significaeidors include Cutleflammer, Coope
Killark, 3M, General Electric and Allied. To meeatompt delivery demands of its customers, this segmmintains large inventories. The
majority of sales are on open account.

At December 31, 2002, the Electrical Contractomsexgt had 12 full-time employees.
MANAGEMENT INFORMATION SYSTEMS

During 2002, we completed the installation of a cwon operating and financial system which is usedlbgf our locations. We use this
computer system to benefit customers and to impoovgroductivity and efficiency. In addition tatlitional functions of inventory control,
order processing, purchasing, accounts receivabémunts payable and general ledger, our compységra has the flexibility to integrate
with the customer's maintenance, accounting ancagement systems. Our system allows for real-tipertang of industrial products used
by work order, department and individual, as welba-line stock inquiry and order-status reportst §ystem supports advanced functions,
such as EDI, customized billing, end user reportiagsimile transmission, bar coding and prevewgathaintenance.

COMPETITION

Our business is highly competitive. In the MRO segtrwe 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 gplincustomers in a limited geographic
area. We also compete with larger distributors pinavide integrated supply programs and outsoursergices similar to those offered
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 directdnaéstributors provide
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product offerings as broad as ours, these competii not offer the product application, enginegiand after-the-sale services which we
provide. In the Electrical Contractor segment wepete against a variety of suppliers of electnraducts, many of which may have greater
financial and other resources than we do.

INSURANCE

We maintain liability and other insurance that vedidve to be customary and generally consistert 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 varioatithand 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 proceduismply 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 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 omfire condition.

EMPLOYEES

At December 31, 2002, we had 513 full-time emplay&®e believe that our relationship with our empgley is good.
RISK FACTORS

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 prevailinggeomic conditions and other factors, including éastbeyond our control. A failure to
comply with any of these obligations could resanlaih 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 thingse tmaintenance of prescribed financial ratios) tzenge, when necessary, obtained waivers or
amendments to the covenants from our lender. Afhaue 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 owrcass in implementing our internal growth strateglyich includes expanding our existing
geographic areas and adding new customers. Oltiyabiimplement this strategy will depend on oucesess in selling more to existing
customers, acquiring new customers, hiring qualifiales persons, and marketing integrated fornssmbly arrangements such as those k
pursued by us through our SmartSource programoAgh we intend to increase sales and product offerio existing customers and reduce
costs through consolidating certain administragind sales functions, there can be no assurancei¢hatll 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 Histrs that provide integrated
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supply programs such as those offered through outs@ services similar to those that are offerg@lr SmartSource program. Some of
these large distributors may be able to supply {r@iducts in a more timely and cost-efficient mantihan us. Our competitors include direct
mail suppliers, large warehouse stores and, teseeteextent, certain manufacturers.

Risks of Economic Trends

Demand for our products is subject to changesarithited States economy in general and econormdsraffecting our customers and the
industries in which they compete in particular. Marf these industries, such as the oil and gasstnguare subject to volatility while others,
such as the petrochemical industry, are cyclicdlraterially affected by changes in the economyaAesult, 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. laéttour Chairman of the Board, President
and Chief Executive Officer. The loss of the segiof Mr. Little or any other executive officerafr company could have a material adverse
effect on our financial condition and results oemions. We do not maintain key-man life insuraoicehe 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 persohinelfailure to attract and retain such personsdcmaterially adversely affect our
financial condition and results of operations.

Dependence on Supplier Relationships

We have distribution rights for certain produceknand depend on these distribution rights foratamtial portion of our business. Many of
these distribution rights are pursuant to contrdwis 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 adveraébct results of operations and financial
condition.

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 cotied 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. TROMegment owns or leases 43 bre
distribution facilities located in Georgia, Louisa Maryland, Montana, New Mexico, Oklahoma, Tesres Texas, and Wyoming. The
Electrical Contractor segment owns one facilityfannessee. These facilities range from 2,500 sdeat¢o 138,000 square feet in size.
Those facilities that are not owned by us are &seterms generally ranging from one to five yedrhe leases provide for periodic speci
rental payments and certain leases are renewable aption. We believe that our facilities aretabie and adequate for the needs of our
existing business. We believe that if the leasearfy of our facilities were not renewed, othetatle facilities could be leased with no
material adverse effect on our business, finargabition or results of operations. All of the féd&@s owned by us are pledged to secure our
indebtedness.

On March 15, 2000, we completed the sale of a M&®i¢ation and warehouse facility, for approximatg2.8 million in cash. We sold
another MRO warehouse facility during the seconargu of 2000 for $0.7 million.

ITEM 3. LEGAL PROCEEDINGS

From time to time we are party to various legalggexings arising in the ordinary course of our iess. We believe that the outcome of any
of these proceedings will not have a material aglveffect on our business, financial conditionesuits of operations.
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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
Our common stock trades on The Nasdaq SmallCapéflarider the symbol "DXPE".

The following table sets forth on a per share bimshigh and low sales prices for our common stckeported by Nasdaq for the periods
indicated.

HIGH LOW
2001
First QUArter....ccoovveeiiiiiiie e e $1.00 $.056
SecoNd QUAMET . ...t eeceeeeeeeee e $1.60 $0.62
Third QUArET....cccvieiiii e e $1.40 $1.00
FOUrth QUAMET.....uiiicii e e $1.10 $0.70
2002
First QUarer.....ccoeovieiiiie e eeceeeeees e $1.45 $0.85
SecoNd QUAMET.....cveeciiiicieecieeeceeeeeee e $2.24  $0.97
Third QUAEr ... ciecieececeeeeeeeeee s $1.25 $0.75
FOurth QUArer......ccccviiieiciccieeeeeceees e $1.21  $0.70

On March 15, 2003, we had approximately 670 holdérscord for outstanding shares of our commonksto

We anticipate that future earnings will be retaitefinance the continuing development of our besé In addition, the Credit Facility
prohibits us from declaring or paying any divided®ther distributions on our capital stock exdeptimited dividends on our preferred
stock. Accordingly, we do not anticipate payingtcds/idends on our common stock in the foreseehltlge. The payment of any future
dividends will be at the discretion of our Boardlifectors and will depend upon, among other thifigisire earnings, the success of our
business activities, regulatory and capital reqnéets, our general financial condition and genleuainess conditions.

ITEM 6. SELECTED FINANCIAL DATA

The selected historical consolidated financial dataforth below for each of the years in the fjgar period ended December 31, 2002 have
been derived from our audited consolidated findrate&tements. This information should be read imwoction with "Management's
Discussion and Analysis of Financial Condition &w®bsults of Operations” and the consolidated firerstatements and notes thereto
included elsewhere in this Annual Report on ForrK10



CONSOLIDATED STATEMENTS OF EARNINGS DATA:

Sales ..o
Gross profit ......ccceveeeeinenne .
Operating income (10SS)(1)(3) vveevvveerieeenunes
Income (loss) before income taxes(4) ..............
Income (loss) before cumulative effect
of a change in accounting principle ..........
Cummulative effect of a change in
accounting principle, net of tax .............
Net income (I0SS) ....cccvvevveerieeiiiiiiinene
Preferred stock dividend ..........................
Net income (loss) attributable to common
shareholders ..........c.cccooeeinnnn.
Per share and share amounts before cumulative
effect of a change in accounting principle
Basic earnings (loss) per common share .......
Common shares outstanding(2) .................
Diluted earnings (loss) per share ............
Common and common equivalent shares outstandin
Cummulative effect of a change in accounting princi
per share-basic and diluted ..................
Basic earnings (loss) per share
Common shares outstanding ...... .
Diluted earnings (loss) per share .................
Common and common equivalent shares outstanding (2)

CONSOLIDATED BALANCE SHEET DATA:
Total assets
Long-term debt obligations
Shareholders' equity

YEARS ENDED DECEMBE

1998

1999 2000

(IN THOUSANDS EXCEPT FOR PE

........... $209,379 $184,685 $ 182,642

54,147 46,879 45507
8143 2899  (7,752)
........... 5004 415  (9,031)
........... 2874  (118) (7,358)
o 2874 (118) (7,358)

........... (Q0)  (90)  (90)
........... 2784  (208) (7,448)
$ 067 $ (0.05 $ (1.83)

. 4159 4075 4072
$ 051 $ (0.05 $ (1.83)
5596 4075 4,072

$ - % - $ -

$ 067 $ (0.05 $ (1.83)

. 4159 4075 4072
$ 051 $ (0.05 $ (1.83)

5506 4075 4,072
1998 1999 2000

$ 80,389 $ 72,922 $ 66,280 $

42,910
15,540
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(IN THOUSANDS)

36,780
15,499

28,476
7,971

R SHARE DATA)

$174,429 $ 148,106
43,805 37,984

4034 4117
1,600 2,633
929 1,619
- (1,729)
929 (110)
(90) (90)
839 (200)

$ 021 $ 038
4,072 4,072
$ 021 $ 0.36
4,503 4,555

$ - $ (042
$ 021 $ (0.05)
4072 4,072
$ 021 $ (0.05)
4503 4,072

2001 2002

57,588 $ 49,248
22,864 23,486
8,323 8,087



(1) Year ended December 31, 1998 includes a onehmarge to professional fees and travel costd o4 900 associated with our decision to
discontinue an offering of additional common stock.

(2) Common stock and earnings per share have lestated to give effect to the two-to-one reverdié sipthe Common Stock which became
effective July 17, 1998.

(3) Year ended December 31, 2000 includes non-iegucharges of $10,791,000; refer to Note 3 ofNla¢es to the Consolidated Financial
Statements for further information.

(4) Year ended December 31, 2000 includes onegmires of $2.0 million from the sale of two MRO whoeise facilities.
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 FinanciatSments 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 potsl generally is subject to changes in the Uriitiades 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 marketgneats and product categories as
changes occur in our customers' respective markets.

Our growth strategy in the past focused on a coatiain of acquisitions, such as the acquisitiorhef Electrical Contractor segment, and
internal growth. We have curtailed our acquisitgfforts and are focusing on internal growth. Kegne¢nts 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 fotinwarehouse and customer service operatiossies 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 ssidcexecuting our internal growth strategy
and, to the extent we complete any acquisitionsability to integrate such acquisitions.
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RESULTS OF OPERATIONS

Gross Profit .......cccoceeiieiieennenns
Operating expenses:
Selling, general and administrative .....
Non-recurring operating charges .........

Operating (loss) income
Interest expense .................
Other inCome ........cccccvveevveiveenncene

(Loss) income before income taxes ....
(Benefit) provision for income taxes ........

(Loss) income before cumulative effect of a
change in accounting principle ....... $

Per share amounts before cumulative effect
of a change in accounting principle

Basic (loss) earnings per common share .

Diluted (loss) earnings per share ...... $

YEAR ENDED DECEMBER 31,

% 2001 %

(IN MILLIONS, EXCEPT PERCENTAGES)
100.0% $ 174.4 100.0% $
75.1 130.6 74.9

24.9 43.8 25.1
23.3 39.8 22.8
5.9 - -
(4.3) 4.0 2.3
2.0 2.5 1.4
(1.4) 0.1) -

(4.9) 1.6 0.9
(0.9) 0.7 0.4

(40% $ 0.9 05% $

YEAR ENDED DECEMBER 31, 2002 COMPARED TO YEAR ENDED DECEMBER 31, 2001

SALES. Revenues for 2002 decreased $26.3 milliod5dl%, to approximately $148.1 million from $1Z4illion in 2001. Sales for the
MRO segment decreased $20.9 million, or 12.6% pilyndue to slowing of the overall economy. Redusetes of bearing products
accounted for approximately one half of the deciimsales for the MRO segment. Sales for the Hta=dtContractor segment decreased by
$5.4 million, or 65.8%, when compared to 2001. T@srease is the result of the sale, during Augo8i, of the majority of the assets of a
business in San Antonio, Texas, which accountedpproximately two thirds of the sales of the Hieat Contractor segment, combined v
a slow down in the construction business for eilegiticontractors.

GROSS PROFIT. Gross profit as a percentage of satesased by approximately 0.5% for 2002, whenganad to 2001. The increase can
be primarily attributed to increased margins fa Biectrical Contractor segment. Gross profit pergentage of sales for the Electrical
Contractor segment increased to 37.5% for 2002ramp 23.5% in 2001. This increase resulted fromgle of the business in San Antonio,
Texas which had lower gross profit margins. Grasdifpas a percentage of sales for the MRO segimentased to 25.4% for 2002, up from
25.2% for 2001. This increase can be primarililaited to increased margins in fluid handling pradisold by the MRO segment.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, gened and administrative expense for 2002 decreasexpproximately $5.9

million, or 14.8%, when compared to 2001. This daske is primarily attributable to reduced
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litigation costs, communication expenses, bad dgpense, payroll and payroll related expenses. peyeentage of revenue, the 2002 Sell
general and administrative expense increased by=aippately 0.1% to 22.9% from 22.8% for 2001. Timsrease is primarily attributable to
non-variable costs being spread over a smalleneyamount.

OPERATING INCOME. Operating income for 2002 increcdby approximately $0.1 million, or 2.1%, when gared to 2001. This increase
is the net of a $0.2 million decrease in operaimgme for the MRO segment and a $0.3 million inveroent in operating income for the
Electrical Contractor segment. The reduced opegaticome for the MRO segment is the result of losades and gross profit partially offset
by reduced selling, general and administrative gps. The improvement for the Electrical Contrasemgment is primarily the result of the
sale during August 2001 of the business in San iiatd exas, which was not profitable.

INTEREST EXPENSE. Interest expense for 2002 deexthyg $0.9 million to $1.6 million from $2.5 millicfor 2001. This decline results
from lower interest rates for 2002 when compared001 as well as a lower average debt balance.

INCOME TAXES. As of December 31, 2002, we have rded net deferred tax assets of $1.4 million represg 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 BeoNidtes to the Consolidated Financial
Statements.

YEAR ENDED DECEMBER 31, 2001 COMPARED TO YEAR ENDED DECEMBER 31, 2000

SALES. Sales for 2001 decreased $8.2 million, 6%#.to approximately $174.4 million from $182.6 lioih in 2000. Sales for the MRO
segment decreased $4.5 million, or 2.6% primarilg tb slowing of the overall economy. Sales forEhectrical Contractor segment
decreased by $3.7 million, or 31%, when compare2D&0. This decrease is the result of the salénguugust 2001, of the majority of the
assets of a business which comprised approximatelyhirds of the sales of the Electrical Contrasegment combined with a slow down in
the construction business for electrical contractor

GROSS PROFIT. Gross profit as a percentage of sae5.1% for 2001, up from 24.9% for 2000. Giusdit as a percentage of sales for
the MRO segment increased to 25.2% for 2001, up £6.0% in the comparable period of 2000. Thisaase can be primarily attributed to
increased margins in fluid handling equipment dpldhe MRO segment. Gross profit as a percentagale$ for the Electrical Contractor
segment decreased to 23.5% for 2001, down fromP2404 the comparable period of 2000. This declesuited from lower margin sales
associated with a slowdown in the constructiontoess for electrical contractors.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, gened and administrative expense for 2001 declined $#llion, or 6.3%, to
approximately $39.8 million from $42.5 million i0Q0. As a percentage of revenue, the 2001 experddimed to 22.8% from 23.3 % for
2000. This decrease is primarily attributable wueed compensation related expenses resultingredoced headcount.

OPERATING INCOME. Excluding the $10.8 million of n@ecurring operating charges recorded in the Foguarter of 2000, operating
income for 2001 increased $1.0 million, $0.3 millir the Electrical Contractor segment and $0.[lonifor the MRO segment, when
compared to the same period in 2000. This imprapEtating income for the MRO segment is primatily tesult of reduced selling, general
and administrative expenses. The operating losthéoElectrical Contractor segment decreased @ ®llion for 2001, from $0.5 million for
2000, excluding the $4.5 million of non-recurrirftacges in 2000. The reduced operating loss foEtbetrical Contractor segment results
from the sale during August 2001 of the majoritytlef assets of a business which was not profitable.

INTEREST EXPENSE. Interest expense for 2001 deecthy $1.3 million to $2.5 million from $3.7 milliofor 2000. This decline results
from lower interest rates as well as a lower averdgpt balance for 2001 when compared to 2000.

OTHER INCOME. Other income was approximately $2iftiom lower in 2001 than in 2000 due primarily $2.0 million of gains on the sale
of two warehouse facilities during 2000.

NET INCOME. Excluding the nc¢-recurring charges and the gains on the sale ofamrehouse facilities in 2000, net income incredsed
approximately $1.6 million in 2001 from a loss @paoximately $0.7 million in 2000.
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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 requirectépital items such as information technology amadehouse equipment. We also require
cash to pay our lease obligations and to servicaebt.

Under the Credit Facility, all available cash isgrlly applied to reduce outstanding borrowinggh wperations funded through borrowings
under the Credit Facility. The Credit Facility cists of three secured lines of credit and a tetan Mvith various of our subsidiaries.

The Credit Facility provides for borrowings up to @aggregate of the lesser of (i) a percentageeottiiateral value based on a formula set
forth therein or (ii) $35.0 million, and matures{fl, 2004. Interest accrues at prime plus 1/2%pproximately $30.5 million of the Credit
Facility, and prime plus 1 1/2% on the term portidrihe Credit Facility. The prime rate at Decem®&r 2002, was 4.25%. The Credit
Facility is secured by receivables, inventory, esthte and machinery and equipment. The Credifitfaontains customary affirmative and
negative covenants as well as financial covenduatsare measured monthly and require that we maiateertain cash flow and other
financial ratios. From time to time we have notm@ecompliance with certain covenants under thed@r~acility, including the monthly
minimum earnings requirement and the monthly figkdrge coverage ratio. At December 31, 2002, we wecompliance with these
covenants. Although we expect to be able to comjily the covenants of the Credit Facility, there && no assurance that in the future we
will be able to do so or that our lender will bdling to waive such non-compliance or further amendh covenants. In addition to the $1.2
million of cash at December 31, 2002, we had $ZIbom available for borrowings under the amendeeldit facility at December 31, 2002.

We generated cash in operating activities of apprately $2.5 million in 2002 as compared to $7.1liom in cash provided during 2001.
This change between the two years is primarilylattable to accounts receivable decreasing by §illibn in 2002, versus accounts
receivable declining by $5.6 million in 2001.

We used cash in investing activities of approxirya$®.4 million during 2002 as compared to approadiety $0.5 million in cash generated in
2001. This decrease is primarily attributed toshke of certain assets of the Electrical Contrasm¢égment for $1.1 million in cash in 2001."
had capital expenditures of approximately $0.4ionilfor the fiscal year ended December 31, 2002pagpared to $0.7 million during 2001.
Capital expenditures during 2002 were related piilgnto computer equipment. Capital expendituresry2001 were primarily related to
computer software and computer equipment.

Our internal cash flow projections indicate ourlcgenerated from operations and available undeCoexit Facility will meet our normal
working capital needs during 2003. However, we v@tjuire additional debt or equity financing to meer future debt service obligations,
which may include additional bank debt or the publi 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, 2004. We will need to extend thetumiy of, or replace our Credit Facility on or bed¢ April 1, 2004. However, we may not
able to renew and extend or replace the Creditiad\ny extended or replacement facility may héaigher interest costs, less borrowing
capacity, more restrictive conditions and couldbimre equity dilution. Our ability to obtain a sdtistory credit facility may depend, in part,
upon the level of our asset base for collatergbpses, our future financial performance and ouditalbd obtain additional equity.

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 acquisitions accretive to our earnings ogemerate excess cash flow. We also may
pursue additional equity or debt financing to fdatlire acquisitions, although we may not be ableliain additional financing on attractive
terms.

DISCUSSION OF CRITICAL ACCOUNTING POLICIES

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States of America requires
to make estimates and assumptions in determinmgeghorted amounts of assets and liabilities ascl@asure of contingent assets and
liabilities at the date of the financial statemestsl the reported amounts of revenues
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and expenses during the reporting period. The féggnit estimates made by us in the accompanyiranfiial statements relate to reserves for
accounts receivable collectibility, inventory vaioas and self-insured medical claims. Actual resabuld differ from those estimates.

Critical accounting policies are those that ardbobst important to the portrayal of a companyiaiiicial position and results of operations,
and require management's subjective or complexmegs. Below is a discussion of what we believeoarrecritical accounting policies.
Also, see Note 1 of the Notes to the Consolidaiedritial Statements.

Revenue Recognition

We recognize revenues when an agreement is in,[péce is fixed, title for product passes to tlhistomer or services have been provided,
and collectibility is reasonably assured.

Allowance for Doubtful Accounts

Provisions to the allowance for doubtful accoumesraade monthly and adjustments are made periddieal circumstances warrant) based
upon the expected collectibility of all such acctsun

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.dReves are provided against inventory for estimatemblescence based upon the aging of
the inventory and market trends.

Income Taxes

In accordance with SFAS 109, Accounting for Incohaees, we have recorded a net deferred tax as$dt4million as of December 31,
2002. We believe it is more likely than not thasthet deferred tax asset will be realized basedagsily on the assumption of future taxable
income.

Management periodically re-evaluates these estgvat@vents and circumstances change. Togethethsittffects of the matters discussed
above, these factors may significantly impact tlhen@any's results of operations from period-to-gkrio

RECENT ACCOUNTING PRONOUNCEMENTS
See Note 2 of the Notes to the Consolidated FisdStatements for discussion of recent accountingguncements.
INFLATION

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

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

Our exposure to interest rate risk relates primpaoilour debt portfolio. To limit interest ratekien 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 atldws us to benefit during periods of fallingaérgst rates. Our interest rate exposure is
generally limited to our Credit Facility. See "Lidity and Capital Resources."
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The table below provides information about the Canmys market sensitive financial instruments antstitutes a forward-looking statement.

Principal Amount By Expected Maturity
(in thousands except for percentages)

2003 2 004 2005 2006 2 007 THEREAFTER
Fixed Rate
Long-term Debt $ 461 $ 285 $ 135 $ 91 $ 97 % 2,148
Average Interest Rate 8.11% 8.31% 7.91% 6.65% 6.65% 6.27%
Floating Rate
Long-term Debt $ 1164 $ 20,730 $ - $ - 3 - $
Average Interest Rate 5.75% 4.91%
Total Maturities $ 1625 $ 21,015 $ 135 $ 91 $ 97 % 2,148

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
INDEPENDENT AUDITOR'S REPORT
To the Board of Directors and Shareholders of DXieBprises, Inc., and Subsidiaries:

We have audited the accompanying consolidated balsineets of DXP Enterprises, Inc. and Subsidiasesf December 31, 2002, and the
related consolidated statements of operationsebbbders' equity and cash flows for the year thefed. These consolidated financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion these consolidated financial
statements based on our audit.

We conducted our audit in accordance with audisitagndards 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 finarstaements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audit providesagonable 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 Ddrm31, 2002, and the results of their operationkthaeir cash flows for the year then
ended in conformity with accounting principles gely accepted in the United States.

As discussed in Note 2 to the consolidated findrst&ements, effective January 1, 2002, the Compdopted the provisions of Statemen
Financial Accounting Standards No. 142, Goodwitl &ther Intangible Assets.

/sl HEI'N + ASSOC| ATES LLP

March 14, 2003
Houst on, Texas
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This is a copy of the audit report previously isbbg Arthur Andersen LLP in connection with DXP Ergrises, Inc.'s 2001 consolidated
financial statements previously filed on Form 107iKis audit report has not been reissued by Arfindersen LLP in connection with this
filing on Form 10-K.

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 catjoor), and Subsidiaries as of
December 31, 2001, and the related consolidatéenséents of operations, shareholders' equity anld fbaws for each of the two years in the
period ended December 31, 2001. These consolifiatattial statements are the responsibility of @lmenpany's management. Our
responsibility is to express an opinion on thesgesotidated financial statements based on our audits

We conducted our audit in accordance with audisitagdards 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 finarsteements. 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 audit providesagonable 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 Ddzsn31, 2001, and the results of their operationstheir cash flows for each of the two
years in the period ended December 31, 2001, ifoomity with accounting principles generally acasgin the United State

I's/ ARTHUR ANDERSEN LLP

March 22, 2002
Houst on, Texas
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DXP ENTERPRISES, INC., AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In Thousands, Except Share Amounts)

ASSETS
CURRENT ASSETS:

Cash ..o

Trade accounts receivable, net of allowance for
accounts of $1,784 in 2001 and $ 1,235 in 20

Inventories, Net .........cccccvvvveveeeennnn.

Prepaid expenses and other current assets .....

Deferred income taxes ...........ccccvvvveees

Total current assets ...........ccceveerrnne

PROPERTY AND EQUIPMENT, net .......ccceevuvrnnne.
OTHER ASSETS:
Intangible assets, net of accumulated amortizat
$2811iNn 2001 .....ooveeiiiiieeiieee
Deferred income taxes ..........c.cccvvvveees
Other assets ........ooovvvvcvvvvviiiieeenens

Total asSets ......ccvvvvveeeeveiiiiiiiiinns

LIABILITIES AND SHAREHOLDERS

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

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

LONG-TERM DEBT, less current portion ..............
DEFERRED INCOME TAXES ....ccooviiiiieiieeeiinne
COMMITMENTS AND CONTINGENCIES (Note 10)
SHAREHOLDERS' EQUITY:

Series A preferred stock, 1/10th vote per share
liquidation preference of $100 per share ($1
1,000,000 shares authorized,

2,992 and 1,168 shares issued and outstandin

Series B convertible preferred stock, 1/10th vo
$1.00 par value; $100 stated value; liquidat
share ($1,500 at December 31, 2002); 1,000,0
shares issued, 15,000 shares
outstanding and 2,700 shares in treasury sto

Common stock, $.01 par value, 100,000,000 share
authorized; 4,257,760 shares issued and 4,071
shares are outstanding and 186,075 shares in

Paid-in capital .............cccccvvviiennnnns

Retained earnings .......cccccccceveeeeenennnn.

Treasury stock; 188,775 common and preferred sh

Notes receivable from shareholders ............

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

Total liabilities and shareholders' equity .

December 31,

............................ $ 2,260 $

02 i, 18,757

............................ 22,922
284

1,714

............................ $ 16979 $
............................ 1,033
............................ 7,273
866

; $1.00 par value;
17 at December 31, 2002);

g, respectively ............ 2
te per share;

ion preference of $100 per

00 shares authorized, 17,700

(o 18

,685
treasury stock .............

ares, at cost ....

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

CONSOLIDATED STATEMENTS OF OPERATIONS

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

SAlES i
Costof sales .......coovvvviviiiiiieiiieene,

Gross Profit ....cceeeeeeiieeieniiineeene
Operating expenses:
Selling, general and administrative expenses ..

Non-recurring operating charges ...............

Total operating expenses ....................

Operating (I0SS) INCOME .......coveiiiiiieeeins

Other iNCOmMe ........ccocveiviiieiiieeee
Interest expense

(Loss) income before income taxes
(Benefit) provision for income taxes

(Loss) income before cumulative effect of a change
in accounting principle ...............

Cumulative effect of a change in accounting
principle, net of $740 tax benefit .....

Net (I0SS) INCOME ....c.covvveveiiiiiiieeeee,
Preferred stock dividend

Net (loss) income attributable to common shareholde
Per share and share amounts before cumulative
effect of a change in accounting principl
Basic (loss) earnings per common share .....
Common shares outstanding ...................
Diluted (loss) earnings per share ...........

Common and common equivalent shares outstandi

Cumulative effect of a change in accounting
principle per share-basic and diluted ...

Basic (loss) income per share ...........cccveee..
Common shares outstanding .............cccceeen.
Diluted (loss) income per share ...................

Common and common equivalent shares outstanding ...

YEARS ENDED DECEMBER 31

2000 2001

......... $ 182642 $ 174,429 $
......... 137,135 130,624
......... 45,507 43,805
......... 42,468 39,771
......... 10,791 -
......... 53,259 39,771
......... (7,752) 4,034
......... 2,468 46
......... (3,747) (2,480)
......... (9,031) 1,600
......... (1,673) 671
......... (7,358) 929
......... (7,358) 929
......... (90) (90)

1S . $ (7,448) $ 839 $

é. ....... $ (183 $ 021 $
......... 4,072 4,072
......... $ (183 $ 021 $
ng ... 4,072 4,503

......... $ - $ - $

......... $ (183 $ 021 $

......... 4,072 4,072

......... $ (183 $ 021 $

......... 4,072 4,503

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

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

SERIES
PREFER
STOC
BALANCES AT DECEMBER 31, 1999
(as restated)
Increase in notes receivable .......
Dividends paid
Net oSS ...cvvvvvieeiiiieenis
BALANCES AT DECEMBER 31, 2000
Increase in notes receivable .......
Dividends paid
Netincome ........ccceevueene

BALANCES AT DECEMBER 31, 2001
Dividends paid ..........ccccceune
Acquisition of 1,824 shares of

Series A Preferred Stock .......
Net 0SS ...ocvveeiiieeiiieeiis

TREASU
STOC
BALANCES AT DECEMBER 31, 1999
(as restated)
Increase in notes receivable .......
Dividends paid ...........cccceue
NetloSS ....cceevvvvveiiiieenis
BALANCES AT DECEMBER 31, 2000
Increase in notes receivable .......
Dividends paid ...........ccceue
Net income .......cccevvvieveenns
BALANCES AT DECEMBER 31, 2001
Dividends paid ..........cccccen.
Acquisition of 1,824 shares of
Series A Preferred Stock .......
Net 0SS ...oovvevviieeiiieeiis

(IN THOUSANDS)

A SERIES B

RED  PREFERRED  COMMON  PAID-IN RETAINED
K sTOoCK STOCK  CAPITAL EARNINGS
28 18% 4% 2 877 $ 15234
- - - - (90)
- - - - (7.358)
2 18% 4% 2 877 $ 7,786
- - - - (90)
- - - - 929
2 18% 4% 2 877 $ 8,625
- - - - (90)
@ - - (35) .
- - - - (110)
18 18% 4% 2 842 $ 8425
RY  NOTES

K RECEIVABLE TOTAL

1,894) $  (779) $ 15,499

- (80) (80)
- - (90)
- - (7,358)
-1-,-5;-94) $ (859) $ 7971
- (487) (487)
- - (90)
- - 929
-1-,-5;94) $ (1,346) $ 8323
- (90)

- - (36)
- - (110)

1,894) $ (1,346) $ 8,087

The accompanying notes are an integral part oktheasolidated financial statements.
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DXP ENTERPRISE, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

YEARS ENDED DECEM BER 31
2000 2001 2002
CASH FLOWS FROM OPERATING ACTIVITIES:

Net (I0SS) INCOME .oovvveieiiiiieieeeee e $ (7,358) $ 929 $ (110)
Adjustments to reconcile net income (loss)

to net cash provided by operating activities- -

Cumulative effect of a change in accounting p rinciple, net of tax - - 1,729

Depreciation and amortization ............... 1,945 1, 381 1,160

Charge for write-off of fixed assets ........ 2,331 - -

Charge for impairment of goodwill and associa ted assets .......... 8,460 -
796

Deferred income taxes .........c.ccceeeens

Loss (gain) on sale of property and equipment e (1,921) 5 4
Changes in operating assets and liabilities

Accounts receivable ......................... 620 1,197
INVENLONIES ..oeevvieeiiiieeeeiiie e 700) 585
Prepaid expenses and other current assets ... (48) 37)

Accounts payable and accrued expenses ....... 280) (2,827)

Net cash (used in) provided by operatin 139 2,497
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment ........... 691) (379)
Proceeds from sale of property and equipment.. e 3,232 - -
Net proceeds on the sale of certain electrical
contractor Segment assets ....cccccceeeeeee e - 1, 172 -
Net cash provided by (used in) investing ac tivities ............ 2,000 481 (379)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds fromdebt .....cccoooeeevveevieeees 179,886 176, 652 151,861
Principal payments on revolving line of
credit, long-term debt
and notes payable ..........cc.cceee.. (181,720) (184, 666) (154,942)
Acquisition of preferred stock . - - (36)
Dividends paid in cash ............cc..c....... (90) (90) (90)
Net cash used in financing activites ... L (1,924) (8, 104) (3,207)
(DECREASE) INCREASE IN CASH ..cooovviiiiiiines e (247) ( 484) (1,089)
CASH AT BEGINNING OF YEAR ...ocoiiiiiieiiiiieees e 2,991 2, 744 2,260
CASH AT END OF YEAR ..oooviiiiiiiiiiiiiieeeeeeeeee e $ 2,744 3 2, 260 $ 1,171
SUPPLEMENTAL DISCLOSURES:
Cash paid for --
INEEIeSt oo e $ 3,488 $ 2, 396 $ 1,635
INCOME tAXES vvoviiviecicieceeee e $ 837 $ 179 $ 152
Cashincome tax refunds ......cccocevceveeeee. e - $ 797 % 109

Noncash activities

Changes in inventories and principal payments dn eecludes the $1.9 million noncash reductiomegntory cost and debt associated with
a litigation settlement recorded in 2002. See Note

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 two segments:
Maintenance, Repair and Operating (MRO) and EleaitContracting. See Note 13 for discussion ofiginess segments.

PRINCIPLES OF CONSOLIDATION

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

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 ewd&s the creditworthiness of its
customers' financial positions and monitors accoonta regular basis, but does not require cadlatBrovisions to the allowance for doubt
accounts are made monthly and adjustments are paaitalically (as circumstances warrant) based uperexpected collectibility of all such
accounts. No customer represents more than 10%nsbtidated sales.

INVENTORIES

Inventories consist 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.49®eves are provided against inventories for eséthabsolescence based upon the aging of
the inventories and market trends.

PROPERTY 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 and equipment is computed usingttaght-line method and certain
accelerated methods for financial reporting purpobkseful lives assigned to property and equipmemge from 3 to 39 years. Maintenance
and repairs of depreciable assets are chargedsagaimings as incurred. Additions and improvemardgscapitalized. When properties are
retired or otherwise disposed of, the cost andractated depreciation are removed from the accaumisgains or losses are credited or
charged to earnings.

INTANGIBLES
Intangibles consisted of goodwill which, prior tandiary 1, 2002, was amortized over 35 years ubmgtraight-line method.
FEDERAL INCOME TAXES

The Company utilizes the asset and liability metbbdccounting for income taxes. Under this mettuederred taxes are determined base
differences between financial reporting and taxebad assets and liabilities and are measured tiséngnacted marginal tax rates and laws
that will be in effect when the differences reverse

CASH AND CASH EQUIVALENTS

The Company's presentation of cash includes cashi@gnts. Cash equivalents are defined as shom-tevestments with maturity dates of
ninety days or less at time of purchase.
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FAIR VALUE OF FINANCIAL INSTRUMENTS

A summary of the carrying and the fair value offigial instruments at December 31, 2001 and 280#5 follows (in thousands):

2001 2002
CARRYING FAIR CARRYING FAIR
VALUE VALUE VALUE VALUE
Cash $ 2,260 $ 2,260 $ 1,171 $ 1,171
Receivables from officers and employees 1,301 552 1,348 871
Long-term debt, including current portion 30,137 30,137 25,111 25,111

The carrying value of the long-term debt approxesdhir value based upon the current rates andstavailable to the Company for
instruments with similar remaining maturities.

STOCK-BASED COMPENSATION

The Company applies Accounting Principles BoardEAPpinion No. 25, "Accounting for Stock IssuedBmployees," and related
interpretations in accounting for its stock optioAscordingly, no compensation expense has beagnired for the stock option plans. SF
No. 148, "Accounting for Sto- Based Compensation--Transition and Disclosuegjuires disclosure of pro forma net income andipnma
earnings per share amounts as if compensation sepyesis recognized.

Pursuant to SFAS No. 148, the Company, for purpobés pro forma disclosure in Note 9, determiitsccompensation expense in
accordance with the Black-Scholes option-pricingleio

REVENUE RECOGNITION

The Company recognizes revenue when an agreemerplesce, price is fixed, title for product passeshe customer or services have been
provided, and collectibility is reasonably assured.

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 amountsvaimges and expenses during the reporting periogl significant estimates made by the
Company in the accompanying financial statemen#seado the allowance for doubtful accounts, resgffer inventory valuations and self-
insured medical claims. Actual results could diffem those estimates.

RECLASSIFICATIONS

Certain 2000 and 2001 amounts have been reclassifieonform with the 2002 presentation. Theseumhelpreferred stock previously
classified as "temporary" equity outside of shatdéis' equity (not mandatorily redeemable) and :oteeivable from shareholders
previously presented as an asset. None of thesssdaaffected the Company's operating results.

2. NEW ACCOUNTING PRONOUNCEMENTS:

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 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 negiénts 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 $5.1 million;
an increase in cost of sales of $5.1 million; arelase in selling, general and administrative exgen$ $1.0 million; and a decrease in other
income of $1.0 million in the year ended Decemter2900.
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In June 2001, SFAS No. 142, "Goodwill and Otheahgfible Assets" was issued. SFAS No. 142 changeseghtment of goodwill by no
longer amortizing goodwill, and instead requiriag)east annually, an assessment for impairmeappjying a fair-value based test.
However, other identifiable intangible assets arbe separately recognized and amortized. Thenstaitieis effective for fiscal years
beginning after December 15, 2001. All of the Conysgoodwill pertained to one reporting unit arebd in SFAS 142. The goodwill was
tested for impairment during the first quarter 602 as required by SFAS 142 upon adoption basend tfgoexpected present value of future
cash flows approach. As a result of this valuafiootess as well as the application of the remaipiogisions of SFAS 142, the Company
recorded a transitional impairment loss of $2.9iarilbefore income taxes ($1.7 million after incotages). This write-off was reported as a
cumulative effect of a change in accounting prikecip the Company's consolidated statement of ejpesaas of January 1, 2002. This
adoption of the statement has resulted in the eftion of approximately $79,000 of annual goodaitiortization subsequent to December
31, 2001.

The following table discloses the Company's nevine (loss), assuming it excluded goodwill amoria(in thousands, except per share
data):

YEARS ENDED DECEMBER 31,

2000 2001 2 002
Net (loss) income $ (7,358) $ 929 $ (110)
Add back:
Goodwill amortization, net of income taxes 52 52
Adjusted net (loss) income $ (7,306) $ 981 $ (110)
Basic (loss) earnings per share $ (1.83) $ 021 $ (0.05)
Add back:
Goodwill amortization, net of income taxes 0.01 0.01
Adjusted basic (loss) earnings per s hare $ (1.82) $ 022 $ (0.05)
Diluted (loss) earnings per share $ (1.83) $ 021 $ (0.05)
Add back:
Goodwill amortization, net of income taxes 0.01 0.01
Adjusted diluted (loss) earnings per share $ (1.82) $ 022 $ (0.05)

In June 2001, the FASB issued SFAS No. 143, "Actingrior Asset Retirement Obligations."” This staégaddresses financial accounting
and reporting for obligations associated with threment of tangible long-lived assets and theaated asset retirement costs. The purpose
of this statement is to develop consistent accagritir asset retirement obligations and relatedsdosthe financial statements and provide
more information about future cash outflows, legerand liquidity regarding retirement obligatiomslahe gross investment in long-lived
assets. This statement is effective for finanditiesnents issued for fiscal years beginning afieeJl5, 2002. The Company will implement
SFAS No. 143 on January 1, 2003. The impact of sdption is not anticipated to have a materiaafbn the Company's financial
statements.

In August 2001, the FASB issued SFAS No. 144, "Artimg for the Impairment or Disposal of Long-LivAdsets," which is effective for
fiscal years beginning after December 15, 2001s Btatement addresses financial accounting andtiregpéor the impairment or disposal of
long-lived assets. This Statement supercedes SFAS 2L, "Accounting for the Impairment of Long-Ld/éssets and for Long-Lived Assets
to Be Disposed Of," and the accounting and repgmiovisions of APB Opinion No. 30, "Reporting tResults of Operations - Reporting the
Effects of Disposal of a Segment of a Business,Etithordinary, Unusual and Infrequently Occurribgents and Transactions,” for the
disposal of a segment of a business (as previalgfiged in that Opinion), This Statement also arsefctcounting Research Board No. 51,
"Consolidated Financial Statements," to eliminhgaxception to consolidation for subsidiariesvibich control is likely to be temporary.
The Company adopted SFAS No. 144 on January 1, Z0@2adoption did not have a material effect an@ompany's financial statements.
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3. NON-RECURRING OPERATING CHARGES IN 2000::

The non-recurring operating charges recorded ae@eer 31, 2000, consist of an $8.5 million chagetie impairment of goodwill and

other assets associated with acquisitions completéate 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 assoaifwgth future rent on closed facilities.
Approximately $4.5 million and $6.3 million of theharge pertained to the Electrical Contractingresgt and the MRO segment,
respectively.

As a result of increasingly poor financial reswafsertain acquired operations, as of Decembef 339, the Company evaluated the
recoverability of goodwill and other assets recdritreconnection with all of the Company's acquigii. All of the Company's acquisitions
were completed prior to 1999. The Company deterdihat the expected future undiscounted cash flafvigur acquisitions were below th
carrying value. These operations have been exm@niguaeclining revenues and margins. In accordaviteSFAS No. 121, "Accounting for
the Impairment of Long Lived Assets and for Longed Assets to be Disposed Of", during the fourtartgr of 2000, the Company adjusted
the carrying value of these assets to their estichtir value, which resulted in a non-cash impaimtrcharge of approximately $8.5 million.

4. DIVESTITURES:

During the first quarter of 2000, the Company cosigrdl the sale of a MRO fabrication and warehousiétfafor approximately $2.8 million
in cash. A gain of approximately $1.7 million wasorded as a result of the sale. The Company scédiditional MRO warehouse facility

during the second quarter of 2000 for approximas€ly’ million, resulting in a gain of approximaté&.3 million. These gains are include«
other income.

During August 2001, the Company sold the majorftthe assets of one of the two businesses whiclpdsed the Electrical Contractor
segment for approximately $1.1 million in cash. ieh@as no gain or loss on the sale since the ceraidn was equal to the net book value
of the assets sold.

5. INVENTORIES:

The Company uses the LIFO method of inventory wtauagor approximately 80 percent of its inventsti®@emaining inventories are
accounted for using the FIFO method. The recortigheof FIFO inventory to LIFO basis is as follows:

DECEMBER 31,

2001 2 002
(IN THOUSANDS)
Finished goods $ 25454 $ 23,268
Work in process 921 720
Inventories at FIFO 26,375 23,988
Less--- LIFO allowance (3,453) (3,596)

Inventories $ 22922 % 20,392




6. PROPERTY AND EQUIPMENT:

Property and equipment are comprised of the fohowi

DECEMBER 31,

2001 2002
(IN THOUSANDS)
Land $ 1549 $ 1,549
Buildings and leasehold improvements 6,624 6,199
Furniture, fixtures and equipment 5,628 4,970
13,801 12,718
Less-- Accumulated depreciation and amortization (4,981) (4,684)

7. LONG-TERM DEBT:

Long-term debt consisted of the following:

Long-term debt--
Credit facility:
Working capital lines of credit ............
Term loan component ... .

Subordinated note payable ...............ccee.

Notes payable to finance companies, 7.74% to 10.14%
by warehouse equipment, furniture and fixt
monthly installments through September 200

Mortgage loans payable to insurance companies, 6.25
collateralized by real estate, payable in
through January 2013 .....................

Less-Current portion

DECEMBER 31

2002
)
17,374
4,519
, collateralized
ures, payable in
5 777 639
% to 8.93%,
monthly installments
........................... 119 2,579
30,137 25,111
........................... (7,273) (1,625)
$ 22864 $ 23,486

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.
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The Credit Facility provides for borrowings up to @ggregate of the lesser of (i) a percentageettiiateral value based on a formula set
forth therein or (ii) $35.0 million, and maturesfd, 2004. Interest accrues at prime plus 1/2%pproximately $30.5 million of the Credit
Facility, and prime plus 1 1/2% on the term portidrihe Credit Facility. The prime rate average@3%6, 6.91%, and 4.62% during 2000,
2001, and 2002, respectively, and at December@12,2vas 4.25%. The Credit Facility is secureddmgeivables, inventories, real estate and
machinery and equipment. The Credit Facility cargaiustomary affirmative and negative covenantseadisas financial covenants that are
measured monthly and require the Company to maitaiertain cash flow and other financial ratidse Tompany from time to time has not
been in compliance with certain covenants undeCtteelit Facility including the minimum earnings végment and the fixed charge
coverage ratio. At December 31, 2002, the Compaagyiw compliance with these covenants. In additiotie $1.2 million of cash at
December 31, 2002, the Company had $2.5 milliorlawa for borrowings under the Credit Facilityz¢cember 31, 2002. Although the
Company expects to be able to comply with the camés) including the financial covenants, of thedirEacility, there can be no assurance
that in the future it will be able to do so or tlitatlender will be willing to waive such non-corigrice or further amend such covenants.

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

200 P $1,625
2004 i e 21,015
2005, i e 135
2006..ciiiiciiiiiie e e 91
2007 i e 97
Thereafter....ccccoovvvviicieeee e 2,148
$ 25,111

On May 13, 2002, the Company finalized the settleoé the dispute regarding the adjustment of tinelpase price paid to the seller of a
MRO business acquired by the Company in 1997. Utideterms of the settlement agreement, the Compaialy$0.1 million to the seller,
the Company retained ownership of the inventoryuaed in 1997 remaining on hand, and the $2.0 amlBubordinated note payable by the
Company to the seller was cancelled. From SepteBlhe2000 through December 31, 2001, the balansistamding under the subordinated
note and a $5.8 million secured line of credit wiardefault and included in current maturitiesaid-term debt. Since March 31, 2002, the
balance outstanding under the $5.8 million seclinedof credit is included in long-term debt. Theddnce of the subordinated note, less the
$0.1 million settlement payment, was recorded adanfch 31, 2002, as a reduction of the cost ofrthientory acquired in 1997 remaining on
hand.

8. INCOME TAXES:

The provision (benefit) for income taxes consigtthe following:

YEARS ENDE D DECEMBER 31,
2000 2001 2002
Current -- (INTH OUSANDS)
Federal ........ccccoeenie $ 329 % (621) $ 168
State ..oovevvieeiiiene 620 60 50
949 (561) 218
Deferred - Federal ........... (2,622) 1,232 796
$(1,673) $ 671 $ 1,014
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The difference between income taxes computed detteral statutory income tax rate of 34% and tioeipion (benefit) for income taxes is
as follows:

YEARS ENDED DECEMBER 31,
2000 2001 2002
(IN THOUSANDS)
Income taxes computed at federal statutory rate ... ... $ (3,071) $ 544 $ 895
State income taxes, net of federal benefit ........ . L 410 40 33
Nondeductible goodwill amortization ................ L. 903 - -
Other i e 85 87 86
$ (1,673) $ 671 $ 1,014

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

DECEMBER 31,

2001 2002
(IN THOUSANDS)
Net current assets ......ccccevvveevveevcceeeeees $ 1,714 $ 899
Net noncurrent assets (liabilities) ................ .. (250) 508
NEt ASSEL c.voevvieiieeciie e $ 1,464 $ 1,407

Deferred tax liabilities and assets were compridetie following:

DECEMBER 31,

(IN THOUSANDS)
Deferred tax assets --

GOOAWIll ..vvveeiiieee e $ 132 $ 886
Allowance for doubtful accounts ................ 607 420
INVENLONIES ....cooeeeeeeieiicciiiiiieeees 709 188
Net operating loss carryforward (expires in 2021 102 170
ACCruals .....ooooviiiiiiiiieieeee e 287 208
Other 9 13
Total deferred tax assets .....ccccceeeeeee. L 1,846 1,885
Deferred tax liability --
Property and equipment ........ccccceevvceeeeees (382) (378)
[ 1 T - (100)
Net deferred tax asset .......ccceeveveevvvves .. $ 1464 $ 1,407

The Company believes it is more likely than not the net deferred income tax asset as of DeceBhe2002 in the amount of $1.4 million
will be realized based primarily on the assumptibfuture taxable income. The Company has certaite $ax net operating loss
carryforwards aggregating approximately $7.6 millisvhich expire in years 2003 through 2020. A vabraallowance has been recorded to
offset the deferred tax asset related to these &atet operating loss carryforwards.

9. SHAREHOLDERS' EQUITY:
SERIES A AND B PREFERRED STOCK
The holders of Series A preferred stock are edtitbeone-tenth of a vote per share on all mattersgmted to a vote
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of shareholders generally, voting as a class wighhiolders of common stock, and are not entitlezhodividends or distributions other than

in the event of a liquidation of the Company, iniethcase the holders of the Series A preferredkstoe entitled to a $100 liquidation
preference per share. Each share of the Series\&ible preferred stock is convertible into 2&iss of common stock and a monthly
dividend per share of $.50. The holders of theeSdBi convertible stock are also entitled to a Hifidation preference per share after
payment of the distributions to the holders of $egies A preferred stock and to one-tenth of a peteshare on all matters presented to a vote
of shareholders generally, voting as a class wighhiolders of the common stock.

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 gmindptions to purchase 500,000, 330,000 and 200s8@res of the Company's shares,
respectively. In accordance with these stock optians which were approved by the Company's shiteis) options are granted to key
personnel for the purchase of the Company's slammsces not less than the fair market value efshares on the dates of grant. Most op!
may be exercised not earlier than twelve monthdater than ten years from the date of grant. Astiguring 2000, 2001 and 2002 with
respect to the stock options follows:

Weighte d Weighted
Option Price Per Average Average
Shares Share Exercise P rice  Fair Value
Outstanding at December 31, 1999 1,501,088 $1.48 -- $12.00 $2.83
Granted at market price 253,057 $1.00 - $ 2.50 $1.59 $1.40
Canceled or expired (39,750) $2.50 -- $12.00 $9.59
Outstanding at December 31, 2000 1,714,395 $1.00 -- $12.00 $2.60
Granted at market price 75,000 $065 -- $ 1.23 $0.84 $0.70
Granted above market price 285,500 $1.00 -- $ 1.00 $1.00 $0.48
Canceled or expired (162,553) $1.00 - $12.00 $3.07
Outstanding at December 31, 2001 1,912,342 $0.65 -- $12.00 $2.26
Granted at market price 223,500 $092 -- $ 1.20 $0.98 $0.81
Canceled or expired (4,175) $12.00 -- $12.00 $12.00
Outstanding at December 31, 2002 2,131,667 $0.65 -- $12.00 $2.10
Exercisable at December 31, 2002 1,890,044 $0.65 -- $12.00 $2.22
OPTIONS OUTSTANDING OPTIONS EXERCISABLE
WEIGHTED AVERAGE WEIGHTED WEIGHTED
RANGE OF NUMBER REMAINING AVERAGE NUMBER AVERAGE
EXERCISE PRICES OUTSTANDING CONTRACTUAL LIFE EXERCISE PRICE EXERCISABLE EXERCISE PRI CE
$0.01 to $3.00 1,997,557 4.6 $151 1,755,934 $ 1.56
$3.01 to $6.00 12,000 6.4 4.44 12,000 4.44
$6.01 to $9.00 2,000 0.7 7.50 2,000 7.50
$9.01 to $12.00 120,110 1.8 11.58 120,110 11.58
2,131,667 4.4 2.10 1,890,044 2.22

The outstanding options at December 31, 2002, eXy@tween February 2003 and September 2012, aay@0adter termination of full-time
employment. The weighted average remaining contahdfe was 5.0 years, 4.8 years, and 4.4 yealbeaember 31, 2000, 2001 and 2002,
respectively.
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Earnings Per Share

Basic earnings per share is computed based on tedigiverage shares outstanding and excludes dils¢igurities. Diluted earnings per st
is computed including the impacts of all potenyialilutive securities. The following table setstfothe computation of basic and diluted
earnings per share before cumulative effect ofeangh in accounting principle for the years endedeldder 31, 2000, 2001, and 2002.

2000 2001 2002
Basic:
Basic weighted average shares outstanding ......... ... 4,071,685 4,071,685 4 ,071,685
(Loss) income before cumulative effect of a change in
accounting principle ......coocooveeeeeee. L $(7,358,0000 $ 929,000 $ 1 ,619,000
Convertible preferred stock dividend .............. . .. 90,000 90,000 90,000
Net (loss) income attributable to common
shareholders before cumulative effect of a
change in accounting principle ................ .. $(7,448,0000 $ 839,000 $ 1 ,529,000
Per share amount ........cccccoevvvveveeevveeeeees $ (183 % 021 $ 0.38
Diluted:
Basic weighted average shares outstanding ......... ... 4,071,685 4,071,685 4 ,071,685
Net effect of dilutive stock options--
based on the treasury stock method ........... . ... - 11,404 63,000
Assumed conversion of convertible
preferred StOCK .....oovvveveveeeeniiiiiceeeee L -- 420,000 420,000
TOtAl v 4,071,685 4,503,089 4 ,554,685
(Loss) income attributable common shareholders
before cumulative effect of a change in
accounting principle ......coocooveveeeee. L $(7,448,0000 $ 839,000 $1 ,529,000
Convertible preferred stock dividend .............. . .. -- 90,000 90,000
(Loss) income for diluted earnings per share
before cumulative effect of a change in
accounting principle .......coocoveeveeeee. L $(7,448,0000 $ 929,000 $ 1 ,619,000
Per share amount ........ccccoocvvviviencceeeees $ (183 $ 021 % 0.36

For 2000, stock options and the convertible stooklal be anti-dilutive and are excluded from the patation of diluted earnings per share.
STOCK-BASED COMPENSATION

The Company has elected to follow APB No. 25, aidted Interpretations in accounting for its emplgtock options because, as discussec
below, the alternative fair value accounting predidor under SFAS No. 148 requires the use of optaduation models that were not
developed for use in valuing employee stock optitimsler APB 25, no compensation expense is recedriizhe exercise price of the
Company's employee stock options equals the marla of the underlying stock on the date of grélt.compensation expense was
recognized under APB No.25 during the three yeaded December 31, 2002.

Pro forma information regarding net income and ie@sper share is required by SFAS No. 148 andbas determined as if the Company
had accounted for its stock options under theviaine method as provided therein. The fair valueawth option grant is estimated on the date
of grant using the Black-Scholes option-pricing mlodith the following weighted average assumptiosed for options issued in 2000, 2001
and 2002: risk-free interest rates of 6.4 percen2000, 5.0% for 2001, and 3.9% for 2002; expetited of five to ten years, assumed
volatility of 140% for 2000, 122% for 2001, and 8286 2002; and no expected dividends.
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For purposes of pro forma disclosures, the estidnfatie value of the options is amortized to expemser the options' vesting period. Set forth
below is a summary of the Company's net incomeeamdings per share as reported and pro formatlas fair value-based method of
accounting defined in SFAS No. 148 had been applied

2000 2001 2002
AS PRO AS PRO AS PRO
R EPORTED FORMA REPORTED FORMA REPORTED FORMA
Net (loss) income attributable to
common shareholders (in thousands) ....... $ (7,448) $ (7,809) $ 839 $ 730 $ (200) $ (365)
Basic (loss) earnings per common share ...... $ (183) $ (1.92) $ 021 $ 0.18 $ (0.05) $ (0.09)
Diluted (loss) earnings per common share .... $ (183) $ (1.92) $ 021 $ 0.18 $ (0.05) $ (0.09)

10. COMMITMENTS AND CONTINGENCIES:

The Company leases equipment, automobiles andediilities under various operating leases. Tharéuminimum rental commitments as
of December 31, 2002, for non-cancelable leaseasfellows (in thousands):

2003 .. 1,356
2004 ...ooveeeiieeene 1,214
2005 .., 920
2006 ...oveeeeiiiieees 578
2007 i 407
Thereafter ..........cccceveee 619
$5,094

Rental expense for operating leases was $2,550940817,145, and $1,438,478 for the years endeérleer 31, 2000, 2001, and 2002,
respectively.

From time to time the Company is party to varicegal proceedings arising in the ordinary coursésdfusiness. The Company believes that
the outcome of any of these proceedings will neeh@material adverse effect on its business, ilmhisondition or results of operations.

11. EMPLOYEE BENEFIT PLANS:

Prior to 2002 DXP provided an employee stock owmerplan (ESOP) to substantially all employees. Toenpany did not make any
contributions to the ESOP during the three yeadedmbecember 31, 2002. The ESOP distributed adtssd the ESOP, including 862,000
shares of the Company's common stock, to partitspduring 2002. The Company also offers a 401@&h phich is eligible to substantially
all employees. The Company matches employee cotitits at a rate of 50 percent up to 4 percenalafrg deferral. The Company
contributed $386,000, $365,000, and $338,000 tal@igk) plan in the years ended December 31, 22001,and 2002, respectively.

12. RELATED-PARTY TRANSACTIONS:

The chief executive officer (the "CEQ") of the Coamy has personally guaranteed up to $500,000 afkihgations of the Company under
Credit Facility. Additionally, certain shares hétdtrust for the CEO's children are pledged to sethie Credit Facility.

In previous years, the Board of Directors of therpany had approved the Company making advance®ans to the CEO. The total
outstanding balance of such loans and advancagling accrued interest was $763,897 at Decembe2®. During April 2001, the
Company's bank lender for the Credit Facility lch8d55,000 to the Company, which in turn was adedrio the CEO, who then retired his
personal loan with the lender. During 2001 the adea and loans were
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consolidated into three notes receivable, eachirgpanterest at 3.97 percent per annum and duerbleee30, 2010. Accrued interest is due
annually. The total balance of the notes was $1238lat December 31, 2001 and 2002. The notesaatially secured by 224,100 shares of
the Company's common stock, options to purchas@80Ghares of the Company's common stock aneséatie. This note receivable is
reflected as a reduction of shareholders' equity.

13. SEGMENT DATA:

The MRO segment is engaged in providing maintenanepair and operating products, equipment andjiated services, including
engineering expertise and logistics capabilitiesntlustrial customers. The Company provides a waage of MRO products in the fluid
handling equipment, bearing, power transmissioripegent, general mill, safety supply and electrimaducts categories. The Electrical
Contractor segment sells a broad range of eletpicalucts, such as wire conduit, wiring devicdsceical fittings and boxes, signaling
devices, heaters, tools, switch gear, lighting,dantape, lugs, wire nuts, batteries, fans andsfuseslectrical contractors. The Company
began offering electrical products to electricatttactors following its acquisition of the asset¢veo electrical supply businesses in 1998.
During August 2001, the Company sold the majorftthe assets of one of the two businesses whiclpdsed the Electrical Contractor
segment. Historically, the business which was saltbunted for approximately two thirds of the salethe Electrical Contractor segment.
All business segments operate primarily in the ethibtates.

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

Financial information relating the Company's segtsénas follows:

ELECTRICAL
MRO CONTRACTOR TOTAL
(IN THOUSANDS)
2000
Sales ..o $ 170,685 $ 11,957 $182,642
Operating 0SS .......cccvvvvnnes (2,725) (5,027) (7,752)
Identifiable assets ............... 62,144 4,995 67,139
Capital expenditures .............. 1,201 31 1,232
Depreciation & amortization ....... 1,771 174 1,945
Interest expense ...........c...... 3,581 166 3,747
2001
Sales ..o $ 166,216 $ 8,213  $174,429
Operating income (l0sS) ........... 4,364 (330) 4,034
Identifiable assets ............... 56,536 2,398 58,934
Capital expenditures .............. 691 - 691
Depreciation & amortization ....... 1,350 31 1,381
Interest expense ..........cc..... 2,329 151 2,480
2002
Sales ..o $ 145,295 $ 2,811  $148,106
Operating income (l0sS) ........... 4,151 (34) 4,117
Identifiable assets ............... 48,448 2,146 50,594
Capital expenditures .............. 379 - 379
Depreciation & amortization ....... 1,133 27 1,160
Interest Expense .........cccc.... 1,590 40 1,630

Operating income for 2000 for the MRO segment duedBlectrical Contractor segment include non-reagroperating charges of $6.3
million and $4.5 million, respectively.
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14. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Summarized quarterly financial information for §ears ended December 31, 2000, 2001 and 200Xdd@ss:

FIRST SECOND  THIRD FOUR TH
QUARTER QUARTER QUARTER QUART ER
(IN MILLIONS, EXCEPT PER SHARE DATA)

2000
SAlES i ... $451 $ 451 $ 460 $ 46 .5
Gross Profit .....eeeeeeeeeveeeeeeniiiiiiienes 10.9 11.3 11.6 11 7
Net income (I0SS) ....ccoovvveeeriiiiiieneaninien. 0.7 0.1 0.2 (8 4)
Earnings (loss) per share-diluted ................. 0.15 0.03 0.05 (2. 08)
2001
SAlES i . $ 469 $ 457 $ 432 $ 38 .6
Gross Profit ....cceeeeiiiiieeeinieee e, 11.6 11.6 10.9 9 7
Net income ........... 0.2 0.2 0.3 0 2
Earnings per share 0.04 0.05 0.06 0. 05
2002
SAlES i .. $376 $372 $384 $ 34 9
Gross Profit ....ceeeeeiviiieeeiniieeeeee. 9.6 9.6 9.8 9 .0
Income before cummulative effect of a

change in accounting principle ................ 0.4 0.4 0.4 0 4
Net (I0SS) INCOME .....ovvvviiiiiiiiiieeeeeeeee (1.4) 0.4 0.4 0 4
Earnings (loss) per share before cummulative effect

of a change in accounting principle-diluted .. 0.08 0.09 0.09 0. 10
(Loss) earnings per share-diluted ................. (0.34) 0.09 0.09 0. 10

The sum of the individual quarterly earnings pearstemounts may not agree with year-to-date easmprgshare as each quarter's
computation is based on the weighted average nuafltsdrares outstanding during the quarter, the htedjaverage stock price during the
quarter and the dilutive effects of the convertileferred stock in each quarter.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

Arthur Andersen LLP ("Andersen") served as indegena@uditors for the fiscal years ended Decembget 837 through 2001. In response to
Andersen's legal problems, on June 3, 2002 thetAalhmittee decided, with the approval of the Baafr®irectors, that effective June 6,
2002 DXP would no longer engage Andersen as inakperauditors and that as of June 6, 2002 Heinsoéiates LLP would be appointed
as independent auditors for the year ended Decegih&002.

The reports of Andersen on DXP consolidated finalratiatements for the past two years did not corgaiadverse opinion or disclaimer of
opinion, nor were they qualified or modified asuttcertainty, audit scope or accounting principles.

During DXP's two most recent fiscal years and tgtodune 6, 2002, there were no disagreements wittesen on any matter of accounting
principles or practices, financial statement disale, or auditing scope or procedure which, ifresblved to Andersen's satisfaction, would
have caused it to make reference thereto in coimmegith its report on DXP's consolidated finanatdtements for such years; and there
no reportable events as such term is used in &) (1) (v) of Regulation S-K.

DXP provided Andersen with a copy of the foregadigclosures. A letter from Andersen was include&dsibit 16 to Form 8-K, filed June
6, 2002, stating its agreement with such statements
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During DXP's two most recent fiscal years and tgtodune 6, 2002, DXP did not consult Hein + AsgesidLP with respect to the
application of accounting principles to a specifiehsaction, either completed or proposed, otytpe of audit opinion that might be rende
on the Company's consolidated financial statementany other matters or reportable events awsit ih Items 304 (a) (2) (i) and (ii) of
Regulation S-K.

PART IlI

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 2003 Annual Megtof Shareholders, which shall be filed with Securities and Exchange Commission
not later than 120 days after the end of the figeal to which this Annual Report on Form 10-K teta

ITEM 14 CONTROLS AND PROCEDURES

Based on their evaluations as of a date within®@&af the filing date of this report, the chiekeutive officer and chief financial officer of
the Company have concluded that the Company'sodisid controls and procedures (as defined in Riasl4 and 15d-14 under the
Securities Exchange Act of 1934 (the "Enchange Paité effective to ensure that information requitetbe disclosed by the Company in
reports that the Company files or submits undeiEkehange Act is recorded, processed, summarize:degnorted within the time periods
specified in the rules and forms of the Securiigshange Commission.

There have not been any significant changes ilCtdrapany's internal controls or in other factors dwauld significantly affect these controls
subsequent to the date of the evaluation desciibéek preceding paragraph.

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(a2) DOCUMENTS INCLUDED IN THIS REPORT:

1. Financial Statements (included under Iltem 8):

PAGE
DXP ENTERPRISES, INC. AND SUBSIDIARIES:
Independent AUItOr'S REPOMS. ...cccvvcvveccices e ——————————— 15
Consolidated Financial Statements
Consolidated Balance Sheets.......ccccceeee. e ——————— . 17
Consolidated Statements of Operations........ . ——————— 18
Consolidated Statements of Shareholders' EQUi = Y, 19
Consolidated Statements of Cash FIOWS........ e, 20
Notes to Consolidated Financial Statements...  ———— 21

2. Financial Statement Schedules:
Schedule Il - Valuation and Qualifying Accounts.

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

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

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

The Company undertakes to furnish to any stocklaldegequesting a copy of any of the following didsi upon payment to the Company of
the reasonable costs incurred by the Company mdfing any such exhibit.

INDEPENDENT AUDITOR'S REPORT
ON FINANCIAL STATEMENT SCHEDULE

To the Board of Directors and Shareholders DXP ipnies, Inc.
Houston, Texas

We have audited, in accordance with auditing stadsdgenerally accepted in the United States of Asagthe consolidated financial
statements of DXP Enterprises, Inc. and Subsidianieluded in this Form 1B-and have issued our report thereon dated MarcR0@3. Ou
audits were made for the purpose of forming aniopion the basic financial statements taken as@eavfhe financial statement schedule
listed in Item 15 herein ( Schedule II-Valuatiordgualifying Accounts) is the responsibility of tB®@mpany's management and is presented
for the purpose of complying with the Securitiesl &#ixchange Commission's rules and is not parteb#sic financial statements. The
financial statement schedule has been subjectr tauditing procedures applied in the audits eftiasic financial statements and, in our
opinion, is fairly stated in all material respewafish the financial data required to be set fortér#in in relation to the basic financial statem:
taken as a whole.

/sl HEI'N + ASSOCI ATES LLP
HEI' N + ASSOCI ATES LLP

Houst on, Texas
March 14, 2003

S CHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
DXP ENTERPRISES, INC.
December 31, 2002
(in thousands)

Balance at Charged to Charged to Ba lance
Beginni ng Costand Other A tEnd

Description of Yea r Expenses Accounts Deductions (1) of Year

Year Ended December 31, 2002
Deducted from assets accounts:
Allowance for doubtful accounts: $ 1, 784 $ 276 $ - $ 825 $ 1,235

Year Ended December 31, 2001
Deducted from assets accounts:
Allowance for doubtful accounts: $ 1, 888 $ 131 $ - $ 235 $ 1,784
Year Ended December 31, 2000

Deducted from assets accounts:
Allowance for doubtful accounts: $ 1, 535 $ 734 $ - $ 381 $ 1,888

(1) Uncollectible accounts written off, net of reeoies
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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, thereduatyp authorized.

DXP ENTERPRISES, INC.
(Registrant)

By: /s/ DAVID R LITTLE

David R Little
Chai rman of the Board,
Presi dent and Chi ef Executive O ficer

Dated: March 24, 2003

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 Chairma n of the Board, President, Mar ch 24, 2003
Chief E xecutive Officer and Director
David R. Little (Princi pal Executive Officer)
/sl MAC McCONNELL Senior Vice-President/Finance Mar ch 24, 2003
and Chi ef Financial Officer
Mac McConnell (Princi pal Financial and Accounting
Office r)
/sl CLETUS DAVIS Direct or Mar ch 24, 2003
Cletus Davis
/sl TIMOTHY P. HALTER Direct or Mar ch 24, 2003
Timothy P. Halter
/sl KENNETH H. MILLER Direct or Mar ch 24, 2003

Kenneth H. Miller
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CERTIFICATIONS
I, David R. Little, the Chief Executive Officer &XP Enterprises, Inc., certify that:
1. | have reviewed this annual report on Form 16tiOXP Enterprises, Inc.;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dactmit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememd,other financial information included in thisnaial report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this annual report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this annual report is being prepared;

b) evaluated the effectiveness of the registraig&dosure controls and procedures as of a datenn®0 days prior to the filing date this
annual report (the "Evaluation Date"); and

c) presented in this annual report our conclusadut the effectiveness of the disclosure containtsprocedures based on our evaluation as
of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aspas performing the equivalent function):

a. all significant deficiencies in the design oemtion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data awnd tantified for the registrant's auditors any enat weaknesses in internal controls; and

b. any fraud, whether or not material, that invelmeanagement or other employees who have a sigmifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthve indicated in this annual report whether drthere were significant changes in internal

controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

March 24, 2003

/sl David R Little
David R Little
Chi ef Executive Oficer
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I, Mac McConnell, the Chief Financial Officer of [PXEnterprises, Inc., certify that:
1. I have reviewed this annual report on Form 16fQXP Enterprises, Inc.;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dacimit to state a material fact necessary
to make the statement made, in light of the cirdamses under which such statements were made,isieaaing with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememid,other financial information included in thisnaal report, fairly presents in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this an
report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a. designed such disclosure controls and procedoigssure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inigh this annual report is being prepared;

b. evaluated the effectiveness of the registraig&osure controls and procedures as of a datena®0 days prior to the filing date this anr
report (the "Evaluation Date"); and

c. presented in this annual report our conclusatit the effectiveness of the disclosure conantsprocedures based on our evaluation as
of the Evaluation Date;

5. The registrant's other certifying officers artthive disclosed, based on our most recent evahjatighe registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent function):

a. all significant deficiencies in the design oergiion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any enal weaknesses in internal controls; and

b. any fraud, whether or not material, that invelmeanagement or other employees who have a sigmifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthive indicated in this annual report whether drthere were significant changes in internal
controls or in other factors that could signifidgrsffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

March 24, 2003

/'s/ Mac McConnel |
Mac McConnel |
Chief Financial Oficer
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EXHIBIT INDEX

EXHIBIT
NUMBER DESCRIPTION
3.1 - Restated Articles of Incorporation,

3.2

4.1

4.2

4.3

+10.1

+10.2

+10.3

+10.4

+10.5

+10.6

+10.7

+10.8

reference to Exhibit 4.1 to the Regi
Statement On Form S-8 (Reg. No. 333-
Commission on August 20, 1998).

- Bylaws (incorporated by reference Ex

Registration Statement on Form S-4 (
with the Commission on August 12, 19

-- Form of Common Stock certificate (in

Exhibit 4.3 to the Registrant's Regi
S-8 (Reg. No. 333-61953), filed with
1998).

--  See Exhibit 3.1 for provisions of th

of Incorporation, as amended, defini
of Common Stock.

--  See Exhibit 3.2 for provisions of th

the rights of holders of Common Stoc

-~ DXP Enterprises, Inc. 1999 Employee
(incorporated by reference to Exhibi
Quarterly Report on Form 10-Q for th
30, 1999).

--  DXP Enterprises, Inc. 1999 Non-Emplo
Plan (incorporated by reference to E
Registrant's Quarterly Report on For
period ended June 30, 1999).

-- DXP Enterprises, Inc. Long Term Ince
(incorporated by reference to Exhibi
Registration Statement on Form S-8 (
with the Commission on August 20, 19

-~ Stock Option Agreement dated effecti
SEPCO Industries, Inc. and Kenneth H
reference to the Registrant's Regist
(Reg. No. 333-10021), filed with the
1996).

--  Stock Option Agreement dated effecti
SEPCO Industries, Inc. and Tommy Orr
to the Registrant's Registration Sta
333-10021), filed with the Commissio

--  Stock Option Agreement dated effecti
SEPCO Industries, Inc. and Cletus Da
reference to the Registrant's Regist
(Reg. No. 333-10021), filed with the
1996).

-~ Amended and Restated Stock Option Ag

March 31, 1996, between SEPCO Indust
Little (incorporated by reference to
Registration Statement on Form S-4 (
with the Commission on August 12, 19

--  Employment Agreement dated effective
SEPCO Industries, Inc. and David R.
reference to Exhibit No. 10.8 to the
Statement on Form S-1 (Reg. No. 333-
Commission on May 22, 1998).
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96).
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EXHIBIT
NUMBER

10.10

10.11

10.12

10.13

10.14

10.15

+10.16

DESCRIPTION
-- Second Amended and Restated Loan and
effective as of April 1, 1994, by an
Credit, Inc. and SEPCO Industries, |
Amendment to Second Amended and Rest
Agreement and Secured Promissory Not
between SEPCO Industries, Inc. and S
successor-in-interest by assignment
Inc., as amended by Second Amendment
Restated Loan and Security Agreement
between SEPCO Industries, Inc. and F
formerly known as Shawmut Capital Co
Third Amendment to Second Amended an
Agreement dated September 9, 1996, b
Industries, Inc. and Bayou Pumps, In
Corporation, as amended by Fourth Am
Restated Loan and Security Agreement
and between SEPCO Industries, Inc. A
Capital Corporation and as amended b
November 4, 1996, from Fleet Capital
Industries, Inc., Bayou Pumps, Inc.
(incorporated by reference to Amendm
Registration Statement on Form S-4 (
with the Commission on November 6, 1

-- Fifth Amendment to Second Amended an
Agreement dated June 2, 1997, by and

Inc., Bayou Pumps, Inc., American MR
Corporation (incorporated by referen
Amendment No. 1 to the Registrant's

on Form 10-Q/A for the Quarterly per

filed with Commission on November 17

-- Sixth Amendment to Second Amended an
Agreement and Amendment to Other Agr

by And among Sepco Industries, Inc.,
American MRO, Inc. and Fleet Capital
reference to Exhibit 10.1 to the Reg

Form 10-Q, filed with the Commission

-- Seventh Amendment to Second Amended
Security Agreement dated June 30, 19
Industries, Inc., Bayou Pumps, Inc.,

Capital Corporation (incorporated by

the Registrant's Quarterly Report on

period ended June 30, 1997, filed wi

10, 1998).

-- Eighth Amendment to Second Amended a
Agreement dated October 20, 1998, by

Inc., Bayou Pumps, Inc., American MR
Corporation (incorporated by referen
Registrant's Quarterly Report on For

period ended September 30, 1997, fil
November 13, 1998).

-- Promissory Note dated December 31, 1
principal amount of $149,910.00, mad
payable to SEPCO Industries, Inc. (i

the Registrant's Registration Statem
333-10021), filed with the Commissio

-- Promissory Note dated December 31, 1
principal amount of $58,737.00, made
payable to SEPCO Industries, Inc. (i

the Registrant's Registration Statem
333-10021), filed with the Commissio

-- SEPCO Industries, Inc. Employee Stoc
(incorporated by reference to Amendm
Registration Statement on Form S-4 (
with the Commission on August 13, 19
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EXHIBIT

NUMBER DESCRIPTION

10.17  -- Amendment No. Two to SEPCO Industrie
Ownership Plan (incorporated by refe
Registrant's Annual Report on Form 1
Commission on February 26, 1998).

10.18 -- Amendment No. Three to SEPCO Industr
Ownership Plan (incorporated by refe
Registrant's Annual Report on Form 1
Commission on February 26, 1998).

10.19  -- August 1999 Amendment to Loan and Se
13, 1999, by and among DXP Acquisiti
Acquisition, Inc. and Fleet Capital
reference to Exhibit 10.3 to the Reg
Form 10-Q for the quarterly period e

10.20  -- August 1999 Amendment to Second Amen
Security Agreement and Modification
August 13, 1999, by and among SEPCO
Pumps, Inc., American MRO, Inc. and
(incorporated by reference to Exhibi
Quarterly Report on Form 10-Q for th
30, 1999).

10.21  -- August 1999 Amendment to Loan and Se
13, 1999, by and among Pelican State
Fleet Capital Corporation. (incorpor
10.5 to the Registrant's Quarterly R
quarterly period ended June 30, 1999

10.22 - May 1999 Amendment to Second Amended
Security Agreement and Modification
13, 1999, by and among SEPCO Industr
American MRO, Inc. and Fleet Capital
by reference to Exhibit 10.4 to the
on Form 10-Q for the quarterly perio

10.23  -- May 1999 Amendment to Loan and Secur
1999, by and among Pelican State Sup
Capital Corporation. (incorporated b
to the Registrant's Quarterly Report
quarterly period ended March 31, 199

10.24  -- May 1999 Amendment to Loan and Secur
1999, by and among DXP Acquisition,
Acquisition, Inc. and Fleet Capital
reference to Exhibit 10.6 to the Reg
Form 10-Q for the quarterly period e

10.25  -- Waiver and Amendment dated March 30,
Industries, Inc., Bayou Pumps, Inc.,
Capital Corporation. (incorporated b
to the Registrant's Quarterly Report
quarterly period ended March 31, 199

10.26 - Waiver and Amendment dated March 30,
Supply Company, Inc. and Fleet Capit
by reference to Exhibit 10.2 to the
on Form 10-Q for the quarterly perio

10.27  -- Waiver and Amendment dated March 30,
Acquisition, Inc., d/b/a Strategic A
Capital Corporation. (incorporated b
to the Registrant's Quarterly Report
quarterly period ended March 31, 199
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EXHIBIT

NUMBER DESCRIPTION

10.28 -- Loan and Security Agreement dated Ju
Fleet Capital Corporation and DXP Ac
Strategic Acquisition, Inc. (incorpo
10.2 to Amendment No. 1 to the Regis
Form 10-Q on Form 10-Q/A for the qua
1997, filed with the Commission on N

10.29 -- Amendment to Loan and Security Agree
and between DXP Acquisition, Inc., d
Inc. and Fleet Capital Corporation (
Exhibit 10.3 to the Registrant's Qua
filed with the Commission on May 14,

10.30 -- Second Amendment to Loan and Securit
1998, by and between DXP Acquisition
Corporation (incorporated by referen
Registrant's Quarterly Report on For
period ended September 30, 1998, fil
November 13, 1998).

10.31  -- Continuing Guaranty Agreement dated
State Supply Company, Inc., guaranty
Acquisition, Inc. d/b/a Strategic Ac
Capital Corporation (incorporated by
Amendment No. 1 to the Registrant's
on Form 10-Q/A for the quarterly per
filed with the Commission on Novembe

10.32  -- Continuing Guaranty Agreement dated
Enterprises, Inc., guarantying the i
Acquisition, Inc. d/b/a Strategic Ac
Capital Corporation (incorporated by
Amendment No. 1 to the Registrant's
on Form 10-Q/A for the quarterly per
filed with the Commission on Novembe

10.33  -- Continuing Guaranty Agreement dated
Industries, Inc., guarantying the in
Acquisition, Inc. d/b/a Strategic Ac
Capital Corporation (incorporated by
Amendment No. 1 to the Registrant's
on Form 10-Q/A for the quarterly per
filed with the Commission on Novembe

10.34  -- Continuing Guaranty Agreement dated
MRO, Inc., guarantying the indebtedn
d/b/a Strategic Acquisition, Inc. to
(incorporated by reference to Exhibi
the Registrant's Quarterly Report on
the quarterly period ended June 30,
Commission on November 17, 1997).

10.35 -- Continuing Guaranty Agreement dated
Pumps, Inc., guarantying the indebte
Inc. d/b/a Strategic Acquisition, In
Corporation (incorporated by referen
Amendment No. 1 to the Registrant's
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the indebtedness of Sepco Industries
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Amendment No. 1 to the Registrant's
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the indebtedness of American MRO, In
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Amendment No. 1 to the
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on November 17, 1997).

10.38  -- Continuing Guaranty Agreement dated
Acquisition, Inc. d/b/a Strategic Ac
the indebtedness of Bayou Pumps, Inc
Corporation (incorporated by referen
Amendment No. 1 to the Registrant's
on Form 10-Q/A for the quarterly per
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10.39  -- Continuing Guaranty Agreement dated
Acquisition, Inc. d/b/a Strategic Ac
the indebtedness of Pelican State Su
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10.40  -- Loan and Security Agreement dated Ma
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the Registrant's Quarterly Report on
the quarterly period ended June 30,
Commission on November 17, 1997).
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period ended June 30, 1997, filed wi
17, 1997).

10.46  -- Continuing Guaranty Agreement dated
State Supply Company, Inc., guaranty
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reference to Exhibit 10.17 to Amendm
Quarterly Report on Form 10-Q on For
period ended June 30, 1997, filed wi
17, 1997).
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10.47  -- Continuing Guaranty Agreement dated
State Supply Company, Inc., guaranty
American MRO, Inc. to Fleet Capital
reference to Exhibit 10.18 to Amendm
Quarterly Report on Form 10-Q on For
period ended June 30, 1997, filed wi
17, 1997).

10.48  -- Continuing Guaranty Agreement dated
State Supply Company, Inc., guaranty
Pumps, Inc. to Fleet Capital Corpora
reference to Exhibit 10.19 to Amendm
Quarterly Report on Form 10-Q on For
period ended June 30, 1997, filed wi
17, 1997).

10.49  -- Secured Promissory Note dated April
Industries, Inc., Bayou Pumps, Inc.
Fleet Capital Corporation (incorpora
10.4 to the Registrant's Quarterly R
quarterly period ended March 31, 199
on May 14, 1998).

211 -- Subsidiaries of the Company (incorpo
21.1 to the Registrant's Annual Repo
the Commission on March 31, 1999.

*23.1 -- Consent from Hein + Associates LLP.
*99.1 -- Certifications Pursuant to Section 9
of 2002.

Exhibits designated by the symbol * are filed wtitils Annual Report on Form 10-K. All exhibits nat designated are incorporated by

reference to a prior filing as indicated.

+ Indicates a management contract or compensaléonagp arrangement.
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EXHIBIT 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation by reference of our repatied March 14, 2003 included in this
registration statement, into the Company's preWdiiled registration statements on Form S-8 (Nie 333-61953, 333-92875, 333-92877
and 333-93681).

/sl HEI'N + ASSOCI ATES LLP

Houst on, Texas
March 24, 2003



Exhibit 99.1
CERTIFICATIONS PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of DXP Entésps , Inc. (the "Company") on Form 10-K for theipe ending December 31, 2002 as
filed with the Securities and Exchange Commissioithe date hereof (the "Report"), I, David R. lgttChief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 3% adopted pursuant to Section 906 of the Sask@nley Act of 2002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExgjeAct of 1934; and

(2) The information contained in the Report faphgsents, in all material respects the financiabdition and results of operations of the
Company

/s/David R Little

David R Little

Chai rman of the Board, President and
Chi ef Executive Oficer

March 24, 2003

In connection with the Annual Report of DXP Entésps, Inc. (the "Company") on Form 10-K for theipgrending December 31, 2002 as
filed with the Securities and Exchange Commissiothe date hereof (the "Report"), I, Mac McConn€hjef Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 2% adopted pursuant to Section 906 of the Sask@mnley Act of 2002, that:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities ExgwAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of the
Company.

/sl Mac McConnel |

Mac McConnel |

Seni or Vice President and
Chi ef Financial Oficer
March 24, 2003



