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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains statem#émds constitute "forwardboking statements” within the meaning of the Piev@ecuritie
Litigation Reform Act of 1995. These statementsespdn a number of places, including Item 1. "Bes®" Item 3. "Legal Proceedings" .
Item 7. "Management's Discussion and Analysis ndR¢ial Condition and Results of Operations." Ssteltlements can be identified by the
of forwarddooking terminology such as "believes", "expectshay”, "estimates”, "will", "should", "plans" or tdicipates" or the negati
thereof or other variations thereon or comparabtminology, or by discussions of strategy. You eaationed that any such forwalabking
statements are not guarantees of future performandenvolve significant risks and uncertaintiesd ahat actual results may vary materi
from those discussed in the forwdobking statements as a result of various factbhese factors include the effectiveness of managés
strategies and decisions, general economic andcdassiconditions, developments in technology, newnodified statutory or regulatc
requirements and changing prices and market comditiThis report identifies other factors that doeduse such differences. We cannot a
you that these are all of the factors that couldseaactual results to vary materially from the far-looking statements. We assume
obligation and do not intend to update these fotwaoking statements.

PART |

This Annual Report on Form 10-K contains, in aduditito historical information, forwardboking statements that involve risks
uncertainties. DXP Enterprises, Inc.'s actual réswaould differ materially from those discussedhia forwardiooking statements. Factors tl
could cause or contribute to such differences idelubut are not limited to, those discussed in liBess", "BusinesRisk Factors'
"Management's Discussion and Analysis of FinanCiahdition and Results of Operations" and elsewliretais Annual Report on Form 1K-
Unless the context otherwise requires, referengekis Annual Report on Form 10+o the "Company" or "DXP" shall mean DXP Entegas
Inc., a Texas corporation, together with the Compmsubsidiaries

ITEM 1. Business

DXP Enterprises, Inc. ("DXP" or the "Company"), ex@s corporation, was incorporated in 1996, toheesticcessor to a company founde
1908. Since our predecessor company was foundedhawe primarily been engaged in the business dfilising maintenance, repair ¢
operating ("MRO") products, equipment and servioeirtdustrial customers. We are organized into tegnsents: MRO and Electric
Contractor. Sales and operating income for 200022hd 2003, and identifiable assets at the clbsaeah years for our business segment
presented in Note 11 of the Notes to the Consdaii&inancial Statements.

MRO Segment

The MRO segment provides MRO products, equipmedtiategrated services, including engineering exgerand logistics capabilities,
industrial customers. We provide a wide range ofMBroducts in the fluid handling equipment, bearipgwer transmission equipme
general mill, safety supply and electrical produzsegories. We offer our customers a single soofdategrated services and supply or
efficient and competitive basis by being a fiist- distributor who can purchase products direftbm the manufacturer. We also pron
integrated services such as system design, falomcanstallation, repair and maintenance for austomers. We offer a wide range of indus
MRO products, equipment and services through a @Emgontinuum of customized and efficient MRO $iolus, ranging from tradition
distribution to fully integrated supply contractéie integrated solution is tailored to satisfy oustomers' unique needs.

The industrial distribution market is highly fragmed. Based on 2002 sales as reported by industyces, we were the 32nd larg
distributor of MRO products in the United Statesostlindustrial customers currently purchase thedustrial supplies through numerous I
distribution and supply companies. These distritigenerally provide the customer with repair aralmenance services, technical sup
and application expertise with respect to one ptodategory. Products typically are purchased leydistributor for resale directly from 1
manufacturer and warehoused at branch distribuaailities of the distributor until sold to the ¢omer. The customer also typically v
purchase an amount of product inventory for itsrieem anticipated needs and store those prodtéts adustrial site until the products
used.

We believe that the current distribution systemifamtustrial products in the United States createdficiencies at both the customer and
distributor level through excess inventory requiests and duplicative cost structures. To competeeratfectively, our customers and of
users of MRO products are seeking ways to enhafficeeacies and lower MRO product and procuremensts. In response to this custo
desire, three primary trends have emerged in tthesinial supply industry:

e Industry Consolidationindustrial customers have reduced the number gflmrpelationships they maintain to lower totafghasing
costs, improve inventory management, assure censligthigh levels of customer service and enhaneehasing power. This focus



fewer suppliers has led to consolidation within fifagymented industrial distribution industry.

o Customized Integrated Servides industrial customers focus on their core martuféig or other production competencies, they
increasingly are demanding customized integratemises, ranging from value-added traditional disttion to integrated
supply and system design, fabrication, installatiod repair and maintenance services.

o Single Source, First-Tier Distributior\s industrial customers continue to address casaioment, there is a trend toward
reducing the number of suppliers and eliminatindtiple tiers of distribution. Therefore, to loweverall costs to the MRO
customer, some MRO distributors are expanding {h@iduct coverage to eliminate second-tier distdtaiand the difficulties
associated with alliances.

We currently serve as a firSer distributor of more than 40,000 stock keepimits ("SKUs") for use primarily by customers engddn the
general manufacturing, oil and gas, petrochemisatyice and repair and wood products industriebeOindustries served by our Mi
segment include mining, construction, chemical, itipal, food and beverage and pulp and paper. OROMroducts include a wide range
products in the fluid handling equipment, bearipgwer transmission equipment, general mill, safetyducts and electrical products. !
products are distributed from 34 sales offices taaldistribution centers strategically located tighout the United States and sold throug|
sales efforts of employees who generally are cosgted on a commission basis.

Our fluid handling equipment line includes a fuld of :
o centrifugal pumps for transfer and process serpications, such as petrochemicals, refining@ode oil production;
o rotary gear pumps for low- to medium-pressure serapplications, such as pumping lubricating aild ather viscous liquids;
o plunger and piston pumps for high-pressure seyi®ications such as salt water injection and cailpipeline service; and
o air-operated diaphragm pumps.

We also provide various pump accessories. Our mggmnoducts include several types of mounted andaumted bearings for a variety
applications. The hose products we distribute ihela large selection of industrial fittings andird&ss steel hoses, hydraulic hoses, T¢
hoses and expansion joints, as well as hoses femiclal, petroleum, air and water applications. i&rithute seal products for downhc
wellhead, valve and completion equipment to oiffiservice companies. The power transmission preduetdistribute include speed reduc
flexible-coupling drives, chain drives, sprockets, gearayegors, clutches, brakes and hoses. We offer adbrange of general mill suppli
such as abrasives, tapes and adhesive productsygsoand lubricants, cutting tools, fasteners,chmols, janitorial products, pneumatic tc
and welding equipment. Our safety products inclege and face protection products, first aid proslugtotection products, hazardous mat
handling products, instrumentation and respirafotection products. We distribute a broad rangeleétrical products, such as wire conc
wiring devices, electrical fittings and boxes, siling devices, heaters, tools, switch gear, lightlamps, tape, lugs, wire nuts, batteries,
and fuses.

In addition to distributing products, we providenmping and power transmission system design andcttiom services through our enginee
personnel and fabrication facilities. We also pdeviraining services with respect to the instalathnd basic applications of our product
well as around-the-clock field repair services.

SmartSourceM | our integrated supply program, allows a custotoechoose from a complete continuum of supply eiaanging fror
traditional distribution to integrated supply. Tipiogram allows a customer to outsource supply rpanshasing, supply room accounting,
supply room management to DXP.

Our branch and operations managers support the ettats through direct customer contact and marthg efforts of the outside and dil
sales representatives. We have structured compemgatprovide incentives to our sales represergatio increase sales through the us
commissions. Our outside sales representatives fogbuilding longerm relationships with customers and, throughrtpeduct and indust
expertise, providing customers with product appicza engineering and after-tleade services. The direct sales representativegsosufhe
outside sales representatives and are responsiblentering product orders and providing technsgpport with respect to our produ
Because we offer a broad range of products, owideiand direct sales representatives are ablgetoheir existing customer relationships
respect to one product line to crasal our other product lines. In addition, geogtiagdbcations in which certain products are sold adse
being utilized to sell products not historicalldat such locations. As we expand our productsliard geographical presence through h
experienced sales representatives, we assesspbeunties and appropriate timing of introducingséing products to new customers and
products to existing customers. Prior to implenmensuch crosselling efforts, we provide the appropriate satagiing and product expert
to our sales force.

Unlike many of our competitors, we market our praguprimarily as a firstier distributor, generally procuring products ditg from the
manufacturers, rather than from other distributé&is a firsttier distributor, we are able to reduce our cust@msts and improve efficienc
in the supply chain.

We believe we have increased our competitive adggnthrough our traditional and integrated suppbgmms, which are designed to add



the customer's specific product and procuremerdsié&'e offer our customers various options forititegration of their supply needs, ranc
from serving as a single source of supply for apecific lines of products and product categotesffering a fully integrated supply packi
in which we assume the procurement and managernantidns, including ownership of inventory, at thestomer's location. Our unic
approach to integrated supply allows us to desigrogram that best fits the needs of the custoRmrthose customers purchasing a numb
products in large quantities, the customer is &bleutsource all or most of those needs to uschstomers with smaller supply needs, we
able to combine our traditional distribution capitibis with our broad product categories and adednardering systems to allow the custac
to engage in one-stop shopping without the commitmequired under an integrated supply contract.

We acquire our products through numerous origig@aliggment manufacturers. We are authorized to Histei the manufacturers' product:
specific geographic areas. All of our distribut@amthorizations are subject to cancellation by tleeufiacturer upon ongear notice or less. I
one manufacturer provides products that accountl@8% or more of our revenues. We believe that m@étttre sources of supply could
obtained in a timely manner if any distribution lawization were canceled. Accordingly, we do ndidwe that the loss of any one distribut
authorization would have a material adverse efd@cour business, financial condition or result®pérations. Representative manufacture
our products include Gould's, G&L, Viking, WildeNational Oilwell, SKF, Torrington/Fafnir, Timken, ™, Dodge/Reliance, Falk, Gat
Martin Sprocket, T. B. Woods, Emerson, Rexnord,dBelElectric, Union Butterfield, 3M, Fag Bearingycb, BACOU/DALLOZ, Nortot
Abrasives, and LaCross Rainfair Safety Products.

At December 31, 2003, the MRO Segment had 442ifo-employees.
Electrical Contractor Segment

The Electrical Contractor segment was formed in81®&8h the acquisition of substantially all of thesets of two electrical supply busines
During August 2001, we sold the majority of theeas®f one of the two businesses comprising thetidal Contractor segment. The Electr
Contractor segment sells a broad range of elettpiaducts, such as wire conduit, wiring devicdgceical fittings and boxes, signali
devices, heaters, tools, switch gear, lighting,dantape, lugs, wire nuts, batteries, fans andsfuseelectrical contractors. The segment ha:
owned warehouse/sales facility in Memphis, Tennesse

We acquire our products through numerous origig@aliggment manufacturers. We are authorized to Histei the manufacturers' product:
specific geographic areas. All of our distributimmthorizations are subject to cancellation by tl@ufacturer upon ongear notice or less. I
one manufacturer provides products that accountl@8 or more of our revenues. We believe that radtitre sources of supply could
obtained in a timely manner if any distribution fawization were canceled. Accordingly, we do ndidwe that the loss of any one distribut
authorization would have a material adverse eftectour business, financial condition or resultsopérations. Significant vendors inclt
CutlerHammer, Cooper, Killark, 3M, General Electric antlie®l. To meet prompt delivery demands of its costos, this segment mainta
large inventories. The majority of sales are onnogecount.

At December 31, 2003, the Electrical Contractomsexgt had 11 full-time employees.
Management Information Systems

During 2002, we completed the installation of a ocwon operating and financial system that is usedalbyf our locations. We use tl
computer system to benefit customers and to impoaweproductivity and efficiency. In addition tathitional functions of inventory contr
order processing, purchasing, accounts receivabt®unts payable and general ledger, our compygézra has the flexibility to integrate w
the customer's maintenance, accounting and manageystems. Our system allows for réiate reporting of industrial products used by w
order, department and individual, as well as or-ftock inquiry and ordestatus reports. Our system supports advanced funsctsuch as ELC
customized billing, end user reporting, facsiminsmission, bar coding and preventative maintemanc

Competition

Our business is highly competitive. In the MRO seginve compete with a variety of industrial supgistributors, many of which may he
greater financial and other resources than we dmyMf our competitors are small enterprises gelincustomers in a limited geographic &
We also compete with larger distributors that pdevintegrated supply programs and outsourcing @esvéimilar to those offered through
SmartSource program, some of which might be abkupply their products in a more efficient and esfé¢ctive manner than we can prov
We also compete with direct mail distributors, lngarehouse stores and, to a lesser extent, mamgiesc While many of our competit
offer traditional distribution of some of the pradgroupings that we offer, we are not aware of m@jor competitor that offers on a ndirec
mail basis a product grouping as broad as ourioffeFurther, while certain direectail distributors provide product offerings as ki@ our:
these competitors do not offer the product appbcatengineering and after-tlsale services that we provide. In the Electricaht@arto
segment we compete against a variety of supplieeteotrical products, many of which may have geeéinancial and other resources thar
do.

Insurance

We maintain liability and other insurance that walidwve to be customary and generally consistent witlustry practice. There can be
assurance that such insurance will be adequat@datisks involved, that coverage limits will na bxceeded or that such insurance will a
to all liabilities. The occurrence of an advers@iralin excess of the coverage limits that we maintauld have a material adverse effect or
financial condition and results of operations. Pnemiums for insurance have increased significamilyr the past three years. This trend ¢



continue. Additionally, we are partially setfsured for our group health plan. The cost ofmakafor the group health plan has increased ow
past three years. This trend is expected to coatinu

Government Regulation and Environmental Matters

We are subject to various laws and regulationgingldo our business and operations, and varioafithand safety regulations as establishe
the Occupational Safety and Health Administration.

Certain of our operations are subject to fedettaltesand local laws and regulations controlling discharge of materials into or otherw
relating to the protection of the environment. Alligh we believe that we have adequate proceduresnply with applicable discharge ¢
other environmental laws, the risks of accidentadtamination or injury from the discharge of coli&éd or hazardous materials and chem
cannot be eliminated completely. In the event ahsan accident, we could be held liable for any a@ges that result, and any such liab
could have a material adverse effect on us. Waareurrently aware of any situation or conditibattwe believe is likely to have a mate
adverse effect on our results of operations omféfedl condition.

Employees

At December 31, 2003, we had 453 full-time empleyé&®e believe that our relationship with our empley is good.
Risk Factors

Ability to Comply with Financial Covenants of CreHacility

Our loan agreement with our bank lender (the "Gredcility") requires that we comply with certaipegified covenants, restrictions, finan
ratios and other financial and operating tests. &ility to comply with any of the foregoing restions will depend on our future performar
which will be subject to prevailing economic coimlits and other factors, including factors beyondamntrol. A failure to comply with any
these obligations could result in an event of défander the Credit Facility, which could permitcateration of our indebtedness under
Credit Facility. Although we expect to be able tomply with the covenants, including the financialenants, of the Credit Facility, there
be no assurance that in the future we will be &bldo so or that our lender will be willing to waiguch norcompliance or further amend si
covenants.

Risks Related to Internal Growth Strate

Our future results will depend in part on our sscen implementing our internal growth strategy,ickhincludes expanding our exist
geographic areas and adding new customers. Odutyatoilimplement this strategy will depend on ouicsess in selling more to exist
customers, acquiring new customers, hiring qualiBales persons, and marketing integrated fornssijgbly arrangements such as those t
pursued by us through our SmartSource program.oAgh we intend to increase sales and product offsrio existing customers and rec
costs through consolidating certain administratimd sales functions, there can be no assurance¢hatll be successful in these efforts.

Substantial Competition

Our business is highly competitive. We compete \aithariety of industrial supply distributors, sowmfewhich may have greater financial
other resources than us. Although many of our ti@thl distribution competitors are small entergsisselling to customers in a limi
geographic area, we also compete with larger Higiors that provide integrated supply programs saghhose offered through outsourt
services similar to those that are offered by ana&Source program. Some of these large distributay be able to supply their products
more timely and cosfficient manner than us. Our competitors includteal mail suppliers, large warehouse stores amd, kesser extel
certain manufacturers.

Risks of Economic Trent

Demand for our products is subject to changes énUhited States economy in general and economidsraffecting our customers and
industries in which they compete in particular. Mani these industries, such as the oil and gassingluare subject to volatility while othe
such as the petrochemical industry, are cyclicdl materially affected by changes in the economya/Assult, we may experience change
demand for our products as changes occur in thketsaof our customers.

Dependence on Key Person

We will continue to be dependent to a significaxteat upon the efforts and ability of David R. lgttour Chairman of the Board, President
Chief Executive Officer. The loss of the servicédv. Little or any other executive officer of o@ompany could have a material adwv
effect on our financial condition and results oeogtions. We do not maintain keyan life insurance on the life of Mr. Little or dime lives o
our other executive officers. In addition, our #@bhilto grow successfully will be dependent upon ability to attract and retain qualifi
management and technical and operational persofihel.failure to attract and retain such personddcouaterially adversely affect ¢
financial condition and results of operatio



Dependence on Supplier Relationst

We have distribution rights for certain producteknand depend on these distribution rights fortestsuntial portion of our business. Many
these distribution rights are pursuant to contrws are subject to cancellation upon little ompmior notice. Although we believe that we cc
obtain alternate distribution rights in the evehsoch a cancellation, the termination or limitatioy any key supplier of its relationship v
our company could result in a temporary disruptionour business and, in turn, could adversely affesults of operations and finan
condition.

Risks Associated With Hazardous Mater

Certain of our operations are subject to fedetatesand local laws and regulations controlling diecharge of materials into or otherw
relating to the protection of the environment. Altigh we believe that we have adequate proceduresnply with applicable discharge ¢
other environmental laws, the risks of accidentaitamination or injury from the discharge of colie#d or hazardous materials and chem
cannot be eliminated completely. In the event ahsan accident, we could be held liable for any ages that result and any such liab
could have a material adverse effect on our firre@ndition and results of operations.

Available Informatior

Our Annual Report on Form 10-K, Quarterly RepomsFmrm 10-Q, Current Reports on FornK8and amendments to those reports file
furnished pursuant to Section 13(a) or 15(d) of tBecurities Exchange Act of 1934, are availableough our Internet webs
( www.dxpe.com) as soon as reasonably practicable after we eldctlly file such material with, or furnish it tthe Securities and Exchat
Commission.

ITEM 2. Properties

We own our headquarters facility in Houston, Texasich has 45,000 square feet of office space.MIR® segment owns or leases #anct
distribution facilities located in Georgia, Louis@ Maryland, Montana, New Mexico, Oklahoma, Tesres Texas, and Wyoming. 7
Electrical Contractor segment owns one branchibligion facility in Tennessee. These owned faeiittange from 2,500 square feet to 13€
square feet in size. We lease facilities for tegaserally ranging from one to five years. The ldafseilities range from 3,200 square fee
41,550 square feet in size. The leases provideddpdic specified rental payments and certaindsase renewable at our option. We bel
that our facilities are suitable and adequateHlerrieeds of our existing business. We believeithiae leases for any of our facilities were
renewed, other suitable facilities could be leas@t no material adverse effect on our businessrcial condition or results of operations.
of the facilities owned by us are pledged to secureindebtedness.

ITEM 3. Legal Proceedings

In 2003, we were notified that we had been suedanious state courts in Texas, directly and asessur in interest to a corporation, whic
not related to us. The suits allege personal injegulting from products containing asbestos atlsgseold by us. The suits do not state v
products we allegedly sold or when we allegedly $bé products. Discovery is in the very early stagn these suits. We have recently not
certain of our insurance carriers regarding thésiens. We do not know if the insurance carrierd agisume the defense of these claims. I
product sold by us is identified through discovesya product that plaintiffs claim exposure taisibur intent to seek indemnity from
original manufacturer of the product. We intendvigorously defend these claims. Because of the ¢tdcdpecific information described abc
we are unable to determine if these claims coulk e material adverse impact on our results ofaifmers and cash flows for a partict
period or on our consolidated financial position.

ITEM 4. Submission of Matters to a Vote of Security Holders
None.
PART Il
ITEM 5. Market for the Registrant's Common Equity and Redat Stockholder Matters
Our common stock trades on The Nasdaq SmallCapéflarider the symbol "DXPE".

The following table sets forth on a per share btsishigh and low sales prices for our common st@xkeported by Nasdaq for the per

indicated.
High ’7 Low

2002 ’7

[




First Quarter $1.45 $0.85
Second Quarter $2.24 B $0.97
Third Quarter $1.25 B $0.75
Fourth Quarter $1.21 B $0.70
2003 B

First Quarter $1.53 B $0.90
Second Quarter $1.70 B $1.08
Third Quarter $2.94 B $1.40
Fourth Quarter $4.15 B $2.20

On March 1, 2004, we had approximately 815 holdérecord for outstanding shares of our commonkstoc

We anticipate that future earnings will be retainedfinance the continuing development of our besé In addition, the Credit Faci
prohibits us from declaring or paying any dividerasther distributions on our capital stock excigptthe monthly $0.50 per share divid:
on our Series B convertible preferred stock, whaofounts to $90,000 in the aggregate per year. Aaugly, we do not anticipate paying ¢
dividends on our common stock in the foreseeahledu The payment of any future dividends will beéhee discretion of our Board of Direct
and will depend upon, among other things, futureiegs, the success of our business activitieslagégry and capital requirements,

lenders, our general financial condition and genewainess conditions.

Information regarding our equity compensation plenkereby incorporated by reference from the ComigaDefinitive Proxy Statement -
the 2004 Annual Meeting of Shareholders, whichIdtlfiled with the Securities and Exchange Comiaissiot later than 120 days after
fiscal year end of December 31, 2003.

ITEM 6. Selected Financial Data

The selected historical consolidated financial daaforth below for each of the years in the figar period ended December 31, 2003
been derived from our audited consolidated findretetements. This information should be read imwaction with "Management's Discuss
and Analysis of Financial Condition and ResultOpferations" and the consolidated financial statésnand notes thereto included elsew
in this Annual Report on Form 10-K.

Years Ended December 31,

1999 2000 2001 2002 2003

(in thousands, except per share amounts)

Consolidated Statements of Earnings Dat

o

Sales $ 184,685 $ $ $ 148,106 $ 150,683
182,642 174,429




Gross Profit 46,879 45,507 43,805 37,984 38,549

Operating income (loss)(1) 2,899 (7,752) 4,034 4,117 4,309
Income (loss) before income taxes (2) 415 (9,031) 1,600 2,633 3,197
Income (loss) before cumulative effect of a (118) (7,358) 929 1,619 2,069

change in accounting principle

Per share amounts before cumulative effect

of a change in accounting principle

Basic earnings (loss) per common share | $ (0.05) $(1.83) $0.21 $0.38 $0.49
Common shares outstanding 4,075 B 4,072 B 4,072 B 4,072 B 4,072
Diluted earnings (loss) per share $ (0.05) $(1.83) $0.21 $0.36 $0.42
Common and common equivalent shares 4,075 4,072 4,503 4,555 4,920

outstanding

Consolidated Balance Sheet Data at

December 31:

Total assets $ 72,922 $ 66,280 $ 57,588 $ 49,248 $ 48,375
Long-term debt obligations 36,780 28,476 22,864 23,486 16,675
Shareholders' equity 15,499 7,971 8,323 8,087 10,076

(1) Year ended December 31, 2000 includes m@uyring charges of $10.8 million which consistaof $8.5 million charge f
the impairment of goodwill and other assets assediaith acquisitions completed before 1999, a $@illon charge to write-
off fixed assets of computer systems which werandpeeplaced and facilities which have been closedi $0.3 million c
accruals primarily associated with future rent tosed facilities.

2. Year ended December 31, 2000 includes a onegaimeof $2.0 million from the sale of two MRO waceise facilities.
ITEM 7. Management's Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion and analysis should bedreaconjunction with the Consolidated Financiaat®ments and related notes contai
elsewhere in this Annual Report on Form 10-K.

General Overview

Our products and services are marketed in at lstates to over 25,000 customers that are engagedariety of industries, many of wh
may be countercyclical to each other. Demand farproducts generally is subject to changes in thédd States economy and econc
trends affecting our customers and the industrieghich they compete in particular. Certain of theglustries, such as the oil and gas indL
are subject to volatility while others, such as plegrochemical industry and the construction ingusdre cyclical and materially affected
changes in the economy. As a result, we may expegiehanges in demand within particular marketgmsats and product categories
changes occur in our customers' respective markmisng 2002 and 2003, our performance was impacieghtively by the econon
downturn, particularly the downturn in domestic mfacturing. All of our increase in sales and grnpssit for 2003 compared to 2002 is du
increased sales of products for offshore energgymion. Our employee headcount decreased by ewgpercent during 2003 as we worke



bring our cost structure in line with our sales.

Our growth strategy in the past focused on a coatlzin of acquisitions, such as the acquisitionhaf Electrical Contractor segment,
internal growth. We have curtailed our acquisit&fforts and are focusing on internal growth. Kegneénts of our internal growth strat
include leveraging existing customer relationshipgpanding product offerings to new and existingtomers, reducing costs throi
consolidated purchasing programs and centralizedyat distribution centers, centralizing certaiistomer service and inside sales functi
reducing costs by converting selected branches ffolin warehouse and customer service operationsales centers, designing
implementing innovative solutions to address thecprement and supply needs of our customers amdy wsir traditional distribution a
integrated supply capabilities to increase salesaith area. Results will be dependent on our ssiGnesxecuting our internal growth strat
and, to the extent we complete any acquisitionsability to integrate such acquisitions.

Results of Operations

Year Ended December 31,

2001 % 2002 % 2003 %

(in millions, except percentages)

Sales $174.4 100.0 $148.1 100.0 $150.7 100.0
Cost of sales 130.6 74.9 110.1 74.3 112.2 74.4
Gross profit 43.8 25.1 38.0 25.7 38.5 25.6

Operating expenses:

Selling, general and administrative 39.8 22.8 33.9 229 34.2 22.7
Operating income 4.0 2.3 4.1 2.8 4.3 2.9
Interest expense 25 1.4 1.6 1.1 1.2 0.8
Other income (0.1) - (0.1) 0.1) (0.1)

Income before income taxes 1.6 0.9 2.6 1.8 3.2 21
Provision for income taxes 0.7 0.4 1.0 0.7 11 0.7

Income before cumulative effect of a
change in accounting principle $0.9 0.5% $1.6 1.1% $21 1.4%

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

Basic earnings per share $0.21 $0.38 $0.49

Diluted earnings per share $0.21 $0.36 $0.42

Year Ended December 31, 2003 Compared to Year Erdecember 31, 2002

SALES. Revenues for 2003 increased $2.6 millionl.@#%6, to approximately $150.7 million from $148nlllion in 2002. Sales for the MF
segment increased $2.9 million, or 2.0% primarile do increased sales of products for offshoregnproduction. Sales for the Electri
Contractor segment decreased by $0.3 million, a®%]1 when compared to 2002. This decrease wasehdtrof a slow down in fl
commercial construction business for electricalt@miors.

GROSS PROFIT. Gross profit as a percentage of sheseased by approximately 0.1% for 2003, whenpeoed to 2002. This decre
resulted from decreased sales by the higher mé&igictrical Contractor segment and increased saléseblower margin MRO segment. Gr
profit as a percentage of sales for the MRO segmast 25.4% in 2003 and 2002. Gross profit as aepéage of sales for the Electri
Contractor segment increased to 38.8% for 2003Fram 37.5% in 2002. This increase resulted from deeision to focus on selling higl
margin specialty electrical products.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, genedl and administrative expense for 2003 increasedfproximately $0.
million, or 1.1%, when compared to 2002. This irmse was primarily attributable to increased empdyenefits and incentive compensa



related to the increased gross profit. As a pesgenbdf revenue, the 2003 expense decreased byxapptely 0.2% to 22.7% from 22.9%
2002. This decrease was primarily attributabledstg increasing at a lower rate than revenue iserka

OPERATING INCOME. Operating income for 2003 increcidy approximately $0.2 million, or 4.7%, when gared to 2002. This incret
was the result of a 1.4% increase in operatingrirefor the MRO segment and improvement from atiossprofit for the Electrical Contrac
segment.

INTEREST EXPENSE. Interest expense for 2003 deeckéy $0.4 million to $1.2 million from $1.6 milliofor 2002. This decline resuli
from lower interest rates for 2003 when compare2i02 as well as a lower average debt balance.

INCOME TAXES. As of December 31, 2003, we have rded net deferred tax assets of $1.3 million regrgsg the future tax benefits
certain accruals not currently deductible. We belig is more likely than not that the deferred tesets will be realized as these reserve
recovered and reduce future taxable income. Farnmdtion concerning the provision for current arefedred income taxes as well
information regarding differences between the diffectax rates and statutory rates, see Note é@fNotes to the Consolidated Finar
Statements.

Year Ended December 31, 2002 Compared to Year Erdecember 31, 2001

SALES. Revenues for 2002 decreased $26.3 millioa5dl %, to approximately $148.1 million from $1&4million in 2001. Sales for the MF
segment decreased $20.9 million, or 12.6% primatilg to slowing of the overall economy. Reducedssaf bearing products accounted
approximately one half of the decline in salestfer MRO segment. Sales for the Electrical Contraségment decreased by $5.4 millior
65.8%, when compared to 2001. This decrease rdsuliimarily from the sale, during August 2001, loé tmajority of the assets of a busine:
San Antonio, Texas, which accounted for approxitgateo-thirds of the sales of the Electrical Contractgrment and from a slow down in-
construction business for electrical contractors.

GROSS PROFIT. Gross profit as a percentage of satesased by approximately 0.5% for 2002, when manmad to 2001. The increase
primarily attributable to increased margins for thkectrical Contractor segment. Gross profit aseacgntage of sales for the Electr
Contractor segment increased to 37.5% for 2004ram 23.5% in 2001. This increase resulted fromghke of the business in San Anto
Texas which had lower gross profit margins. Grasdifpas a percentage of sales for the MRO segrimen¢ased to 25.4% for 2002, up fr
25.2% for 2001. This increase was primarily attiéle to increased margins in fluid handling pradwold by the MRO segment.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, gene and administrative expense for 2002 decreasedppyoximately $5.
million, or 14.8%, when compared to 2001. This éase was primarily attributable to reduced litigatcosts, communication expenses,
debt expense, payroll and payroll related experses percentage of revenue, the 2002 selling, rgéaad administrative expense increi
by approximately 0.1% to 22.9% from 22.8% for 200kis increase was primarily attributable to nariable costs being spread over a sm
revenue amount.

OPERATING INCOME. Operating income for 2002 increcidy approximately $0.1 million, or 2.1%, when gared to 2001. This incres
was the net of a $0.2 million decrease in operatiiegme for the MRO segment and a $0.3 million ioy@ment in operating income for
Electrical Contractor segment. The reduced opeagaticome for the MRO segment resulted from lowdesand gross profit partially offset
reduced selling, general and administrative expenBee improvement for the Electrical Contractayreent was primarily the result of the ¢
during August 2001 of the business in San Antohexas, which was not profitable.

INTEREST EXPENSE. Interest expense for 2002 deeckay $0.9 million to $1.6 million from $2.5 milliofor 2001. This decline resull
from lower interest rates for 2002 when compare2i@l as well as a lower average debt balance.

Liquidity and Capital Resources
General Overview

As a distributor of MRO products and Electrical @antor products, we require significant amountsvofking capital to fund inventories &
accounts receivable. Additional cash is requiredctpital items such as information technology arsdehouse equipment. We also reg
cash to pay our lease obligations and to servicelebt.

We generated cash in operating activities of apgprately $6.9 million in 2003 as compared to $2.%iori in cash provided during 2002. T
change between the two years was primarily at@ilet to the collection of $2.9 million of custonavances in excess of costs incurre
several projects as of December 31, 2003.

We had capital expenditures of approximately $0ikian for each of 2002 and 2003. Capital expenaituduring 2003 were related prima
to computer equipment, computer software and puespng equipment. Capital expenditures during 2882 primarily related to compu
equipment.

During 2003, the amount available to be borrowedenrour loan agreement with our bank lender (theed® Facility") increased from $2
million at December 31, 2002 to $7.1 million at Bether 31, 2003. This increase in availability reifrom reducing total lor-term debt b



$7.0 million during 2003. The funds to reduce ldagn debt by $7.0 million were generated by operej including the collection of $:
million of customer advances for orders for progugtimarily for use in offshore energy productidvie expect to purchase products and i
other costs to complete these orders during 200ditiénally, we expect to pay $1.0 million of fedeincome taxes, related to 2003 tax.
income, during 2004. Therefore, we expect the armavailable to be borrowed under the Credit Factlit decline and the amount of loteyr
debt to increase during 2004. However, managenaigves that the liquidity of our balance shedbatember 31, 2003, provides us with
ability to meet our working capital needs durind20

Credit Facility

Under the Credit Facility, all available cash ismgelly applied to reduce outstanding borrowingshwperations funded through borrowil
under the Credit Facility. The Credit Facility caats of a secured line of credit and a secured team.

The Credit Facility was amended and restated oe 2&n 2003. The amendment extended the maturitgjfied the calculation of collatel
value which increased borrowing availability, redd¢he maximum borrowing amount to $30.0 milliongd allows us to elect a rate of inte
at LIBOR plus a margin ranging from 2.25% to 3.2684rime plus a margin ranging from 0.0% to 0.7®éfore the amendment, the inte
rate was prime plus 0.50% on the revolving portidérihe Credit Facility and prime plus 1.5% on teem portion of the Credit Facility. .
December 31, 2003 these rates were prime and pinsed.25%, respectively. Additionally, the LIBORérest option resulted in interest ri
which were lower than the prime interest option Dicember 31, 2003, $15.0 million was borrowed weaghted average rate of 3.71% ur
the LIBOR option. The prime rate at December 3D32®as 4.0%.

The Credit Facility provides for borrowings up to aggregate of the lesser of (i) a percentageeotditiateral value based on a formula set:
therein or (ii) $30.0 million, and matures April 2006. The Credit Facility is secured by receivableventory, real estate and machinery
equipment. The Credit Facility contains customdfiyraative and negative covenants as well as fimgdnmovenants that are measured mor
and require that we maintain a certain cash floa @ther financial ratios. At December 31, 2003,weze in compliance with these covene
Although we expect to be able to comply with theartants of the Credit Facility, there can be nagsge that in the future we will be abl
do so or that our lender will be willing to waivech noneompliance or amend such covenants. In additioth¢o$0.6 million of cash
December 31, 2003, we had $9.5 million availabtebfmrrowings under the Credit Facility at Decem®g&r2003.

Borrowings
December 31, Increase
2002 2003 (Decrease)
(in Thousands)
Current portion of long-term debt $1,625 $1,474 $ (151)
Long-term debt, less current portion 23,486 16,675 (6,811)
Total long-term debt $25,111 $ 18,149 $ (6,962)
(@)
Amount availablél) $ 2,485 $9,562 $7,0770@)

(1) Represents amount available to be borroweldeaindicated date under the Credit Facility.

(2) The funds to reduce long-term debt by $7.0iarillvere generated by operations, including theectbn

of $2.9 million of customer advances in excessost ncurred on orders for products, primarily tice
in

offshore energy production.

(3) The $7.1 million increase in the amount avadéab primarily a result of reducing total long{tedebt by

$7.0 million




Performance Metric

December 31, B
2002 B 2003 B Increase
(in Days)
Days of sales outstanding 46.3 B 50.5 B 4.2
Inventory turns 54 5.9 B 0.5

Accounts receivable days of sales outstanding Wwerg at December 31, 2003 compared to 46.3 at DeeeB1, 2002. The increase resu
primarily from several large, slopaying customers. Annualized inventory turns wefed December 31, 2003 compared to 5.4 at Dec
31, 2002. The improvement resulted from active megy management.

Funding Commitment

Our internal cash flow projections indicate ourtcgenerated from operations and available underCoadit Facility will meet our norm
working capital needs during 2004. However, we meyuire additional debt or equity financing to meat future debt service obligatio
which may include additional bank debt or the publi private sale of equity or debt securitiescdmnection with any such financing, we r
be required to issue securities that substantiillite the interest of our shareholders. As describove, all of our Credit Facility matures
or before April 1, 2006. We will need to extend thaturity of, or replace our Credit Facility ontwefore April 1, 2006. However, we may
be able to renew and extend or replace the Credilify. Any extended or replacement facility magvie higher interest costs, less borrov
capacity, more restrictive conditions and couldoime equity dilution. Our ability to obtain a sdéistory credit facility may depend, in pi
upon the level of our asset base for collaterappses, our future financial performance and ouitgltd obtain additional equity.

We would require additional capital to fund anyufigt acquisitions. At this time, we do not plan tow through acquisitions unless the ma
price of our common stock rises to levels that wihkke acquisitions accretive to our earnings orgererate excess cash flow. We also
pursue additional equity or debt financing to fufotlre acquisitions, although we may not be ablelitain additional financing on attract
terms.

Contractual Obligations

The impact that our contractual obligations as e€E@mber 31, 2003 are expected to have on our itgudd cash flow in future periods is
follows:

Payments Due by Period
Total Less 1-3 3-5 More
than Years Years than
1 Year 5 Years
Long-term debt, including current portion $ $1,474 $ $ 202 $ 2,050
@ 18,149 14,423
Operating lease obligations 4,399 1,413 1,894 735 357
Total $ $ 2,887 $ $937 $ 2,407
22,548 16,317
(1) Amounts represent the expected cash paymeitisrdbng-term debt and do not include any faiueshdjustments

Off-Balance Sheet Arrangemel




As part of our ongoing business, we do not pamigpin transactions that generate relationshiph witconsolidated entities or finan
partnerships, such as entities often referred &trastured finance or special purpose entitie®E'S"), which would have been establishel
the purpose of facilitating offalance sheet arrangements or other contractuathpw or limited purposes. As of December 31, 2008 ar
not involved in any unconsolidated SPE transactions

Indemnification

In the ordinary course of business, DXP enters auotractual arrangements under which DXP may atgreéedemnify customers from a
losses incurred relating to the services we perf@uch indemnification obligations may not be sabje maximum loss clauses. Historice
payments made related to these indemnities haveibeeaterial.

Discussion of Critical Accounting Policies

The preparation of financial statements in confeymiith accounting principles generally acceptedhiea United States of America require:
to make estimates and assumptions in determinimgeihorted amounts of assets and liabilities asdalure of contingent assets and liabil
at the date of the financial statements and thertegp amounts of revenues and expenses duringepueting period. The significant estime
made by us in the accompanying financial statemegitde to reserves for accounts receivable cdliéity, inventory valuations and self-
insured medical claims. Actual results could diffem those estimates.

Critical accounting policies are those that arehbobst important to the portrayal of a companyigiicial position and results of operatit
and require management's subjective or complexnetgs. Below is a discussion of what we believeoarecritical accounting policies. Als
see Note 1 of the Notes to the Consolidated FirduStatements.

Revenue Recognitic

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

Allowance for Doubtful Accoun

Provisions to the allowance for doubtful accours made monthly and adjustments are made peribdi@ed circumstances warrant) ba
upon the expected collectibility of all such acctsun

Inventory

Inventory consists principally of finished goodsida priced at lower of cost or market, cost bailegermined using both the first-in, firgts
(FIFO) and the lagn, first out (LIFO) method. Reserves are proviégainst inventory for estimated obsolescence baged the aging of tt
inventory and market trends.

Income Taxe

In accordance with SFAS 109, Accounting for Incofiages, we have recorded a net deferred tax as$at®million as of December 31, 20
We believe it is more likely than not that this deferred tax asset will be realized based primaril the assumption of future taxable income.

Management periodically revaluates these estimates as events and circurastahange. Together with the effects of the mattmsusse
above, these factors may significantly impact teen@any's results of operations from period-to-gkrio

Recent Accounting Pronouncements
See Note 2 of the Notes to the Consolidated FimhiStatements for discussion of recent accountingguncements.
Inflation

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

ITEM 7A. Quantitative and Qualitative Disclosures About MagkRisk

Our market risk results primarily from volatility interest rates. Our exposure to interest rakerelates primarily to our debt portfolio. To lir
interest rate risk on borrowings, we target a plidfwithin certain parameters for fixed and flogtirate loans taking into consideration



interest rate environment and our forecasted dash e believe this policy limits our exposurertsing interest rates and allows us to be
during periods of falling interest rates. Usingating rate debt outstanding at December 31, 2008pathetical 100 basis point increas
interest rates would increase our annual intergerese by $153,000.

The table below provides information about the Camys market sensitive financial instruments antstitutes a forward-looking statement.

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

2004 2005 2006 2007 B 2008 B Thereafter
Fixed Rate Long-term Debt $ 310 $ 140 $91 $98 $104 $2,050
Average Interest Rate 8.28% 7.99% 6.65% 6.65% B 6.67% B 6.25%
Floating Rate Long-term Debt $ $ $ 13,028 B B B

1,164 1,164
Average Interest Rate 3.94% 3.94% 3.68% B B B
Total Maturities $ $ $ 13,119 $98 $ 104 $ 2,050

1,474 1,304

ITEM 8. Financial Statements and Supplementary Data
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INDEPENDENT AUDITOR'S REPORT
To the Board of Directors and Shareholders of
DXP Enterprises, Inc., and Subsidiaries:

We have audited the accompanying consolidated balaheets of DXP Enterprises, Inc. and Subsidiasesf December 31, 2002 and 2(
and the related consolidated statements of opegmtishareholders' equity and cash flows for eactheftwo years in the period en
December 31, 2003. These consolidated financidérstents are the responsibility of the Company'sagament. Our responsibility is
express an opinion on these consolidated finastadéments based on our audits.

We conducted our audits in accordance with auditagdards generally accepted in the United Stdtésnerica. Those standards require
we plan and perform the audit to obtain reasonagseirance about whether the financial statemeatses of material misstatement. An a
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstiziements. An audit also includes asse
the accounting principles used and significantnestés made by management, as well as evaluatingvtrall financial statement presentat
We believe that our audits provide a reasonablis f@sour opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all materégpects, the consolidated financial pos
of DXP Enterprises, Inc., and Subsidiaries at Ddmam31, 2002 and 2003, and the results of theiratjpes and their cash flows for each of
two years in the period ended December 31, 2008rifiormity with accounting principles generallycapted in the United States of America.

/s/ HEIN & ASSOCIATES LLP
February 19, 2004

Houston, Texas

This is a copy of the audit report previously issu®y Arthur Andersen LLP in connection with DXP Ergrises, Inc.'s 2001 consolide
financial statements previously filed on Form KOThis audit report has not been reissued by Arthndersen LLP in connection with tl
filing on Form 10-K.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Board of Directors and Shareholders of
DXP Enterprises, Inc., and Subsidiaries:

We have audited the accompanying consolidated balgineets of DXP Enterprises, Inc. (a Texas cotipojaand Subsidiaries as of Decen
31, 2000 and 2001, and the related consolidatednstats of operations, shareholders' equity ank ftaws for each of the three years in
period ended December 31, 2001. These consolidfitatcial statements are the responsibility of thempany's management. (
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with audgbagdards generally accepted in the United Statesse standards require that we plan
perform the audit to obtain reasonable assuranoatabhether the financial statements are free derie misstatement. An audit incluc
examining, on a test basis, evidence supportingatheunts and disclosures in the financial statesnefn audit also includes assessing
accounting principles used and significant estimatade by management, as well as evaluating thrlbfinancial statement presentation.
believe that our audits provide a reasonable asisur opinion.

In our opinion, the consolidated financial statetageferred to above present fairly, in all mater@spects, the consolidated financial pos
of DXP Enterprises, Inc., and Subsidiaries at Ddmam31, 2000 and 2001, and the results of theiratip;s and their cash flows for each of
three years in the period ended December 31, 20@bnformity with accounting principles generadigcepted in the United States.

/sl ARTHUR ANDERSEN LLP

March 22, 200:



Houston, Texas

DXP ENTERPRISES, INC., AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(In Thousands, Except Share and Per Share Amounts)

December 31,

2002 2003
ASSETS
Current assets: -
Cash $1,171 $636
Trade accounts receivable, net of allowances fabtfal accounts B
of $1,235 in 2002 and $1,420 in 2003 17,560 19,412
Inventories, net 20,392 B 19,145
Prepaid expenses and other current assets 429 362
Deferred income taxes 899 B 876
Total current assets 40,451 40,431
Property and equipment, net 8,034 B 7,395
Deferred income taxes 508 403
Other assets 255 B 146
Total assets $ 49,248 B $ 48,375
LIABILITIES AND SHAREHOLDERS' EQUITY B
Current liabilities:
Current portion of long-term debt $1,625 B $1,474
Trade accounts payable and accrued liabilitiesexipgnses 14,057 14,559
Accrued wages and benefits 1,192 B 1,426
Customer advances - 2,922

]




Federal income taxes payable - 1,040
Other accrued expenses 801 B 203
Total current liabilities 17,675 21,624
Long-term debt, less current portion 23,486 B 16,675
Commitments and contingencies (Note 8)

Shareholders' equity: B

Series A preferred stock, 1/¥0vote per share; $1.00 par value;

liquidation preference of $100 per share ($112etddnber 31, 2003);

1,000,000 shares authorized; 1,168 and 1,122 stestesd and 1 1
outstanding, respectively

Series B convertible preferred stock, 1fdote per share; $1.00

par value; $100 stated value; liquidation prefeeeoic$100 per

share ($1,500 at December 31, 2003); 1,000,00@shar

authorized; 17,700 shares issued, 15,000 sharstanding and 18 18
2,700 shares in treasury stock

Common stock, $0.01 par value, 100,000,000 shatbe@zed;

4,257,760 shares issued, 4,071,685 and 4,070,%28sshutstanding, 41 41
and 186,075 and 187,240 shares in treasury stesgectively

Paid-in capital 2,842 B 2,841
Retained earnings 8,425 10,404
Treasury stock, at cost (1,894) B (1,897)
Notes receivable from David R. Little, CEO, and &arivebster, (1,346) (1,332)
employee

Total shareholders' equity 8,087 ’7 10,076
Total liabilities and shareholders' equity $ 49,248 ’ $ 48,375

The accompanying notes are an integral part oktheasolidated financial statements.




DXP ENTERPRISES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(In Thousands, Except Per Share Amounts)

Years Ended December 31,
2001 2002 2003
Sales $ 174,429 $148,106 |  $ 150,683
Cost of sales 130,624 110,122 ] 112,134
Gross profit 43,805 37,984 ] 38,549
Selling, general and administrative expense 39,771 33,867 ] 34,240
Operating income 4,034 4,117 4,309
Other income 46 146 65
Interest expense (2,480) (1,630) (2,177)
Income before provision for taxes 1,600 2,633 3,197
Provision for provision for income taxes 671 1,014 1,128
Income before cumulative effect of a change B
in accounting principle 929 1,619 B 2,069
Cumulative effect of a change in accounting ]
principle, net of $740 tax benefit - (1,729) ] -
Net income (loss) 929 (110) 2,069
Preferred stock dividend (90) (90) (90)
Net income (loss) attributable to common $839 $ (200) $1,979
shareholders
Per share and share amounts before cumulative
effect of a change in accounting principle
Basic earnings per common share $0.21 $0.38 ] $0.49
Common shares outstanding 4,072 4,072 4,072
Diluted earnings per share $0.21 $0.36 $0.42
Common and common equivalent shares 4,503 4,555 4,920
outstanding
Cumulative effect of a change in accounting
principle per share - basic and diluted $- $(0.42) $ -
Basic income (loss) per share $0.21 $(0.05) $0.49
i




Common shares outstanding 4,072’ 4,072’ 4,072
Diluted income (loss) per share $ 0.21’ $( 0.05)’ $0.42
Common and common equivalent shares 4,503 4,072 4,920

outstanding

The accompanying notes are an integral part oktheasolidated financial statements.

DXP ENTERPRISES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

(In Thousands, Except Share Amounts)

Notes
Receivable
Series A Series B From
Preferred Preferred Common Pi':xid- Retained Treasury Share-
n
Stock Stock Stock Earnings Stock holders Total
Capital

%LANCES $2 [ $18 $41 $2,877 $7,786 $(1894) B $(859) $7,971
DECEMBER
31, 2000
Increase in B B
notes - - - - - 1 (487) (487)




receivable

Dividends
paid

(90)

(90)

Net income

929

929

BALANCES
AT

DECEMBER
31, 2001

18

41

2,877

8,625

(1,894)

(1,346)

8,323

Dividends
paid

(90)

(90)

Acquisition of
1,824

shares of
Series A

Preferred
Stock

@

(39)

(36)

Net loss

(110)

(110)

BALANCES
AT

DECEMBER
31, 2002

18

41

2,842

8,425

(1,894)

(1,346)

8,087

Dividends
paid

(90)

(90)

Acquisition of
46

shares of
Series A

Preferred
Stock

@)

@)

Collections on
notes

receivable

14

14

Purchase of
treasury

shares

©)

©)

Net income

2,069

2,069

BALANCES
AT

DECEMBER
31, 2003

$1

$18

$41

$2,841

$10,404

$(1,897)

$(1,332)

$10,076




The accompanying notes are an integral part okthessolidated financial statements.

DXP ENTERPRISES, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Thousands)

Years Ended December 31

2001 2002 2003
CASH FLOWS FROM OPERATING ACTIVITIES:
Net (loss) income $929 $(110) $2,069
Adjustments to reconcile net income (loss) to net
cash provided by operating activities --
Cumulative effect of a change in accounting - 1,729 -
principle, net of tax
Depreciation and amortization 1,381 1,160 1,058
Deferred income taxes 1,232 796 128
Loss (gain) on sale of property and equipment 5 4 (2)
Changes in operating assets and liabilities
Accounts receivable 5,620 1,197 (1,852)
Inventories (700) 585 1,247
Prepaid expenses and other current assets (48) (37) 175




Accounts payable and accrued liabilities and expgns (1,280) (2,827) 4,100

Net cash provided by operating activities 7,139 2,497 6,923

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of property and equipment (691) (379) (419)

Proceeds from the sale of assets - - 2

Net proceeds on the sale of certain electrical

contractor segment assets 1,172 - -

Net cash provided by (used in) investing activities 481 (379) (417)

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from debt 176,652 151,861 147,581

Principal payments on revolving line of credit,

long-term debt and notes payable (184,666) (154,942) (154,542)
Acquisition of common and preferred stock - (36) 4)
Dividends paid in cash (90) (90) (90)
Collections on notes receivable from shareholders - - 14
Net cash used in financing activities (8,104) (3,207) (7,041)
DECREASE IN CASH (484) (1,089) (535)
CASH AT BEGINNING OF YEAR 2,744 2,260 1,171
CASH AT END OF YEAR 2,260 1,171 636

SUPPLEMENTAL DISCLOSURES:

Cash paid for --

Interest 2,396 1,635 1,209
Income taxes 179 152 60
Cash income tax refunds 797 109 25

Noncash activities:
Changes in inventories and principal payments di eecludes the $1.9 million noncash reductiomegntory cost and

debt associated with a litigation settlement reedrith 2002.

The accompanying notes are an integral part oktheasolidate financial statements.




DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

DXP Enterprises, Inc. and subsidiaries (DXP orGuenpany), a Texas corporation, was incorporateduby 26, 1996, to be the successc
SEPCO Industries, Inc. (SEPCO). The Company isrorgd into two segments: Maintenance, Repair andr@pg (MRO) and Electric
Contracting. See Note 11 for discussion of therrss segments.

Principles of Consolidation

The accompanying consolidated financial statemirside the accounts of the Company and its whoWyned subsidiaries. All significe
intercompany accounts and transactions have beaimated in consolidation.

Receivables and Credit Risk

Trade receivables consist of uncollateralized custoobligations due under normal trade terms regupayment within 30 days of the inva
date. Payments on trade receivables are appliedliiasited by customer, or to the earliest unpaitices.

The Company has trade receivables from a divedstfiestomer base in the north and southwesternnegibthe United States. The Comp
believes no significant concentration of credikrexists. The Company evaluates the creditwortlsireésts customers' financial positions
monitors accounts on a regular basis, but geneduls not require collateral. Provisions to thewadince for doubtful accounts are m
monthly and adjustments are made periodically {asimstances warrant) based upon management'esistate of the collectibility of ¢
such accounts. No customer represents more thanof@#nsolidated sales, however, the account rab&vbalance from one customer
11% of total accounts receivable at December 30320

Inventories

Inventories consist principally of finished goodsdaare priced at lower of cost or market, cost dpalrtermined using the first-in, firett
(FIFO) and the last-in, firstut (LIFO) method. Reserves are provided againatrtories for estimated obsolescence based upoagihg o
the inventories and market trends.

Property and Equipment

Assets are carried on the basis of cost. Providmndepreciation are computed at rates considieree sufficient to amortize the costs of as
over their expected useful lives. Depreciation mfperty and equipment is computed using the strdigh method and certain acceler:
methods for financial reporting purposes. Usefugdi assigned to property and equipment range froon3® years. Maintenance and repail
depreciable assets are charged against earningsc@sed. Additions and improvements are capitalizé/hen properties are retired
otherwise disposed of, the cost and accumulatededigpion are removed from the accounts and gairesses are credited or charge
earnings.

Federal Income Taxes

The Company utilizes the asset and liability methbdccounting for income taxes. Under this mettdederred taxes are determined base
differences between financial reporting and taxebaxf assets and liabilities and are measured tisegngnacted marginal tax rates and laws
will be in effect when the differences reverse.

Cash and Cash Equivalents

The Company's presentation of cash includes cagivagnts. Cash equivalents are defined as dbaom-investments with maturity dates
ninety days or less at time of purchase.

Fair Value of Financial Instruments

A summary of the carrying and the fair value official instruments at December 31, 2002 and 28035 follows (in thousands



2002 2003
Carrying Fair Carrying B Fair
Value Value Value Value
Cash $1,171 B $1,171 B $ 636 B $ 636
Notes receivables from David R. Little, B
CEO, and James Webster, employee 1,348 B 871 B 1,332 B 909
Long-term debt, including current portion 25,111 25,111 18,149 B 18,149

The carrying value of the longrm debt approximates fair value based upon theectirates and terms available to the Compan
instruments with similar remaining maturities.

Stock-Based Compensation

The Company has elected to follow APB No. 25, aldted Interpretations in accounting for its empkgtock options because, as disct
below, the alternative fair value accounting preddfor under SFAS No. 148 requires the use of aptialuation models that were
developed for use in valuing employee stock optidsder APB No. 25, no compensation expense isgrézed if the exercise price of 1
Company's employee stock options equals the mankie¢ of the underlying stock on the date of grawb. compensation expense \
recognized under APB No. 25 during the three yeaded December 31, 2003.

Pro forma information regarding net income and ie@s per share is required by SFAS No. 148 andbleas determined as if the Comp
had accounted for its stock options under thevaine method as provided therein. The fair valueaifh option grant is estimated on the
of grant using the Black-Scholes optipricing model with the following weighted averagesamptions used for options issued in 2001,
and 2003: riskree interest rates of 5.0% for 2001, 3.9% for 20081 4.0% for 2003; expected lives of five to years, assumed volatility
122% for 2001, 82% for 2002; and 80% for 2003; aodxpected dividends.

For purposes of pro forma disclosures, the estithigtie value of the options is amortized to expeoger the options' vesting period. Set fi
below is a summary of the Company's net income eartiings per share as reported and pro forma te ifair valuebased method

accounting defined in SFAS No. 148 had been appliéd pro forma compensation expense may not beseptative of future amou
because options vest over several years and gnexaire upon termination of employment, and add#l options may be granted in fut
years.

2001 B 2002 B 2003

(in Thousands, except per share amounts)
Pro forma impact of fair value method (FAS 148) B B
Reported net income (loss) attributable to comnf@reholders $ 839 $ (200) B $1,979
Less: fair value impact of employee stock compeosat (209) B (165) B (70)
Pro forma net income (loss) attributable to comrsleareholders $ 730 $ (365) B $1,909
Earnings (loss) per common share B
Basic - as reported $0.21 $ (0.05) $0.49
Diluted - as reported $0.21 $ (0.05) B $0.42
Basic - pro forma $0.18 $ (0.09) B $0.47

M M




Diluted - pro forma ’ $0.18 ’ ’ $ (0.09) ’ ’ $0.40 ‘

Revenue Recognition

The Company recognizes revenue when an agreemanplace, price is fixed, title for product passeghe customer or services have t
provided, and collectibility is reasonably assured.

Use of Estimates

The preparation of financial statements in confoymiith generally accepted accounting principleguiees the Company to make estimates
assumptions in determining the reported amountaseéts and liabilities and disclosure of contingesstets and liabilities at the date of
financial statements and the reported amounts \wmees and expenses during the reporting period. sldgnificant estimates made by
Company in the accompanying financial statementtado the allowance for doubtful accounts, resgrfor inventory valuations and self-
insured medical claims. Actual results could diffem those estimates.

Comprehensive Income
Comprehensive income is equal to net income.
2. NEW ACCOUNTING PRONOUNCEMENTS:

SFAS No. 150Accounting for Certain Financial Instruments witth&acteristics of Both Liabilities and Equitywas issued in May 2003 &
requires issuers to classify as liabilities (oredssinder certain circumstances) three classagedthnding financial instruments entered in
modified after May 31, 2003 and is otherwise effextat the beginning of the first interim periodgbmning after December 15, 20
Management believes the adoption of SFAS No. 13hwi have a material effect on the Company'srfoial statements.

In June 2001, SFAS No. 142, "Goodwill and Otheaihgfible Assets” was issued. SFAS No. 142 changesdahtment of goodwill by no lon¢
amortizing goodwill, and instead requiring, at keasnually, an assessment for impairment by apglgifairvalue based test. However, of
identifiable intangible assets are to be separagglggnized and amortized. The statement is efiedtir fiscal years beginning after Decen
15, 2001. All of the Company's goodwill pertainecbne reporting unit as defined in SFAS 142. Thedgdll was tested for impairment duri
the first quarter of 2002 as required by SFAS 1g@ruadoption based upon the expected present wélfigure cash flows approach. A
result of this valuation process as well as theliegjion of the remaining provisions of SFAS 14Be tCompany recorded a transitic
impairment loss of $2.5 million before income tax®%.7 million after income taxes). This wribdk was reported as a cumulative effect
change in accounting principle in the Company'ssotidated statement of operations as of Janua?@@2. This adoption of the statement
resulted in the elimination of approximately $79@d annual goodwill amortization subsequent toémeber 31, 2001.

The following table discloses the Company's nebine (loss), assuming it excluded goodwill amoritrat(in thousands, except per st
data):

Years Ended December 31,
2001 B 2002 2003

Net income (loss) $929 $ (110) $ 2,069
Add back: B B
Goodwill amortization, net of income taxes 52 B - -
Adjusted net income (loss) $981 B $ (110) B $2,069
Basic earnings (loss) per share $0.21 B $ (0.05) B $0.49
Add back: B B
Goodwill amortization, net of income taxes 0.01 ’7 - ’7 -

[ [




Adjusted basic earnings (loss) per share $0.22 $ (0.05) $0.49

Diluted earnings (loss) per share $0.21 $ (0.05) $0.42
Add back: B B

Goodwill amortization, net of income taxes 0.01 - -
Adjusted diluted earnings (loss) per share $0.22 B $ (0.05) $0.42

3. INVENTORIES:

The Company uses the LIFO method of inventory ua&unafor approximately 80 percent of its inventstieRemaining inventories ¢
accounted for using the FIFO method. The recoriglieof FIFO inventory to LIFO basis is as follows:

December 31,

2002 2003

(in Thousands)

Finished goods $23,268 $22,324
Work in process 720 B 256
Inventories at FIFO 23,988 22,580
Less - LIFO allowance (3,596) B (3,435)
Inventories $20,392 $19,145

4. PROPERTY AND EQUIPMENT:

Property and equipment consisted of the following:

December 31,

2002 2003

(in Thousands)

Land $1,549 $1,549
Buildings and leasehold improvements 6,199 B 6,184
Furniture, fixtures and equipment 4,970 4,564

12,718 B 12,297
Less - Accumulated depreciation and (4,684) (4,902)

amortization




$8,034 $7,395

5. LONG-TERM DEBT:

Long-term debt consisted of the following:

December 31,

2002 2003

(in Thousands)

Long-term debt:

Credit facility:

Working capital lines of credit $ 17,374 $
12,000
Term loan component 4,519 3,356

Notes payable to finance companies, 7.74% to 10, téWateralized

by warehouse equipment, furniture and fixtures gpég in monthly

installments through September 2005 639 284

Mortgage loans payable to insurance companies%1t23.93%,

collateralized by real estate, payable in month$tallments

through January 2013 2,579 2,509
25,111 18,149
Less: Current portion (1,625) (1,474)

$23,486 $16,675

Under the Company's loan agreement with its banilde (the "Credit Facility"), all available cashgenerally applied to reduce outstanc
borrowings, with operations funded through borraygiunder the Credit Facility. The Credit Facilitynsists of a secured line of credit with
Company and a secured term loan.

The Credit Facility provides for borrowings up to aggregate of the lesser of (i) a percentageeotdiiateral value based on a formula set"
therein or (ii) $30.0 million, matures April 1, 280provides the option of interest at LIBOR plusnargin ranging from 2.25% to 3.25%
prime plus a margin ranging from 0.0% to 0.75%. Thargin is determined by the ratio of funded debearnings before interest, ta
depreciation and amortization for a twelventh period as of the end of the preceding calegdarter. For the quarter ended Decembe
2003 the prime margin and LIBOR margin were 0.00% 2.50%, respectively, for the revolving portiditte Credit Facility and 0.25% a
2.75%, respectively, for the term portion of theedit Facility. The prime rate averaged, 6.91%, %6@nd 4.12% during 2001, 2002, and 2
respectively, and at December 31, 2003, was 4.0800®ecember 31, 2003, $15 million was borrowed dflBOR rate of 1.16% plus
weighted average margin of 2.55%. The Credit Rgciti secured by receivables, inventories, reatesand machinery and equipment.
Credit Facility contains customary affirmative amegative covenants as well as financial covendmatsere measured monthly and require
Company to maintain a certain cash flow and otlmeanicial ratios. At December 31, 2003, the Compamag in compliance with the
covenants. In addition to the $0.6 million of caghDecember 31, 2003, the Company had $9.5 mitesilable for borrowings under 1
Credit Facility at December 31, 2003. Although @@mpany expects to be able to comply with the cam&s) including the financial covenal
of the Credit Facility, there can be no assuraheg in the future it will be able to do so or tlitatlender will be willing to waive such n-



compliance or amend such covenants.

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

2004 $1,474
2005 1,304
2006 13,119
2007 98
2008 104
Thereafter 2,050
$ 18,149

6. INCOME TAXES:

The provision (benefit) for income taxes considtthe following:

Years Ended December 31,

2001 2002 B 2003
(in Thousands)
Current - B
Federal $(621) $ 168 $980
State 60 50 20
(561) 218 B 1,000
Deferred 1,232 796 128
$671 $1,014 B 1,128

The difference between income taxes computed detteral statutory income tax rate of 34% and tlowipion (benefit) for income taxes is
follows:

Years Ended December 31,

2001 2002 2003

(in Thousands)

Income taxes computed at federal statutory rate $ 544 $ 895 $
1,087

State income taxes, net of federal benefit 40 33 13




Other

87

86

28

$671 $1,014

1,128

The net current and noncurrent components of dad@ncome tax balances are as follows:

December 31,

2002

2003

(in Thousands)

Net current assets $899 $876
Net noncurrent assets 508 B 403
Net assets $ 1,407 B $1,279
Deferred tax liabilities and assets were comprigdtie following:
December 31,
2002 B 2003
(in Thousands)
Deferred tax assets B
Goodwill $ 886 $801
Allowance for doubtful accounts 420 B 483
Inventories 188 221
Net operating loss carryforward 170 B -
Accruals 208 272
Other 13 B -
Total deferred tax assets 1,885 1,777
Deferred tax liability -
Property and equipment (378) B (398)
Other (100) (100)
Net deferred tax asset $ 1,407 B $1,279




The Company believes it is more likely than not ttne net deferred income tax asset as of DeceBhe2003 in the amount of $1.3 milli
will be realized based primarily on the assumptibfuture taxable income. The Company has certiite $ax net operating loss carryforwe
aggregating approximately $7.2 million, which expin years 2004 through 2020. A valuation allowahes been recorded to offset
deferred tax asset related to these state taxpeeating loss carryforwards.

7. SHAREHOLDERS' EQUITY:
Series A and B Preferred Stock

The holders of Series A preferred stock are edtiiteonetenth of a vote per share on all matters presewtedvote of shareholders gener:
voting as a class with the holders of common steokl, are not entitled to any dividends or distiilmg other than in the event of a liquida
of the Company, in which case the holders of theeSeA preferred stock are entitled to a $100 ligtion preference per share. Each sha
the Series B convertible preferred stock is corivierinto 28 shares of common stock and a monthlidend per share of $.50. The holder
the Series B convertible stock are also entitled 100 liquidation preference per share after ayrof the distributions to the holders of
Series A preferred stock and to aeeth of a vote per share on all matters preseiotedvote of shareholders generally, voting asaascivitl
the holders of the common stock. During 2002 then@any purchased 1,820 shares of the Series A pedfstock from the DXP Employ
Stock Plan for $20.00 per share. During 2003 thengamy purchased 46 shares of Series A preferrett ftom an individual for $20.00 ¢
share.

Stock Options

The DXP Enterprises, Inc. 1999 Employee Stock Qpitan, the DXP Enterprises, Inc. Lotegm Incentive Plan and the DXP Enterprises,
Director Stock Option Plan authorize the grant pfians to purchase 500,000, 330,000 and 200,00@sitd the Company's common st
respectively. In accordance with these stock opfiams which were approved by the Company's shiters options are granted to |
personnel for the purchase of shares of the Conpaoynmon stock at prices not less than the faiketasalue of the shares on the date
grant. Most options may be exercised not earlian ttivelve months nor later than ten years fromdéite of grant. Activity during 2001, 20!
and 2003 with respect to the stock options follows:

B B Weighted B Weighted
B Options Price B Average B Average
Shares B Per Share B Exercise Price— Fair Value
Outstanding at December 31, 2000| 1,714,395 B $1.00-$12.00 B $2.60 B
Granted at market price 75,000 B $1.00-%$1.23 B $0.84 B $0.70
Granted above market price 285,500 $1.00-%$1.00 $1.00 B $0.48
Cancelled or expired (162,553) B $1.00-$12.00 B $3.07 B
Outstanding at December 31,2001 | 1,912,342 B $0.65-%$12.00 B $2.26 B
Granted at market price 223,500 B $0.92-$1.20 B $0.98 B $0.81
Cancelled or expired (4,175) B $12.00 - $ 12.00 B $12.00 B
Outstanding at December 31, 2002 | 2,131,667 B $0.65-$12.00 B $2.10 B
Granted at market price 30,000 B $1.40-%$1.40 B $1.40 B $1.17
Cancelled or expired (64,350) B $7.50-%$12.00 B $11.08 B
Outstanding at December 31, 2003 | 2,097,317 B $0.65-%$12.00 B $1.82 B
Exercisable at December 31, 2003 1,933,317 B $0.65-$12.00 B $1.88 B




Options Outstanding Options Exercisable
Weighted
Average
Remaining Weighted Weighted
Range of Number Contractual Life Average Number Average
Exercise Outstanding (in years) Exercise Exercisable Exercise
Prices Price Price
$0.01 to $3.00 2,027,557 3.6 $1.51 1,863,557 $1.54
$3.01 to $6.00 12,000 5.4 4.44 12,000 4.44
$9.01 to 57,760 2.0 12.00 57,760 12.00
$12.00
2,097,317 3.6 1.82 1,933,317 1.88

The outstanding options at December 31, 2003, exjgtween March 2005 and July 2013. The weightedage remaining contractual life v
4.8 years, 4.4 years, and 3.6 years at Decemb@081, 2002 and 2003, respectively.

Earnings Per Share

Basic earnings per share is computed based on tedigiverage shares outstanding and excludes @ilséeurities. Diluted earnings per sl
is computed including the impacts of all potengidiilutive securities. The following table setstfothe computation of basic and dilu
earnings per share before cumulative effect ofeaghk in accounting principle for the years endedebwer 31, 2001, 2002, and 2003.

2001 B 2002 2003

Basic: B B
Basic weighted average shares outstanding 4,071,685 B 4,071,685 4,071,685
Income before cumulative effect of a $ 929,000 $1,619,000 $2,069,000
change in accounting principle
Convertible preferred stock dividend 90,000 ’7 90,000 ’ 90,000
Net income attributable to common
shareholders before cumulative effect of a $ 839,000 $1,529,000 $1,979,000
change in accounting principle
Per share amount $0.21 ’7 $0.38 ’7 $0.49

| |
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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 ’7 63,000 ’7 428,418

Assumed conversion of convertible 420,000 420,000 420,000

preferred stock

Total 4,503,089’7 4,554,685’7 4,920,103

Income attributable to common
shareholders before cumulative effect of a $ 839,000 $1,529,000 $1,979,000

change in accounting principle

Convertible preferred stock dividend 90,000 ’7 90,000 ’7 90,000

Income for diluted earnings per share
before cumulative effect of a change in $ 929,000 $1,619,000 $2,069,000

accounting principle

Per share amount $0.21 ’7 $0.36 ’7 $0.42

In January 2004, the Company paid a former offidehe Company $100,000 to terminate a stock opigreement between the Company
the former officer. The terminated stock optionesggnent provided for the former officer to purchase,000 shares of the Company's com
stock at $1.64 per share.

8. COMMITMENTS AND CONTINGENCIES:

The Company leases equipment, automobiles ancedHiglities under various operating leases. Theréuminimum rental commitments as
December 31, 2003, for non-cancelable leases dmlass (in thousands):

2004 $1,413
2005 1,146
2006 748
2007 464
2008 271
Thereafter 357

$ 4,399

Rental expense for operating leases was $1,717#14838,478 and $1,543,654 for the years ended rileee 31, 2001, 2002, and 2(
respectively.

In 2003, the Company was notified that it had bseed in various state courts in Texas, directly anduccessor in interest to a corpora
which is not related to the Company. The suitsgallpersonal injury resulting from products containasbestos allegedly sold by the Comg
The suits do not state what products the Compaegedly sold or when the Company allegedly soldpghmducts. Discovery is in the v¢



early stages on these suits. The Company has hecerified certain of its insurance carriers ratjag these claims. The Company does
know if the insurance carriers will assume the deéeof these claims. If any product sold by the gamy is identified through discovery &
product that plaintiffs claim exposure to, it iet@ompany's intent to seek indemnity from the adgimanufacturer of the product. ~
Company intends to vigorously defend these claBetause of the lack of specific information deseditabove, the Company is unabl
determine if these claims could have a materiabesb/impact on the Company's results of operatonscash flows for a particular perioc
on the consolidated financial position of the Compa

9. EMPLOYEE BENEFIT PLANS:

The Company offers a 401(k) plan which is eligitdesubstantially all employees. The Company matemegloyee contributions at a rate o
percent up to 4 percent of salary deferral. The @amg contributed $365,000, $338,000, and $297,00B& 401(k) plan in the years en
December 31, 2001, 2002,and 2003, respectively.

10. RELATED-PARTY TRANSACTIONS:

The Chief Executive Officer (the "CEO") of the Coamy has personally guaranteed up to $500,000 aflihgations of the Company under
Credit Facility. Additionally, certain shares hétdtrust for the CEQO's children are pledged to sethie Credit Facility.

Prior to 2002, the Board of Directors of the Comphad approved the Company making advances and toathe CEO. The total outstand
balance of such loans and advances including agdnierest was $763,897 at December 31, 2000. Dukioril 2001, the Company's be
lender for the Credit Facility loaned $455,000le Company, which in turn was advanced to the GE®, then retired his personal loan v
the lender. During 2001 the advances and loans w@rsolidated into three notes receivable, eachingpaterest at 3.97 percent per ani
and due December 30, 2010. Accrued interest isadnaally. The notes have not been modified or ameisthce 2001. The total balance of
notes was $1,251,238 and $1,239,000 at Decembe20BP, and 2003, respectively. The notes are pigracured by 224,100 shares of
Company's common stock, options to purchase 800sb@@es of the Company's common stock and reaeedthese notes receivable
reflected as a reduction of shareholders' equity.

11. SEGMENT DATA:

The MRO segment is engaged in providing maintenareggir and operating products, equipment andyrated services, includi
engineering expertise and logistics capabilitiesindustrial customers. The Company provides a wégdwe of MRO products in t
fluid handling equipment, bearing, power transneissequipment, general mill, safety supply and elest products categories. T
Electrical Contractor segment sells a broad rarfigeatrical products, such as wire conduit, wirdeyices, electrical fittings and box
signaling devices, heaters, tools, switch geahtilngy, lamps, tape, lugs, wire nuts, batteriess fand fuses, to electrical contractors.
Company began offering electrical products to elealt contractors following its acquisition of tressets of two electrical sup
businesses in 1998. During August 2001, the Compalt/the majority of the assets of one of the businesses which comprised
Electrical Contractor segment. Historically, thesimess which was sold accounted for approximatety-thirds of the sales of t
Electrical Contractor segment. All business segmeptrate in the United States.

The high degree of integration of the Company'srapens necessitates the use of a substantial numobellocations ar
apportionments in the determination of businessnggn information. Sales are shown net of intersegraéminations.

Financial information relating the Company's segmménas follows:

Electrical

MRO Contractor Total

(in Thousands)

2001

Sales $ 166,216 $ 8,213 B $ 174,429
Operating income (loss) 4,364 B (330) B 4,034
Identifiable assets 56,536 2,398 B 58,934
Capital expenditures 691 B - B 691
Depreciation and amortization 1,350 31 B 1,381




Interest expense 2,329 151 2,480
2002

Sales $ 145,295 $2,811 B $ 148,106
Operating income (loss) 4,151 (34) 4,117
Identifiable assets 47,102 2,146 B 49,248
Capital expenditures 379 - 379
Depreciation and amortization 1,133 27 B 1,160
Interest expense 1,590 40 1,630
2003

Sales $ 148,206 $ 2,477 B $ 150,683
Operating income 4,210 99 B 4,309
Identifiable assets 46,370 2,005 48,375
Capital expenditures 406 13 B 419
Depreciation and amortization 1,029 29 1,058
Interest expense 1,010 167 B 1,177

12. QUARTERLY FINANCIAL INFORMATION (Unaudited)

Summarized quarterly financial information for tyears ended December 31, 2001, 2002 and 2003aHi@ss:

First B Second Third Fourth
Quarter Quarter Quarter Quarter
(in millions, except per share amounts)
2001
Sales $46.9 B $45.7 $43.2 $38.6
Gross profit 11.6 B 11.6 10.9 9.7




Net income 0.2 0.2 0.3 0.2
Earnings per share - diluted 0.04 B 0.05 0.06 0.05
2002 B

Sales $37.6 B $37.2 $38.4 $34.9
Gross profit 9.6 B 9.6 9.8 9.0
Income before cumulative effective of 0.4 0.4 0.4 0.4

a change in accounting principle

Net (loss) income (1.4) ’7 04 ’ 0.4 0.4

Earnings (loss) per share before
cumulative effect of a change in 0.08 0.09 0.09 0.10

accounting principle - diluted

(Loss) earnings per share - diluted (0.34) B 0.09 0.09 0.10
2003 B

Sales $375 B $37.7 $40.4 $35.1
Gross profit 9.5 B 9.5 10.3 9.2
Net income 0.5 B 0.4 0.7 0.5
Earnings per share - diluted 0.10 0.10 0.13 0.09

The sum of the individual quarterly earnings parshamounts may not agree with yeadéte earnings per share as each quarter's congm
is based on the weighted average number of shatetanding during the quarter, the weighted avestgek price during the quarter and
dilutive effects of the convertible preferred stagleach quarter.

ITEM 9. Changes in and Disagreements with Accountants orcégnting and Financial Disclosure

Arthur Andersen LLP ("Andersen”) served as indegendwditors for the fiscal years ended Decembef 827 through 2001. In respons:
Andersen's legal problems, on June 3, 2002 thetATainmittee decided, with the approval of the Boafdirectors, that effective June
2002 DXP would no longer engage Andersen as indipdrauditors and that as of June 6, 2002 Hein g€o8istes LLP would be appointec
independent auditors for the year ended Decemhe2(BID.

The reports of Andersen on DXP consolidated finanstatements for the fiscal year ended Decembe2@301 did not contain an adve
opinion or disclaimer of opinion, nor were they lified or modified as to uncertainty, audit scopeaocounting principles.

During DXP's fiscal year ended December 31, 2001 tarough June 6, 2002, there were no disagreemétitsAndersen on any matter
accounting principles or practices, financial staet disclosure, or auditing scope or procedureckhif not resolved to Anderse
satisfaction, would have caused it to make refexghereto in connection with its report on DXP'sisalidated financial statements for s
periods; and there were no "reportable eventstiels term is used in Item 304 (a) (1) (v) of Regolat-K.



DXP provided Andersen with a copy of the foregoitisclosures. A letter from Andersen was includedsdsibit 16 to Form 8, filed June €
2002, stating its agreement with such statements.

During the fiscal year ended December 31, 2001thr@igh June 6, 2002, DXP did not consult Hein &ddates LLP with respect to -
application of accounting principles to a specifiehsaction, either completed or proposed, oitythe of audit opinion that might be rende
on the Company's consolidated financial statememtgny other matters or reportable events asosét fn Items 304 (a) (2) (i) and (ii)
Regulation S-K.

ITEM 9A Controls and Procedures

As of the end of the period covered by this AnriReport on Form 1@, the effectiveness of our disclosure controls pratedures (as defin
in Rules 13a-15(e) and 18de promulgated under the Securities Exchange Act984) was evaluated by our management witt
participation of our President and Chief Execut®ficer, David R. Little (principal executive offie), and our Senior Vice President and C
Financial Officer, Mac McConnell (principal finamtiofficer). Messrs. Little and McConnell have clutted that our disclosure controls .
procedures are effective, as of the end of theodetbvered by this Annual Report on FormK,0to help ensure that information we
required to disclose in reports that we file wiile SEC is accumulated and communicated to managememecorded, processed, summal
and reported within the time periods prescribedhaySEC.

There were no changes in our internal control dvemcial reporting that occurred during our lastél quarter (the quarter ended Decer
31, 2003) that have materially affected, or arsoeably likely to materially affect, our internaindrol over financial reporting.

PART Il
ITEM 10. Directors and Executive Officers of the Registrant.

The information required by this item is incorpacty reference from the information in our defiugtproxy statement for the 2004 Ann
Meeting of Shareholders which we will file with ti8EC within 120 days of the end of the fiscal yawhich this report relates (the "Prc
Statement").

ITEM 11. Executive Compensation

The information required by this item is incorpa@by reference from the information in our Proxst&ment.
ITEM 12. Security Ownership of Certain Beneficial Owners alnagement.

The information required by this item is incorpa@by reference from the information in our Proxst&ment.
ITEM 13. Certain Relationships and Related Transactions

The information required by this item is incorpagby reference from the information in our Proxst&ment.
ITEM 14. Principal Auditor Fees and Services.

The information required by this item is incorpaeby reference from the information in our Proxst&ment.

PART IV
ITEM 15. Exhibits, Financial Statement Schedules, and Repoon Form 8-K
(a) Documents included in this report:

1. Financial Statements (included under ltem 8):

DXP Enterprises, Inc. and Subsidiaries: Page

Independent Auditors' Reports 16



Consolidated Financial Statements

Consolidated Balance Sheets 18
Consolidated Statements of Operations 19
Consolidated Statements of Shareholders' Equity 20
Consolidated Statements of Cash Flows 21
Notes to Consolidated Financial Statements 22

1. 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 nolicgipe.

(b) Reports on Form 8-K:

On November 14, 2003, DXP filed a Current ReporFomm 8K with the SEC in connection with the press releaseouncing the Compan
2003 third quarter results.

(c) Exhibits:

The following exhibits are filed herewith or areamporated by reference to exhibits previouslydfieith the SEC.

Exhibit

No. Description

3.1 Restated Articles of Incorporation, as amen(@embrporated by reference to Exhibit 4.1 to Reagists Registration
Statement on Form S-8 (Reg. No. 333-61953), filgtl the Commission on August 20, 1998).

3.2 Bylaws (incorporated by reference Exhibit $12he Registrant's Registration Statement on Foeh{Beg. No. 333-10021),
filed with the Commission on August 12, 1996).

4.1 Form of Common Stock certificate (incorpordbgdeference to Exhibit 4.3 to the Registrant'siRegtion Statement on
Form S-8 (Reg. No. 333-61953), filed with the Corssion on August 20, 1998).

4.2 See Exhibit 3.1 for provisions of the Compamestated Articles of Incorporation, as amendefinidg the rights of securi
holders.

4.3 Exhibit 3.2 for provisions of the Company's 8yk defining the rights of security holders.

10.1 DXP Enterprises, Inc. 1999 Employee Stock @pflan (incorporated by reference to Exhibit 1 lthe Registrant
Quarterly Report on Form 10-Q for the quarterlyipeiended June 30, 1999).

10.2 DXP Enterprises, Inc. 1999 N&mployee Director Stock Option Plan (incorporatgdréference to Exhibit 10.2 to t
Registrant's Quarterly Report on Form 10-Q forgharterly period ended June 30, 1999).

10.3 DXP Enterprises, Inc. Long Term Incentive Plas amended (incorporated by reference to ExHAidito the Registran
Registration Statement on Form S-8 (Reg. No. 3358}, filed with the Commission on August 20, 1998)

10.4 Amended and Restated Stock Option Agreemedad dfective as of March 31, 1996, between SEP@iDdtries, Inc. ar
David R. Little (incorporated by reference to thegistrant's Registration Statement on Form S-4 (Reg 33310021), filec
with the Commission on August 12, 1996).

*10.5 Promissory Note dated December 31, 2001 énafgregate principal amount of $915,974.00, mad®dwid R. Little



payable to DXP Enterprises, Inc.

*10.6 Promissory Note dated December 31, 2001 énatgregate principal amount of $235,264.00, mad®dvid R. Little
payable to DXP Enterprises, Inc.

*10.7 Promissory Note dated December 31, 2001 énatygregate principal amount of $100,000.00, mad®dwid R. Little
payable to DXP Enterprises, Inc.

*10.8 Amendment No. One to DXP Enterprises, IncnMonployee Director Stock Option Plan

*10.9 Amended and Restated Consolidated Loan aondriBe Agreement and Modification Agreement datéfdctive as of June
25, 2003, by and between Fleet Capital CorporaimhDXP Enterprises, Inc.

*10.10 Employment Agreement dated effective asaouary 1, 2004, between DXP Enterprises, Inc. aamddR. Little.
*21.1 Subsidiaries of the Company
*23.1 Consent from Hein & Associates LLP, indepertqrublic accountants.

*31.1 Certification of Chief Executive Officer pwant to Rule 13a-14(a) and rule 154(a) of the Securities Exchange Act
amended.

*31.2 Certification of Chief Financial Officer pwrant to Rule 13a-14(a) and rule 154a) of the Securities Exchange Act
amended.

*32.1 Certification of Chief Executive Officer ar@hief Financial Officer pursuant to 18 U.S.C. 1386,adopted pursuant
Section 906 of the Sarbanes-Oxley Act of 2002

Exhibits designated by the symbol * are filed witlis Annual Report on Form 1- All exhibits not so designated are incorporats
reference to a prior filing with the SEC as indezht

Indicates a management contract or compensationgplarrangement.

The Company undertakes to furnish to any sharehaldeequesting a copy of any of the exhibits fe #knnual Report on Form 1K-upor
payment to the company of the reasonable costsreatby the Company in furnishing any such exhibit.

INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENSCHEDULE
To the Board of Directors and Shareholders
DXP Enterprises, Inc.
Houston, Texas

We have audited, in accordance with auditing stadslgenerally accepted in the United States of Asaethe consolidated financial statem:
of DXP Enterprises, Inc. and Subsidiaries includethis Form 10K and have issued our report thereon dated Febrl@rp004. Our audi
were made for the purpose of forming an opiniortt@nbasic financial statements taken as a whole.fiancial statement schedule liste
Item 15 herein (Schedule Valuation and Qualifying Accounts) is the respoilgibof the Company's management and is presefaedhe
purpose of complying with the Securities and ExdeaCommission's rules and is not part of the bfisancial statements. The financ
statement schedule has been subjected to thergugitocedures applied in the audits of the basianftial statements and, in our opiniot
fairly stated in all material respects with theafirtial data required to be set forth therein iatieh to the basic financial statements taken
whole.

/s/ HEIN & ASSOCIATES LLP
HEIN & ASSOCIATES LLP
Houston, Texas

February 19, 200



DXP ENTERPRISES, INC.

December 31, 2003

(in thousands)

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS

Pursuant to the requirements of Section 13 or 18{dhe Securities Exchange Act of 1934, the regigthas duly caused this report tc

signed on its behalf by the undersigned, theredatp authorized.

DXP ENTERPRISES, INC.
(Registrant)

By: /s/ DAVID R. LITTLE

David R. Little
Chairman of the Board,

President and Chief Executive Offic

Balance at Charged Charged to Balance
to
Description Beginning Other Deductions (1) At End
Cost and
of Year Accounts of Year
Expenses
Year ended December 31, 2003
Deducted from assets accounts | $ 1,235 $ 142 $- $ (43) $1,420
Allowance for doubtful accounts
Year ended December 31, 2002
Deducted from assets accounts $1,784 $276 $- $825 $1,235
Allowance for doubtful accounts
Year ended December 31, 2001
Deducted from assets accounts $1,888 $131 $- $ 235 $1,784
Allowance for doubtful accounts
(1) Uncollectible accounts written off, net of reedies
SIGNATURES




Dated: March 11, 2004

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

NameTitle Date

/s/ DAVID R. LITTLE Chairman of the Board, President, March 11, 2004

David R. Little Chief Executive Officer and Directo
(Principal Executive Officer)

/s/ MAC McCONNELL Senior Vice-President/Finance March 11, 2004

Mac McConnell and Chief Financial Officer
(Principal Financial and Accounting
Officer)

/s/ CLETUS DAVISDirector March 11, 2004

Cletus Davis

/s/ TIMOTHY P. HALTERDirector March 11, 2004

Timothy P. Halter

/s/ KENNETH H. MILLER Director March 11, 2004

Kenneth H. Miller

EXHIBIT INDEX
Exhibit

No. Description

3.1 Restated Articles of Incorporation, as amen(@embrporated by reference to Exhibit 4.1 to Reagists Registration
Statement on Form S-8 (Reg. No. 333-61953), filgth the Commission on August 20, 1998).

3.2 Bylaws (incorporated by reference Exhibit &1 2he Registrant's Registration Statement on Fe#r(Beg. No. 333-10021),
filed with the Commission on August 12, 1996).

4.1 Form of Common Stock certificate (incorporabgdeference to Exhibit 4.3 to the Registrant'siRegtion Statement on
Form &8 (Reg. No. 33-61953), filed with the Commission on August 20, 8p!



4.2 See Exhibit 3.1 for provisions of the Compamestated Articles of Incorporation, as amendefinidg the rights of securi
holders.

4.3 Exhibit 3.2 for provisions of the Company's 8yk defining the rights of security holders.

10.1 DXP Enterprises, Inc. 1999 Employee Stock @pflan (incorporated by reference to Exhibit 1@ lthe Registrant
Quarterly Report on Form 10-Q for the quarterlyigetended June 30, 1999).

10.2 DXP Enterprises, Inc. 1999 N&mployee Director Stock Option Plan (incorporatgdréference to Exhibit 10.2 to t
Registrant's Quarterly Report on Form 10-Q forgharterly period ended June 30, 1999).

10.3 DXP Enterprises, Inc. Long Term Incentive Plas amended (incorporated by reference to ExHiitto the Registran
Registration Statement on Form S-8 (Reg. No. 3358}, filed with the Commission on August 20, 1998)

10.4 Amended and Restated Stock Option Agreemeati ddfective as of March 31, 1996, between SEP@Ddtries, Inc. ar
David R. Little (incorporated by reference to thegistrant's Registration Statement on Form S-4 (Rkeg 33310021), file
with the Commission on August 12, 1996).

*10.5 Promissory Note dated December 31, 2001 énatygregate principal amount of $915,974.00, mad®dwid R. Little
payable to DXP Enterprises, Inc.

*10.6 Promissory Note dated December 31, 2001 énatgregate principal amount of $235,264.00, mad®dvid R. Little
payable to DXP Enterprises, Inc.

*10.7 Promissory Note dated December 31, 2001 énatgregate principal amount of $100,000.00, mad®dvid R. Little
payable to DXP Enterprises, Inc.

*10.8 Amendment No. One to DXP Enterprises, IncnManployee Director Stock Option Plan

*10.9 Amended and Restated Consolidated Loan aodrBeAgreement and Modification Agreement datéféative as of June
25, 2003, by and between Fleet Capital CorporaimhDXP Enterprises, Inc.

*10.10 Employment Agreement dated effective asaoiudry 1, 2004, between DXP Enterprises, Inc. amd®DR. Little.
*21.1 Subsidiaries of the Company
*23.1 Consent from Hein & Associates LLP, indepeandriblic accountants.

*31.1 Certification of Chief Executive Officer pwant to Rule 13a-14(a) and rule 1bdi@) of the Securities Exchange Act
amended.

*31.2 Certification of Chief Financial Officer pwrant to Rule 13a-14(a) and rule 154a) of the Securities Exchange Act
amended.

*32.1 Certification of Chief Executive Officer ar@hief Financial Officer pursuant to 18 U.S.C. 13&6,adopted pursuant
Section 906 of the Sarbanes-Oxley Act of 2002

Exhibits designated by the symbol * are filed witiis Annual Report on Form 1K- All exhibits not so designated are incorporatsy
reference to a prior filing with the SEC as indezht

Indicates a management contract or compensationgolarrangement.



Exhibit 10.5
PROMISSORY NOTE
$915,974.00 Houston, Texas December 31, 2001

FOR VALUE RECEIVED, after date, without grace, iretmanner, on the dates, and in the amounts sinfstiulated, the undersigned, De
R. Little, promises to pay to the order of DXP Eptéses, Inc. at 7272 Pinemont in Houston, Texas sum of:

NINE HUNDRED FIFTEEN THOUSAND NINE HUNDRED SEVENTYOUR AND 0/100 DOLLARS
($915,974.00)

in Lawful money of the United States of America,igfhshall be legal tender, in payment of all detsitd dues, public and private, at the tim
payment, and to pay interest thereon from daté onatiurity at the rate of 3.97% per annum, payallstipulated herein.

This note is payable as follows, to-wit:

Any proceeds from the sale of the DXP Enterprif@s,common stock and stock options which serveodiateral for thi
note shall be applied in full against the note.rRagt of the note is due in one lump sum on Decer@®e2010. Payme
of accrued interest is due annually on December 30.

If either the employee or employer for any reasminates employment with DXP, the note shall bexalwe and payable immediately u
termination. Any and all compensation due the eygxoat that time shall be applied against the loalaxi the note with the remainder of
note (if any) due in full.

It is agreed that time is of the essence of thisegent, and that in the event of default in thaygnt of any installment of principal or intet
when due, the holder of this note may declare thiesty of the note evidenced hereby, immediately dnd payable without notice, and fai
to exercise said option shall not constitute a waon part of the holder of the right to exerclse $ame at any other time.

In the event of default in the making of any payirteerein provided, either of principal or interest,jn the event of said note evidenced he
is declared due, interest shall accrue at theafat®% per annum from such time.

The undersigned hereby agrees to pay all expensagéd for collection, all of which shall becomeaat of the principal hereof, if this note
placed in the hands of an attorney for collectmrif collected by suit or through any probate, kraptcy or any other legal proceedings.

Each maker, surety and endorser waives demandg,gratice presentment for payment, and protestagneles and consents that this note
the liens securing its payment, may be renewedtl@time of payment extended without notice, aitiaut releasing any of the parties.

The payment of this note is secured by 224,100eshair DXP Enterprises, Inc. common stock and opttornpurchase 800,000 shares of [
Enterprises, Inc. common stock.

DXP Enterprises, Inc.

/s/IMac McConnell

Mac McConnell

/s/David R. Little

David R. Little



Exhibit 10.6
PROMISSORY NOTE
$235,264.00 Houston, Texas December 31, 2001

FOR VALUE RECEIVED, after date, without grace, iretmanner, on the dates, and in the amounts sinfstiulated, the undersigned, De
R. Little, promises to pay to the order of DXP Eptéses, Inc. at 7272 Pinemont in Houston, Texas sum of:

TWO HUNDRED THIRTY-FIVE THOUSAND TWO HUNDRED SIXTYFOUR AND 0/100 DOLLARS ($235,264.00)

in Lawful money of the United States of America,igthshall be legal tender, in payment of all debtd dues, public and private, at the tim
payment, and to pay interest thereon from daté onatiurity at the rate of 3.97% per annum, payaslistipulated herein.

This note is payable as follows, to-wit:

Any proceeds from the sale of the real estate whalves as collateral for this note shall be agplefull against th
note. Payment of the note is due in one lump surb@rember 30, 2010. Payment of accrued intereiesannually ¢
December 30.

If either the employee or employer for any reasminates employment with DXP, the note shall bexalme and payable immediately u
termination. Any and all compensation due the eyg®oat that time shall be applied against the loalaf the note with the remainder of
note (if any) due in full.

It is agreed that time is of the essence of this@gent, and that in the event of default in thgnpant of any installment of principal or intet
when due, the holder of this note may declare thieety of the note evidenced hereby, immediatelg end payable without notice, and fai
to exercise said option shall not constitute a @maon part of the holder of the right to exerclse $ame at any other time.

In the event of default in the making of any payiesrein provided, either of principal or interestjn the event of said note evidenced he
is declared due, interest shall accrue at theafat®% per annum from such time.

The undersigned hereby agrees to pay all expensagéd for collection, all of which shall becomeart of the principal hereof, if this note
placed in the hands of an attorney for collectmmif collected by suit or through any probate, kraiptcy or any other legal proceedings.

Each maker, surety and endorser waives demandg,gratice presentment for payment, and protestgneles and consents that this note
the liens securing its payment, may be renewedtlatime of payment extended without notice, aitiaut releasing any of the parties.

The payment of this note is secured@ln on property located at 427 Thamer Ln. HousTaxas.
DXP Enterprises, Inc.

/s/IMac McConnell

Mac McConnell

/s/David R. Little

David R. Little



Exhibit 10.7
PROMISSORY NOTE
$100,000.00 Houston, Texas December 31, 2002

FOR VALUE RECEIVED, after date, without grace, letmanner, on the dates, and in the amounts simltstiulated, the undersigned, De
R. Little, promises to pay to the order of DXP Eptéses, Inc. at 7272 Pinemont in Houston, Texas sum of:

ONE HUNDRED THOUSAND AND 0/100 DOLLARS
($100,000.00)

in Lawful money of the United States of America,igthshall be legal tender, in payment of all debitd dues, public and private, at the tim
payment, and to pay interest thereon from daté onatiurity at the rate of 3.97% per annum, payallstipulated herein.

This note is payable as follows, to-wit:

Any proceeds from the sale of the real estate, vbé&ves as collateral for this note, shall beiegph full against the note. Payment of the |
is due in one lump sum on December 30, 2010. Palyaiexccrued interest is due annually on DecembBer 3

If either the employee or employer for any reagyminates employment with DXP, the note shall bexdue and payable immediately upon
termination. Any and all compensation due the eygxaat that time shall be applied against the loalaf the note with the remainder of the
note (if any) due in full.

It is agreed that time is of the essence of this@ment, and that in the event of default in thenent of any installment of principal or interest
when due, the holder of this note may declare tiieety of the note evidenced hereby, immediatelg dnd payable without notice, and failure
to exercise said option shall not constitute a waon part of the holder of the right to exerclse $ame at any other time.

In the event of default in the making of any payirteerein provided, either of principal or interest,n the event of said note evidenced hel
is declared due, interest shall accrue at theafai®% per annum from such time.

The undersigned hereby agrees to pay all expenseséd for collection, all of which shall becompaat of the principal hereof, if this note is
placed in the hands of an attorney for collectmmif collected by suit or through any probate, kraiptcy or any other legal proceedings.

Each maker, surety and endorser waives demandk,gratice presentment for payment, and protestgnekes and consents that this note and
the liens securing its payment, may be renewedtl@time of payment extended without notice, aitiaut releasing any of the parties.

The payment of this note is secured by a fourti die property located at 427 Thamer Lane, Housteras.
DXP Enterprises, Inc.

/s/IMac McConnell

Mac McConnell
/s/David R. Little

David R. Little



Exhibit 10.8
AMENDMENT NUMBER ONE
TO
DXP ENTERPRISES, INC.
NON-EMPLOYEE DIRECTOR STOCK OPTION PLAN

By this Agreement, DXP Enterprises, Inc. Némployee Director Stock Option Plan (herein refén® as the "Plan") is amended as follc
effective May 1, 2003:

Section 3.1 is deleted in its entirety and is repthby the following:

Automatic Annual Grants. Subject to the availapilinder the Plan of a sufficient number of sharkestock that may be issued upon
exercise of outstanding Options, each Nmployee Director who is a director of the Companyany July 1 while this Plan is in effect s
be granted on each such July 1 an Option to puech@®00 shares of Stock.

DXP Enterprises, Inc.

By: /s/Mac McConnell

Title: Senior Vice President & CFO

Date: May 15, 2003



Exhibit 10.9

AMENDED AND RESTATED

CONSOLIDATED LOAN AND SECURITY AGREEMENT

AND MODIFICATION AGREEMENT

THIS AMENDED AND RESTATED CONSOLIDATED LOAN AND SEORITY AGREEMENT AND MODIFICATION AGREEMENT ("
Agreement’) is made effective as of the 25th day of Jun@32®y and between FLEET CAPITAL CORPORATION (" den"), a Rhode
Island corporation with an office at 5950 SherrnéaSuite 300, Dallas, Texas 75225, and SEPCO INIRIES, INC., a Texas corporation ("
Sepcd"), with offices at 7272 Pinemont, Houston, Tex@®40, AMERICAN MRO, INC., a Nevada corporation (fn&rican"), with offices at
7272 Pinemont, Houston, Texas 77040, DXP ACQUISN|ONC. d/b/a STRATEGIC ACQUISITION, INC., a Nevadarporation (" DXP"),
with offices at 7272 Pinemont, Houston, Texas 77®ELICAN STATE SUPPLY COMPANY, INC., a Nevada corption (" Pelicary), with
offices at 7272 Pinemont, Houston, Texas 77040,CXH ENTERPRISES, INC., a Texas corporation (" Rafg with offices at 7272
Pinemont, Houston, Texas 77040 (Sepco, AmericdicaPeand DXP being hereinafter jointly and sevgrahdividually and collectively,
referred to herein as the " Borroweas governed by the provisions of Sectionsahd 1.50f this Agreement.

WHEREAS, Sepco and Lender entered into that ceBatond Amended and Restated Loan and SecurityeAgmet dated April 1, 1994 (as
amended, the " Sepco Loan Agreenigmntith American, Sepco and Lender being the preparties to the Sepco Loan Agreement; and

WHEREAS, DXP and Lender entered into that certaian.and Security Agreement, dated June 16, 19%hiasded, modified or restated
from time to time, the " DXP Loan Agreemétand

WHEREAS, Pelican and Lender entered into that seltaan and Security Agreement dated May 29, 1287afnended, modified or restated
from time to time, the " Pelican Loan Agreem&nithe Sepco Loan Agreement, the Pelican Loan &mient, and the DXP Loan Agreement
being hereinafter collectively referred to as thexisting Loan Agreementy; and

WHEREAS, each of Sepco, American, Pelican and D>#subsidiary of Parent; and

WHEREAS, each of Sepco, American, Pelican, DXP,Raknt want to utilize their borrowing potential @ consolidated basis to the same
extent possible as if they were merged into a singkporate entity and have therefore requested_#raler combine and consolidate the
respective revolving credit facilities establishpdsuant to the Existing Loan Agreements and haxtdédr requested that Lender permit Parent
to become a co-borrower in connection with suchlioed and consolidated revolving credit facilitiaad have further requested that Lender
extend the respective credit facilities establispesuant to the Existing Loan Agreements and ncaki&in other amendments to the Existing
Loan Agreements, and Sepco has requested that Legde to certain modifications to the Term Neate guch term is hereinafter defined);

WHEREAS, subject to the terms, provisions and cimé specified in this Agreement, Lender is wilito agree to the foregoing requests of
Borrower; and

WHEREAS, to effectuate the foregoing, Borrower &edder desire to consolidate, amend and restatanfftiextinguish) the Existing Loan
Agreements and make Parent a party thereto anadifyrthe Term Note as hereinafter set forth.

NOW THEREFORE, in consideration of the premises @thér value, the receipt and sufficiency of which hereby acknowledged, Borrov
and Lender agree as follows:

SECTION 1. GENERAL DEFINITIONS

Defined Terms. When used herein, the following teshall have the following meanings (terms defimetthe singular to have the same
meaning when used in the plural and vice versa):

Accounts- has the meaning assigned thereto under the Code.
Account Debtor any Person who is or may become obligated unden @ccount of an Account.

ACH Exposure Reserve Amounineans the amount calculated as follows:

Day Amount

(i) Ninth Business Day immediately preceding a $(150,000



scheduled payroll payment date for Borrower

(ii) Eighth Business Day immediately preceding a (i) $ 225,000
scheduled payroll payment date for Borrower

(iii) Seventh Business Day immediately preceding a (iii) $ 300,000
scheduled payroll payment date for Borrower

(iv) Sixth Business Day immediately preceding a (iv) $ 375,000
scheduled payroll payment date for Borrower

(v) Fifth Business Day immediately preceding a (v) $ 450,000
scheduled payroll payment date for Borrower

(vi) Fourth Business Day immediately precedinga  (vi) $ 525,000
scheduled payroll payment date for Borrower

(vii) Third Business Day immediately preceding a (vii) $ 600,000
scheduled payroll payment date for Borrower

(viil) Second Business Day immediately preceding a (viii) $ 675,000
scheduled payroll payment date for Borrower

(ix) Business Day immediately preceding a scheduled (ix) $ 750,000
payroll payment date for Borrower

(x) Business Day which is a scheduled payroll payme (x) $ 75,000
date for Borrower and thereafter until Ninth Busise

Day immediately preceding a scheduled payroll payme

date for Borrower

Acquisition Term Loans has the meaning assigned to such term in thedSegan Agreement.

Adjusted Net Earnings From Operationsith respect to any fiscal period, means the obdated (in accordance with GAAP) net earnings (or
loss) of Parent and its Subsidiaries after providty income taxes for such fiscal period of Parafitas reflected on the consolidated financial
statement of Parent and its Subsidiaries supplieéthder pursuant to Section 9.1li&reof, but excluding: (a) any gain or loss aridnagn the
sale of capital assets; (b) any gain arising from\arite-up of assets; (c) earnings of any Subsydgcrued prior to the date it became a
Subsidiary; (d) earnings of any corporation, sulttsily all the assets of which have been acquineahy manner by Parent or a Subsidiary of
Parent, realized by such corporation prior to thie @f such acquisition; (e) net earnings of argiri®ss entity (other than a Subsidiary) in
which Parent has an ownership interest unless iseicbarnings shall have actually been receiveddogr® or such Subsidiary of Parent in the
form of cash distributions; (f) any portion of thet earnings of any Subsidiary which for any reasamavailable for payment of dividends to
Parent or a Subsidiary of Parent; (g) the earnafigsy Person to which any assets of Parent oSaingidiary of Parent shall have been sold,
transferred or disposed of, or into which Parerd &ubsidiary of Parent shall have merged, or bgaearty to any consolidation or other forn
reorganization, prior to the date of such transact{h) any gain arising from the acquisition oy @ecurities of Parent or a Subsidiary of
Parent; and (i) any gain arising from extraordin@aryon-recurring items.

Affiliate - a Person (other than a Subsidiary): (a) whicldly or indirectly through one or more intermea#arcontrols, or is controlled by, or
is under common control with, Borrower; (b) whiobneficially owns or holds 5% or more of the votBecurities of Borrower; or (c) 5% or
more of the voting Securities (or in the case Beason which is not a corporation, 5% or more efdfjuity interest) of which is beneficially
owned or held by Borrower or a Subsidiary of BoreowFor purposes hereof, "control" means the pegsgsdirectly or indirectly, of the
power to direct or cause the direction of the managnt and policies of a Person, whether througlowreership of voting Securities, by
contract or otherwise.

Agreement this Amended and Restated Consolidated Loan aodr8y Agreement and Modification Agreement, ageaded, modified,
supplemented or restated from time to time.

American- has the meaning assigned thereto in the preamble.

Applicable Annual Rate as defined in Section 3.1(af this Agreement.

April 2001 Amendment has the meaning assigned thereto in the Sepao Ageeement.

Availability - The amount of money which Borrower is entitledtwrow from time to time as Revolving Credit Loassch amount being the
difference derived when the sum of the principabant of Revolving Credit Loans then outstandingl{iding any amounts which Lender nr
have paid for the account of Borrower pursuantp @ the Loan Documents and which have not beenlwgrsed by Borrower) and the

undrawn amount of all LC Guaranties then outstapdirsubtracted from the Borrowing Base, as theutafion is determined by Lender. If t



amount outstanding is equal to or greater thaBtireowing Base, Availability is 0.

Average Daily Availability- The amount obtained by adding the difference betwthe Borrowing Base and the unpaid balance w6lRiag
Credit Loans owing by Borrower to Lender at the ehdach day during the period in question andilidihg such sum by the number of days
in such period.

Bank- Fleet National Bank.

Banking Relationship Indebtednesihidebtedness or other obligations of Borroweamy Affiliate of Borrower relating to or arising oaf (i)
checking and operating account relationships betwiesrower or any Affiliate of Borrower and Lendarany Affiliate of Lender (including
Bank), including any obligations under Cash Managnf\greements, and (ii) Hedging Agreements withder or any Affiliate of Lender
(including Bank).

Base Rate the rate of interest announced or quoted by Beork time to time as its "base rate" for commertdahs, whether or not such rate
is the lowest rate charged by said bank to its mpoefierred borrowers; and, if the base rate formencial loans is discontinued by said bank as
a standard, a comparable reference rate desigbhgteaid bank as a substitute therefor shall bt Rate.

Base Rate Loansall Loans other than Eurodollar Loans.
Borrower- has the meaning assigned to such term in therirea
Borrowing Base as at any date of determination thereof, an amegual to the lesser of:

(a) Thirty Million Dollars ($30,000,000), mindke unpaid principal balance of the Term Loan ahaiate, minuthe aggregate face amount of
all LC Guaranties and Letters of Credit issued bpder or Affiliates of Lender outstanding at suakedninugshe ACH Exposure Reserve
Amount at such date; or

(b) an amount equal to:

(i) 85% of the net amount of Eligible Accounts datsling at such date (as determined by Lendes isole
discretion);

PLUS

(ii) the lesser of (A) Twelve Million Five Hundrethousand Dollars ($12,500,000), or (B) (x) 50%lwf value o
Eligible Inventory (as determined by Lender indtde discretion) at such date consisting of finiseods,
calculated on the basis of the lower of cost arrfarket value (as determined by Lender in its dideretion)
with the cost of finished goods calculated on stfin, first-out basis, to the extent such Eligibigentory is not
SmartSource Inventory, plfg) the SmartSource Inventory Amount;

MINUS (subtract from the sum of clauses (i) an}) (ii

(iii) an amount equal to the sum of (A) the faceoant of all LC Guaranties and Letters of Creditiess by
Lender or Affiliates of Lender and outstanding @tls date, and (B) any amounts which Lender maybligaied
to pay in the future for the account of Borrowergquant to this Agreement, the Other Agreementstarwise,
and (C) the ACH Exposure Reserve Amount at such. dat

For purposes hereof, the net amount of EligiblecAirds at any time shall be the face amount of &ligfible Accounts less any and all returns,
rebates, discounts (which may, at Lender's opbercalculated on shortest terms), credits, allowarme excise taxes of any nature at any time
issued, owing, claimed by Account Debtors, grantedstanding or payable in connection with suchddets at such time.

Business Day a day excluding Saturday, Sunday and any daytwikia legal holiday under the laws of the Stat&exas or is a day on which
banking institutions in such state are closed.

Capital Expendituresexpenditures made and liabilities incurred fa #tquisition of any fixed assets or improvemenafslacements,
substitutions or additions thereto which have duldée of more than one year, including the direcindirect acquisition of such assets by
of increased product or service charges, offsetster otherwise and the principal portion of paytaemith respect to capitalized lease
obligations.

Capitalized Lease Obligatiorany Indebtedness represented by obligations umtiase that is required to be capitalized faarfiial reporting
purposes in accordance with GAAP.

Cash Management Agreeme- any agreement entered into from time to time betwBorrower or any of its Subsidiaries, on the baed, an




Bank or any of its Affiliates or any other bankiogfinancial institution, on the other, in connectiwith cash management services for
operating, collections, payroll and trust accowitBorrower or its Subsidiaries provided by suchkag or financial institution, including
automatic clearinghouse services, controlled dstment services, electronic funds transfer seryvic&smation reporting services, lockbox
services, stop payment services and wire transfeices.

Certified Security has the meaning assigned thereto under the Code.

Chattel Paper has the meaning assigned thereto under the Code.
Closing Date the date on which all of the conditions preceder8ection 1Gre satisfied.
Code- the Uniform Commercial Code as adopted and ioefan the State of Texas, as from time to timeffiect.

Collateral- all of the Property and interests in Propertycdbgd in_Section #ereof, and all other Property and interests iperty that now or
hereafter secure the payment and performance obfattne obligations.

Commercial Tort Claims has the meaning assigned thereto in the Code.

Commitment Thirty Million Dollars ($30,000,000.00).

Computer Hardware and Softwarall of Borrower's rights (including rights asditsee and lessee) with respect to (a) computeothed
electronic data processing hardware, includingnédigrated computer systems, central processirtg,unemory units, display terminals,
printers, computer elements, card readers, tapegjhard and soft disk drives, cables, electsapply hardware, generators, power equali:
accessories, peripheral devices and other relateguater hardware; (b) all Software and all softwaiegrams designed for use on the
computers and electronic data processing hardweserithed in claus@) above, including all operating system softwarditigts and
application programs in any form (source code arjdat code in magnetic tape, disk or hard copy &drar any other listings whatsoever); (c)
any firmware associated with any of the foregommggl (d) any documentation for hardware, Softwarefamware described in clauses (dlp)
and (c)above, including flow charts, logic diagrams, mdauspecifications, training materials, charts ardudo codes.

Contract Right any right of Borrower to payment under a contfacthe sale or lease of goods or the rendering of
services, which right is at the time not yet earbggerformance.

Current Assets at any date means the amount at which all oftleent assets of a Person would be properly fledsis current assets on a
balance sheet at such date in accordance with Géx&Bpt that amounts due from Affiliates and invesita in Affiliates shall be excluded
therefrom.

Default- an event or condition the occurrence of which ldpwith the lapse of time or the giving of notieg,both, become an Event of
Default.

Default Rate as defined in Section 3.1(af this Agreement.
Deposit Account has the meaning assigned thereto under the Code.

Distribution- in respect of any corporation means and inclu@@she payment of any dividends or other distitns on capital stock of the
corporation (except distributions in such stock) @) the redemption or acquisition of securitiatess made contemporaneously from the net
proceeds of the sale of Securities.

Document has the meaning assigned thereto under the Code.

Domestic Loan Adjustment Datenitially, September 30, 2003, and thereaftee, st Business Day of the calendar quarter dwyimigh
Lender receives the Compliance Certificate requime&ection 9.1(jhereof having a calculation date as of the lastal&8eptember,
December, March, or June, as the case may ber@dftr in this Agreement as " Quarterly Complia@estificate"), beginning with the
Compliance Certificate having the calculation dedeof September 30, 2003.

Domestic Margin (i) for all Revolving Credit Loans, for the pedi@commencing April 1, 2003, and continuing untip&mber 30, 2003, the
Domestic Margin shall be 0.25% per annum, (ii)dTerm Loans, for the period commencing ApriP003, and continuing until September
30, 2003, the Domestic Margin shall be 0.50% pawuamn_andhereafteriii) on each Domestic Loan Adjustment Date, thpla@able percent
per annum set forth in the pricing table below ezsipely for Revolving Credit Loans and for the Mekoans opposite the ratio of (i) the
aggregate principal amount of all Senior Debt @uiding on the calculation date of the applicabla@uly Compliance Certificate to (ii) the
EBITDA calculated for the trailing twelve calendaonth period ending on the calculation date ofapglicable Quarterly Compliance
Certificate.



PRICING TABLE

Domestic Margin
for Revolving Credit

Loans Domestic Margin for
Term Loans
Ratio of Senior Debt
to EBITDA
(i) Less than 3.50 to 1.00 (i) 0.00% (i) 0.25%
(ii) Greater than or equal to 3.50 to (i) 0.00% (i) 0.25%
1.00, but less than 4.00 to 1.00
(iii) Greater than or equal to 4.00to  (iii) 0.25% (i) 0.50%
1.00, but less than 4.75 to 1.00
(iv) Greater than or equal to 4.75 (iv) 0.50% (iv) 0.75%

Dominion Account a special account of Borrower established by @eer pursuant to this Agreement at a bank seldnteBorrower, but
acceptable to Lender, in its sole discretion, aret avhich Lender shall have sole and exclusive ssead control for withdrawal purposes.

DXP - has the meaning assigned to such term in therirea

DXP Loan Agreementhas the meaning assigned to such term in therriea

DXP Revolver Obligations means the revolving credit loans outstandinghenlosing Date pursuant to the DXP Loan Agreement.

EBITDA - for any fiscal period of Borrower, means the safni) the Adjusted Net Earnings From Operation®afent and its Subsidiaries for
such period, plu§i) non-cash charges of Parent and its Subsidiani@espect to depreciation and amortization @hgperiod, plugiii) Tax
Expense of Parent and its Subsidiaries for sucdleghgplus(iv) Interest Expense of Parent and its Subsidsdioe such period, all of the above
being determined on a consolidated basis in acooslaith GAAP.

Electronic Chattel Papethas the meaning assigned thereto in the Code.

Eligible Account- an Account arising in the ordinary course of Barer's business from the sale of goods or renddfaservices which
Lender, in its credit judgment, deems to be aniBlkgAccount. Without limiting the generality oféHoregoing, no Account shall be an Eligi
Account if:

(a) it arises out of a sale made by Borrower tabs&liary or an Affiliate of Borrower or to a Penscontrolled by an Affiliate of Borrower; or
(b) [RESERVED]

(c) it is due or unpaid more than 90 days afteroitiginal invoice date; or

(d) 50% or more of the Accounts from the Accounbide are not deemed Eligible Accounts hereunder; or

(e) the total unpaid Accounts of the Account Delataceed 25% of the net amount of all Accountsheoextent of such excess; or

() any covenant, representation or warranty comtgiin this Agreement with respect to such Accdast been breached; or

(9) the Account Debtor is also Borrower's creddosupplier, or the Account Debtor has disputeblility with respect to such Account, or the
Account Debtor has made any claim with respechioaher Account due from such Account Debtor tarBwer, or the Account otherwise is
or may become subject to any right of setoff byAleeount Debtor; or

(h) the Account Debtor has commenced a voluntasg cader the federal bankruptcy laws, as now dotest or hereafter amended, or made
an assignment for the benefit of creditors, or @eke or order for relief has been entered by atdmwing jurisdiction in the premises in respect
of the Account Debtor in an involuntary case untierfederal bankruptcy laws, as now constituteldeseafter amended, or if the Account
Debtor has ceased to be Solvent or consentedduoff@red a receiver, trustee, liquidator or custodd be appointed for it or for all or a
significant portion of its assets or affairs;



(i) it arises from a sale to an Account Debtor mé&the United States; or

(j) it arises from a sale to the Account Debtoradill-and- hold, guaranteed sale, sale-or-retsaitg-on-approval, consignment or any other
repurchase or return basis; or

(k) Lender in good faith believes that collectidrsach Account is insecure or that payment theiedbubtful or will be delayed by reason of
the Account Debtor's financial condition; or

() the Account Debtor is the United States of Aio&or any department, agency or instrumentaligyebf; or

(m) the Account Debtor is located in the State efMNJersey or Minnesota, unless Borrower has filBldbtice of Business Activities Report
with the appropriate officials in those statestfag then current year; or

(n) the Account is subject to a Lien other thareenhitted Lien; or

(o) the goods giving rise to such Account havelhs®n delivered to and accepted by the Account Deltthe services giving rise to such
Account have not been performed by Borrower anéatec! by the Account Debtor or the Account othesvdees not represent a final sale;
provided, howeveithat the foregoing provisions of this paragraphs{@ll not apply to an Account arising in the ordjneourse of Borrower's
business from the sale of goods or the renditiogeofices in connection with a written contractestn Borrower and the relevant Account
Debtor pursuant to which progress payments arecbilly the Borrower to the relevant Account Debfither provided, howevethat in order

to be an Eligible Account, such billed progressrpagt must otherwise constitute an Eligible Accquntsuant to the other provisions of the
definition of "Eligible Account”" and that to thetext the aggregate amount of all such billed pregmayments exceed at any time $2,000,000,
the billed progress payments in excess of $2,0Q0s0@ll not constitute Eligible Accounts; or

(p) the total unpaid Accounts of the Account Delarceed a credit limit determined by Lender, togkient such Account exceeds such limit;
or

(g) the Account is evidenced by chattel paper anatrument of any kind, or has been reduced tgrjueht; or

(r) Borrower has made any agreement with the ActBattor for any deduction therefrom, except facdunts or allowances which are made
in the ordinary course of business for prompt paytna@d which discounts or allowances are reflegtdte calculation of the face value of
each invoice related to such Account; or

(s) Borrower has made an agreement with the Accbebtor to extend the time of payment thereof; or
(t) the Account arises from a retail sale of gotmda Person who is purchasing same primarily fosqreal, family or household purposes.

Eligible Inventory- such Inventory of Borrower which Lender, in itedit judgment, deems to be Eligible Inventory. hgitt limiting the
generality of the foregoing, no Inventory shallBlgible Inventory unless, in Lender's good faitfiroon, it

(a) is finished goods,

(b) is in good, new and saleable condition,

(c) is not obsolete or unmerchantable,

(d) [RESERVED]

(e) meets all standards imposed by any governmagéicy or authority,

(f) conforms in all respects to the warranties eeptesentations set forth in Section Beteof,

(9) is at all times subject to Lender's duly petdelcfirst priority security interest and no ottéen except a Permitted Lien,
(h) is situated at a location in compliance witlket®m 4.5hereof and is not in transit;

(i) to the extent such Inventory is located onghemises of a customer of a Borrower on consignraedtdoes not constitute SmartSource
Inventory, such customer has executed a lettdraridrm of Exhibit Aattached hereto (herein referred to as " Eligibd@<igned Inventory));
provided, however, that at any particular date not more than $2@@Djn Eligible Consigned Inventory may constittEigible Inventory"
for purposes of the Borrowing Base; and

(j) SmartSource Inventor



Environmental Laws all federal, state and local laws, rules, redotet, ordinances, programs, permits, guidancegrstahd consent decrees
relating to health, safety and environmental matter

Equipment has the meaning assigned thereto under the Code.
ERISA - the Employee Retirement Income Security Act of4,%nd all rules and regulations from time to tjpnemulgated thereunder.

Eurodollar Adjustment Dateinitially, September 30, 2003, and thereaftee, ldst Business Day of the calendar quarter dwimigh Lender
receives the Compliance Certificate required byiBe®.1(j) hereof having a calculation date as of the lastafe®eptember, December,
March, or June, as the case may be (referredttosrAgreement as " Quarterly Compliance Certifi¢3t beginning with the Compliance
Certificate having the calculation date as of Smber 30, 2003.

Eurodollar Base Rateas applicable to any Eurodollar Loan, the rategmmum (rounded upward, if necessary, to the seard2 of one
percent) as determined on the basis of the offiexesd for deposits in U.S. dollars, for a periodime comparable to such Eurodollar Loan
which appears on the Telerate page 3750 as of Hlm0(London Time) on the day that is two (2) Londanking Days preceding the first
day of such Eurodollar Loan; providetlowever, if the rate described above does not appeareiiglerate System on any applicable interest
determination date, the Eurodollar Base Rate $lgathe rate (rounded upwards as described abovecéssary) for deposits in U.S. dollars for
a period substantially equal to the interest pedodhe Reuters Page "LIBO" (or such other pageasreplace the LIBO Page on that service
for the purpose of displaying such rates), as dd@a.m. (London Time), on the day that is twol(@phdon Banking Days prior to the beginn

of such interest period. If both the Telerate ardt@rs systems are unavailable, then the ratdébidiate will be determined on the basis of the
offered rates for deposits in U.S. dollars for @qubof time comparable to such Eurodollar Loanchhére offered by four (4) major banks in
the London interbank market at approximately 1J00. (London Time), on the day that is two (2) Lond@anking Days preceding the first
day of such Eurodollar Loan as selected by Leritiee. principal London office of each of the majomidon banks so selected will be reque

to provide a quotation of its U.S. dollar deposfered rate. If at least two (2) such quotatiores provided, the rate for that date will be the
arithmetic mean of the quotations. If fewer thao tyuotations are provided as requested, the rathdib date will be determined on the basi
the rates quoted for loans in U.S. dollars to legdiuropean banks for a period of time comparabsuth Eurodollar Loan offered by major
banks in New York City at approximately 11:00 a(Mew York City Time), on the day that is two (2)hdon Banking Days preceding the f
day of such Eurodollar Loan. In the event that lesrid unable to obtain any such quotation as pex/above, it will be determined that
Eurodollar Base Rate pursuant to a Eurodollar Lesamot be determined. In the event that the Boh@bwernors of the Federal Reserve
System shall impose a Eurodollar Reserve Percemilyeespect to "Euro-currency Liabilities" (adfided in Regulation D) then for any
period during which such Eurodollar Reserve Peagmtshall apply, Eurodollar Base Rate shall beldaquhe amount determined above
divided by an amount equal to 1 minus the Eurod®leserve Percentage.

Eurodollar Borrowing Naotice as defined in Section 3.8(a) of this Agreement.

Eurodollar Interest Periodwith respect to a Eurodollar Loan, a period of ¢hetwo (2), three (3) or six (6) months commeagedn a Busine:
Day selected by Borrower pursuant to this Agreem@uath Eurodollar Interest Period shall end on éxatude) the day which corresponds
numerically to such date one (1), two (2), threeof3six (6) months thereafter, provided, howeteat if there is no such numerically
corresponding day in such first (1st), second (2tdid (3rd) or sixth (6th) succeeding month, s&zhodollar Interest Period shall end on the
last Business Day of such first (1st), second (2tnif)d (3rd) or sixth (6th) succeeding month. Earodollar Interest Period would otherwise
end on a day which is not a Business Day, suchdalier Interest Period shall end on the next sutiogeBusiness Day, provided, however,
that if said next succeeding Business Day falls mew month, such Eurodollar Interest Period shadl on the immediately preceding Business
Day.

Eurodollar Loan a Revolving Credit Loan or any portion of the etoan which bears interest at a Eurodollar Bage Ra

Eurodollar Margin- (i) for all Revolving Credit Loans which are Edailar Loans, for the period commencing from thesiiig Date and
continuing until September 30, 2003, the Euroddfargin shall be 2.75% per annum, (i) for all Telmans which are Eurodollar Loans, for
the period commencing from the Closing Date andinaimg until September 30, 2003, the Eurodollariia shall be 3.00% per annum, and
thereaftef(iii) for all Eurodollar Loans outstanding duriniget period beginning on a Eurodollar Adjustment Catd ending on the day
preceding the subsequent Eurodollar Adjustment,Diageapplicable percent per annum set forth irptieng table below respectively for
Revolving Credit Loans and for the Term Loans ofipdbe ratio of (i) the aggregate principal amoof&ll Senior Debt outstanding on the
calculation date of the applicable Quarterly Coanptie Certificate to (ii) the EBITDA calculated ftie trailing twelve calendar month period
ending on the calculation date of the applicablai@uly Compliance Certificate.

PRICING TABLE

Eurodollar Margin
for Revolving Credit

Loans Eurodollar Margin
for Term Loans

Ratio of Senior Debt



to EBITDA
(i) Less than 3.50 to 1.00 () 2.25% () 2.50%

(i) Greater than or equal to 3.50 to (i) 2.50% (i) 2.75%
1.00, but less than 4.00 to 1.00

(iii) Greater than or equal to 4.00 to  (iii) 2.75% (iiif) 3.00%
1.00, but less than 4.75 to 1.00

(iv) Greater than or equal to 4.75 (iv) 3.00% (iv) 3.25%

If Borrower shall fail to deliver a Quarterly Congntice Certificate by the date required pursua@dotion 9.1(jpof this Agreement, then
effective as of the date such Quarterly CompligDetificate becomes delinquent, the applicable Boltar Margin shall be conclusively
presumed to equal the highest applicable Euroddingin specified in the pricing table set forttoab, such automatic adjustment to rema
effect until the first Business Day of the calendemth during which such delinquent Quarterly Caamie Certificate is delivered. From and
after the first Business Day of the calendar mahitting which such delinquent Quarterly Complianestificate is delivered and until the next
Eurodollar Adjustment Date, the Eurodollar Mardivak be determined by reference to such delinqgQararterly Compliance Certificate and
the pricing table set forth above.

Eurodollar Reserve Percentagihe maximum aggregate reserve requirement (inaduall basic, supplemental and other reservesghvisi
imposed on member banks of the Federal Reserver8yajainst "Euro-currency Liabilities" as definediiegulation D.

Event of Default as defined in Section 11af this Agreement.
Excess as defined in Section 3.1(0j this Agreement.

Existing Loan Agreementshas the meaning assigned thereto in the preamble.

Fixed Charge Ratiefor any fiscal period of Borrower means, thecaaif (i) an amount equal to (a) the sum of (1)Aldgusted Net Earnings
From Operations of Parent and its Subsidiariestich period, plug?) noncash charges of Parent and its Subsidiaries irece$p depreciatio
and amortization for such period, piiB Interest Expense of Parent and its Subsididmiesuch period minu@t) Capital Expenditures made
Parent and its Subsidiaries during such periodi)teixed Charges of Parent and its Subsidiartgsstich period, all of the above being
determined on a consolidated basis in accordanteGAAP.

Fixed Charges for any fiscal period of Borrower means the suniJescheduled principal payments required to dmby Parent and its
Subsidiaries during such period in respect to Iteldtess, plui) Interest Expense of Parent and its Subsidéafiee such period, determined
on a consolidated basis in accordance with GAAP.

Fixture- has the meaning assigned thereto under the Code.
GAAP - generally accepted accounting principles in tinitedl States of America in effect from time to time

General Intangibleshas the meaning assigned thereto under the Code.

Goods- has the meaning assigned thereto under the Code.

Guarantors Each Borrower, David Little, and any other Peradio may hereafter guarantee payment or performafittee whole or any part
of the obligations.

Guaranty Agreementsthe Continuing Guaranty Agreements executed bgr&uors in favor of Lender guaranteeing paymesatlasr part of
the Obligations.

Hedging Agreementany interest rate protection agreement, foreigmemicy exchange agreement, commodity price pilioteeigreement or
other interest or currency exchange rate or comiy@adice hedging arrangement.

Indebtednessas applied to a Person means, without duplicdt)aal items which in accordance with GAAP would included in determinin
total liabilities as shown on the liability side @balance sheet of such Person as at the datevéisch Indebtedness is to be determined,
including, without limitation, capitalized leaseligiations, (ii) all obligations of other Personsiathsuch Person has guaranteed and (iii) in the
case of Borrower (without duplication), the obligat.

Instrument- has the meaning assigned thereto under the (



Interest Expensewith respect to any fiscal period, the interegiense incurred for such period as determineddora@ance with GAAP plus
Letter of Credit and LC Guaranty fees owing forlsperiod.

Inventory- has the meaning assigned thereto under the Code.

Investment Propertyhas the meaning assigned thereto under the Code.

LC Amount- at any time, the aggregate face amount of alelretof Credit and all LC Guaranties then outstagdi
LC Guaranty a guaranty executed by Lender at Borrower's r&tgjaefavor of a Person who has issued a Lett€reflit.
Letter of Credit a letter of credit at any time issued for thecact of Borrower.

Letter of Credit Rights has the meaning assigned thereto under the Code.

Lien - any interest in Property securing an obligatioredwo, or a claim by, a Person other than the owhtre Property, whether such intet
is based on the common law, statute or contradtjrasiuding, but not limited to, the security irgst, security title or lien arising from a
security agreement, mortgage, deed of trust, deeddure debt, encumbrance, pledge, conditionalosatust receipt or a lease, consignme
bailment for security purposes.

Loan Account the loan account established on the books of &epdrsuant to Section 204 this Agreement.
Loan Documents this Agreement and the Other Agreements.

Loans - all loans and advances made by Lender pursodis Agreement, including, without limitatiori] Revolving Credit Loans and the
Term Loan.

London Banking Day any date on which commercial banks are opendsimess in London, England.

Maximum Legal Rate as defined in Section 3.1(b]j this Agreement.

Money Borrowed means (i) Indebtedness arising from the lendinma@ney by any Person to Parent or any SubsidiBacent, (ii)
Indebtedness, whether or not in any such casegriom the lending by any Person of money to Raseany Subsidiary of Parent (A) which

is represented by notes payable or drafts acceipatevidence extensions of credit, (B) which cibatgs obligations evidenced by bonds,
debentures, notes or similar instruments or (Chupbich interest charges are customarily paid (oti@n accounts payable) or that was issued
or assumed as full or partial payment for Propdiily;indebtedness that constitutes a Capitalizedse Obligation; (iv) reimbursement
obligations with respect to letters of credit oaganties of letters of credit to the extent sudtets of credit have been drawn upon; and (v)
Indebtedness of Parent or any Subsidiary of Pameér any guaranty of obligations that would cdostiindebtedness for Money Borrowed
under_clauses (through_(iv)hereof, if owed directly by Parent or such Subsidaf Parent.

Mortgages has the same meaning as in each of the Existvagn lAgreements and also includes, without limitatel presently existing and
hereafter arising mortgages and deeds of truscutae by Borrower and/or Guarantors, by which Bagoand/or such Guarantor grant and
convey to Lender, as security for the Obligatiankjen (of such priority as shall be required byder) upon all real Property of Borrower or
such Guarantor, as the case may be, wherever thcate

Note- the Term Note.

Obligations- all Loans and all other advances, debts, liagdjtobligations, covenants and duties (includwighout limitation, Banking
Relationship Indebtedness) owing, arising, dueag@aple from Borrower or any Affiliate of Borrower Lender or any Affiliate of Lender
(including Bank), of any kind or nature, presenfuiture, whether or not evidenced by any note, gjtgror other instrument, whether arising
under this Agreement or any of the Other Agreementitherwise, whether direct or indirect (incluglithose acquired by assignment), absc
or contingent, primary or secondary, due or to bezdue, now existing or hereafter arising and h@veequired. The term includes, without
limitation, the reimbursement obligations of Borenunder Section 2 of this Agreement, and all other interest, charg&penses, fees,
attorneys' fees and any other sums chargeablertowBer under any of the Other Agreements.

Original Term- as defined in Section 3.3(aj this Agreement.

Other Agreementsany and all agreements, instruments and docurhenétofore, now or hereafter executed by BorroweBwarantors, as tt
case may be, and delivered to Lender in respabettransactions contemplated by this Agreemealyding, without limitation, the Notes, the
Shareholder Pledge Agreement, the Parent Secugitgefnent, the Parent Pledge Agreement, the Guafgmeements and the Mortgages.

Overadvancr as defined irSection 2.Jof this Agreement



Parent has the meaning assigned thereto in the preamble.

Parent Pledge Agreementollectively, these certain stock pledge agredmerecuted by Parent, in favor of Lender, whefeasent grants to
Lender a first priority Lien in all capital stock Belican, Sepco and DXP owned by Parent, secpayment of the Obligations and Parent's
obligations under its Guaranty Agreements, inclgdem) Stock Pledge Agreement, dated June 16, E¥@tuted by Parent, in favor of Lender,
covering all capital stock in DXP owned by Paréh},Stock Pledge Agreement, dated May 29, 1997 ere by Parent, in favor of Lender,
covering all capital stock in Pelican owned by Rérand (c) Stock Pledge Agreement, dated May 297 lexecuted by Parent, in favor of
Lender, covering all capital stock in Sepco owngdPharent.

Parent Security Agreementhat certain Security Agreement, dated July DD executed by Parent in favor of Lender, wheieégent grants
to Lender a security interest (having the priotiitgrein specified) in all assets of Parent, segupesyment of the Obligations and Parent's
obligations under its Guaranty Agreements, as #fgmerenewed, amended and modified.

Participating Lender each Person who shall be granted the right byleeto participate in any of the Loans describethisi Agreement and
who shall have entered into a participation agre#nmeform and substance satisfactory to Lender.

Payment Intangibleshas the meaning assigned thereto in the Code.

Pelican Loan Agreementhas the meaning assigned to such term in thenirea

Pelican Revolver Obligationsmeans the revolving credit loans outstandinghenClosing Date pursuant to the Pelican Loan Agezgm

Permitted Liens any Lien of a kind specified in subparagraphshiipugh (viii) of Section 9.2(e)f this Agreement.

Person an individual, partnership, corporation, jointct company, trust or unincorporated organizatisrg government or agency or
political subdivision thereof.

Plan- an employee benefit plan now or hereafter maiethifor employees of Borrower that is covered lieTV of ERISA.

PreExisting Sepco, Pelican and DXP Obligatieres defined in Section1di this Agreement.

Prohibited Transactionany transaction set forth in Section 406 of ERIS/Section 4975 of the Internal Revenue Code 8619

Projections Borrower's forecasted (a) balance sheets, (Hitpmed loss statements, (¢) cash flow statememid,(d) capitalization statements,
all prepared on a consistent basis with Borrowstorical financial statements, together with ayppiate supporting details and a statement of
underlying assumptions.

Property- any interest in any kind of property or assetethier real, personal or mixed, or tangible or igthle.
Renewal Terms as defined in Section 3.3(af) this Agreement.

Reportable Eventany of the events set forth in Section 4043 (lBRISA.

Restricted Investmentany investment in cash or by delivery of Propéotany Person, whether by acquisition of stocllebtedness or other
obligation or security, or by loan, advance or taontribution, or otherwise, or in any Propegicept the following: (a) investments in on
more Subsidiaries of Borrower; (b) Property to beduin the ordinary course of business; (c) Curkessets arising from the sale of goods and
services in the ordinary course of business of @eer; (d) investments in direct obligations of theited States of America, or any agency
thereof or obligations guaranteed by the UnitedeStaf America, provided that such obligations matwithin one year from the date of
acquisition thereof; (e) investments in certificaté deposit maturing within one year from the dztacquisition issued by a bank or trust
company organized under the laws of the UnitedeStat any state thereof having capital surplustenttivided profits aggregating at least
$100,000,000; and (f) investments in commerciakpgiven the highest rating by a national credihgpagency and maturing not more than
270 days from the date of creation thereof.

Revolving Credit Loan a Loan made by Lender as provided in Sectiorofthis Agreement.

Schedule of Accountsas defined in Section 5dt this Agreement.
Security- shall have the same meaning as in Section 2(theoSecurities Act of 1933, as amended.

Security Entitlement has the meaning assigned thereto under the Code.

Senior Deb- means all Money Borrowed, excluding Subordinatett



Sepco- has the meaning assigned thereto in the preamble.

Sepco Loan Agreementas the meaning assigned thereto in the preamble.

Sepco Revolver Obligationameans the revolving credit loans outstandinghenClosing Date pursuant to the Sepco Loan Agreemen

Sepco Term Obligationsas defined in Section 18 this Agreement.

Seventh Amendmenthas the meaning assigned thereto in the Sepco Ageeement.

Shareholder Pledge Agreememéans collectively, those certain stock pledgeergents executed by shareholders of Parent, in faoender
whereby such shareholders grant to Lender a firstity Lien in all capital stock of Parent owneg such shareholders, including (a) Stock
Pledge Agreement, dated January 1, 1997, execyt@ddirea Rae Little 1988 Trust, in favor of Lendewyering all capital stock in Parent
owned by Andrea Rae Little 1988 Trust, (b) Stookdge Agreement, dated January 1, 1997, execut&edmy Joyce Little 1988 Trust, in

favor of Lender, covering all capital stock in Farewned by Kacey Joyce Little 1988 Trust, andSirjck Pledge Agreement, dated January 1,
1997, executed by Nicholas David Little 1988 Trustfavor of Lender, covering all capital stockRarent owned by Nicholas David Little
1988 Trust.

Sixth Amendment has the meaning assigned thereto in the Sepco Ageeement.

SmartSource InventoryEligible Inventory located at the premises oluatomer of Borrower to the extent Borrower has gemgl at such
premises managing inventory for such customer gop8orrower's "SmartSource” program and Borrohas designated such Eligible
Inventory to be "SmartSource Inventory."

SmartSource Inventory Amounthe lesser of (a) $1,500,000 and (b) 50% of theevaf SmartSource Inventory (as determined by ke its
sole discretion) at such date consisting of finisheods, calculated on the basis of the lower of oofair market value (as determined by
Lender in its sole discretion) with the cost ofdimed goods calculated on a first-in, first-outibagrovidedthe maximum SmartSource
Inventory Amount set forth in clause (a) above lsbalincreased, at the sole discretion of Lendetoithe amount of $3,000,000 upon receipt
by Lender of letters in the form of Exhibita#tached hereto from all parties with an intereghe premises where SmartSource Inventory is
located.

Software- has the meaning assigned thereto in the Code.

Solvent- as to any Person, such Person (a) owns Propédgenfair saleable value is greater than the anreguired to pay all of such
Person's Indebtedness (including contingent defits)s able to pay all of its Indebtedness as dndebtedness matures, and (c) has capital
sufficient to carry on its business and transasti@nd all business and transactions in whichabisut to engage.

Subordinated Debtindebtedness of Borrower to whose existence Lehdg consented in writing and that is subordin&igtie Obligations
pursuant to a written agreement acceptable to lrandsl respects as to both form and substance.

Subsidiary- any corporation of which a Person owns, direotlyndirectly through one or more intermediariesrenthan 50% of the voting
Securities at the time of determination.

Supporting Obligations has the meaning assigned thereto under the Code.

Tangible Chattel Paperhas the meaning assigned thereto in the Code.

Tax Expense with respect to any fiscal period, the tax expeinsurred for such period as determined in accareavith GAAP.
Term Loan- as defined in_Section 2d% this Agreement.

Term Note- that certain Secured Promissory Note, dated Mard®94, in the original principal amount of $193277.37, executed by Sepco,
and payable to the order of Lender, as renewedndetd, modified and restated from time to timeluidiag, without limitation, as modified
and extended by (i) the Third Amendment Modificatisgreements (which Third Amendment ModificationrAgments, among other things,
modified the Term Note to reflect the increasehaf Term Loan to $5,000,000), (ii) the Sixth Amendirgvhich Sixth Amendment, among
other things, modified the Term Note to reflect iherease of the Term Loan to $9,887,000), (ii@ 8eventh Amendment (which Seventh
Amendment, among other things, modified the TerneNo reflect the increase of the Term Loan to $82,000), (iv) that certain May 1999
Amendment to Second Amended and Restated Loanendify Agreement and Modification to Other Agreenseexecuted by Sepco (which
document, among other things, modified the TermeNotextend the maturity of the Term Loan until ibdy 2000), (v) that certain August
1999 Amendment to Second Amended and Restateddrma®ecurity Agreement and Modification to Otherdegments, executed by Sepco
and Lender (which document, among other things,ifieaidthe Term Note to extend the maturity of ther Loan until April 1, 2001), (vi



that certain August 2000 Amendment to Second Ameaakel Restated Loan and Security Agreement andfidation to Other Agreements,
executed by Lender and Sepco (which document, amtirag things, modified the Term Note to extendrtregurity of the Term Loan until
June 1, 2001), (vii) that certain November 2000 Adment to Second Amended and Restated Loan anditgebgreement and Modification
to Other Agreements, executed by Lender and Sepachvdocument, among other things, modified thenTBliote to extend the maturity of t
Term Loan until October 1, 2001), (viii) that cent@pril 2001 Amendment to Second Amended and Redthoan and Security Agreement
and Modification to Other Agreements, executed bypder and Sepco (which document, among other thingdified the Term Note to reflect
the increase of the Term Loan on the date of sechment from $8,547,730.06 to $9,002,730.06 arektend the maturity of the Term Loan
until April 1, 2002), (ix) that certain August 20@&mendment to Second Amended and Restated LoaSewarity Agreement and
Modification to Other Agreements (which documemboag other things, extended the maturity of thenTeoan until April 1, 2004), and (x)
this Agreement.

Third Amendment has the meaning assigned thereto in the Sepco Ageeement.

Third Amendment Modification Agreement$fias the meaning assigned thereto in the Sepco Ageeement.

Uncertified Security has the meaning assigned thereto under the Code.

1.2 Accounting and Other Term#ll accounting terms not specifically defined &iershall be construed in accordance with GAAP isteist
with that applied in preparation of the financitdtements referred to in Section 9.1@nd all financial data pursuant to the Agreenséall be
prepared in accordance with such principles. Aleoterms contained in this Agreement shall haventhe context so indicates, the mean
provided for by the Code to the extent the sameisee or defined therein.

1.3 Certain Matters of Constructioifhe terms "herein”, "hereof" and "hereunder” atiger words of similar import refer to this Agreemas

a whole and not to any particular section, parag@psubdivision. Any pronoun used shall be deetoembver all genders. The section titles,
table of contents and list of exhibits appear agtter of convenience only and shall not affectitiberpretation of this Agreement. All
references to statutes and related regulationsisbhlde any amendments of same and any succstgates and regulations. All references to
any instruments or agreements, including, withomitation, references to this Agreement or anyhef ©Other Agreements, shall include any

all modifications or amendments thereto and anyadhextensions or renewals thereof.

1.4 The Term "Borrower" or "BorrowerSAll references to "Borrower" or "Borrowers" hemeshall refer to and include each Borrower
separately and all representations contained hehgith be deemed to be separately made by eatief, tand each of the covenants,
agreements and obligations set forth herein sleatldemed to be the joint and several covenantseagmts and obligations of them. Any
notice, request, consent, report or other inforomatir agreement delivered to Lender by any Borrasheatl be deemed to be ratified by,
consented to and also delivered by the other Baroach Borrower recognizes and agrees that eacmnant and agreement of "Borrower
"Borrowers" under this Agreement and the Other Agrents shall create a joint and several obligaifdthe Borrowers, which may be
enforced against Borrowers, jointly, or againsteBorrower separately. Without limiting the ternfdlis Agreement and the Other
Agreements, security interests granted under thieément and Other Agreements in properties, istterassets and collateral shall extend to
the properties, interests, assets and collaterghacifi Borrower. Similarly, the term "Obligation$iadl include, without limitation, all
obligations, liabilities and indebtedness of suctporations, or any one of them, to Lender, whesiueh obligations, liabilities and
indebtedness shall be joint, several, joint anegsdyor individual.

1.5 Sepco Term Obligations; PExisting Sepco, Pelican and DXP Obligatioiéotwithstanding any other provision of the Termot&lor this
Agreement to the contrary, it is hereby agreed (ipaeither American nor Pelican nor DXP nor Pateas or is assuming payment of the
indebtedness evidenced by the Term Note (colldgtitlee " Sepco Term Obligatiorty and (i) in addition, Parent is not assumingmpant of
the unpaid principal balance of the other Obligadiavhich were incurred by Sepco, Pelican and/or PK®&* to the Closing Date pursuant to
the Existing Loan Agreements and the other "Loanubments" (as respectively defined in the Existinguh Agreements) (the " REisting
Sepco, Pelican and DXP ObligatiosHowever, the parties hereto agree and acknayelédat the preceding sentence shall not (i) lanit
contingent liability of (a) either American or Reh or DXP or Parent for payment of any of the 8eperm Obligations which arises pursuant
to any Guaranty Agreement to which it is a partyohtguaranties payment of indebtedness of Septender, or (b) limit any contingent
liability of Parent for payment of any of the FEaisting Sepco, Pelican and DXP Obligations whidkes pursuant to any Guaranty Agreen
to which Parent is a party, or (i) limit the seityiinterest and Liens in favor of Lender grantgdeither American or Pelican or DXP or Parent
against the assets of such Person, which Liensstalre payment of all Obligations arising in cection with this Agreement, whether
currently existing or hereafter arising. For pugmsf determining on or after the date hereof wpayments are applied to Sepco Term
Obligations, and which payments are applied tdtteExisting Sepco, Pelican and DXP Obligations, (Xpalyments received by Lender frc
Sepco on account of the Obligations shall be deembd applied first in payment of all then due aaglable Sepco Term Obligations (until
such time as the Sepco Term Obligations shall baes reduced to zero), and thereafter to the Pistiick Sepco, Pelican and DXP
Obligations, and thereafter to the other Obligatjall as hereinafter set forth, and unless Borr@pecifically indicates to the contrary in
writing to Lender, all payments received by Lentiheough the Dominion Account shall be deemed tpdgnents received by Lender from
Sepco, (y) all payments received by Lender fromBogrower other than Sepco or Parent shall be ddembe applied on account of
Obligations which are not Sepco Term Obligationd alhpayments received by Lender from Parent sfetleemed to be applied on accou
Obligations which are neither Sepco Term Obligatioar Pre-Existing Sepco, Pelican and DXP Obligati@and to the extent that,
notwithstanding the foregoing, for any reason aaynpent received by Lender from any Borrower othantSepco or Parent shall instead be
determined to have been applied on account of apg@&Term Obligations, such payment shall be degmbdve been made by such
Borrower pursuant to any Guaranty Agreement to Wwitics a party which guaranties payment of inddb&ss of Sepco to Lender and, to the
extent that, notwithstanding the foregoing, for aagson any payment received by Lender from Patait instead be determined to be applied
on account of any Sepco Term Obligations or an-Existing Sepco, Pelican and DXP Obligations, steynpent shall be deemed to h:




been made by Parent pursuant to the relevant Gyakgneement to which it is a party, and (z) uniBssrower specifically indicates to the
contrary in writing to Lender, all payments receiv®y Lender on the Term Note shall be deemed fmalyenents received from Sepco, and to
the extent that, notwithstanding the foregoing,doy reason any payment received by Lender on ehe Note shall instead be determined to
have been made by a Borrower other than Sepco,payhent shall be deemed to have been made byBarobwer pursuant to any Guaranty
Agreement to which it is a party which guarantiagrment of indebtedness of Sepco to Lender, andssrBorrower specifically indicates to
the contrary in writing to Lender, all paymentseaiwed by Lender on the Pre-Existing Sepco, PelamahDXP Obligations shall be deemed to
be payments received from a Borrower other thaeRaand to the extent that, notwithstanding tlredoing, for any reason any payment
received by Lender on the Pre-Existing Sepco, Belamd DXP Obligations shall instead be deemeavte been made by Parent, such
payment shall be deemed to have been made by Ranesniant to the Guaranty Agreements to whichat party.

1.6 Structure of Credit FacilityEach Borrower agrees and acknowledges that #sept structure of the credit facilities detailedhis
Agreement is based in part upon the financial ghdranformation presently known to Lender regagdéach Borrower, the corporate structure
of Borrowers, and the present financial conditibeach Borrower. Each Borrower hereby agrees teatler shall have the right, in its sole
discretion, at any time to require that any owoélihe following changes be made to these credilifi@s: (i) establish a separate "borrowing
base" for each Borrower, (ii) advance a Revolvimgdl Loan specifically to a specific Borrower, bdon such Borrower's availability under
its own "borrowing base," (iii) restrict loans aadvances between Borrowers, (iv) establish sepbreitbox and dominion accounts for each
Borrower, and (v) establish such other proceduseshall be deemed by Lender to be useful in trackinere Loans are made under this
Agreement and the source of payments received hgédreon such Loans.

SECTION 2. CREDIT FACILITY

2.1 Revolving Credit LoansSubject to the terms and conditions of this Agreet, Lender agrees to make Revolving Credit Loarorrower
from time to time, in amounts determined by Lendteits sole discretion, up to a maximum principaiount at any time outstanding equal to
the Borrowing Base at such time. Unless otherwigee to by Lender, proceeds of any Revolving Glentin hereafter advanced by Lender
shall be disbursed to Sepco. On the Closing Daeder may make Revolving Credit Loans to Borroweepay the Sepco Revolver
Obligations, the DXP Revolver Obligations and tledidadn Revolver Obligations. If the unpaid balané¢he Revolving Credit Loans should
exceed the Borrowing Base or any other limitatienferth in this Agreement, such Revolving Crediglhs shall nevertheless constitute
Obligations that are secured by the Collateralemtdled to all benefits thereof. Insofar as Boreownay request and Lender may be willing, in
its sole and absolute discretion, to make Revol@nedit Loans to Borrower at a time when the ungaince of Revolving Credit Loans
exceeds, or would exceed with the making of any evolving Credit Loan, the Borrowing Base (angtslioan or Loans being herein
referred to individually as an " Overadvaricand collectively as " Overadvanc§slLender shall enter such Overadvances as diebite Loan
Account. All Overadvances shall be payable ON DEMAShall be secured by the Collateral and shalf metarest as provided herein for
Revolving Credit Loans generally. The Revolving dité.oans shall be used solely for the satisfactibaxisting Indebtedness of Borrower i
for Borrower's general operating capital needfi¢oetxtent not inconsistent with the provisionshi$ Agreement.

Subject to the provisions of Section 3.8fa)eof, a request for a Revolving Credit Loan shalimade or shall be deemed to be made in the
following manner: (i) unless otherwise agreed td_bpder, Sepco shall give Lender notice of Borrdsviertention to borrow, in which notice
Sepco shall specify the amount of the proposedhdng and the proposed borrowing date, no latan #2100 p.m. Dallas, Texas time on the
proposed borrowing date; (i) the becoming duergf amount required to be paid under this Agreerasrinterest shall be deemed irrevocably
to be a request for a Revolving Credit Loan ondhe date in the amount required to pay such irtgfiésthe becoming due of any amount
required to be paid under this Agreement as prai@pall be deemed irrevocably to be a request fRevolving Credit Loan on the due date
for the amount required to pay such principal; éay payment made by Lender pursuant to a Lett@redit or LC Guaranty which is not
immediately reimbursed by Borrower shall be deeimedocably to be a request for a Revolving Crédian on the date of such payment by
Lender; and (v) the becoming due of any other @lbiligns shall be deemed irrevocably to be a redoest Revolving Credit Loan on the due
date in the amount then so due. As an accommodatiBorrower, Lender may permit telephonic or elecic requests for Loans and electrc
transmittal of instructions, authorizations, agreets or reports to Lender by Borrower. Unless Boemspecifically directs Lender in writing
not to accept or act upon telephonic or electrenimmunications from Borrower, Lender shall havdialoility to Borrower for any loss or
damage suffered by Borrower as a result of Lenéi@rmring of any requests, execution of any ingioas, authorizations or agreements or
reliance on any reports communicated to it telepdadly or electronically and purporting to have besent to Lender by Borrower, and Lender
shall have no duty to verify the origin of any swadmmunication or the authority of the person segd.

2.1(A) Letters of Creditt C Guaranties Lender agrees, so long as no Default or Eveitaféult exists, and if requested by Borrower to (i)
issue its or cause to be issued by its Affiliateyn8by Letters of Credit for the account of Borrowsovided that the aggregate amount of the
LC Amount shall at no time exceed $1,000,000, ipefiecute an LC Guaranty by which Lender shallrgnty the payment or performance by
Borrower of its reimbursement obligations with resipto a Standby Letter of Credit. Any amounts fmid.ender under any LC Guaranty or in
connection with any Letter of Credit shall be teshés a Loan, shall be payable on demand by Borralvall be secured by all the Collateral,
and shall bear interest at the same rate as tlee btfans, with such interest being payable at #meestime as when interest is payable on the
other Loans. Notwithstanding anything herein todbetrary, upon termination of this Agreement, Lenshall be entitled to retain its security
interests in the Collateral (even if the Obligatidrave been paid in full) unless the Letters ofd@nd all LC Guaranties shall have expired or
have been cash collateralized on a dollardfoltar basis to Lender's satisfaction or have lmemred by an irrevocable letter of credit issug:

a financial institution acceptable to Lender, amfiorm and substance acceptable to Lender. AnydBtahetters of Credit issued for the
account of Borrower by Lender or an Affiliate ofider or covered by an LC Guaranty executed by Leindexistence on the Closing Date
under the Existing Loan Agreements shall be deetmée@ subject to and covered by the provisionsisf$ection 2.1(A)

2.2 Term Loan Sepco represents and warrants to Lender thetfétive as of April 1, 1994, Lender made to Seghad certain term loan in t
original principal amount of $1,329,277.37, evidethby that certain Secured Promissory Note, dafeid & 1994, in the original principal
amount of $1,329,277.37, executed by Sepco andpay@the order of Lender, and (ii) as of the d#texecution of the Third Amendmel



the unpaid principal amount of such term loan wg®,831.76, and that in connection with the Thirdexdment, at the request of Sepco,
Lender converted $4,917,768.24 of the principal amof Revolving Credit Loans made to Sepco by lezralitstanding on the date of
execution of the Third Amendment to a term loaniclwierm loan was combined and consolidated wighaitstanding principal amount of the
term loan made to Sepco on April 1, 1994, suchtttmtombined term loan was in the aggregate prathe@imount of $5,000,000, and (iii) as of
the date of execution of the Sixth Amendment, thgaid principal amount of such term loan was $4,8837.00, and that in connection with
Sixth Amendment, at the request of Sepco, Lendelenoa the date of execution of the Sixth Amendnaeradditional $5,000,000 term loan to
Sepco, the proceeds of which were used to replacking capital used by Sepco to acquire assetsie[€ctric Supply, Ltd., and that such
additional $5,000,000 term loan was combined amdalidated with the existing term loan, such that¢combined and consolidated term loan
was in the aggregate principal amount of $9,887@M(nd (iv) as of the date of execution of theeb¢h Amendment, the unpaid principal
amount of such term loan was $9,887,000.00, artdrti@nnection with the Seventh Amendment, atrétpiest of Sepco, Lender on the date
of execution of the Seventh Amendment provideddpc® an additional $2,500,000 term loan, the prdge¢ which were used to purchase the
real property legally described on Exhibit A to Beventh Amendment, and that such additional $208@0erm loan was combined and
consolidated with the outstanding principal amafrthe existing term loan such that the combinedl @nsolidated term loan (after the full
principal amount of the new $2,500,000 term loas fumded) was in the aggregate principal amou#tl@{387,000, and (v) as of the date of
execution of the April 2001 Amendment, the unpaid@pal amount of such term loan was $8,547,730a0@ that in connection with the
April 2001 Amendment, at the request of Sepco alitiathal $455,000 term loan was made to Sepco tlaadsuch additional $455,000 term
loan was combined and consolidated with the exjgtnm loan, such that the combined and consolid&tien loan was in the aggregate
principal amount of $9,002,730.06 (such combinedl @nsolidated term loan being referred to in Agseement as the " Term Lo&n Sepco
hereby represents and warrants that on the dageftie unpaid principal amount of the Term Loafi3s®937,599.15 and that there are no
claims or offsets against, or defenses or courgiens to, payment of such amount to Lender. The Tlavan shall be repayable in accordance
with the terms of the Term Note, and shall be sstioy the Collateral. The parties hereto agreettigalerm Loan represents a portion of the
"Sepco Term Obligations" referred to and define&éttion 1.%f this Agreement. If Sepco sells any of its Equgormnor real Property, or if a

of the other Property owned by Sepco is taken Ingemnation, Sepco shall pay to Lender, unless witkeragreed to by Lender, as and when
received by Sepco and as a mandatory prepaymeime dferm Loan (or, at Lender's option, such ofdtier Obligations as Lender may elect),
a sum equal to the proceeds received by Sepcodumm sale or condemnation, less any state or fieiderane tax directly attributable thereto.
Sepco and Lender hereby agree to extend the nyatdiihe Term Note until April 1, 2006, and to reeithe principal amortization provisions
of the Term Note, and accordingly, effective adanfiuary 1, 2003, Sepco and Lender amend and rdstatest paragraph of page two of the
Term Note to read in its entirety as follows

"The principal amount of and accrued interest as Mote shall be due and payable on the datesratietimanner hereinafter set forth:

A. interest shall be due and payable monthly, iean3, on the first day of each month, continuintj sach time as the full
principal balance, together with all other amowwsng hereunder, shall have been paid in full;

B. the principal shall be due and payable in monimdyallments of NINETY-SEVEN THOUSAND AND NO/100@LLARS
($97,000.00) each, payable on the first day of @achth, commencing on January 1, 2003, and comignthiereafter on the first
day of each month thereafter to and including Mdrch006; and

(c) the entire unpaid principal balance hereofethgr with any and all other amounts due hereursthet] be due and
payable on April 1, 2006."

2.2(A) Acquisition Term LoansSepco represents and warrants to Lender andsagitteLender that (i) the Acquisition Term Loaresvk beel
paid off in full, and (ii) there is no continuingmmitment on the part of Lender to make any furtheguisition Term Loans pursuant to the
Sepco Loan Agreement.

2.3 All Loans to Constitute One ObligatioAll Loans shall constitute one general obligatidrBorrower, and shall be secured by Lender's
security interest in and Lien upon all of the Ctal, and by all other security interests and kibaretofore, now or at any time or times
hereafter granted by Borrower to Lender.

2.4 Reimbursement Obligation# Lender shall pay any amount under a Lette€Cdit or LC Guaranty, then Borrower shall autocety
become obligated to immediately reimburse such animulender, together with interest from and afier date Lender makes such payment
under such Letter of Credit or LC Guaranty untiyment in full to Lender by Borrower of Borrower&mbursement obligation which shall
accrue at the applicable per annum rate of inté¢hest applicable for Revolving Credit Loans.

2.5 Audit and Appraisal FeeBorrower shall reimburse Lender for all reasonahleof-pocket costs and expenses incurred by Leinder
connection with audits and appraisals of Borroweo'sks and records and such other matters as Lehd#rdeem appropriate; provided
however, so long as Borrower maintains a Fixed Charge @meRatio, on a consolidated basis, of 1.15:Ir.¢h#® previous twelve-month
period ending on the date of such appraisal od fielam and no Default or Event of Default has aezliand is continuing, (i) Borrower will

not be required to reimburse Agent for any new oy or real estate appraisal and (ii) Borrowdt @nly be required to reimburse Agent for
one field exam for such twelve month period. Inreection with any audit by Lender of Parent's orrBaver's books and records, Borrower
shall also pay Lender an aggregate per diem fé&gghtt Hundred Fifty Dollars ($850). All such out-pbcket costs, fees and expenses shall be
payable on demand.

2.6 Loan Account Lender shall enter all Loans as debits to thenL&ecount and shall also record in the Loan Accalinpbayments made by
Borrower on any Obligations and all proceeds ofi@etal which are finally paid to Lender, and magard therein, in accordance with
customary accounting practice, all charges andresqzeproperly chargeable to Borrower and any athkgation.



7. Joint and Several Liability; Rights of Contribution

(a) Each Borrower states and acknowledges thagiu(guant to this Agreement, Borrowers desire itizettheir borrowing potential on a
consolidated basis to the same extent possibieyf were merged into a single corporate entityit(has determined that it will benefit
specifically and materially from the advances @it contemplated by this Agreement; (iii) it istbh@ condition precedent to the obligation:
Lender hereunder and a desire of the Borrowersethett Borrower execute and deliver to Lender tiggeAment; and (iv) Borrowers have
requested and bargained for the structure and tefausd security for the advances contemplatedhisyAgreement.

(b) Each Borrower hereby irrevocably and unconddity: (i) agrees that it is jointly and severdible to Lender for the full and prompt
payment of the Obligations and the performancedmhéorrower of its obligations hereunder in aceo® with the terms hereof; (ii) agree
fully and promptly perform all of its obligationgfeunder with respect to each advance of credéimeler as if such advance had been made
directly to it; and (iii) agrees as a primary ollign to indemnify Lender on demand for and agaamstloss incurred by Lender as a result of
any of the obligations of any Loan being or becaminid, voidable, unenforceable or ineffective &y reason whatsoever, whether or not
known to Lender or any Person, the amount of sas$ being the amount which Lender would otherwisestbeen entitled to recover from
Borrower.

(c) It is the intent of each Borrower that the ibtiness, obligations and liability hereunder obne of them be subject to challenge on any
basis. Accordingly, as of the date hereof, theliistof each Borrower under this Section 2.fbgether with all of its other liabilities to all
Persons as of the date hereof and as of any ofiteiod which a transfer is deemed to occur by @idiuthis Agreement, calculated in an
amount sufficient to pay its probable net liakgition its existing Indebtedness as the same beabsodute and matured (" Dated Liabilitigs
is, and is to be, less than the amount of the agdgeeof a fair valuation of its Property as of saolresponding date (" Dated Ass8tsTo this
end, each Borrower under this Section XiJ grants to and recognizes in each other Boerpwatably, rights of subrogation and contributiion
the amount, if any, by which the Dated Assets chdBorrower, but for the aggregate of subrogatiath eontribution in its favor recognized
herein, would exceed the Dated Liabilities of sBahrower or, as the case may be, (ii) acknowledgesipt of and recognizes its right to
subrogation and contribution ratably from the otBerrower in the amount, if any, by which the Datéabilities of such Borrower, but for the
aggregate of subrogation and contribution in it@faecognized herein, would exceed the Dated Agssfetuch Borrower under this Section
2.7. In recognizing the value of the Dated AssetsthedDated Liabilities, it is understood that Boreys will recognize, to at least the same
extent of their aggregate recognition of liabiktieereunder, their rights to subrogation and coution hereunder. It is a material objective of
this Section 2.That each Borrower recognizes rights to subrogatimhcontribution rather than be deemed to bewesbl(or in contemplation
thereof) by reason of an arbitrary interpretatibitjoint and several obligations hereunder.

SECTION 3. INTEREST, FEES, TERM AND REPAYMENT

3.1 Interest and Charges

(a) Outstanding principal on the Loans shall baterest, calculated daily, at the following rates @annum (individually called, as applicable,
an " Applicable Annual Rat8: (i) Eurodollar Loans shall bear interest atgerper annum equal to the applicable EurodollargiMeaplusthe
Eurodollar Base Rate for the Eurodollar Interestd@eapplicable thereto, and (ii) all other Loahslsbear interest at a rate per annum equal to
the applicable Domestic Margin pltitee Base Rate. All Loans shall bear interest ateper annum equal to the applicable Domestic Marg
plusthe Base Rate unless the Borrower provides a Ellaovdorrowing Notice to the Lender in accordandéhwgection 3.8(3 irrevocably
electing that all or a portion of the Loans aréear interest at a Eurodollar Base Rate. Each tatris not a Eurodollar Loan shall be
increased or decreased, as the case may be, Iogaambequal to any increase or decrease in the Bate with such adjustments to be
effective as of the opening of business on thetdayany such change in the Base Rate becomesieéfethe Base Rate in effect on the date
hereof shall be the Base Rate effective as of plemiog of business on the date hereof, but ifAlgigeement is executed on a day that is not a
Business Day, the Base Rate in effect on the dateofishall be the Base Rate effective as of temiog of business on the last Business day
immediately preceding the date hereof. Interedi bleecalculated on a daily basis (computed oreitteial number of days elapsed over a year
of 360 days), commencing on the date hereof, aalll sk payable monthly, in arrears, on the first daeach month; provided, however, that
interest at the Maximum Legal Rate shall be congpotethe actual number of days elapsed over aofez85 or 366 days, as the case may be.
Upon and after the occurrence of an Event of D&fanld during the continuation thereof, the priatg@mount of the Obligations shall bear
interest at the lesser of (i) the Maximum LegaleRatt (ii) a fluctuating rate per annum, calculadedly (computed on the actual days elapsed
over a year of 360 days), equal to 4.0% above t@Eiéable Annual Rate or other applicable ratentéiiest (the " Default Ratg.

(b) Notwithstanding the foregoing or any other pstn in this Agreement, (i) if at any time the amo of interest computed on the basis of the
Applicable Annual Rate or the Default Rate wouldeed the amount of such interest computed upohabis of the maximum rate of interest
permitted by applicable state or federal law ireefffrom time to time hereafter (the " Maximum LEBate"), the interest payable under this
Agreement shall be computed upon the basis of tagifium Legal Rate, but any subsequent reductidhdripplicable Annual Rate or

Default Rate, as applicable, shall not reduce sutehest thereafter payable hereunder below theuatrmomputed on the basis of the Maxin
Legal Rate until the aggregate amount of suchestexccrued and payable under this Agreement etheatstal amount of interest which

would have accrued if such interest had been aivadls computed solely on the basis of the Apple#mnnual Rate or Default Rate, as
applicable; and (ii) unless preempted by fedena| the Applicable Annual Rate or Default Rate, pgl@able, from time to time in effect
hereunder may not exceed the applicable "weeklingi(as such term is defined in Chapter 303 ef Tlexas Finance Code [Vernon's Texas
Codes Annotated], as amended from time to timef fiime to time in effect.

(c) No agreements, conditions, provisions or stipahs contained in this Agreement or any othetrimsent, document or agreement between
Borrower and Lender or default of Borrower, or &xercise by Lender of the right to accelerate tnanent of the maturity of principal and
interest, or to exercise any option whatsoeveraioatl in this Agreement or any other agreement detvBorrower and Lender, or the aris



of any contingency whatsoever, shall entitle Lertderontract for, charge, or receive, in any evinégrest exceeding the Maximum Legal R
In no event shall Borrower be obligated to payriesé exceeding such Maximum Legal Rate and alleageaits, conditions or stipulations, if
any, which may in any event or contingency whatsoeperate to bind, obligate or compel Borrowepdy a rate of interest exceeding the
Maximum Legal Rate, shall be without binding foareeffect, at law or in equity, to the extent onfithe excess of interest over such
Maximum Legal Rate. In the event any interest istiacted for, charged or received in excess oMhgimum Legal Rate (" Excesy,

Borrower acknowledges and stipulates that any sookract, charge, or receipt shall be the resuinofccident and bona fide error, and that
any Excess received by Lender shall be appliest, fio reduce the principal then unpaid hereursbmond, to reduce the other Obligations; and
third, returned to Borrower, it being the intentiofithe parties hereto not to enter at any time atisurious or otherwise illegal relationship.
Borrower recognizes that, with fluctuations in Beesse Rate, the Eurodollar Base Rate and the Maxitregal Rate, such a result could
inadvertently occur. By the execution of this Agremt, Borrower covenants that (i) the credit oumetof any Excess shall constitute the
acceptance by Borrower of such Excess, and (iij@®eoer shall not seek or pursue any other remedgl| ler equitable, against Lender, base
whole or in part upon contracting for, chargingeceiving of any interest in excess of the maxinauthorized by applicable law. For the
purpose of determining whether or not any Excesdiean contracted for, charged or received by Lreadlénterest at any time contracted for,
charged or received by Lender in connection with Agreement shall be amortized, prorated, allatated spread in equal parts during the
entire term of this Agreement.

(d) The provisions of Section 3.1(shall be deemed to be incorporated into every dectior communication relating to the Obligationsaht
sets forth or prescribes any account, right omclar alleged account, right or claim of Lender wigspect to Borrower (or any other obligor in
respect of Obligations), whether or not any pransof Section 3.1s referred to therein. All such documents and camigations and all

figures set forth therein shall, for the sole pwgof computing the extent of the obligations abligations of the Borrower (or other obligor)
asserted by Lender thereunder, be automaticalympated by Borrower or obligor, and by any coumnsidering the same, to give effect to the
adjustments or credits required by Section 3.1(c)

(e) If the applicable state or federal law is aneshih the future to allow a greater rate of intetese charged under this Agreement or the
Other Agreements than is presently allowed by apple state or federal law, then the limitationndérest hereunder shall be increased to the
maximum rate of interest allowed by applicablees@tfederal law as amended, which increase shaffective hereunder on the effective

of such amendment, and all interest charges owirigghder by reason thereof shall be payable uporadd.

3.2 Unused Line FeeBorrower agrees to pay Lender a quarterly unteseility fee, equal to one-quarter of one percé@2%%) of the daily
unused portion of the Commitment, payable quarterirrears, the first payment being due on JuB0D3 (at which date all accrued but
unpaid facility fees incurred pursuant to the Brigt_oan Agreements shall also be due and payablé)ontinuing on the first day of each
October, January, April and July thereafter dutimgterm of this Agreement and upon terminatiorebgr

3.3 Term of Agreement; Termination

(a) Subject to Lender's right to cease making LdarBorrower at any time upon or after the occureeaf a default or an Event of Default, the
provisions of this Agreement shall be in effectdqgperiod from the date hereof, through and inclgdipril 1, 2006 (the " Original Terry).

Upon written request by Borrower, Lender may, énsible and absolute discretion, renew this Agre¢foe@ny number of successive one year
periods thereafter (a" Renewal Tef/mbut Lender shall have no obligation to do so.

(b) Upon at least one hundred eighty (180) daysr pyritten notice to Lender, Borrower may, at iggion, terminate this Agreement: provided
however, no such termination shall be effective untilg9rrower has paid all of the Obligations in immeelig available funds, and (ii) all
Letters of Credit issued by Lender for the accafrBorrower and all LC Guaranties have expiredegrcash collateralized on a dollar-for-
dollar basis to Lender's satisfaction or are cavésean irrevocable letter of credit issued for bemefit of Lender, issued by a financial
institution acceptable to Lender, and in form anbistance satisfactory to Lender. It is understbadl Borrower may elect to terminate this
Agreement in its entirety only: no section or lerglfacility may be terminated singly.

(c) All of the Obligations shall be forthwith duadpayable upon any termination of this AgreemErtept as otherwise expressly provided in
this Agreement or any of the Other Agreements gnmination or cancellation (regardless of causgrocedure) of this Agreement or any of
the Other Agreements shall in any way affect ordmthe rights, powers or privileges of Lenderlw btbligations or liabilities of Borrower in
any way relating to (i) any transaction or evertguwdng prior to such termination or cancellatian(ig) any of the undertakings, agreements,
covenants, warranties or representations of Bonr@amrtained in this Agreement or any of the Othgreements. All such undertakings,
agreements, covenants, warranties and represerstaidorrower shall survive such termination anagllation, and, notwithstanding such
termination or cancellation, Lender shall retaglitens in the Collateral and all of its rights aedhedies under this Agreement and the Other
Agreements until Borrower has paid the Obligatitmkender, in full, in immediately available funds.

3.4 PaymentsPrincipal and interest on the Term Loan shalb&agable as provided in the Term Note. Except wkeigenced by notes or otf
instruments issued or made by Borrower to Lendeciipally containing payment provisions which areconflict with this_Section 3.4n
which event the conflicting provisions of said r&te other instruments shall govern and contrb§,®bligations shall be payable as follows:

(a) Principal payable on account of Revolving Crédans made by Lender to Borrower, shall be paya@lBorrower to Lender immediately
upon the earliest of (i) the receipt by Lender orBwer of any proceeds of any of the Collate@thie extent of said proceeds, (ii) the
occurrence of an Event of Default in consequencgloth Lender elects to accelerate the maturity @adnent of the obligations, or (iii)
termination of this Agreement; providetiowever, that if the principal balance of Revolving Crelditans outstanding at any time shall exceed
the Borrowing Base at such time, Borrower shalldemand, repay the Revolving Credit Loans in anwarhsufficient to reduce the aggregate
unpaid principal amount of such Revolving Crediahe by an amount equal to such exc




(b) Interest accrued on the Obligations shall be @luthe earliest of (i) the first day of each nhoffior the immediately preceding month),
computed through the last calendar day of the piiegemonth, (ii) the occurrence of an Event of dtfan consequence of which Lender ele

to accelerate the maturity and payment of the @kibgs, or (i) termination of this Agreement; pided, however, that Borrower hereby
irrevocably authorizes Lender, in Lender's solerdigon, to advance to Borrower, and to charg&¢oliban Account hereunder as a Revolving
Credit Loan, a sum sufficient each month to payradirest accrued on the Obligations during the @diately preceding month.

(c) The balance of the Obligations requiring thgmant of money, if any, shall be payable by Borrowelender as and when provided in this
Agreement or the Other Agreements, or on demanithetier is earlier.

3.5 Application of Payments and Collectiansll items of payment received by Lender by 1200. Dallas, Texas time, on any Business Day,
shall be deemed received on that Business Dayteitls of payment received after 12:00 p.m. Dallasas time, on any Business Day, shall
be deemed received on the following Business Dayt®ver irrevocably waives the right to direct tqplication of any and all payments and
collections at any time or times hereafter receivgd ender from or on behalf of Borrower, and Bavew does hereby irrevocably agree that
Lender shall have the continuing exclusive righapply and reapply any and all such payments alielctions received at any time or times
hereafter by Lender or its agent against the Oftitiga, in such manner as Lender may deem advisabtejthstanding any entry by Lender
upon any of its books and records. If as the resfudbllections of Accounts as authorized_by SectbBathereof a credit balance exists in the
Loan Account, such credit balance shall not acartexest in favor of Borrower, but shall be avaiéato Borrower at any time or times for so
long as no Default or Event of Default exists. tnevent shall such credit balance be applied aldeened to have been applied as a
prepayment of the Term Loan unless so request&bhywer, but Lender may offset such credit agdinstObligations upon or after the
occurrence of any Event of Default.

3.6 Statements of Accountender will account to Borrower monthly with atment of Loans, charges and payments made ptitsuis
Agreement, and such account rendered by Lenddrtshdeemed final, binding and conclusive upon 8ear unless Lender is notified by
Borrower in writing to the contrary within 30 dagkthe date each account is mailed to BorrowerhSwatice shall only be deemed an
objection to those items specifically objectedherein.

3.7 Letter of Credit and LC Guaranty Fe@&orrower shall pay to Lender for each Letter oédit and LC Guaranty of a Letter of Credit, a fee
equal to two and one-half percent (2.5%) per anafithe aggregate face amount of such Letters ofliC¢é issued by Lender) and the LC
Guaranties outstanding from time to time duringtdren of this Agreement, pludl normal customary charges associated with thesisce
thereof, which fees and charges shall be deembddained upon issuance of each such Letter ofiCoeéach such LC Guaranty, shall be
and payable in full upon issuance of each sucketeftCredit or such LC Guaranty, and shall nosbigject to rebate or proration upon the
termination of this Agreement for any reason.

3.8 Additional Provisions Regarding Eurodollar Lean

(a) Manner of Borrowing a Eurodollar LoaNotwithstanding the provisions of Section 2it the event Borrower desires to obtain a
Eurodollar Loan, Borrower shall give Lender writtestice of its intention to borrow a Eurodollar lrog " Eurodollar Borrowing Notic8, in
which Eurodollar Borrowing Notice Borrower shallegjify (x) the aggregate amount of such Eurodolizan, (y) the requested date of such
Eurodollar Loan, and (z) the Eurodollar Interestiéteapplicable thereto. Borrower shall give Lenttex Eurodollar Borrowing Notice no later
than 12:00 p.m. Dallas, Texas time on the secorsin@gs Day prior to the requested date of the Elisrd_oan. With respect to such
Eurodollar Loans, (i) each Eurodollar Loan shalimban integral multiple of $1,000,000, (ii) no redhan five (5) Eurodollar Interest Periods
may be in existence at any one time, and (iii) Bawr may not request a Eurodollar Loan if therstsxi Default or Event of Default. The
Borrower shall select Eurodollar Interest Periodthwespect to Eurodollar Loans so that no Eur@ddhterest Period expires after the end of
the Original Term, or if extended pursuant to Set8.3(a), any Renewal Term. An outstanding Revolving Credén may be converted to a
Eurodollar Loan at any time subject to the provisiof this Section 3.8

(b) Interest on Eurodollar Loangach Eurodollar Loan shall bear interest from imetliding the first day of the Eurodollar Inter&striod
applicable thereto (but not including the last déguch Eurodollar Interest Period) at the interatt determined as applicable to such
Eurodollar Loan, but interest on such Eurodollaahahall be payable as provided in Section ¥4t the end of a Eurodollar Interest Period
for an outstanding Eurodollar Loan, Borrower hakeéhto deliver to Lender a new Eurodollar BorrogiNotice with respect to such Eurodo
Loan or to pay such Eurodollar Loan, then such Hoitar Loan shall be converted to a Revolving Grédian bearing interest at a rate, and
subject to all other terms and conditions of thigement, applicable to Revolving Credit Loansawststituting Eurodollar Loans on and after
the last day of such Eurodollar Interest Periodl paid or until the effective date of a new EurdoBorrowing Notice with respect thereto.

(c) Availability of Eurodollar Loans If Lender determines that maintenance of anysoEurodollar Loans would violate any applicable,la

rule, regulation or directive, whether or not haythe force of law, Lender shall suspend the abiiitp of Eurodollar Loans and require any
Eurodollar Loans outstanding to be repaid (providkedt, without in any way impairing Borrower's igigitions under Section 3.8(dhd Sectior
3.8(e), to the extent that Borrower is entitled to requeRevolving Credit Loan bearing interest at tles@®Rate, Borrower may request such a
Revolving Credit Loan in order to repay the EurdaioLoans); or if Lender determines that (x) defsoef a type or maturity appropriate to
match fund Eurodollar Loans are not available ditifg Eurodollar Base Rate does not accuratelgeethe cost of making a Eurodollar Loan,
then Lender shall suspend the availability of Eoitzgt Loans after the date of any such determimatio

(d) Funding IndemnificationIf any payment of a Eurodollar Loan occurs oratedvhich is not the last day of the applicablecHotlar Interes
Period, whether because of acceleration, prepayarestherwise, or a Eurodollar Loan is not madefendate specified by Borrower because
Borrower has not satisfied the conditions precetiestich Eurodollar Loan contained in this Agreetwgrhas otherwise breached the terms of
this Agreement, Borrower will indemnify Lender fany loss or cost incurred by it resulting therefrémeluding without limitation any loss «




cost in liquidating or employing deposits acquitedund or maintain the Eurodollar Loan.

(e) Lender Statements: Survival of IndemniW/ithin sixty (60) days of the date upon which Hensuspends the availability of Eurodollar
Loans under Section 3.8(agreof or learns of any loss or cost for which Baser has indemnified Lender under Section 3.8@t¥of, Lender
shall deliver a written statement as to the amduetunder Section 3.8(oj (d). Such written statement shall set forth in reabtdetail the
calculations and basis therefor upon which Lenag¢erghined such amount and shall be final, concduaivd binding on Borrower in the
absence of manifest error. Determination of amopay@ble under such Sections in connection withr@d@ollar Loan shall be calculated as
though the Lender funded its Eurodollar Loan thiotlge purchase of a deposit of the type and mgtooitresponding to the deposit used as a
reference in determining the Eurodollar Base Rpieable to such Eurodollar Loan whether in faetttis the case or not. Unless otherwise
provided herein, the amount specified in the wriieatement shall be payable on demand after tdogiBorrower of the written statement.

3.9 Yield Protection If either (i) the adoption of any applicable lawle or regulation, or any change therein, or @mgnge in the interpretati
or administration thereof by any governmental arithocentral bank or comparable agency charget thi¢ interpretation or administration
thereof, or compliance by Lender with any requestiective (whether or not having the force of Jaat any such authority, central bank or
comparable agency shall subject Lender to anyitesku@ing without limitation any United States irget equalization or similar tax, however
named), duty or other charge with respect to ampdallar Loan or Lender's obligation to computesiest on the principal balance of any
Eurodollar Loan at a rate based upon the EurodBl&e Rate, or shall change the basis of taxafipayments to Lender of the principal of or
interest on any Eurodollar Loan or any other am®udioie under this Agreement in respect of any Edlardiooan or Lender's obligation to
compute the interest on the principal balance gfEEurodollar Loan at a rate based upon the Eurad8é&se Rate, or (ii) any governmental
authority, central bank or other comparable authatiall at any time impose, modify or deem apjlieaany reserve (including, without
limitation, any imposed by the Board of Governodirthe Federal Reserve System), special depositolas requirement against assets of,
deposits with or for the account of, or credit exted by, Lender, or shall impose on Lender (oeitodollar lending office) or any relevant
interbank eurodollar market any other conditioreetfiing any Eurodollar Loan or Lender's obligatiorcompute the interest on the principal
balance of any Eurodollar Loan at a rate based tip@iEurodollar Base Rate; and the result of arth@foregoing is to increase the cost to
Lender of maintaining any Eurodollar Loans, oréduce the amount of any sum received or receilableender under this Agreement by an
amount deemed by Lender to be material, then uparadd by Lender, Borrower shall pay to Lender sadtditional amount or amounts as
compensate Lender for such increased cost or fiedutiender will promptly notify Borrower of any ert of which it has knowledge,
occurring after the date hereof, which will entitlender to compensation pursuant to this Secti®n A.certificate of Lender claiming
compensation under this Section 8@l setting forth the additional amount or amotmtse paid to Lender hereunder shall be conclusitiee
absence of manifest error.

SECTION 4. COLLATERAL: GENERAL TERMS

4.1 Security Interest in Collateral'o secure the prompt payment and performancemalé¢r of the Obligations, each Borrower hereby tgray
Lender a continuing security interest in and Ligom all of each Borrower's assets, whether now dvemeexisting or hereafter created,
acquired or arising and wheresoever located inntydvithout limitation, the following Property amuterests in Property of each Borrower:

(A) Accounts;
(B) Certificated Securities;
(C) Chattel Paper;

(D) Computer Hardware and Software and all rightb wespect thereto, including, any and all licensgptions, warranties, service contracts,
program services, test rights, maintenance riglggport rights, improvement rights, renewal righrisl indemnifications, and any substitutions,
replacements, additions or model conversions ofdditige foregoing;

(E) Contract Rights;

(F) Deposit Accounts;

(G) Documents;

(H) Equipment;

() Financial Assets;

(J) Fixtures;

(K) General Intangibles, including Payment Intamgsband Software;

(L) Goods (including all of its Equipment, Fixturasd Inventory), and all accessions, additiongcatnhents, improvements, substitutions and
replacements thereto and there



(M) Instruments;

(N) Intellectual Property;

(O) Inventory;

(P) Investment Property;

(Q) money (of every jurisdiction whatsoever);
(R) Letter-of-Credit Rights;

(S) Payment Intangibles;

(T) Security Entitlements;

(V) Software;

(V) Supporting Obligations;

(W) Uncertificated Securities; and

(X) to the extent not included in the foregoind,aaher personal property of any kind or descriptio

together with all books, records, writings, datads information and other property relating t&dusr useful in connection with, or
evidencing, embodying, incorporating or referringany of the foregoing, and all Proceeds, prodwétspring, rents, issues, profits and returns
of and from any of the foregoing; provided thathe extent that the provisions of any lease onkeeof Computer Hardware and Software or
Intellectual Property expressly prohibit (which ppifution is enforceable under applicable law) asgignment thereof, and the grant of a
security interest therein, Lender will not enfoitsesecurity interest in Borrower's rights undectsiease or license (other than in respect of the
Proceeds thereof) for so long as such prohibitmnmtioues, it being understood that upon requekeatier, Borrower will in good faith use
reasonable efforts to obtain consent for the aveaif a security interest in favor of Lender (aad-énder's enforcement of such security
interest) in the Lender's rights under such leadieense.

The security interests granted in the Collateralgaven in renewal, extension and modificationhaf $ecurity interests previously granted to
Lender by Borrower (including, without limitatiothe security interests granted pursuant to thetiegit.oan Agreements and the Parent
Security Agreement); such existing security intexy@se not extinguished hereby; and the rankindepton and priority of such existing
security interests shall continue in full force aaftict.

4.2 Lien on Realty The due and punctual payment and performandeedDbligations shall also be secured by the Lieated by the
Mortgages upon all real Property of Borrower ddsedlitherein. Upon request by Lender, Borrower stelier to Lender, at Borrower's
expense, mortgagee title insurance policies isbyettitle insurance company satisfactory to Lendguring Lender as mortgagee; such
policies shall be in form and substance satisfgdmt ender and shall insure a valid first Lierfawor of Lender on the Property covered
thereby, subject only to those exceptions acceptablender and its counsel. Borrower shall deltedrender such other documents, includ
without limitation, as-built survey prints of theal Property, as Lender and its counsel may reébpnequest relating to the real Property
subject to the Mortgage.

4.3 [RESERVED]

4.4 Lien Perfection Borrower agrees to execute the UCC-1 financiatestents provided for by the Code or otherwisettegewith any and

all other instruments, assignments or documentshati take such other action as may be reasomebiyired to perfect or to continue the
perfection of Lender's security interest in thel&teral as a first priority Lien subject to PermittLiens only. Unless prohibited by applicable
law, Borrower hereby authorizes Lender to execuotefde any such financing statement on Borroweehkalf. The parties agree that a carbon,
photographic or other reproduction of this Agreetrsdrall be sufficient as a financing statementiawag be filed in any appropriate office in
lieu thereof

4.5 Location of Collateral All Collateral, other than Inventory in transitll at all times be kept by Borrower at one or maf the business
locations set forth in Exhibit Bnd shall not, without the prior written approviLender, be moved therefrom except, prior to apriof
Default, for sales of Inventory in the ordinary cseiof business and dispositions of Equipmentdhatuthorized by Section h2reof.

4.6 Insurance of CollateraBorrower agrees to maintain and pay for insurammn all Collateral wherever located, in storagedransit in
vehicles, including goods evidenced by documermtgeiing casualty, hazard, public liability and suther risks and in such amounts and \




such insurance companies as shall be reasonalsfastdry to Lender to insure Lender's intereghim Collateral. Borrower shall deliver the
originals of such policies to Lender with satistagtendorsements naming Lender as loss payee andrégagee pursuant to a standard
mortgagee clause. Each policy of insurance or exathoent shall contain a clause requiring the ingorgive not less than 30 days prior written
notice to Lender in the event of cancellation & folicy for any reason whatsoever and a claugdhbanterest of Lender shall not be impa

or invalidated by any act or neglect of Borrowepamer of the Property nor by the occupation ofghemises for purposes more hazardous
than are permitted by said policy. If Borrower $dib provide and pay for such insurance, Lender, maBorrower's expense, procure the same,
but shall not be required to do so. Borrower agteeateliver to Lender, promptly as rendered, trogies of all reports made in any reporting
forms to insurance companies.

4.7 Protection of CollateralAll insurance expenses and all expenses of fintgestoring, warehousing, insuring, handling, maining and
shipping the Collateral, any and all taxes impdsgdny governmental authority on any Collateraharespect of the sale thereof shall be b
and paid by Borrower. If Borrower fails to promptigy any portion thereof when due, Lender maytsatption, but shall not be required to,
pay the same and charge the Loan Account thef@forower agrees to reimburse Lender promptly theereith interest accruing thereon daily
at the Default Rate. All sums so paid or incurrgd_bnder for any of the foregoing and all reasoaalulsts and expenses (including reasonable
attorneys' fees, legal expenses, and court cosiishviender may incur in enforcing or protectingliien on or rights and interest in the
collateral or any of its rights or remedies, togetWith interest at the Default Rate, shall be @ered obligations hereunder secured by all
Collateral. Lender shall not be liable or respolesib any way for the safekeeping of any Collaterafor any loss or damage thereto (excep
reasonable care in the custody thereof while arljatéoal is in Lender's actual possession) or for diminution in the value thereof, or for any
act or default of any warehouseman, carrier, fodivay agency, or other person whomsoever, but tiree sshall be at Borrower's sole risk.

4.8 Other Collateral

(a) Commercial Tort ClaimsBorrower shall promptly notify Lender in writingpon incurring or otherwise obtaining a Commergiait Claim
against any third party and, upon request of Lenatemptly enter into an amendment to this Agrednaed do such other acts or things
deemed appropriate by Lender to give Lender a ggénterest in any such Commercial Tort Claim.

(b) Other Collateral Borrower shall promptly notify Lender in writingpon acquiring or otherwise obtaining any Colldtaefter the date here
consisting of Deposit Accounts, Investment Propdrétter-of-Credit Rights or Electronic Chattel Bapnd, upon the request of Lender,
promptly execute such other documents, and do sthdr acts or things deemed appropriate by Lerwddeliver to Lender control with respe

to such Collateral; promptly notify Lender in wni§y upon acquiring or otherwise obtaining any Celiak after the date hereof consisting of
Documents or Instruments and, upon the requesenéér, will promptly execute such other documeantsl, do such other acts or things
deemed appropriate by Lender to deliver to Lendssession of such Documents which are negotiallérestruments, and, with respect to
nonnegotiable Documents, to have such nonnegotizddements issued in the name of Lender; and wihect to Collateral in the possession
of a third party, other than Certificated Secusittend Goods covered by a Document and obtain aroad&tdgement from the third party that it
is holding the Collateral for the benefit of Lender

SECTION 5. PROVISIONS RELATING TO ACCOUNTS

5.1 Representations, Warranties and Covenanish respect to all Accounts, Borrower represams warrants to Lender that Lender may |
in determining which Accounts are Eligible Accourda all statements and representations made byWBer with respect to any Account or
Accounts, and, unless otherwise indicated in wgitm Lender, that with respect to each Accouris genuine and in all respects what it
purports to be, and it is not evidenced by a judgmiearises out of a completed, bdide sale and delivery of goods or rendition of serviog
Borrower in the ordinary course of its business iangiccordance with the terms and conditions opatthase orders, contracts or other
documents relating thereto and forming a part efdbntract between Borrower and the Account Delittgs;for a liquidated amount maturing
as stated in the duplicate invoice covering sudd arendition of services; such Account, and Lestedsecurity interest therein, is not, and will
not be in the future, subject to any offset, Lideduction, defense, dispute, counterclaim or ahgraadverse condition except for disputes
resulting in returned goods where the amount inrosersy is deemed by Lender to be immaterial, @axh such Account is absolutely owing
to Borrower and is not contingent in any respedboany reason; Borrower has made no agreemehtamy Account Debtor thereunder for
any deduction therefrom, except discounts or allmea which are granted by Borrower in the ordiraayrse of its business for prompt
payment and which are reflected in the calculatibthe net amount of each respective invoice rdl#ltereto; there are no facts, events or
occurrences which in any way impair the validityeoforceability thereof or tend to reduce the ami@ayable thereunder from the face am
of the invoice and statements delivered to Lend#r mespect thereto; to the best of Borrower's Kiedge, the Account Debtor thereunder is
Solvent and, at the time any contract or other dwmt giving rise to the Account was executed, sotount Debtor had the capacity to
contract; and Borrower has no knowledge of any daciircumstance which would impair the validityanllectibility of such Account.

5.2 Assignments, Records and Schedules of Accouhtsquested to do so by Lender, Borrower shedloeite and deliver to Lender formal
written assignments of all of its Accounts weeldy, (f requested by Lender, daily), together wittpies of invoices or invoice registers related
thereto. Borrower shall keep accurate and compésterds of its Accounts and all payments and ctitias thereon and shall submit to Lender
on a daily basis a sales and collections repotttf@ipreceding day, in form satisfactory to Len@n.or before the fifteenth day of each month
from and after the date hereof, Borrower shallvdglio Lender, in form satisfactory to Lender, taded aged trial balance of all Accounts
existing as of the last day of the preceding mosplecifying the names, addresses, face value, dhbegoices and due dates for each Account
Debtor obligated on an Account so listed ("Scheddilaccounts"), and, upon Lender's request therefopies of proof of delivery and the
original copy of all documents, including, withdumitation, repayment histories and present stegpsrts relating to the Accounts so sched
and such other matters and information relatingpéostatus of then existing Accounts as Lendel sbasonably request. If any amounts due
and owing in excess of $50,000 are in dispute betvBorrower and any Account Debtor, Borrower spedvide Lender with written notice
thereof at the time of submission of the next Saledf Accounts, explaining in detail the reasontfe dispute, all claims related thereto .



the amount in controversy.

5.3 Administration of AccountsUpon the granting of any discounts, allowancesredits by Borrower that are not shown on the faabe
invoice for the Account involved, Borrower shalbpmptly report such discounts, allowances or credighe case may be, to Lender and in no
event later than the time of its submission to lezraf the next Schedule of Accounts as provideSdation 5.2 If an Account includes a
charge for any tax payable to any governmentahtpauthority, Lender is authorized, in its solectiion, to pay the amount thereof to the
proper taxing authority for the account of Borrowaed to charge the Loan Account therefor. Whetherb a Default or an Event of Default
has occurred, Lender shall have the right, at eng br times hereafter, in the name of Lender,@gsignee of Lender or Borrower, to verify
the validity, amount or any other matter relatiogahy Accounts by mail, telephone, telegraph oewtiise. Borrower shall cooperate fully with
Lender in an effort to facilitate and promptly carde any such verification process.

5.4 Collection of AccountsTo expedite collection, Borrower shall endeavothie first instance to make collection of its Acats for Lender.
All remittances received by Borrower on accounfotounts shall be held as Lender's property by ®eer as trustee of an express trust for
Lender's benefit and Borrower shall immediatelyas#psame in the Dominion Account. After the ocene of an Event of Default, Lender
shall have the right to notify Account Debtors tAatounts have been assigned to Lender and toct@kxounts directly in its own name and
to charge the collection costs and expenses, imgugasonable attorneys' fees, to Borrower. Lehdsmo duty to protect, insure, collect or
realize upon the Accounts or preserve rights imth€or the purpose of computing interest hereuralkitems of payment received by Lender
shall be deemed applied by Lender on account obthigations on the first Business Day after Lerslszceipt of payment in Hartford,
Connecticut, in immediately available funds.

SECTION 6. PROVISIONS RELATING TO INVENTORY

6.1 Representations, Warranties and Covenamish respect to Inventory, Borrower represents warrants to Lender that Lender may rely
determining which items of Inventory constituteditlie Inventory, on all statements and represeiatmade by Borrower with respect to any
Inventory and that: All Inventory is presently anil continue to be located at either Borrower'aqas of business or at locations of certain of
Borrower's customers (which currently existing plsiof business and such customer locations aeel st Exhibit Battached hereto), and at
each time upon request by Lender (and automatidfadly Event of Default has occurred and is coritiguBorrower shall give Lender prompt
written notice of any additional place of businesgany such additional customer location which es@iter the date hereof; no Inventory is
now, nor shall any Inventory at any time or timesdafter be, stored with a bailee, warehousemaimolar party without Lender's prior writt
consent; and no Inventory is or will be producediaiation of the Fair Labor Standards Act.

6.2 Inventory ReportsBorrower agrees to furnish Lender with Inventagports at such times as Lender may request, beasitonce each
month. Such reports shall be in form and detaisattory to Lender. Borrower shall continue topiodic cycle counts of Inventory in the
same manner and at the same frequency as sucldipeamjele counts are being presently conducted ugreh request by Lender, Borrower
shall furnish the results of such cycle countseader. After the occurrence and during the continnaf an Event of Default, upon request by
Lender Borrower shall conduct a physical inventang shall provide to Lender a report based on sach physical inventory promptly
thereafter, together with such supporting informaths Lender shall in its discretion request.

6.3 Returns of Inventorylf at any time or times hereafter any Account @eleturns any Inventory to Borrower the shipmeiivhich
generated an Account on which such Account Deltobligated in excess of $150,000, Borrower shatifyrLender of the same immediately,
specifying the reason for such return and the looand condition of the returned Inventory.

SECTION 7. PROVISIONS RELATING TO EQUIPMENT

7.1 Representations, Warranties and Covenanish respect to the Equipment, Borrower represenarrants and covenants to and with
Lender that the Equipment is in good operating d¢@mand repair, and all necessary replacemenddfrepairs thereto shall be made so that
the value and operating efficiency of the Equipmshtll be maintained and preserved, reasonableanebtear excepted. Borrower will not
permit any of the Equipment to become affixed tp a@al Property leased to Borrower so that an @stearises therein under the real estate
of the applicable jurisdiction unless the landlofdsuch real Property has executed a landlord waivéeasehold mortgage in favor of Lender,
and Borrower will not permit any of the Equipmemtiecome an accession to any personal Property thidne Equipment subject to first
priority Liens in favor of Lender or subject to Retted Liens. Immediately on request therefor byder, Borrower shall deliver to Lender any
and all evidence of ownership, if any, of any & tquipment (including, without limitation, certéites of title and applications for title).
Borrower shall maintain accurate records itemizng describing the kind, type, quality, quantitgl aalue of its Equipment and all
dispositions made in accordance with Sectionhér2of, and shall furnish Lender with a currentesitlie containing the foregoing information
on at least an annual basis and more often if tgdéoy Lender.

7.2 Dispositions of EquipmenBorrower will not sell, lease or otherwise dispad or transfer any of the Equipment or any pgeeteéof withou
the prior written consent of Lender; provideldowever, that the foregoing restriction shall not apply; $o long as no Default or Event of
Default exists, to dispositions of Equipment whiththe aggregate during any consecutive twelvetmperiod, have a fair market value or
book value, whichever is less, of $150,000 or Ipsavided that all proceeds thereof are turned twéender.

SECTION 8. REPRESENTATIONS AND WARRANTIES

8.1 General Representations and Warranfiesinduce Lender to enter into this Agreement nchake advances hereunder, each Borrower
warrants, represents and covenants to Lenderlasviol




(a) Each Borrower is a corporation duly organizaedidly existing and in good standing under thedaits state of incorporation; has duly
qualified and is authorized to do business and goiod standing as a foreign corporation in atestand jurisdictions where the character of its
Properties or the nature of its activities makehsyugalification necessary; and has not been knasnar ased any corporate, fictitious or trade
names in the past seven years except as discloseéghibit Cattached hereto and made a part hereof.

(b) Borrower has the right and power and is dulhartized to enter into, deliver and perform thiségment and each of the Other Agreements
to which it is a party, and this Agreement is, @adh of the Other Agreements when delivered urdegreement will be, a legal, valid and
binding obligation of Borrower enforceable agaib&t accordance with their respective terms.

(c) Borrower is not engaged principally, or as ohés important activities, in the business of ghasing or carrying "margin stock” (within the
meaning of Regulation U of the Board of Governdrthe Federal Reserve System), and no part of theseds of any Loans to Borrower will
be used to purchase or carry any margin stock exteend credit to others for the purpose of puriclyasr carrying any margin stock, or be u
for any purpose which violates or is inconsisteithwhe provisions of Regulations T, U or X of s&dard of Governors.

(d) Borrower has, and is in good standing with ee$po, all governmental consents, approvals, aizéions, permits, certificates, inspections,
and franchises which materially affect its abilibyconduct its business as heretofore or propasee tonducted by it and to own or lease and
operate its Properties as now owned or leased by it

(e) Borrower owns or possesses all the patentignmarks, service marks, trade names, copyrightéieerses necessary for the present and
planned future conduct of its business without lamywn conflict with the rights of others.

() Except as set forth on Exhibit &itached hereto and made a part hereof, therebaaetions, suits, proceedings or investigationsdjyen or
to the knowledge of Borrower, threatened, againstffecting Borrower or any of its Properties iryamourt or before any governmental
authority or arbitration board or tribunal, andawiion, suit, proceeding or investigation showrEsthibit D involves the possibility of
materially and adversely affecting the Propertiesamdition (financial or otherwise) of Borrower thie ability of Borrower to perform this
Agreement.

(9) Borrower has good, indefeasible and markettthteto and fee simple ownership of, or valid audbsisting leasehold interests in, all of its
real Property, and good title to all of its otheoperty, in each case, free and clear of all Lexxept Permitted Liens.

(h) The balance sheet of Parent, on a consolidsei$, and such other Persons described thereinecember 31, 2002, and the related
statements of income, for the periods ended on datds, have been prepared, to the best of Bortoweowledge, in accordance with GAAP
(except for changes in application in which Paseintiependent certified public accountants conam), present fairly the financial positions
Parent and its Subsidiaries at such dates anc:#udts of Borrower's operations for such periodsc&SDecember 31, 2002, there has been no
material change in the condition, financial or ottise, of Parent and such other Persons as shouwhedralance sheet as of such date and no
change in the aggregate value of Equipment andPregderty owned by Parent or such other Persorgpexhanges in the ordinary course of
business, none of which individually or in the aegate has been materially adverse. The fiscalgfd@arent for accounting purposes ends on
December 31 of each year.

(i) There is no fact which Borrower has failed isalbse to Lender in writing which materially affe@dversely or, so far as Borrower can now
foresee, will materially affect adversely the Pnties, business, prospects, profits, or conditforatcial or otherwise) of Borrower or the
ability of Borrower to perform this Agreement.

(j) Borrower has not received any notice to theefthat it is not in full compliance with any &t requirements of ERISA and the regulations
promulgated thereunder. No fact or situation tlwatd result in a material adverse change in thenfiial condition of Borrower (including, but
not limited to, any Reportable Event or Prohibifeensaction) exists in connection with any PlantrBeer has no withdrawal liability in
connection with a Multi-Employer Plan.

(k) Borrower has filed all federal, state and loeed returns and other reports it is required by tia file and has paid, or made provision for the
payment of, all taxes, assessments, fees and golrernmental charges that are due and payable.

() Borrower has duly complied with, and its Prajes, business operations and leaseholds are ipl@oroe in all material respects with, the
provisions of all federal, state and local laws$esuand regulations applicable to Borrower, itspertes or the conduct of its business.

(m) No Default or Event of Default will exist orgelt from the execution and delivery of this Agresrhor Borrower's performance hereunder.

(n) There are no claims for brokerage commissifinder's fees or investment banking fees in coriaeatith the transactions contemplated by
this Agreement.

8.2 Reaffirmation and Survival of RepresentatioBsich request for a Loan made by Borrower purstaathiis Agreement or any of the Other
Agreements shall constitute (A) an automatic regmgtion and warranty by Borrower to Lender thatéhdoes not then exist any Default or
Event of Default, and (B) a reaffirmation as of ttate of said request of all of the representatiorswarranties of Borrower contained in this
Agreement and the Other Agreements are true imatérial respects, except for any changes in the@af Borrower's business or operations
that would render the information contained in arfibit hereto either materially inaccurate or matly incomplete, so long as Lender t




consented to such changes or such changes arsglygermitted by this Agreement. Borrower covesawarrants and represents to Lender
that all representations and warranties of Borravesmtained in this Agreement or any of the Othere®gnents shall be true at the time of
Borrower's execution of this Agreement and the ©O&greements, and shall survive the executionydefiand acceptance thereof by Lender
and the parties thereto and the closing of thestretions described therein or related thereto.

SECTION 9. COVENANTS AND CONTINUING AGREEMENTS

9.1 Affirmative CovenantsDuring the term of this Agreement, and theredfieso long as there are any obligations to Lenel@ach Borrower
covenants that, unless otherwise consented to bgidran writing, it shall:

(a) Pay and discharge all taxes, assessments &adhgtental charges upon it, its income and Praggeds and when such taxes, assessments
and charges are due and payable, except and &xtidet only that such taxes, assessments and sharg®eing actively contested in good
faith and by appropriate proceedings, Borrower ta@iis adequate reserves on its books thereforrenddanpayment of such taxes does not
result in a Lien upon any Properties or Borrowéreothan a Permitted Lien. Borrower shall also @ag discharge any lawful claims which, if
unpaid, might become a Lien against any of Borr&sMeroperties except for Permitted Liens.

(b) File all federal, state and local tax returnd ather reports Borrower is required by law te ihd maintain adequate reserves for the
payment of all taxes, assessments, governmentajefizand levies imposed upon it, its income,opibfits, or upon any Property belonging
to it.

(c) Pay to Lender, on demand, any and all feeds @yeexpenses which Lender pays to a bank or sthélar institution (including, without
limitation, any reasonable fees paid by Lendemip Rarticipating Lender) arising out of or in contien with (i) the forwarding to Borrower or
any other Person on behalf of Borrower, by Lendgroceeds of loans made by Lender to Borroweryamsto this Agreement and (i) the
depositing for collection, by Lender, of any checktem of payment received or delivered to Lermmteaccount of the obligations.

(d) Preserve and maintain its separate corporaséeaxe and all rights, privileges, and franchisesonnection therewith, and maintain its
qualification and good standing in all states iriahtsuch qualification is necessary.

(e) Maintain its Properties in good condition anake all necessary renewals, repairs, replacemahditjons and improvements thereto.

(f) Comply with all laws, ordinances, governmentdes and regulations to which it is subject, abthim and keep in force any and all licenses,
permits, franchises, or other governmental authtions necessary to the ownership of its Propeoti¢s the conduct of its business, which
violation or failure to obtain might materially aadversely affect the Properties or condition (ficial or otherwise) of Borrower.

(9) (i) At all times make prompt payment of contrilons required to meet the minimum funding staddaet forth in ERISA with respect to
each Plan; (ii) promptly after the filing there&frnish to Lender copies of any annual report neguto be filed pursuant to ERISA in
connection with each Plan and any other employeefiigolan of it and its Affiliates subject to saddction; (iii) notify Lender as soon as
practicable of any Reportable Event and of anytaatdil act or condition arising in connection withy Plan which Borrower believes might
constitute grounds for the termination thereofhwy Pension Benefit Guaranty Corporation or foragppointment by the appropriate United
States district court of a trustee to administerRhan; and (iv) furnish to Lender, promptly upanter's request therefor, such additional
information concerning any Plan or any other sutipleyee benefit plan as may be reasonably requested

(h) Keep adequate records and books of accountresiect to its business activities in which pragaries are made in accordance with
GAAP (to the best of Borrower's knowledge) reflegtall its financial transactions.

(i) Permit representatives of Lender, from timeitoe, as often as may be reasonably requestednbutiuring normal business hours, to visit
and inspect the Properties of Borrower, inspectraalle extracts from its books and records, andudsswith its officers, its employees and its
independent accountants, Borrower's business sa$iséilities, financial condition, business presfs and results of operations.

(j) Cause to be prepared and furnished to Lendefditowing (all to be kept and prepared in accomawith GAAP applied on a consistent
basis, unless Parent's certified public accountzomisur in any change therein and such changsdtodied to Lender and are consistent with
GAAP): (i) as soon as possible, but not later tBamlays after the close of each fiscal year of Ratmqualified audited financial statements of
Parent and its Subsidiaries (including Sepco, BeliDXP and American) as of the end of such yestified as to the statements by a firm of
independent certified public accountants of recogghistanding selected by Parent but acceptableriddr (except for a qualification for a
change in accounting principles with which suchoarding firm concurs) and an unaudited consolidated consolidating financial statement
of Parent and its Subsidiaries (including Sepctic®e, DXP and American), certified by the prindifiaancial officer of Parent as prepared in
accordance with GAAP to the best of his knowledge fairly presenting the financial position andulés of operations of Parent and its
Subsidiaries (including Sepco, Pelican, DXP and Acaa) for such year; and (ii) as soon as possiilenot later than 30 days after the end of
each January, February, April, May, July, Augustidber and November hereafter, and not later tBadegs after the end of each March, J
September and December hereafter, unaudited inferémcial statements of Parent and its Subsidigirecluding Sepco, Pelican, DXP and
American) as of the end of such month and of théiggoof Parent's fiscal year then elapsed, cedifiy the principal financial officer of Parent
as prepared in accordance with GAAP to the bebtsoknowledge, and fairly presenting the finanpiasition and results of operations of
Parent and its Subsidiaries (including Sepco, Be)iDXP and American) for such month and periogesitlmnly to changes from audit and
yea-end adjustments and except that such statemesdisnod contain notes. Concurrently with the deljvafrthe financial statements
described irclauses (i) and (iiof this Section 9.1(j,, Borrower shall cause to be prepared and furnishéender a certificate from the ch




financial officer of Borrower certifying to Lendénat to the best of his knowledge, Borrower hag kelpserved, performed and fulfilled each
and every covenant, obligation and agreement bjndpon Borrower in this Agreement and the Othereggnents and that no Default or Event
of Default has occurred, or, if such Default or Bivef Default has occurred, specifying the nathereof.

(k) At Lender's request, promptly execute or caodee executed and deliver to Lender any and allidents, instruments and agreements
reasonably deemed necessary by Lender to perféeatomntinue the perfection of Lender's Liens &st foriority Liens subject only to Permitted
Liens, to facilitate collection of the Collateral @therwise to give effect to or carry out the teron intent of this Agreement or any of the Other
Agreements.

() Within 30 days after the end of each Januaepriary, April, May, July, August, October and Noeer and within 45 days after the end of
each March, June, September and December, or meapeehtly if requested by Lender, cause the cimeahtial officer of Borrower to prepare
and deliver to Lender a Compliance Certificatenia torm of Exhibit Eattached hereto, with appropriate insertions.

(m) As soon as available, and in any event no tagn 60 days after the end of each fiscal ye@oofower, deliver to Lender Projections of
Borrower for the forthcoming fiscal year, monthriapnth.

(n) Promptly after sending or filing thereof, ae tase may be, copies of any proxy statementsdialbstatements or reports which Parent has
made available to its shareholders and copiesyfegular periodic and special reports or regigtirastatements which Parent files with the
Securities and Exchange Commission or any govertahauathority which may be substituted therefoany national securities exchange.

2. Negative CovenantsDuring the term of this Agreement, and theredfteiso long as there are any obligations to Lender
Borrower covenants that, unless Lender has finsseoted thereto in writing, it will not:

(a) Merge or consolidate, or permit any Subsidtargnerge or consolidate, with any Person; nor aecall or any substantial part of the
Properties of any Person.

(b) Make any loans or other advances of money (dttan for salary, travel advances, advances agaimsmissions and other similar advar
in the ordinary course of business) to any Pers@xcess of an aggregate $100,000 outstanding/dinae for all such loans; provided,
however that notwithstanding the foregoing, (i) a Borroweasty make loans or other advances of money to anBtbreower, and (ii) the
existing loans described on ExhibitsBached hereto shall not be prohibited by theiprons of this Section 9.2(b)

(c) Enter into any transaction with any Affiliate stockholder, except in the ordinary course of pauant to the reasonable requirements of
Borrower's business and upon fair and reasonabtesterhich are fully disclosed to Lender and ardess favorable to Borrower than would
obtain in a comparable arm's length transactioh wiPerson not an Affiliate or stockholder of Baves.

(d) Guarantee, assume, endorse or otherwise, iwagpybecome directly or contingently liable witkspect to the Indebtedness of any Person
except by endorsement of instruments or items winaat for deposit or collection.

(e) Create or suffer to exist any Lien upon anijtoProperty, income or profits, whether now owoedhereafter acquired, except: (i) Liens at
any time granted in favor of Lender; (ii) Liens taxes (excluding any Lien imposed pursuant toartire provisions of ERISA) not yet due or
being contested as permitted by Section 9.iéagof, but only if in Lender's judgment such Laees not affect adversely Lender's rights or the
priority of Lender's Lien in the Collateral; (iiiens securing the claims or demands of materiaJmmethanics, carriers, warehousemen,
landlords and other like Persons for labor, malgriupplies or rentals incurred in the ordinaryrse of Borrower's business, but only if the
payment thereof is not at the time required ang drduch Liens are junior to the Liens in favorlafnder: (iv) Liens resulting from deposits
made in the ordinary course of business in conmeetith workmen's compensation, unemployment instgasocial security and other like
laws; (v) attachment, judgment and other similam-tex Liens arising in connection with court prodiegs, but only if and for so long as the
execution or other enforcement of such Liens is@mdinues to be effectively stayed and bondedppeal in a manner satisfactory to Lender
for the full amount thereof, the validity and ambuohthe claims secured thereby are being actigehtested in good faith and by appropriate
lawful proceedings and such Liens do not, in thgragate, materially detract from the value of theperty of Borrower or materially impair
the use thereof in the operation of Borrower's tesss; (vi) reservations, exceptions, easementdsraf way, and other similar encumbrances
affecting real Property, provided that, in Lend@rigment, they do not in the aggregate materigtyact from the value of said Properties or
materially interfere with their use in the ordinagnduct of Borrower's business and, if said reaperty constitutes Collateral, Lender has
consented thereto; (vii) a Lien upon fixed asseisyprovements granted by Borrower to secure ChBipenditures permitted under Section
9.2(i) hereof to the extent such Lien is only upon sugédiassets or improvements and secures paymentyoach permitted Capital
Expenditures; and (viii) such other Liens as Lenday hereafter approve in writing.

(f) Make any payment of any part or all of any Sulmated Debt in violation of the subordinationegmnent relating to such Subordinated [
or voluntarily prepay any Subordinated Debt; oreimto any agreement (oral or written) which col@ény way be construed to amend,
modify, alter or terminate any one or more instrate@r agreements evidencing or relating to anyo8iibated Debt.

(9) Declare or make any Distributions; providedwhwer,that notwithstanding the foregoing, (i) a Borrowaall be permitted to make cash
dividends on its capital stock to the extent suagpital stock is owned by another Borrower, andRayent may pay each fiscal year cash
dividends of up to the aggregate amount of $100¢608ny capital stock of Parent, provided that mdeDIt or Event of Default exists at the
time of payment of such cash dividend or would ltessia result of such payme




(h) Hereafter create any Subsidiary or divestfitsehny material assets by transferring them tp &ubsidiary to whose existence Lender has
consented.

(i) Permit Capital Expenditures made by Borrowacliiding, without limitation, by way of capitalizégases) to exceed in the aggregate
$1,000,000 during each fiscal year of Parent.

(j) Transfer its principal place of business oreftexecutive office, except upon at least 60 daigy pvritten notice to Lender and after the
delivery to Lender of financing statements, if riegd by Lender, in form satisfactory to Lender &fpct or continue the perfection of Lender's
Lien and security interest hereunder.

(k) Enter into any new business or make any mdtehiange in any of Borrower's business objectipesposes and operations.

() Sell, lease or otherwise dispose of any oPitgperties, including any disposition of Propeypart of a sale and leaseback transaction, to or
in favor of any Person, except (i) sales of Invento the ordinary course of Borrower's businesssfolong as no Event of Default exists
hereunder, (ii) a transfer of Property to Borrolgra Subsidiary or (iii) dispositions expresslytautzed by this Agreement.

(m) Use any corporate name (other than its owmngrfictitious name, tradestyle or "d/b/a" excaptdames disclosed in writing to Lender on
or before the Closing Date.

(n) [RESERVED]

(o) Own, purchase or acquire (or enter into anytremh to purchase or acquire) any "margin secuds/tiefined by any regulation of the Fed
Reserve Board as now in effect or as the same mr@afier be in effect unless, prior to any sucltlpase or acquisition or entering into any
such contract, Lender shall have received an opiof@ounsel satisfactory to Lender to the effaat such purchase or acquisition will not
cause this Agreement to violate Regulations T,rJ or any other regulation of the Federal Res@&ward then in effect.

(p) Make or have any Restricted Investment.
(g) Change its fiscal year or permit any Subsidtarjzave a fiscal year different from that of Baver.

(r) Create, assume or suffer to exist any indetgsslifior borrowed money or issue or sell any ohibgadf Borrower (whether absolutely,
concurrently or otherwise), excluding only (i) tBéligations; (ii) accounts payable and accruedlli&s arising in the ordinary course of
Borrower's business; (iii) indebtedness incurredtie payment of Capital Expenditures permittedhiy Agreement; (iv) existing indebtedness
of Borrower which shall have been approved in wgtby Lender, and which shall be set forth on Eittiitattached hereto and made a part
hereof (and to the extent set forth_on Exhibjtdech indebtedness is approved by Lender); ansu@h other indebtedness as Lender may
hereafter approve in writing.

9.3 Specific Financial Covenant®uring the term of this Agreement, and theredfieiso long as there are any Obligations to Lender
Borrower covenants that, unless otherwise consdotbyg Lender in writing, Parent and its Subsidiarshall:

(a) Maintain, as of the last day of each calendamtim on a consolidated basis, in accordance WA/ a Fixed Charge Ratio of not less than
1.15 to 1.00 for the twelve calendar month periodieg on the last day of such month.

(b) Maintain for each calendar month, beginninghwiiine, 2003, Average Daily Availability for sucdendar month of at least $2,000,000.
SECTION 10. CONDITIONS PRECEDENT

Notwithstanding any other provision of this Agreerner any of the Other Agreements, and withoutdiifg in any manner the rights
Lender under the other sections of this Agreemeigtunderstood and agreed that this Agreementnaetibecome effective and Lender will 1
make any Loan under SectioroPthis Agreement unless and until each of theofeihg conditions has been and continues to befieatjsall in
form and substance satisfactory to Lender anditsisel:

10.1 DocumentationLender shall have received the following docuragech in form and substance satisfactory to Lreguale its counsel:

(a) the relevant Consent and Ratification respebtiduly executed by each Borrower, David R. Ljtdad David C. Vinson, Trustee for Kacey
Joyce Little, Nicholas David Little and Andrew Rlaigtle 1988 Trusts, in the form required by Lender;

(b) Modifications to the existing Mortgages, dukeeuted by the relevant Borrower party to such kfage, in the form required by Lender;

(c) a closing certificate signed by the chief exeeuofficer and chief financial officer of Borrowelated as of the date hereof, stating that (i
representations and warranties set forth in Se@&ioereof are true and correct on and as of such @tBprrower is on such date in
compliance with all the terms and provisions sethfin this Agreement and (iii) on such date noddf or Event of Default has occurred or is
continuing;



(d) the written opinion of counsel to Borrower, aeding Borrower, the Loan Documents and the traiwa contemplated by this Agreement
and the Other Agreements; and

(e) such other documents, instruments and agresrasritender shall reasonably request in conneutiiinthe transaction contemplated
hereby.

10.2_Other ConditionsThe following conditions have been and shall targ to be satisfied:
A. no Default or Event of Default shall exist;
(b) each of the conditions precedent set forthén®@ther Agreements shall have been satisfied; and

(c) no action, proceeding, investigation, regulatio legislation shall have been instituted, theeatl or proposed before any court,
governmental agency or legislative body to enjoéstrain or prohibit, or to obtain damages in respé or which is related to or arises out of
this Agreement or the consummation of the transastcontemplated hereby or which, in Lender's juelgimwvould make it inadvisable to
consummate the transactions contemplated by thisekgent or any of the Other Agreements.

SECTION 11. EVENTS OF DEFAULT; RIGHTS AND REMEDIESN DEFAULT

11.1 Events of DefaultThe occurrence of any one or more of the follgnéwents shall constitute an "Event of Default":

(a) Borrower shall fail to pay any installment efripal, interest or premium, if any, owing on therm Note within ten days after the due ¢
of such installment;

(b) Borrower shall fail to pay any of the Obligatfthat are not evidenced by the Term Note on tieedéte thereof (whether due at stated
maturity, on demand, upon acceleration or othernyise

(c) any warranty, representation, or other statémmeue or furnished to Lender by or on behalf ofrBaer or Guarantor or in any instrument,
certificate or financial statement furnished in gdiance with or in reference to this Agreement oy af the Other Agreements proves to have
been false or misleading in any material respe&nwvhade or furnished;

(d) Borrower shall fail or neglect to perform, kempobserve (i) any covenant contained in this &grent (other than a covenant a default in
the performance or observance of which is deah jitecifically in clause (ii) hereof or elsewhanghis Section 11.) and the breach of such
covenant is not cured to Lender's satisfactioniwitv days after the sooner to occur of Borrowet®ipt of notice of such breach from Len
or the date on which such failure or neglect becokm®wn to any officer of Borrower or (ii) shalilfar neglect to perform, keep or observe

(e) any event of default shall occur under, or Baer or any Guarantor shall default in the perfarogaor observance of any term, covenant,
condition or agreement contained in, any of theeDtkgreements and such default shall continue bebwamy applicable period of grace;

(f) here shall occur any default or event of deffanl the part of Borrower or any Guarantor undsr agreement, document or instrument to
which Borrower is a party or by which Borrower amiyaGuarantor or any of Borrower's or any Guarasterbperty is bound, creating or
relating to any Indebtedness (other than the Oftitigs) if the payment or maturity of such Indebteskis accelerated in consequence of such
event of default or demand for payment of such iteléness is made;

(9) any material loss, theft, damage or destruatioinmaterially covered by insurance (as requingthis Agreement and subject to such
deductibles as Lender shall have agreed to inngjitior sale, lease or encumbrance of any of thet€ml or the making of any levy, seizure,
or attachment thereof or thereon except in all€asemay be specifically permitted by other prawvisiof this Agreement;

(h) [RESERVED]

(i) Borrower or any Guarantor shall cease to bev&ulor shall suffer the appointment of a receitraistee, custodian or similar fiduciary, or
shall make an assignment for the benefit of creslitor any petition for an order for relief shadl filed by or against Borrower or any Guaral
under the Bankruptcy Code (if against Borrowermy &uarantor, the continuation of such proceedargrfore than 30 days), or Borrower or
any Guarantor shall make any offer of settlemexteresion or composition to their respective unsedwreditors generally;

() a Reportable Event shall occur which Lendellgtetermine in good faith constitutes groundstfa termination by the Pension Benefit
Guaranty Corporation of any Plan or for the appoet by the appropriate United States district tofia trustee for any Plan, or if any Plan
shall be terminated or any such trustee shall peested or appointed;

(k) any Guarantor shall revoke or attempt to reviblikeeGuaranty Agreement signed by such Guarant@hall repudiate such Guarantor's
liability thereunder or shall be in default undee terms thereo



(I) any money judgment, writ or attachment or samjprocess is entered or filed against Borrowearyr of its Property and results in the
creation or imposition of any Lien that is not arRitted Lien;

(m) Borrower shall incur, assume or suffer to eaizy Indebtedness, whether direct or contingehgrahan (i) Indebtedness listed Exhibit F
hereto, and (ii) additional Indebtedness (exclusivzade payables) incurred each fiscal year, iplexVthe aggregate amount of such additional
indebtedness does not exceed $500,000 during mect year;

(n) Lender shall in good faith deem itself insecure

(0) Sepco ceases to be a Subsidiary of Parentssudlee to the merger of Sepco into Parent, witerRdoreing the surviving entity.

11.2 Acceleration of the Obligation®Vithout in any way limiting the right of Lendes ttemand payment of any portion of the obligations
payable on demand in accordance with Sectiom&rdof, upon and at any time after the occurrehesm &vent of Default, all or any portion of
the obligations due or to become due from Borrawdrender (whether under this Agreement, any Oftggeement or otherwise) shall, at
Lender's option, become at once due and payabt®wipresentment, demand, protest, notice of dmhamtice of default, notice of intent to
accelerate, notice of acceleration, or any othéiceaevhatsoever, and Borrower shall forthwith pay.énder, in addition to any and all sums
and charges due, the entire principal of and isteaecrued on the obligations.

11.3 RemediesUpon and after the occurrence of an Event of Dlgfaender shall have and may exercise from timgéne the following
rights and remedies:

(a) All of the rights and remedies of a securedypander the Code or under other applicable lawl, ahother legal and equitable rights to
which Lender may be entitled, all of which rightedaemedies shall be cumulative, and none of whiiail be exclusive, and shall be in
addition to any other rights or remedies contaiimetthis Agreement or any of the Other Agreements;

(b) The right to take immediate possession of thika@ral, and (i) to require Borrower to assenthke Collateral, at Borrower's expense, and
make it available to Lender at a place designayeldemder which is reasonably convenient to bothigsrand (ii) to enter any of the premises
of Borrower or wherever any of the Collateral shedllocated, and to keep and store the same opsaidses until sold (and if said premises
be the Property of Borrower, Borrower agrees nati@rge Lender for storage thereof);

(c) The right to sell or otherwise dispose of alhay Inventory or Equipment in its then condition after any further manufacturing or
processing thereof, at public or private sale &gssavith such notice as may be required by laviot® or in bulk, for cash or on credit, all as
Lender, in its discretion, may deem advisable. Bwar agrees that fifteen days written notice torBwer of any public or private sale or other
disposition of such Collateral shall be reasonablice thereof, and such sale shall be at suchitotsaas Lender may designate in said notice.
Lender shall have the right to conduct such sateBarrower's premises, without charge therefor, suth sales may be adjourned from time to
time in accordance with applicable law. Lender IshaVve the right to sell, lease or otherwise dispafssuch Collateral, or any part thereof, for
cash, credit or any combination thereof, and Lemaay purchase all or any part of such Collatergludic or, if permitted by law, private sale
and, in lieu of actual payment of such purchaseepmay set-off the amount of such price agairessQhligations;

(d) Lender is hereby granted a license or othédat tig use, without charge, Borrower's labels, patesopyrights, rights of use of any name,
trade secrets, tradenames, trademarks and adwgmigitter, or any Property of a similar natureit pertains to the Collateral, in advertising
sale and selling any Collateral and Borrower'staginder all licenses and all franchise agreensrdl inure to Lender's benefit;

(e) The proceeds realized from the sale of anyaBathl may be applied, after allowing two Busin@ags for collection, first to the costs,
expenses and reasonable attorneys' fees incurredruler in collecting the Obligations, in enforcibgnder's rights under the Loan Docume
and in collecting, retaking, completing, protectingmoving, storing, advertising for sale, sellargl delivering any of the Collateral; secondly,
to interest due upon any of the Obligations; andiiyy to the principal of the Obligations. If adficiency shall arise, Borrower shall remain
liable to Lender therefor; or

(H Lender may, at its option, require Borrowediposit with Lender funds equal to the LC AmoumyAuch deposit shall be held by Lender
as a reserve to fund future payments on such LC&atias and future drawings against such Lettef3reflit issued by Lender for the account
of Borrower. At such time as all LC Guaranties hbeen paid or terminated and the Letters of Cisslited by Lender for the account of
Borrower have been drawn upon or expired, any atsa@maining in such reserve shall be applied againy outstanding Obligations, or, if
all Obligations have been indefeasibly paid in,fréturned to Borrower.

11.4 Remedies Cumulative; No Waivekll covenants, conditions, provisions, warrantiggaranties, indemnities, and other undertakirigs o
Borrower contained in this Agreement and the Ofkgneements, or in any document referred to heretoatained in any agreement
supplementary hereto or in any schedule given taleeor contained in any other agreement betweaddreand Borrower, heretofore,
concurrently, or hereafter entered into, shall éerded cumulative to and not in derogation or stulisth of any of the terms, covenants,
conditions, or agreements of Borrower herein cowt@i The failure or delay of Lender to exercisemforce any rights, Liens, powers or
remedies hereunder or under any of the aforesa&bagents or other documents or security or Colddrall not operate as a waiver of such
Liens, rights, powers and remedies, but all suems,i rights, powers, and remedies shall contindelliforce and effect until all Loans and all
other Obligations owing or to become owing from iB@rer to Lender shall have been fully satisfied] alt Liens, rights, powers, and reme
herein provided for are cumulative and none aréusiee.




SECTION 12. MISCELLANEOUS

12.1 Power of AttorneyBorrower hereby irrevocably designates, makesstitoites and appoints Lender (and all Persongdatgd by
Lender) as Borrower's true and lawful attorney (agednt-in-fact) and Lender, or Lender's agent, métjpout notice to Borrower and in either
Borrower's or Lender's name, but at the reasor@igdeand expense of Borrower:

(a) At such time or times hereafter as Lender @ agent may determine, endorse Borrower's nanangrchecks, notes, acceptances, drafts,
money orders or any other evidence of paymentargeds of the Collateral which come into the pagsaf Lender or under Lender's
control; and

(b) At such time or times upon or after the occoceeof an Event of Default as Lender or its agesy aletermine: (i) demand and enforce
payment of the Accounts by legal proceedings oemtise and exercise generally all of Borrower'sitsgand remedies with respect to the
collection of the Accounts; (ii) settle, adjustpgeromise, discharge or release any of the Accaumigher Collateral or any legal proceedings
brought to collect any of the Accounts or otherl&teral; (iii) prepare, file and sign Borrower'smato a proof of claim in bankruptcy or
similar document against any Account Debtor orrp motice of lien, assignment or satisfaction eflor similar document in connection with
any of the Collateral; (iv) receive and open alilmddressed to Borrower and to notify postal atitles to change the address for delivery
thereof to such address as Lender may designatenélorse the name of Borrower upon any of thedtefrpayment or proceeds relating to
Collateral and deposit the same to the accountafler on account of the obligations; (vi) endohgertame of Borrower upon any chattel
paper, document, instrument, invoice, freight tll of lading or similar document or agreemeriatieg to the Accounts, Inventory and any
other Collateral; (vii) use Borrower's stationengdaign the name of Borrower to verifications of #hccounts and notices thereof to Account
Debtors; (viii) make and adjust claims under pekcof insurance; and (ix) do all other acts andghinecessary, in Lender's reasonable
determination, to fulfill Borrower's obligations der this Agreement.

12.2 Indemnity. Borrower hereby agrees to indemnify Lender anld hender harmless from and against any liabiligs, damage, suit, acti
or proceeding ever suffered or incurred by Lendetha result of Borrower's failure to observe, gerf or discharge Borrower's duties
hereunder. Without limiting the generality of tledgoing, this indemnity shall extend to any claamserted against Lender by any Person
under any Environmental Laws or similar laws bysmraof Borrower's or any other Person's failurecimply with laws applicable to solid or
hazardous waste materials or other toxic substabo¢shis indemnity shall specifically excludebigty for breach of any Environmental Laws
caused solely and directly by Lender. Notwithstagdiny contrary provision in this Agreement, thégatiion of Borrower under this Section
12.2shall survive the payment in full of the Obligatioand the termination of Lender's obligation to emBRlevolving Credit Loans for a period
of four (4) years beyond the date of such paymefull and termination.

12.3 Madification of AgreementThis Agreement and the Other Agreements may eobbdified, altered or amended, except by an aggaem
in writing signed by Borrower and Lender.

12.4 Reimbursement of Expensd§ at any time or times prior or subsequenti® date hereof, regardless of whether or not amttofe

Default then exists or any of the transactions @mmtiated hereunder are concluded, Lender emplayssebfor advice or other representation,
or incurs legal expenses or other costs or outecket expenses in connection with: (A) the negiatisand preparation of this Agreement or
any of the Other Agreements, any amendment of difination of this Agreement or any of the Otherrégments; (B) the reasonable
administration of this Agreement or any of the @tAgreements and the transactions contemplatedyenmed thereby; (C) any litigation,
contest, dispute, suit, proceeding or action (weifstituted by Lender, Borrower or any other Bejsn any way relating to the Collateral,
this Agreement or any of the other Agreements ar@®wer's affairs (other than litigation in which Bower is the prevailing party and in wh
Lender is adverse to Borrower); (D) any attempgniforce any rights of Lender against Borrower or atner Person which may be obligate
Lender by virtue of this Agreement or any of th&é@tAgreements, including, without limitation, thecount Debtors (other than litigation in
which Borrower is the prevailing party and in whicknder is adverse to Borrower); or (E) any attetaphspect, verify, protect, preserve,
restore, collect, sell, liquidate or otherwise dsp of or realize upon the Collateral; then, in smgh event, the reasonable attorneys' fees a
from such services and all expenses, costs, chargksther fees of such counsel or of Lender atirg) to any of the events or actions
described in this Section shall be payable, on deinay Borrower to Lender and shall be additionbligations hereunder secured by the
Collateral. Additionally, if any taxes (excludinaxies imposed upon or measured by the net incorbermfer) shall be payable on account of
the execution or delivery of this Agreement, or éixecution, delivery, issuance or recording of ahthe Other Agreements, or the creation of
any of the Obligations hereunder, by reason ofeatisting or hereafter enacted federal or stateitgaBorrower will pay all such taxes,
including, but not limited to, any interest and pkies thereon, and will indemnify and hold Lentlarmless from and against liability in
connection therewith. Borrower shall have no olil@yato pay the legal expenses or other costs irdusy a Participating Lender or by Lender
in connection with any sale or attempted sale gfiaterest herein to a Participating Lender.

12.5 Indulgences Not Waiverd ender's failure, at any time or times hereatterequire strict performance by Borrower of amgyision of
this Agreement shall not waive, affect or dimingty right of Lender thereafter to demand strict pthamce and performance therewith. Any
suspension or waiver by Lender of an Event of DietauBorrower under this Agreement or any of thia€d Agreements shall not suspend,
waive or affect any other Event of Default by Bavey under this Agreement or any of the Other Agretisy whether the same is prior or
subsequent thereto and whether of the same odiffieaent type. None of the undertakings, agreesiemarranties, covenants and
representations of Borrower contained in this Agrest or any of the Other Agreements and no EveBted&ult by Borrower under this
Agreement or any of the other Agreements shalldssd to have been suspended or waived by Lendessusuch suspension or waiver i
an instrument in writing specifying such suspensiowaiver and is signed by a duly authorized repn¢ative of Lender and directed to
Borrower.

12.6Severability. Wherever possible, each provision of this Agremtnséall be interpreted in such manner as to hecfle and valid unde



applicable law, but if any provision of this Agreent shall be prohibited by or invalid under apghiealaw, such provision shall be ineffective
only to the extent of such prohibition or invaliditvithout invalidating the remainder of such pign or the remaining provisions of this
Agreement.

12.7 Successors and Assigns; Participations by érenithis Agreement and the Other Agreements shablitding upon and inure to the
benefit of the successors and assigns of BorrongLander; provided however, that Borrower may not sell, assign or transfer iaterest in
this Agreement or any of the Other Agreements ngrportion thereof, including, without limitatioBorrower's rights, title, interests, remed
powers and duties hereunder or thereunder. Anyogptag assignment by Borrower in violation of thiexcSon 12.7shall be void, without
Lender's prior written consent. Borrower herebyssons to Lender's participation, sale, assignntiemtsfer or of the disposition, at any time or
times hereafter, of this Agreement, any of the ofkgreements, or any other obligations, or of aaitipn hereof or thereof, including, without
limitation, Lender's rights, title, interests, redfiess, powers, and duties hereunder or thereurdénel case of an assignment, the assignee shall
have, to the extent of such assignment, the saghtsribenefits and obligations as it would havevfere the original "Lender” hereunder and
Lender shall be relieved of all obligations herezmapon any such assignment. In the case of ajpation, each Participating Lender shall be
entitled to receive all information received by den regarding the credit-worthiness of Borrowecjuding, without limitation, information
required to be disclosed to a participant purst@Banking Circular 181 (Rev., August 2, 1984)uis by the Comptroller of the Currency
(whether such Participating Lender is subject &odincular or not).

12.8_ Cumulative Effect: Conflict of Term&he provisions of the Other Agreements are hemelagle cumulative with the provisions of this
Agreement. Except as otherwise provided in Se@idiwf this Agreement and except as otherwise providedhy of the Other Agreements by
specific reference to the applicable provisionhi$ Agreement, if any provision contained in thigréement is in direct conflict with, or
inconsistent with, any provision in any of the GQtAgreements, the provision contained in this Agreat shall govern and control.

12.9 Execution in Counterpart3his Agreement may be executed in any numbeoohfierparts and by different parties hereto in sepa
counterparts, each of which when so executed alivbded shall be deemed to be an original andfaltdch counterparts taken together shall
constitute but one and the same instrument.

12.10 Notice Except as otherwise provided herein, all noticeguests and demands to or upon a party herelidoshia writing and shall be
sent by certified or registered mail, return retegguested, personal delivery against receipgtydelegraph or telex and, unless otherwise
expressly provided herein, shall be deemed to baea validly served, given or delivered when detdeagainst receipt or three Business [
after deposit in the mail, postage prepaid, othéncase of telegraphic notice, when deliverethéat¢legraph company, or, in the case of telex
notice, when sent, answer-back received, addrességllows:

(A) If to Lender: Fleet Capital Corporation
5950 Sherry Lane

Suite 300

Dallas, Texas 75225

Attention: Loan Administration Manager
with a copy to: Patton Boggs LLP

2001 Ross Avenue

Suite 3000

Dallas, Texas 75201

Attention: Kenneth M. Vesledahl, Esq.
(B) If to Borrower: Sepco Industries, Inc.
7272 Pinemont

Houston, Texas 77040

Attention: David R. Little

with a copy to: Looper, Reed & McGraw

1300 Post Oak Boulevard, Suite 2(



Houston, Texas 77056-8000
Attention: Gary A. Messersmith, Esq.

or to such other address as each party may desifpratself by like notice given in accordancetwihis Section 12.10provided, however,
that any notice, request or demand to or upon Lepdesuant to Section 3shall not be effective until received by LenderyAwritten notice
that is not sent in conformity with the provisidmsreof shall nevertheless be effective on the slath notice is actually received by the noticed

party.

12.11 Lender's ConsentWhenever Lender's consent is required to be mbdaiinder this Agreement or any of the Other Agergmas a
condition to any action, inaction, condition or etd_ender shall be authorized to give or withhalth consent in its sole and absolute
discretion (unless otherwise expressly provideeing¢rand to condition its consent upon the givifigaditional collateral security for the
Obligations, the payment of money or any other enatt

12.12 Demand ObligationdNothing in this Agreement shall affect or abregtite demand nature of any portion of the Obligetiexpressly
made payable on demand by this Agreement or byretgument evidencing or securing same, and tharoeace of an Event of Default shall
not be a prerequisite for Lender's requiring payneésuch Obligations.

12.13 Time of EssenceTlime is of the essence of this Agreement anddier Agreements.

12.14 Entire AgreementThis Agreement and the Other Agreements, togetitarall other instruments, agreements and cediés executed

by the parties in connection therewith or with refece thereto, embody the entire understandingagreement between the parties hereto and
thereto with respect to the subject matter heradfthereof and supersede all prior agreements rstahelings and inducements, whether
express or implied, oral or written.

12.15 Interpretation No provision of this Agreement or any of the athean Documents shall be construed against orgreéed to the
disadvantage of any party hereto by any court loerogovernmental or judicial authority by reasomswéh party having or being deemed to
have structured, drafted or dictated such provision

12.16 Nonapplicability of Chapter 303 of Texas icea Code Borrower and Lender hereby agree that the prowssof Chapter 346 of the
Texas Finance Code [Vernon's Texas Codes Annotétdd¢h regulates certain revolving loan accoumtd gevolving triparty accounts) shall
not apply to this Agreement or any of the otheri.@ocuments.

12.17 No Preservation or MarshalinBorrower agrees that Lender has no obligatiopréserve rights to the Collateral against priotiparor
to marshal any Collateral for the benefit of anysea.

12.18 GOVERNING LAW; CONSENT AGREEMENT HAS BEEN NEGOTIATED, EXECUTED AND DELIERED AT AND SHALL BE
DEEMED TO HAVE BEEN MADE IN DALLAS, TEXAS. THIS AGEEEMENT SHALL BE GOVERNED BY AND CONSTRUED IN
ACCORDANCE WITH THE LAWS OF THE STATE OF TEXAS; PRADED , HOWEVER, THAT IF ANY OF THE COLLATERAL
SHALL BE LOCATED IN ANY JURISDICTION OTHER THAN TEXAS, THE LAWS OF SUCH JURISDICTION SHALL GOVERN THE
METHOD, MANNER AND PROCEDURE FOR FORECLOSURE OF LEER'S LIEN UPON SUCH COLLATERAL AND THE
ENFORCEMENT OF LENDER'S OTHER REMEDIES IN RESPECHKF SUCH COLLATERAL TO THE EXTENT THAT THE LAWS OF
SUCH JURISDICTION ARE DIFFERENT FROM OR INCONSISTENVITH THE LAWS OF TEXAS. AS PART OF THE
CONSIDERATION FOR NEW VALUE RECEIVED, AND REGARDLESOF ANY PRESENT OR FUTURE DOMICILE OR PRINCIPAL
PLACE OF BUSINESS OF BORROWER OR LENDER, BORROWERREBY CONSENTS AND AGREES THAT THE DISTRICT
COURT OF DALLAS COUNTY, TEXAS, OR, AT LENDER'S OPON, THE UNITED STATES DISTRICT COURT FOR THE
NORTHERN DISTRICT OF TEXAS, DALLAS DIVISION, SHALIHAVE EXCLUSIVE JURISDICTION TO HEAR AND DETERMINE
ANY CLAIMS OR DISPUTES BETWEEN BORROWER AND LENDERERTAINING TO THIS AGREEMENT OR TO ANY MATTER
ARISING OUT OF OR RELATED TO THIS AGREEMENT. BORRONMR EXPRESSLY SUBMITS AND CONSENTS IN ADVANCE TO
SUCH JURISDICTION IN ANY ACTION OR SUIT COMMENCEDN ANY SUCH COURT, AND BORROWER HEREBY WAIVES AN’
OBJECTION WHICH BORROWER MAY HAVE BASED UPON LACK BPERSONAL JURISDICTION, IMPROPER VENUE OR
FORUM NONCONVENIENSAND HEREBY CONSENTS TO THE GRANTING OF SUCH LEGALROEQUITABLE RELIEF AS IS
DEEMED APPROPRIATE BY SUCH COURT. BORROWER HEREBYAWES PERSONAL SERVICE OF THE SUMMONS,
COMPLAINT AND OTHER PROCESS ISSUED IN ANY SUCH ACON OR SUIT AND AGREES THAT SERVICE OF SUCH
SUMMONS, COMPLAINT AND OTHER PROCESS MAY BE MADE, ATHE ELECTION OF LENDER, BY REGISTERED OR
CERTIFIED MAIL ADDRESSED TO BORROWER AT THE ADDRESSET FORTH IN THIS AGREEMENT AND THAT SERVICE SO
MADE SHALL BE DEEMED COMPLETED UPON THE EARLIER OBORROWER'S ACTUAL RECEIPT THEREOF OR FIVE DAYS
AFTER DEPOSIT IN THE U.S. MAILS, PROPER POSTAGE HD; PROVIDED THAT LENDER SHALL ALSO SEND, BY
TELECOPY, TO BORROWER A COPY OF SUCH SUMMONS, COMRNT AND OTHER PROCESS (AN AFFIDAVIT OF AN
OFFICER, EMPLOYEE OR AGENT OF LENDER STATING THATUEH TELECOPY WAS SENT TO BORROWER SHALL BE
PRESUMPTIVELY CORRECT IN ALL RESPECTS). NOTHING HIS AGREEMENT SHALL BE DEEMED OR OPERATE TO
AFFECT THE RIGHT OF LENDER TO SERVE LEGAL PROCES$ANY OTHER MANNER PERMITTED BY LAW, OR TO
PRECLUDE THE ENFORCEMENT BY LENDER OF ANY JUDGMENJR ORDER OBTAINED IN SUCH FORUM OR THE TAKING
OF ANY ACTION UNDER THIS AGREEMENT TO ENFORCE SAMEN ANY OTHER APPROPRIATE FORUM OR JURISDICTIOI




12.19 WAIVERS BY BORROWER BORROWER WAIVES (A) THE RIGHT TO TRIAL BY JURY (\MICH LENDER HEREBY ALSO
WAIVES) IN ANY ACTION, SUIT, PROCEEDING OR COUNTERM\IM OF ANY KIND ARISING OUT OF OR RELATED TO ANY Gr
THE LOAN DOCUMENTS, THE OBLIGATIONS OR THE COLLATERL,; (B) PRESENTMENT, DEMAND AND PROTEST AND
NOTICE OF PRESENTMENT, PROTEST, DEFAULT, N-PAYMENT, INTENT TO ACCELERATE, ACCELERATION, MATURTY,
RELEASE, COMPROMISE, SETTLEMENT, EXTENSION OR RENEAW OF ANY OR ALL COMMERCIAL PAPER, ACCOUNTS,
CONTRACT RIGHTS, DOCUMENTS, INSTRUMENTS, CHATTEL AR AND GUARANTIES AT ANY TIME HELD BY LENDER OM
WHICH BORROWER MAY IN ANY WAY BE LIABLE AND HEREBY RATIFIES AND CONFIRMS WHATEVER LENDER MAY DO
IN THIS REGARD; (C) NOTICE PRIOR TO TAKING POSSESH OR CONTROL OF THE COLLATERAL OR ANY BOND OR
SECURITY WHICH MIGHT BE REQUIRED BY ANY COURT PRIORO ALLOWING LENDER TO EXERCISE ANY OF LENDER'S
REMEDIES; (D) THE BENEFIT OF ALL VALUATION, APPRAIEMENT AND EXEMPTION LAWS; (E) ANY RIGHT BORROWER
MAY HAVE UPON PAYMENT IN FULL OF THE OBLIGATIONS TOREQUIRE LENDER TO TERMINATE ITS SECURITY INTERES
IN THE COLLATERAL OR IN ANY OTHER PROPERTY OF BORRM®ER UNTIL TERMINATION OF THIS AGREEMENT IN
ACCORDANCE WITH ITS TERMS AND THE EXECUTION BY BORBWER, AND BY ANY PERSON WHOSE LOANS TO
BORROWER IS USED IN WHOLE OR IN PART TO SATISFY THEBLIGATIONS, OF AN AGREEMENT INDEMNIFYING LENDER
FROM ANY LOSS OR DAMAGE LENDER MAY INCUR AS THE RBA.T OF DISHONORED CHECKS OR OTHER ITEMS OF
PAYMENT RECEIVED BY LENDER FROM BORROWER OR ANY AGTQUNT DEBTOR AND APPLIED TO THE OBLIGATIONS;
AND (F) NOTICE OF ACCEPTANCE HEREOF. BORROWER ACKMQR.EDGES THAT THE FOREGOING WAIVERS ARE A
MATERIAL INDUCEMENT TO LENDER'S ENTERING INTO THISAGREEMENT AND THAT LENDER IS RELYING UPON THE
FOREGOING WAIVERS IN ITS FUTURE DEALINGS WITH BORRGER. BORROWER WARRANTS AND REPRESENTS THAT IT
HAS REVIEWED THE FOREGOING WAIVERS WITH ITS LEGAL GUNSEL AND HAS KNOWINGLY AND VOLUNTARILY
WAIVED ITS JURY TRIAL RIGHTS FOLLOWING CONSULTATIONWITH LEGAL COUNSEL. IN THE EVENT OF LITIGATION,
THIS AGREEMENT MAY BE FILED AS A WRITTEN CONSENT T@ TRIAL BY THE COURT.

12.20 SPECIAL LOUISIANA PROVISIONS Insofar as the validity or perfection of the sdguinterest hereunder or the remedies hereunder
are governed by the laws of the State of LouisiBuarower agrees as follows:

(a) For purposes of Louisiana executory procesg,oBe@r acknowledges the obligations secured henshgther now exiting or to arise
hereafter, and confesses judgment thereon if ridtyslaen due. Upon the occurrence of an Event ohDietind at any time thereafter so lon
the same shall be continuing, and in addition tofahe rights and remedies granted the Lendezdreter, it shall be lawful for and Borrower
hereby authorizes Lender without making a demaralitimg Borrower in default, a putting in defaliing expressly waived, to cause all and
singular the Collateral to be seized and sold after process of law, Borrower waiving the bendfimy and all laws or parts of laws relative
appraisement of property seized and sold undemugsiscprocess or other legal process, and conggtitat the Collateral be sold without
appraisement, either in its entirety or in lotgarcels, as Lender may determine, to the highdslebifor cash or on such other terms as the
plaintiff in such proceedings may direct. In adutiti Lender shall have all of the rights and remediailable to it under this Agreement or
under the Louisiana Commercial Laws (Louisiana BediStatutes, Title 10), then in effect (La. RB91101 et seq).

(b) Borrower hereby waives:

(i) Borrower hereby waives: the benefit of appraisat provided for in Articles 2332, 2336, 2723 &7@4 of the Louisiana
Code of Civil Procedure and all other laws confegrihe same;

(i) the demand and three (3) days notice of denamplrovided in Articles 2639 and 2721 of the Li@wia Code of Civil
Procedure;

(i) the notice of seizure provided by Articles®®and 2721 of the Louisiana Code of Civil Procegur
(iv) the three (3) day delay provided for in Arésl2331 and 2722 of the Louisiana Code of CivicBdure;

(v) Borrower expressly authorizes and agrees thatler shall have the right to appoint a keepeh®fQollateral pursuant to the
terms and provisions of La. R.S. 9:5136; and

(vi) All liens and security interests created aedfpcted by Borrower prior to the effective dateChfapter 9 of the Louisiana
Commercial Laws (La. R.S. 10:9-101 et sect.) (faeisting Liens") shall remain effective accordimgtheir terms and the
applicable provisions of law, and nothing contaihedein shall constitute a novation of, or otheenggtinguish such Existing
Liens.

12.21 ORAL AGREEMENTS INEFFECTIVETHIS AGREEMENT AND THE OTHER AGREEMENTS REPRESENHE FINAL
AGREEMENT BETWEEN THE PARTIES, AND THE SAME MAY NOBE CONTRADICTED BY EVIDENCE OF PRIOR,
CONTEMPORANEOUS OR SUBSEQUENT ORAL AGREEMENTS BET®ME THE PARTIES. THERE ARE NO UNWRITTEN ORAL
AGREEMENTS BETWEEN THE PARTIES.

12.22 ReleaseEACH BORROWER HEREBY ACKNOWLEDGES THAT IT HAS NDEFENSE, COUNTERCLAIM, OFFSET, CROSS-
COMPLAINT, CLAIM OR DEMAND OF ANY KIND OR NATURE WHATSOEVER THAT CAN BE ASSERTED TO REDUCE OR
ELIMINATE ALL OR ANY PART OF ITS LIABILITY TO REPAY THE "OBLIGATIONS" OR TO SEEK AFFIRMATIVE RELIEF OR
DAMAGES OF ANY KIND OR NATURE FROM LENDER. EACH BOROWER HEREBY VOLUNTARILY AND KNOWINGLY



RELEASES AND FOREVER DISCHARGES LENDER, ITS PREDEEEORS, AGENTS, EMPLOYEES, SUCCESSORS AND ASSIGNS,
FROM ALL POSSIBLE CLAIMS, DEMANDS, ACTIONS, CAUSESF ACTION, DAMAGES, COSTS, EXPENSES, AND LIABILITIE
WHATSOEVER, KNOWN OR UNKNOWN, ANTICIPATED OR UNANTTIPATED, SUSPECTED OR UNSUSPECTED, FIXED,
CONTINGENT, OR CONDITIONAL, AT LAW OR IN EQUITY, ORGINATING IN WHOLE OR IN PART ON OR BEFORE THE DATE
THIS AGREEMENT IS EXECUTED, WHICH ANY BORROWER MAYOW OR HEREAFTER HAVE AGAINST LENDER, ITS
PREDECESSORS, AGENTS, EMPLOYEES, SUCCESSORS ANDIGSS, IF ANY, AND IRRESPECTIVE OF WHETHER ANY SUCH
CLAIMS ARISE OUT OF CONTRACT, TORT, VIOLATION OF LW OR REGULATIONS, OR OTHERWISE, AND ARISING FROM
ANY "LOANS", INCLUDING, WITHOUT LIMITATION, ANY CON TRACTING FOR, CHARGING, TAKING, RESERVING,
COLLECTING OR RECEIVING INTEREST IN EXCESS OF THHGHEST LAWFUL RATE APPLICABLE, THE EXERCISE OF ANY
RIGHTS AND REMEDIES UNDER THE EXISTING LOAN AGREEMETS, THE LOAN DOCUMENTS OR THIS AGREEMENT, AND
NEGOTIATION FOR AND EXECUTION OF THIS AGREEMENT

12.23 Amendment, Restatement and Consolidatidris Agreement is an amendment, modificationeesion, consolidation and restatement,
and not an extinguishment or novation of the Exgstioan Agreements, and the liens, security inter@sd other obligations arising thereunder
or evidenced thereby. Without limiting the foregpieach Borrower hereby ratifies and confirms éadan Document” (as respectively
defined in the Existing Loan Agreements) to whicis ia party[The Remainder of this Page Intentionally Left Bdan

IN WITNESS WHEREOF, this Agreement has been dubrexed in Dallas, Texas, on the day and year spdat the beginning hereof.
BORROWER:
SEPCO INDUSTRIES, INC.

By: ./s/Mac McConnell

Name:Mac McConnell
Title: V.P.
AMERICAN MRO, INC.

By: ./s/Mac McConnell

Name:Mac McConnell

Title: V.P.

DXP ACQUISITION, INC.

d/b/a STRATEGIC ACQUISITION, INC.

By: ./s/Mac McConnell

Name:Mac McConnell
Title: V.P.
PELICAN STATE SUPPLY COMPANY, INC.

By: ./s/Mac McConnell

Name:Mac McConnell
Title: V.P.

DXP ENTERPRISES, INC.

By: ./s/Mac McConnell
Name:Mac McConnell

Title: V.P.



LENDER:
FLEET CAPITAL CORPORATION

By: ./s/H. Michael Wills

Name:H. Michael Wills

Title: Senior Vice President




Exhibit 10.10
EMPLOYMENT AGREEMENT

EMPLOYMENT AGREEMENT ("Agreement") by and betweenXP ENTERPRISES, INC., a Texas corporation (the "@any"), an
DAVID R. LITTLE (the "Employee"), dated effectives @f the 1st day of January, 2004.

Employee and Company desire to have Employee ammployment with Company. Employee and Compasyreléo set forth the terr
and conditions of Employee's employment with Congpan

AGREEMENTS

1. Employment Period. The Company hereby agreeomtinue the Employee in its employ as Chief ExeeuOfficer, and the Employ:
hereby agrees to remain in the employ of the Comfianthe period commencing on the date hereoff@&ive Date") and ending on the tt
anniversary of such date (the "Employment Periodf)less this Agreement is terminated, on the firstual anniversary date hereof an
each annual anniversary of such date (such dateactd annual anniversary thereafter shall be reftemreferred to as the "Renewal Dat
the Employment Period shall be automatically exéehdo as to terminate three (3) years from suchewanDate. Notwithstanding t
foregoing, the Renewal Date shall not extend beybreddate of the 70th birthday of Employee or slatér retirement date as determinet
the Board of Directors ("Retirement Date").

2. Terms of Employment.

(a) Position and Duties. During the Employment &&rithe Employee's position (including status,ceffi, titles and reporting requiremer
authority, duties and responsibilities shall remegmmensurate in all material respects with thoskl, hexercised and assigned as of
Effective Date and the Employee's services shafidséormed at Employer's current location at 72i#zRont, Houston, Harris County, Te
or only at any other office or location of Compamighin thirty (30) miles of said current location.

During the Employment Period, and excluding anyqukr of vacation and sick leave to which the Emptois entitled, the Employee agree
serve in said capacity and to perform diligentlyl 4o the best of Employee's abilities the respolitséls assigned to the Employee hereul
and to perform faithfully and efficiently such ressibilities. Further, Employee shall serve, whistted, as a director of the Company and
director or officer of any subsidiary of Companydaas a member of any committee of any such BoarBifctors to which he may

appointed, and Employee shall perform such othdeslicommensurate with his office as the Board ioé®ors may from time to time assi
During the Employment Period it shall not be a aimn of this Agreement for the Employee to (i)v&on corporate, civic or charitable boz
or committees, (ii) deliver lectures and fulfillegking engagements or (iii) manage personal investsnfor so long as such activities do
materially interfere with the performance of the fifayee's responsibilities in accordance with thgreement. It is expressly understood
agreed that to the extent that any such activiteese been conducted by the Employee prior to tfeckfe Date, the continued conduct of <
activities (or the conduct of activities similar iature and scope thereto) subsequent to the EHebiate shall not thereafter be deeme
interfere with the performance of the Employeespamsibilities to the Company.

(b) Compensation.

(i) Base Salary. During the Employment Period, Brmaployee shall receive an annual base salary ("Badary") of THREE HUNDREI
THOUSAND AND NO/100 DOLLARS ($300,000.00), whicha@ahbe payable in equal bveekly installments. The Base Salary shal
reviewed at least annually and shall be increaseieh time and at any time and from time to timeshall be substantially consistent \
previous actions regarding increases in base salaayded to Employee. Any increase in Base Salalf sot serve to limit or reduce any ot
obligation to the Employee under this AgreementseB&alary shall never be reduced. Notwithstandiegféregoing, the annual total of
monthly bonus shall not exceed twice the annuaéEsdary.

(i) Monthly Bonus. In addition to Base Salary, tBeployee shall be awarded each month during thpl&ment Period, a monthly bor
("Monthly Bonus") in cash equal to five percent (6% the profit before tax of the Company as shawnthe books and records of
Company at the end of each month.

(iii) Incentive, Savings and Retirement Plans. didition to Base Salary and Monthly Bonus, the Emgéoshall be entitled to participate dul
the Employment Period in all incentive, savings agtitement plans, practices, policies and prograppicable to other key employees of
Company. Such plans, practices, policies and progran the aggregate, shall provide the Employal wompensation, benefits and rew
opportunities at least as favorable as those gce#s of the Effective Date.

(iv) Welfare Benefit Plans. During the Employmemtried, the Employee and/or the Employee's fam#yth& case may be, shall be eligible
participation in and shall receive all benefits endelfare benefit plans, practices, policies araypams provided by the Company to other
employees, including, without limitation, medicptescription, dental, disability, salary continuenemployee life, group life, accidental de
and travel accident insurance plans and programs.

(v) Expenses. During the Employment Period, the Byge shall be entitled to receive prompt reimbovset for all reasonable expen
incurred by the Employee in accordance with thecped, practices and procedures of the Companyffecte as of the Effective Date, °



Employee.

(vi) Fringe Benefits. During the Employment Peridide Employee shall be entitled to fringe benefitsjuding payment of any professio
dues and dues for social club memberships, in deoge with the plans, practices, programs and ipsliaf the Company in effect, as of
Effective Date, for Employee.

(vii) Office and Support Staff. During the EmployntePeriod, the Employee shall be entitled to ariceffor offices of a size and w
furnishings and other appointments, and to sed¢abtamd other assistance, at least equal to tltiged to the Employee by the Company ¢
the Effective Date.

(viii) Vacation. During the Employment Period, tBenployee shall be entitled to paid vacation of ¢h{&) weeks in accordance with the pl
policies, programs and practices of the Compareffiect as of the Effective Date for Employee.

(ix) Automobile Allowance. During the Employmentri®el, the Employee shall be entitled to an autortecdiowance of $4,000 a month.

(x) Discretionary Bonus. Employee shall be fulligdile for any bonuses as awarded by the Compeams@bmmittee of the Board of Direct
in its discretion based upon the Employee's perdmice and the Company's operating results.

3. Termination.

(a) Provision for Termination. This Agreement maytbrminated by Company or Employee only in acawedawith the terms of Sections !
and 5 hereof.

(b) Notice of Termination. Any termination by the@@pany or by the Employee shall be communicatedldiyce of Termination to the ott
party hereto given in accordance with the noticevigions contained in this Agreement. For purposkshis Agreement, a "Notice
Termination"” means a written notice which speciftes termination date.

(c) Date of Termination. "Date of Termination" meahe date of receipt of the Notice of Terminatiwrany later date specified therein, as
case may be; provided, however, that (i) if the Exyge's employment is terminated by the Comparey[ate of Termination shall be the ¢
on which the Company notifies the Employee of steimination except for termination for "Good Cau¢a$ hereinafter defined) (ii) if t
Employee's employment is terminated by reason aftder retirement, the Date of Termination shaltiee date of death or date of retiren
of the Employee, and (iii) if the Employee's empimnt is terminated by reason of Good Cause the @falermination shall be the date of
conviction, adjudication or judgment by the codrtompetent jurisdiction.

4. Obligation of the Company upon Termination (Exd@eath or "Good Cause"). If after the date of Alggeement, the Company shall bre
any agreement providing for or respecting the egmpknt of the Employee or if during the Employmeeti®d, the Company shall termin
the Employee's employment for any reason other thiaBeath, Retirement or Good Cause, or if dutimg Employment Period, the Emplo
shall terminate his Employment for "Good Reasorfifted hereinbelow) then the Company shall payanise to be paid to the Employee
cash lump sum within 30 days after the Date of Tieation the aggregate of the following amounts:

(a) the Employee's then-current annual Base S#dattyhe remainder of the Employment Period; and
(b) an amount equal to the sum of the most reeagive months of Monthly Bonuses paid to the Empéyehe "Recent Bonus"); and
(c) the product of two (2) times the sum of thentlceirrent annual Base Salary plus the Recent Bamgs;

(d) in the case of compensation previously defelvgdthe Employee, all amounts previously deferredyéther with any accrued intet
hereon) and not yet paid by the Company, and acruad vacation pay not yet paid by the Company; and

(e) for the remainder of the Employment Periodsueh longer period as any plan, program, practigeobcy may provide, the Company si
continue benefits to the Employee and/or the Engats/family at least equal to those which wouldehbeen provided to them in accorde
with the plans, programs, practices and policiegcdieed in Section 2(b)(iv) and (vi) of this Agreemt if the Employee's employment had
been terminated, including health insurance amdififurance, in accordance with the plans, pragtipegrams or policies of the Compan
effect prior to the Termination Date, and for pugee of eligibility for retiree benefits pursuantsiach plans, practices, programs and poli
the Employee shall be considered to have remaimgdoyed until the end of the Employment Period embave retired on the last day of s
period.

For purposes of this Agreement, "Good Reason" means

(i) if there is a change in the nature or scopduofttions, powers, authorities, duties or respdhiéds as set forth in Section 2(a) of t
Agreement, which change is not remedied by the Gmypvithin thirty (30) days after receipt of notitereof given by the Employee;

(i) any failure by the Company to comply with aofythe provisions of Section 2(b) of this Agreememtich is not remedied by the Comp



within thirty (30) days after receipt of notice thef given by the Employee;

(iii) the Company's requiring the Employee to bsedwhat any office or location other than that dbsdrin Section 2(a) hereof, except for tri
reasonably required in the performance of the Eygats responsibilities;

I. any purported termination by the Company of thhepbyee's employment except for "Good
Cause" (hereinafter defined) or Death; or

Il. any failure by the Company to comply with andisfg Section 11 of this Agreement.

5. Obligation of the Company Upon Retirement, DeathGood Cause". If the Employee's employmeneisinated by reason of Employe
retirement, death or "Good Cause" (hereinafternaelfj, this Agreement shall terminate without furtlebligations to Employee or t
Employee's legal representatives, except as sahdhis Section and under this Agreement as itsdu@ conflict with this Section, includi
those obligations accrued or earned and vestapfificable) by the Employee as of the Date of Teatidbn, and including (i) the Employe
full Base Salary through the Date of Terminatiai),the Monthly Bonuses required to be paid to Bmaployee up to and including the ma
within which the Date of Termination occurs and) @ny compensation previously deferred by the Exygé (together with any accrued inte
thereon) and not yet paid by the Company and aosuad vacation pay not yet paid by the Companyh(suounts specified in clauses (i),
and (iii) above are hereinafter referred to as 'tAed Obligations"). All such Accrued Obligationsalitbe paid to Employee or to Employs
estate or beneficiary, as applicable, in a castplsom within thirty (30) days of the Date of Teratiion. Anything in this Agreement to
contrary notwithstanding, the Employee's familghie event of Employee's death shall be entitlezbtdinue to receive the benefits provide:
the Company to surviving families of key employeéshe Company and Employee's Base Salary payalggual biweekly installments for
period of twenty-four (24) months after the monitwihich Employee dies.

For purposes of this Agreement, "Good Cause" means:

A. Employee has been convicted of a felony by atcolucompetent jurisdiction and such convictioméslonger
subject to direct appeal.

B. Employee has been adjudicated by a court of ceenpgurisdiction to be mentally, physically andénotionally
incapacitated so as to render him incapable obpmifhg his required duties and services, and sdgldaation is
no longer subject to direct appeal.

C. A court of competent jurisdiction has rendergddgment that Employee has committed acts of fréheff or
willful malfeasance that has materially damagedGbenpany and such determination is no longer subjetirec
appeal.

6. Nonexclusivity of Rights. Nothing in this Agreementadihprevent or limit the Employee's continuing ature participation in any bene
bonus, incentive or other plans, programs, policiepractices, provided by the Company and for White Employee may qualify, nor st
anything herein limit or otherwise affect such tgas the Employee may have under any stock optiavarrant or other agreements with
Company. Amounts which are vested benefits or wiiiehEmployee is otherwise entitled to receive uraahy plan, policy, practice or progr
of the Company at or subsequent to the Date of ifation shall be payable in accordance with sualm pbolicy, practice or program.

7. Full Settlement. The Company's obligation to enak cause to be made the payments provided ftmisnAgreement and otherwise
perform its obligations hereunder shall not beciffd by any setff, counterclaim, recoupment, defense or othantlaght or action which tt
Company may have against the Employee or othenso lavent shall the Employee be obligated to se¢k&re@mployment or take any ot
action by way of mitigation of the amounts payabl¢he Employee under any of the provisions of Agseement. The Company agrees to
or cause to be paid, to the full extent permittgdaw, all legal fees and expenses which the Emgg#ayay reasonably incur as a result of
contest (regardless of the outcome thereof) byCin@pany or others of the validity or enforceabitify or liability under, any provision of tt
Agreement or any guarantee of performance thepdad,in each case interest at the applicable Fedgeaprovided for in Section 7872(f)(2)
the Code.

8. Certain Additional Payments by the Company.

A. Anything in this Agreement to the contrary notfwgtanding, in the event it shall be determined déimgtpayment
or distribution by the Company to or for the behefithe Employee, whether paid or payable or iisted or
distributable pursuant to the terms of this Agreethwe otherwise (a "Payment”), would be subjedh®excise
tax imposed by Section 4999 of the Internal ReveDode of 1986, as amended (the "Code") or anyester
penalties with respect to such excise tax (sucisexex, together with any such interest and persalare
hereinafter collectively referred to as the "Excisx"), then the Employee shall be entitled to nezan
additional payment (a "Gross-Up Payment") in an amguch that after payment by the Employee dbalks
(including any interest or penalties imposed wéhpect to such taxes), including any Excise Tappsed upon
the Gross-Up Payment equal to the Excise Tax ingpbapen the Payments.

B. Subject to the provisions of Section 8(c), alledminations required to be made under this Se@&jdncluding
whether a Gro-~Up Payment is required and the amount of such Up Payment, shall be made by "



accounting firm preparing the Company's tax returnf such firm is not reasonably available, sotier firm of
similar national recognition mutually acceptablétte Company and the Employee (the "Accounting Binhich
shall provide detailed supporting calculations botthe Company and the Employee within 15 busidays of
the Date of Termination, if applicable, or suchlieatime as is requested by the Company. Theain@ross-Up
Payment, if any, as determined pursuant to thisi@e8(b), shall be paid to the Employee withindysl of the
receipt of the Accounting Firm's determinationthié Accounting Firm determines that no Excise Tapdyable t
the Employee, it shall furnish the Employee withogmion that he has substantial authority noeggort any
Excise Tax on his federal income tax return. Antedmination by the Accounting Firm shall be bindingon the
Company and the Employee. As a result of the uaitgytin the application of Section 4999 of the €ad the
time of the initial determination by the AccountiRgm hereunder, it is possible that the Gross-dpnients
which will not have been made by the Company shbakte been made ("Underpayment"), consistent \wih t
calculations required to be made hereunder. Ireteat that the Company exhausts its remedies putrsma
Section 8(c) and the Employee thereafter is reduivenake a payment of any Excise Tax, the AccogrfEirm
shall determine the amount of the Underpaymenttthatoccurred and any such Underpayment (togetitieiawy
penalties and interest) shall be promptly paidiey@ompany to or for the benefit of the Employee.

The Employee shall notify the Company in writfgany claim by the Internal Revenue Service tifiat,
successful, would require the payment by the Compéithe Gross-Up Payment. Such notification shalbiven
as soon as practicable but no later than ten besid@ys after the Employee knows of such claimséadl apprist
the Company of the nature of such claims and tite ala which such claim is requested to be paid.Hinployee
shall not pay such claim prior to the expiratiortha# thirty-day period following the date on whitle Employee
gives such notice to the Company (or such shoggog ending on the date that any payment of taissrespec
to such claim is due). If the Company notifies Braployee in writing prior to the expiration of sugériod that it
desires to contest such claim, the Employee shall:

A. give the Company any information reasonably ratee by the Company relating to such claim;

II. take such action in connection with contestinglsclaim as the Company shall
reasonably request in writing from time to timeliing, without limitation,
accepting legal representation with respect to slaiim by an attorney reasonably
selected by the Company;

lll. cooperate with the Company in good faith in @reffectively to contest such claim;

IV. permit the Company to participate in any prodegd relating to such claim;
provided, however, that the Company shall bearpayddirectly all costs and
expenses (including attorney fees and any additiaterest and penalties) incurred
in connection with such contest and shall indemaifg hold the Employee
harmless, on an after-tax basis, for any Excisedrascome tax, including interest
and penalties with respect thereto, imposed asudtref such representation and
payment of costs and expenses. Without limitatibthe foregoing provisions of tk
Section 8(c), the Company shall control all progegsltaken in connection with
such contest and, at its sole option, may pursderego any and all administrative
appeals, proceedings, hearings and conferencesheitiaxing authority in respect
such claim and may, at its sole option, eitheralitee Employee to pay the tax
claimed and sue for a refund or contest the claiany permissible manner, and the
Employee agrees to prosecute such contest to amde&tion before any
administrative tribunal, in a court of initial jsdiction and in one or more appellate
courts, as the Company shall determine; providedigver, that if the Company
directs the Employee to pay such claim and sua fefund, the Company shall
advance the amount of such payment to the Emplayean interest-free basis and
shall indemnify and hold the Employee harmlessaomfter-tax basis, from any
Excise Tax or income tax, including interest orgl&as with respect thereto,
imposed with respect to such advance or with reégpeany imputed income with
respect to such advance; and further providedaaextension of the statute of
limitations relating to payment of taxes for theahle year of the Employee with
respect to which such contested amount is claiméx tdue is limited solely to such
contested amount. Furthermore, the Company's dafttbe contest shall be limit
to issues with respect to which a GragzPayment would be payable hereunder
the Employee shall be entitled to settle or contesthe case may be, any other i
raised by the Internal Revenue Service, or anyraththority.

(d) If, after the receipt by the Employee of an amtoadvanced by the Company pursuant to Sectioy) e Employee become entitlec
receive any refund with respect to such claim,BEhgloyee shall (subject to the Company's complyiitg the requirements of Section 8(
promptly pay to the Company the amount of suchnef(iogether with any interest paid or credited¢be after taxes applicable thereto)
after the receipt by the Employee of an amount aded by the Company pursuant to Section 8(c), ereh@ation is made that the Emplo
shall not be entitled to any refund with respecsuch claims and the Company does not notify thelByee in writing of its intent to conte



such denial of refund prior to the expiration dftthdays after such determination, then such adeamall be forgiven and shall not be reqt
to be repaid and the amount of such advance stfisditpto the extent thereof, the amount of GropsFdyment required to be paid.

9. Protective Covenants. The Employee recognizatshils employment by the Company is one of the dgglrust and confidence becaus
the Employee will become fully familiar with all gects of the Company's business during the pefibiseemployment with the Company,
certain information of which the Employee will gainowledge during his employment is proprietary aodfidential information which
special and peculiar value to the Company, andifiiny such proprietary and confidential inforioatwere imparted to or became knowr
any person, including the Employee, engaging inuginess in competition with that of the Companydihip, loss or irreparable injury &
damage could result to the Company, the measureofievitich would be difficult if not impossible tseertain. The Employee acknowled
that the Company has developed unique skills, quscelesigns, marketing programs, marketing styatbgsiness practices, method:
operation, trademarks, licenses, hiring and trginmethods, financial and other confidential andppegary information concerning

operations and expansion plans ("Trade Secret&§refore, the Employee agrees that it is necegsathe Company to protect its busin
from such damage, and the Employee further aghesdhe following covenants constitute a reasonabteappropriate means, consistent
the best interest of both the Employee and the @Gomyto protect the Company against such damagstaibapply to and be binding upon
Employee as provided herein:

A. Trade Secrets. The Employee recognizes thatds#ipn with the Company is one of the highestttami
confidence by reason by of the Employee's acceasdaontact with certain Trade Secrets of the GompThe
Employee agrees and covenants to use his bestsedfal exercise utmost diligence to protect anelgsedrd the
Trade Secrets of the Company. The Employee fugthsres and covenants that, except as may be redpyirte
Company in connection with this Agreement, or vtith prior written consent of the Company, the Emeé
shall not, either during the term of this Agreemanthereafter, directly or indirectly, use for theployee's own
benefit or for the benefit of another, or discladisseminate, or distribute to another, any Traeler& (whether or
not acquired, learned, obtained, or developed byEtinployee alone or in conjunction with othersjhaf
Company or of others with whom the Company hassiness relationship. All memoranda, notes, records,
drawings, documents, or other writings whatsoevaden compiled, acquired, or received by the Emmaliging
the term of this Agreement, arising out of, in cection with, or related to any activity or busine$she
Company, including, but not limited to, the Compargperations, the marketing of the Company's misithe
Company's customers, suppliers, or others with wtr@Company has a business relationship, the Coytgpa
arrangements with such parties, and the Comparigiag and expansion policies and strategy, ard,sall
continue to be, the sole and exclusive properthefCompany, and shall, together with all copiesebf and all
advertising literature, be returned and deliverethe Company by the Employee immediately, withdrrhand,
upon the termination of this Agreement, or at ametupon the Company's demand.

B. Restriction on Soliciting Employees of the Conypahhe Employee covenants that for a period of vevglL2)
months following the termination of this Agreemems, will not, either directly or indirectly, calhpsolicit, or
take away, or attempt to call on, solicit or takeag any of the employees of the Company, eithehiimiself or
for any other person, firm, corporation or othetitgn

C. Covenant Not to Compete. The Employee herebyrans and agrees that for a period of twenty-fady (
months following the termination of this Agreemem, will not directly or indirectly, either as amployee,
employer, consultant, agent, principal, partnearsholder (other than through ownership of publichded
capital stock of a corporation which represents tean five percent (5%) of the outstanding caitatk of such
corporation), corporate officer, director, investiimancier or in any other individual or repressive capacity,
engage or participate in any business competititie the Company within Texas, Oklahoma or Louisiana

D. Survival of Covenants. Each covenant of the Egdoset forth in this Section 9 shall survive @rnination of
this Agreement and shall be construed as an agreentependent of any other provision of this Agneat, and
the existence of any claim or cause of action efEmployee against the Company whether predicatetis
Agreement or otherwise shall not constitute a d&fen the enforcement by the Company of said coitena

(e) Remedies. In the event of breach or threaténeach by the Employee of any provision of thist®ac9, the Company shall be entitlec
relief by temporary restraining order, temporafyirction, or permanent injunction or otherwiseaddition to other legal and equitable relie
which it may be entitled, including any and all ratary damages which the Company may incur as dtreksaid breach, violation
threatened breach or violation. The Company magymiany remedy available to it concurrently or eonsively in any order as to any bre:
violation, or threatened breach or violation, ahd pursuit of one of such remedies at any time mdgtl be deemed an election of remedie
waiver of the right to pursue any other of suchedias as to such breach, violation, or threatemeddh or violation, or as to any other bre
violation, or threatened breach or violation.

The Employee hereby acknowledges that the Empleyageement to be bound by the protective coversattéorth in this Section 9 wa:
material inducement for the Company entering ihis Agreement and agreeing to pay the Employeedhgpensation and benefits set fi
herein.

10. Assignment and Binding Effect. This Agreemearnpérsonal to the Employee and without the pridttewr consent of the Company shall
be assignable by the Employee otherwise than byowihe laws of descent and distribution. This @égment shall be binding upon and ¢
inure to the benefit of and be enforceable by groty hereto and each party's respective succes$ssrs, assigns and legal representati



11. Successor. The Company shall require any ssecéshether direct or indirect, by purchase, mergensolidation, or otherwise) to all
substantially all of the business and/or assete@fCompany to assume expressly and agree to petfos Agreement in the same manner
to the same extent that the Company would be reduio perform it if no such succession had takexel As used in this Agreeme
"Company" shall mean the Company as hereinbefdieatband any successor to its business and/otsasse

12. Law Governing. This Agreement shall be goverog@dnd construed in accordance with the laws ef3tate of Texas without referenc:
principles of conflict of laws. This Agreement wasecuted in Houston, Harris County, Texas andat [partial performance of this Agreen
will be made in such place.

13. Notices. All notices and other communicatioasshinder shall be in writing and shall be persgrgilten by hand delivery to the other pi
or sent by registered or certified mail, returneipt requested, postage prepaid, addressed aw$ollo

If to the Employee: David R. Little
427 Thamer
Houston, Texas 77024
If to the Company: DXP Enterprises, Inc.
7272 Pinemont
Houston, Texas 77040
Attention: Senior Vice President/Finance

or to such other address as either party shall hanéshed to the other in writing in accordanceelngth. Notice and communications shal
effective when actually received by the addressed, mailed, on the seventh day following the daywhich it was deposited in the Uni
States mail.

14. Severability. If any provision of this Agreeniés held to be illegal, invalid, or unenforceableder present or future laws effective du
the term hereof, such provision shall be fully setae and this Agreement and each separate pravigiceof shall be construed and enforce
if such illegal, invalid, or unenforceable provisibad never comprised a part of this Agreement tlh@demaining provisions of this Agreenr
shall remain in full force and effect and shall het affected by the illegal, invalid, or unenforgleaprovision or by its severance from

Agreement.

15. Headings. The headings of the paragraph ofAbisement have been inserted for conveniencefeferece only and shall not be constt
or interpreted to restrict or modify any of thentsror provisions hereof.

16. Remedies. With respect to each and every breaclation, or threatened breach or violation bjmgtoyee or Company of any of 1
covenants set forth herein, Company and Employeeaddition to all other remedies available at lawim equity, including specif
performance of the provisions hereof, shall betledtito enjoin the commencement or continuanceetifeand may apply for entry of
injunction.

17. No Waiver. The failure to enforce at any tinmy ®f the provisions of this Agreement or to requét any time performance by the o
party of any of the provisions hereof shall in naybe construed to be a waiver of such provisiarte affect the validity of this Agreement,
any part hereof, or the right of either party tladter to enforce each and every such provisiotigfAgreement in accordance with the terrr
this Agreement.

18. Entire Agreement.

(a) This Agreement embodies the entire agreemeahtuaderstanding between the parties hereto witherso the subject matter hereof
supersedes all prior agreements and understandifgether written or oral, relating to the subjedittar hereof, unless expressly provi
otherwise herein and except for (1) all rights ohffoyee under any other existing employee bendéihg established and adopted
employees of Company in general, (2) all right&ofployee to indemnity under all indemnification yicted by Company or any third pari
and (3) other similar arrangements of Company drabjeeements with respect to the foregoing.

(b) No amendment or modification of this Agreemamtless expressly provided otherwise herein, dtelValid unless made in writing ¢
signed by each of the parties whose rights, dutiesbligations hereunder would in any way be aéddy any amendment or modification.

(c) No representations, inducements, or agreentaws been made to induce either Employee or Comimaester into this Agreement, wh
are not expressly set forth herein. This Agreenm&nhe sole source of rights and duties as betv@@npany and Employee relating to
subject matter of this Agreement, except as exfyr@ssvided herein



IN WITNESS WHEREOF, the Employee has hereunto sehénd and, pursuant to the authorization fronBdard of Directors, the Compe
has caused these presents to be executed in its oraits behalf, all as of the day and year fibghvee written.

EMPLOYEE: COMPANY:

DXP ENTERPRIBES,a Texas Corporatic

DAVID R. LITTLE By:

Printed Name: Mac McConnell

Title: Senior Vice President and

Chief Financial Officer



Exhibit 21.1
SUBSIDIARIES OF THE COMPANY
SEPCO Industries, Inc., a Texas corporation
Pelican States Supply Company, Inc., a Nevada catipa
DXP Acquisition, Inc., a Nevada corporation (dolmgsiness as Strategic Supply, Inc.)

American MRO, Inc., a Nevada corporation



Exhibit 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby carigghe incorporation of our report dated Februke@y2004 included in this Annual Rep
on Form 10-K, into the Company's previously filegistration statements on Form S-8 (File Nos. 38368, 333-92875 and 333-92877).

/S/HEIN & ASSOCIATES LLP
Hein & Associates LLP
Houston, Texas

March 11, 2004



Exhibit 31.1

CERTIFICATION

I, David R. Little, the Chief Executive Officer 8XP Enterprises, Inc., certify that:

1
2.

| have reviewed this annual report on Form 10FRXP Enterprises, Inc.;

Based on my knowledge, this annual report doesamtain any untrue statement of a material factnoit to state a material fg
necessary to make the statements made, in lighedafircumstances under which such statements wade, not misleading

with respect to the period covered by this report;

Based on my knowledge, the financial statememd,other financial information included in thipoet, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented
in this report;

The registrant's other certifying officers araté responsible for establishing and maintainirsgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Ed)) for the registrant and have:

A.

designed such disclosure controls and procedoresgused such disclosure controls and procedores designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entitiestigularly during the period in which this rep@tbeing prepared;
evaluated the effectiveness of the registramg@asure controls and procedures and presentaisineport our
conclusions about the effectiveness of the dise®santrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

disclosed in this report any change in the resigts internal control over financial reportingtloccurred during the
registrant's fourth fiscal quarter that has maligrifected, or is reasonably likely to materiadiffect, the registrant's
internal control over financial reporting; and

1. The registrant's other certifying officer and | balisclosed, based on our most recent evaluationterhal control over financi
reporting, to the registrant's auditors and thetaumnmittee of the registrant's board of direct@spersons performing the
equivalent functions):

A.

all significant deficiencies and material wealsessin the design or operation of internal cordgxar financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial
information; and

any fraud, whether or not material, that involmesnagement or other employees who have a significde in the
registrant's internal control over financial repugt

Date: March 11, 2004

/s/ David R. Little
David R. Little
President and Chief Executive Officer

(Principal Executive Officer)



Exhibit 31.2
CERTIFICATION
I, Mac McConnell, the Chief Financial Officer of [PXEnterprises, Inc., certify that:

I have reviewed this annual report on Form 10EOXP Enterprises, Inc.;

Based on my knowledge, this annual report doesartain any untrue statement of a material factit to state a material fact

necessary to make the statement made, in lightsofitcumstances under which such statements wade ot misleading with respi

to the period covered by this report;

3. Based on my knowledge, the financial statemeamd,other financial information included in thipoet, fairly presents in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4. The registrant's other certifying officers araté responsible for establishing and maintainirsgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15@))%¢r the registrant and have:

A

A. designed such disclosure controls and procedoresgused such disclosure controls and
procedures to be designed under our supervisiangare that material information relating to the
registrant, including its consolidated subsidigrissnade known to us by others within those
entities, particularly during the period in whidfig report is being prepared;

B. evaluated the effectiveness of the registram&akure controls and procedures and presented in
this report our conclusions about the effectiversdgbe disclosure controls and procedures, as of
the end of the period covered by this report basesuch evaluation; and

¢) disclosed in this report any change in the tegis's internal control over financial reportitiat occurred during the
registrant's fourth fiscal quarter that has maligritfected, or is reasonably likely to materia#lffect, the registrant's
internal control over financial reporting; and

5. The registrant's other certifying officer anblve disclosed, based on our most recent evaluatiorternal control over
financial reporting, to the registrant's auditongl #he audit committee of the registrant's boardikgctors (or persons performi
the equivalent functions):

A. all significant deficiencies and material weaksessin the design or operation of internal cordxar financial reporting which
are reasonably likely to adversely affect the itegig's ability to record, process, summarize apbrt financial information; ar

B. any fraud, whether or not material, that involmesnagement or other employees who have a significe in the registrant's
internal control over financial reporting.

Date: March 11, 2004

/s/ Mac McConnell

Mac McConnell
Senior Vice President &
Chief Financial Officer

(Principal Financial Officer)



Exhibit 32.1
CERTIFICATION

Pursuant to 18 U.S.C. Section 1350, the undersigffexr of DXP Enterprises, Inc. (the "Companyigreby certifies that the Company's
Annual Report on Form 10-K for the year ended Ddmem31, 2003 (the "Report") fully complies with ttegjuirements of Section 13(a) or 15
(d), as applicable, of the Securities Exchangechdt934 and that the information contained in tlep®&t fairly represents, in all material
respects, the financial condition and results arapons of the Company.

Dated: March 11, 2004 /s/ David R. Little
David R. Little

President and Chief Executive Officer

The foregoing certification is being furnished $pleursuant to 18 U.S.C. Section 1350 and is notd&led as part of the Report or as a
separate disclosure document.

CERTIFICATION

Pursuant to 18 U.S.C. Section 1350, the undersigffemtr of DXP Enterprises, Inc. (the "Companyigreby certifies that the Company's
Annual Report on Form 10-K for the year ended Ddmem31, 2003 (the "Report") fully complies with ttegjuirements of Section 13(a) or 15
(d), as applicable, of the Securities ExchangeoAdi934 and that the information contained in tlep®&t fairly represents, in all material
respects, the financial condition and results arapons of the Company.

Dated: March 11, 2004 /s/ Mac McConnell

Mac McConnell

Chief Financial Officer

The foregoing certification is being furnished $pleursuant to 18 U.S.C. Section 1350 and is notghled as part of the Report or as a
separate disclosure document.



