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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 Pev@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 200232hd 2004, and identifiable assets at the clbsaah 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 fragnted. Based on 2003 sales as reported by industirges, we were the 31st largest distrit
of MRO products in the United States. Most indasttustomers currently purchase their industriglpdies through numerous local distribui
and supply companies. These distributors genepatlyide the customer with repair and maintenancécs, technical support and applica
expertise with respect to one product categorydiets typically are purchased by the distributarrisale directly from the manufacturer
warehoused at distribution facilities of the distiior until sold to the customer. The customer &tpically will purchase an amount of prod
inventory for its near term anticipated needs anteshose products at its industrial site un# groducts are 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 competeeraffectively, our customers and of
users of MRO products are seeking ways to enhafficeeacies and lower MRO product and procuremesgts. In response to this custo
desire, three primary trends have emerged in tthesinial supply industry:

e Industry Consolidationindustrial customers have reduced the number gfl®rpelationships they maintain to lower totafghasing
costs, improve inventory management, assure censigthigh levels of customer service and enhanerehasing power. This focus on
fewer suppliers has led to consolidation within fitaggmented industrial distribution indust



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

o Single Source, First-Tier Distributio\s industrial customers continue to address castaioment, 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 theiduct coverage to eliminate second-tier distdtsiand the difficulties
associated with alliances.

We currently serve as a firer distributor of more than 1,000,000 items ofiethmore than 45,000 are stock keeping units ("SKs use
primarily by customers engaged in the general negtufing, oil and gas, petrochemical, service @mpair and wood products industries. O
industries served by our MRO segment include minganstruction, chemical, municipal, food and bagerand pulp and paper. Our M
products include a wide range of products in th&lfhandling equipment, bearing, power transmisgiguipment, general mill, safety prodt
and electrical products. Our products are disteédftom 42 service centers, including two distribtcenters, located in the rocky mount
southeastern and southwestern regions of the USitz@s.

Our fluid handling equipment line includes a futld of:
o centrifugal pumps for transfer and process serapgdications, such as petrochemicals, refining@nde 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 semg@ications such as salt water injection and critlgipeline service; and
o air-operated diaphragm pumps.

We also provide various pump accessories. Our mgaioducts include several types of mounted andoumted bearings for a variety
applications. The hose products we distribute iela large selection of industrial fittings andirdess steel hoses, hydraulic hoses, T¢
hoses and expansion joints, as well as hoses famiclal, 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,chimols, janitorial products, pneumatic tc
and welding equipment. Our safety products inclage and face protection products, first aid prosiusand protection products, hazarc
material handling products, instrumentation angbirasory protection products. We distribute a broadge of electrical products, such as"
conduit, wiring devices, electrical fittings andxes, signaling devices, heaters, tools, switch ,gkginting, lamps, tape, lugs, wire nt
batteries, fans and fuses.

In addition to distributing MRO products, we progithnovative pumping solutions. DXP provides engiirgy, fabrication and technical des
to meet the capital equipment needs of our custeni@KP provides these solutions by utilizing mawctdeer authorized equipment ¢
certified personnel. Pump packages require MROQ@EW equipment and parts such as pumps, motors alves; and consumable prodt
such as welding supplies. DXP leverages its MR@iieries and breadth of authorized products to tdhe total cost and maintain the que
of our innovative pumping solutions.

SmartSourcé™ | our integrated supply program, allows a moreatife and efficient way to manage the customerfspluchain needs fi
MRO products. The program allows the customerdadfer all or part of their supply chain needs ¥PDso the customer can focus on t
core business. SmartSourd¥ effectively lowers costs by outsourcing purchasiggounting and osite supply management to DXP, wr
reduces the duplication of effort by the custommd aupplier. DXP has a broad range of ftist-products to support a successful integi
supply offering. The program provides a productimeasurable solution to reduce cost and strearptijeurement and sourcing operations..

Our operations managers support the sales effortaigh direct customer contact and manage theteffur the outside and direct st
representatives. We have structured compensatioprdeide incentives to our sales representativeintoease sales through the usi
commissions. Our outside sales representatives fogbuilding longerm relationships with customers and, throughrtpeduct and indust
expertise, providing customers with product appiccg engineering and after-tleale services. The direct sales representativesosufhe
outside sales representatives and are responsiblentering product orders and providing techn&abport with respect to our produ
Because we offer a broad range of products, owidriind direct sales representatives are ableetoheir existing customer relationships
respect to one product line to crasdl our other product lines. In addition, geogiiadhcations in which certain products are sold ads¢
being utilized to sell products not historicallyid@at such locations. As we expand our productsliaed geographical presence through h
experienced sales representatives, we assesspbguwpties and appropriate timing of introducingséing products to new customers and
products to existing customers. Prior to implenmensuch crosselling efforts, we provide the appropriate sateging and product expert
to our sales force.

Unlike many of our competitors, we market our pratduprimarily as a firstier distributor, generally procuring products ditg from the
manufacturers, rather than from other distributdssa firsttier distributor, we are able to reduce our cust@nepsts and improve efficienc
in the supply chair



We believe we have increased our competitive adwgnthrough our traditional and integrated suppbgmms, which are designed to add
the customer's specific product and procuremerdsié&'e offer our customers various options forithegration of their supply needs, ranc
from serving as a single source of supply for akpecific lines of products and product categotwesffering 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 custoFmrthose customers purchasing a numb
products in large quantities, the customer is &bleutsource all or most of those needs to us.chstomers with smaller supply needs, we
able to combine our traditional distribution capigibis with our broad product categories and adednardering systems to allow the custao
to engage in one-stop shopping without the commitmequired under an integrated supply contract.

We acquire our products through numerous origiggligment manufacturers. We are authorized to Oistei the manufacturers' product:
specific geographic areas. All of our distributeunthorizations are subject to cancellation by tle@wfiacturer upon ongear notice or less. O
manufacturer provided pump products that accountafiproximately 11% of our revenues. No other mactuirer provided products tl
accounted for 10% or more or our revenues. We \eelibat alternative sources of supply could be iobthin a timely manner if al
distribution authorization were canceled. Accordimgve do not believe that the loss of any oneritiigtion authorization would have a mate
adverse effect on our business, financial conditmm results of operations. Representative manufexgu of our products inclu
BACOU/DALLOZ, Baldor Electric, Dodge/Reliance, Emen, Falk, G&L, Gates, Gould's, INA/Fag Bearing,Ctass Rainfair Safe
Products, Martin Sprocket, National Oilwell, Nortédbrasives, NTN, Rexnord, SKF, T. B. Woods, 3M, Kan, Torrington/Fafnir, Tyc
Union Butterfield, Viking and Wilden.

At December 31, 2004, the MRO Segment had 438ifak-employees.
Electrical Contractor Segment

The Electrical Contractor segment was formed in81®8h the acquisition of substantially all of thesets of an electrical supply business.
Electrical Contractor segment sells a broad rarfgelextrical products, such as wire conduit, wiridgvices, electrical fittings and box
signaling devices, heaters, tools, switch geahtilig, lamps, tape, lugs, wire nuts, batteriessfand fuses, to electrical contractors.
segment has one owned warehouse/sales facilityeimphis, Tennessee.

We acquire our products through numerous origig@aliggment manufacturers. We are authorized to Histei the manufacturers' product:
specific geographic areas. All of our distribut@mmthorizations are subject to cancellation by tleeufiacturer upon ongear notice or less. I
one manufacturer provides products that accountl@86 or more of our revenues. We believe that m@dtttre 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 eftectour business, financial condition or resultsopérations. Significant vendors inclt
CutlerHammer, Cooper, Killark, 3M, General Electric antlietl. To meet prompt delivery demands of its costos, this segment mainta
large inventories. The majority of sales are onnopecount.

At December 31, 2004, the Electrical Contractomsexgt had 10 full-time employees.
Competition

Our business is highly competitive. In the MRO segtrwe 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 geliincustomers 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 esf§ctive manner than we can prov
We also compete with direct mail distributors, Engarehouse stores and, to a lesser extent, mamgiesc While many of our competit
offer traditional distribution of some of the pradigroupings that we offer, we are not aware of mwajor competitor that offers on a ndirec
mail basis a product grouping as broad as ouriaffeFurther, while certain directail distributors provide product offerings as lit@es 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 supplieeteatrical products, many of which may have geefinancial and other resources thar
do.

Insurance

We maintain liability and other insurance that vedidve to be customary and generally consistertt imdustry practice. We retain a portior
the risk for medical claims, general liability apdoperty losses. The various deductibles per osuramce policies generally do not exc
$200,000 per occurrence. There are also certdis fis which we do not maintain insurance. Thene lza no assurance that such insuranct
be adequate for the risks involved, that coveragid will not be exceeded or that such insurandeapply to all liabilities. The occurrence
an adverse claim in excess of the coverage lithdswe maintain could have a material adverse effleour financial condition and results
operations. The premiums for insurance have inedagynificantly over the past three years. Theadrcould continue. Additionally, we
partially selfinsured for our group health plan. The cost ofrokafor the group health plan has increased ovepdlsethree years. This tren
expected to continue.

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 fedetatesand 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 accidentaitamination or injury from the discharge of colie#d or hazardous materials and chem
cannot be eliminated completely. In the event ahsa discharge, we could be held liable for any alges that result, and any such liab
could have a material adverse effect on us. Wenareurrently aware of any situation or conditibattwe believe is likely to have a mate
adverse effect on our results of operations omfired condition.

Employees

At December 31, 2004, we had 448 full-time empley&®e believe that our relationship with our empley is good.
Risk Factors

Risks Related to Internal Growth Strate

Our future results will depend in part on our ssscé implementing our internal growth strategy,iakhincludes expanding our exist
geographic areas and adding new customers. Odtyatalimplement this strategy will depend on ourcsess in selling more to exist
customers, acquiring new customers, hiring qualiBales persons, and marketing integrated fornssigbly management such as those
pursued by us through our SmartSource program.oAth we intend to increase sales and product offerio existing customers and rec
costs through consolidating certain administraéind sales functions, there can be no assurancev¢hatll be successful in these efforts.

Substantial Competition

Our business is highly competitive. We compete \ithariety of industrial supply distributors, sowfewhich 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 Higiois 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 costfficient manner than us. Our competitors includteal mail suppliers, large warehouse stores amd, kesser extel
certain manufacturers.

Risks of Economic Treni

Demand for our products is subject to changes énlthited States economy in general and economicdraffecting our customers and
industries in which they compete in particular. Mani these industries, such as the oil and gassimgluare subject to volatility while othe
such as the petrochemical industry, are cyclicdl materially affected by changes in the economyaAssult, 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. léttour 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 adv
effect on our financial condition and results oeogtions. We do not maintain keyan life insurance on the life of Mr. Little or d¢me lives o
our other executive officers. In addition, our @pilto grow successfully will be dependent upon ability to attract and retain qualifi
management and technical and operational persoiihel.failure to attract and retain such personddcouaterially adversely affect c
financial condition and results of operations.

Dependence on Supplier Relationst

We have distribution rights for certain productelinand depend on these distribution rights forbestamtial 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.

Ability to Comply with Financial Covenants of CreBacility

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 timply with the covenants, including the financialzenants, of the Credit Facility, there
be no assurance that in the future we will be abldo so or that our lender will be willing to waissuch no-compliance or amend st



covenants.
Risks Associated With Hazardous Mater

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. Altigh we believe that we have adequate proceduresniply with applicable discharge ¢
other environmental laws, the risks of accidentadtamination or injury from the discharge of coli&d or hazardous materials and chem
cannot be eliminated completely. In the event athsa discharge, we could be held liable for any atges that result and any such liab
could have a material adverse effect on our firra@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) ofSkeurities Exchange Act of 1934, are availableugh our Internet website (www.dxpe.c«
as soon as reasonably practicable after we elecaibnfile such material with, or furnish it tché Securities and Exchange Commission.

ITEM 2. Properties

We own our headquarters facility in Houston, Texdsich has 45,000 square feet of office space.MR® segment owns or leases Zvice
center facilities located in Georgia, lllinois, Lisiana, Maryland, Montana, New Mexico, Oklahomapiessee, Texas, and Wyoming.

Electrical Contractor segment owns one serviceeeefiacility in Tennessee. These owned facilitiasgea from 2,500 square feet to 138,
square feet in size. We lease facilities for tegaserally ranging from one to five years. The ldafseilities range from 3,200 square fee
53,441 square feet in size. The leases providpdaodic specified rental payments and certaindsase renewable at our option. We bel
that our facilities are suitable and adequateHerrieeds of our existing business. We believeithiae leases for any of our facilities were
renewed, other suitable facilities could be leas@l 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

On July 22, 2004, DXP and Ameron International @oagion, DXP's vendor of fiberglass reinforced pipere sued in the Twenfysurtt
Judicial District Court, Parish of Jefferson, Stafd ouisiana by BP America Production Companynglovith hundreds of other defende
regarding the failure of Bondstrand PSX JFC pipegecently introduced type of fiberglass reinforgggde which had been installed on f
energy production platforms. Plaintiff alleges ngghce, breach of contract, warranty and that damagceed $20 million. DXP managen
believes the failures were caused by the failurthefpipe and not by work performed by DXP. We ridt¢o vigorously defend these clail
Our insurance carrier has agreed, under a resenvafi rights to deny coverage, to provide a defeagainst these claims. The maxirr
amount of our insurance coverage, if any, is $éionil Under certain circumstances our insurance naycover this claim.

In 2003, we were notified that we had been suedaiious state courts in Nueces County, Texas. Wedve suits allege personal inji
resulting from products containing asbestos allggedid by us. The suits do not state what produasallegedly sold or when we allege
sold the products. Discovery is in the very eathgss on these suits. Two of our insurance cayrigrder a reservation of rights to d
coverage, are paying legal fees for our defensimsigthe claims. One of these carriers, while pgyor asbestos defense costs, has filed
asking the courts for a judgment as to whetherodrtime carrier is liable for the asbestos claim& Mtend to vigorously defend our claim
coverage. If any product sold by us is identifierbtigh discovery as a product that plaintiffs cl&xposure to, it is our intent to seek inderr
from the original manufacturer of the product. Wend to vigorously defend these claims. DXP da#delieve any amount in a judgmen
settlement will have a material adverse impact wnresults of operations and cash flows for a paldir period or on our consolidated finan
position.

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

The following table sets forth on a per share b#sishigh and low sales prices for our common s@xkeported by Nasdaq for the per
indicated.




On March 16, 2005, we had approximately 752 holdérgcord for outstanding shares of our commonksto

High Low

2003

First Quarter $1.53 $0.90
Second Quarter $1.70 $1.08
Third Quarter $2.94 $1.40
Fourth Quarter $4.15 $2.20
2004

First Quarter $6.49 $3.26
Second Quarter $5.46 $ 3.66
Third Quarter $5.82 $3.76
Fourth Quarter $5.49 $4.17

We anticipate that future earnings will be retainedfinance the continuing development of our bes In addition, the Credit Faci
prohibits us from declaring or paying any dividerasother distributions on our capital stock exciegptthe 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 gelrfauainess conditions.

The following table summarizes all repurchases XPequity securities by DXP during the three morghded December 31, 2004:

ISSUER PURCHASES OF EQUITY SECURITIES

\172

(a) Total (b) (©) (d)
Number of Average
Shares (or Price Paid Total Number of Maximum Number (or
Units) per Share Shares (or Units) Approximate Dollar Value)
Purchased (or Unit) Purchased as Paif || of Shares (or Units) that Ma
of Publicly Yet Be Purchased Under th
Announced Plans Plans or Programs
or Programs
Period
Month #1 N/A N/A N/A N/A
(October 1, 2004 -
October 31, 2004)
Month #2 N/A N/A N/A N/A
(November 1, 2004 -
November 30, 2004




Month #3 (1588 $4.81 N/A N/A

(December 1, 2004 -
December 31, 2004

Total 588 $4.81 N/A N/A

(1) On December 31, 2004 DXP purchased 588 sh&mmmmon stock from James Webster, employee. Tagestwere
purchased at the closing market price on the dgter@hase. The purchase price was applied to eethenote receivabls
from Mr. Webster.

ITEM 6. Selected Financial Data

The selected historical consolidated financial datforth below for each of the years in the fj@ar period ended December 31, 2004
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,

2000 2001 2002 2003 2004

(in thousands, except per share amounts)

Consolidated Statement of Earnings Datg:

Sales $ 182,642 $ $ 148,106 $ 150,683 $ 160,585
174,429

Gross Profit 45,507 43,805 37,984 38,549 39,431

Operating income (loss)(1) (7,752) 4,034 4,117 4,309 5,209

Income (loss) before income taxes (2) (9,031) 1,600 2,633 3,197 4,384

Income (loss) before cumulative effect pf (7,358) 929 1,619 2,069 2,780

a

change in accounting principle

Per share amounts before cumulatjve
effect

of a change in accounting principle

Basic earnings (loss) per common shargl  $ (1.83) $0.21 $0.38 $0.49 $0.67
Common shares outstanding 4,072 4,072 4,072 4,072 4,027
Diluted earnings (loss) per share $(1.83) $0.21 $0.36 $0.42 $0.50
Common and common equivalent sharep 4,072 4,503 4,555 4,920 5,509
outstanding

Consolidated Balance Sheet Data As of December 31,




2000 2001 2002 2003 2004

Total assets $ 66,280 $ 57,588 $ 49,248 $ 48,375 $ 48,283
Long-term debt obligations 28,476 22,864 23,486 16,675 14,925
Shareholders' equity 7,971 8,323 8,087 10,076 12,876

(1) Year ended December 31, 2000 includes non-riegucharges of $10.8 million which consist of &% million charge
for the impairment of goodwill and other assetoaigted with acquisitions completed before 19982# million charge
to write-off fixed assets of computer systems whigtre being replaced and facilities which have belesed, and $0.1
million of accruals primarily associated with futurent on closed facilities.

(2) Year ended December 31, 2000 includes a one-giam of $2.0 million from the sale of two MRO whouse 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 Financiaatements 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 faorpyoducts 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 fleerochemical industry and the construction indusire 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 matturing. All of our increase in sales and grpssfit for 2003 compared to 2002 was
to increased sales of products for offshore enprgguction. Our employee headcount decreased hbytemegercent during 2003 as we wot
to bring our cost structure in line with our salBsiring 2004 the economy improved. Our employealbeant decreased by approximately
during 2004. We plan to increase our headcounhdW2D05. The majority of the 2004 sales increaseectiom increased sales of products
offshore energy production and general manufaajurin

Our sales growth strategy in recent years has éxtos internal growth. Key elements of our salestegy include leveraging existing custo
relationships by cross-selling new products, expangdroduct offerings to new and existing customersreased business-basiness solutiol
using system agreements and SmartSogttsolutions for our integrated supply customers. W also interested in growing through
acquisition of distributors that would expand oeographic breadth. Results will be dependent orsoacess in executing our internal gro
strategy and, to the extent we complete any adguisi our ability to integrate such acquisitions.

Our cost reduction strategies include consolidgeethasing programs, centralized product distridsutienters, centralizing certain custo
service and inside sales functions, convertingcsetelocations from full warehouse and customeviseroperations to DXP service cent
and using information technology to increase emgxéogroductivity.

Results of Operations

Years Ended December 31,

2002 % 2003 % 2004 %

(in millions, except percentages)

Sales $148.1 100.0 $150.7 100.0 $160.6 100.0
Cost of sales 110.1 74.3 112.2 74.4 121.2 75.5
Gross profit 38.0 25.7 38.5 25.6 39.4 245

Selling, general and administrative expense 33.9 229 34.2 22.7 34.2 21.3




Operating income 4.1 2.8 4.3 2.9 5.2 3.2

Interest expense 1.6 1.1 1.2 0.8 0.9 0.6
Other income (0.1) (0.1) (0.1) - 0.1) (0.1)
Income before income taxes 2.6 1.8 3.2 21 4.4 2.7
Provision for income taxes 1.0 0.7 11 0.7 1.6 1.0

Income before cumulative effect of a
change in accounting principle $1.6 1.1% $2.1 1.4% $2.8 1.7%

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

Basic earnings per share $0.38 $0.49 $0.67

Diluted earnings per share $0.36 $0.42 $0.50

Year Ended December 31, 2004 Compared to Year Erdecember 31, 2003

SALES. Revenues for 2004 increased $9.9 million6.686, to approximately $160.6 million from $15@nflion in 2003. Sales for the MF
segment increased $10.0 million, or 6.7% primadihg to increased sales of products for offshoreggngroduction and general manufactur
Sales for the Electrical Contractor segment deecthy $0.1 million, or 3.4%, when compared to 2008s decline resulted from an effor!
focus on sales of higher margin specialty eledtpeaducts and to be selective on sales of lowelgmacommodity type electrical products.

GROSS PROFIT. Gross profit as a percentage of skdeeased by approximately 1.1% for 2004, whenpeoed to 2003. Gross profit a
percentage of sales for the MRO segment decreas2d.3% for 2004, from 25.4% in 2003. This decrezes® be attributed to increased c
incurred due to leaks discovered during pressistntg of a recently introduced type of fiberglaggepinstalled on several offshore ene
production platforms and the abnormal frequency muagnitude of recent vendor price increases whieklanit difficult to immediately pa
through the increases to our customers. We areimgth pass these increases to our customers. @rofsas a percentage of sales for
Electrical Contractor segment increased to 41.982004, from 38.8% in 2003. This increase resuftedh increased sales of higher ma
specialty type electrical products.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, genel and administrative expense for 2004 was appratéip the same as !
2003. As a percentage of revenue, the 2004 expeeseased by approximately 1.4% to 21.3% from 22{@802003. This decrease
attributable to an increase in productivity.

OPERATING INCOME. Operating income for 2004 incres20.9% when compared to 2003. Operating incomghi®e MRO segme
increased 17.4% as a result of gross profit inemgamore than selling, general and administrativgesse increased. Operating income fo
Electrical Contractor segment increased 170.7% vdoampared to 2003. The improved operating incoméhfe Electrical Contractor segm
is the result of reduced selling, general and adiimative expense combined with increased grosBtgrom increased sales of higher mai
specialty type electrical products.

INTEREST EXPENSE. Interest expense for 2004 deeckay 21.5%, to $0.9 million from $1.2 million dog 2003. This decline results fr
a lower average debt balance for 2004 when compar2d03.

INCOME TAXES. As of December 31, 2004, we have rded net deferred tax assets of $1.2 million remrgsg 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.

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% primaribedo increased sales of products for offshoregnproduction. Sales for the Electri
Contractor segment decreased by $0.3 million, a®B%1 when compared to 2002. This decrease wasehdtrof a slow down in tl
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 salébeblower margin MRO segment. Gr
profit as a percentage of sales for the MRO segmest 25.4% in 2003 and 2002. Gross profit as aemeage of sales for the Electri
Contractor segment increased to 38.8% for 2003Framp 37.5% in 2002. This increase resulted from dkeision to focus on selling higl
margin specialty electrical products.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, genal and administrative expense for 2003 increasedgroximately $0.
million, or 1.1%, when compared to 2002. This it was primarily attributable to increased empdyenefits and incentive compensa
related to the increased gross profit. As a peaggnbf 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.

Liquidity and Capital Resources
General Overview

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

We generated cash in operating activities of apprately $5.1 million in 2004 as compared to $6.%iom in cash provided during 2003. T
change between the two years was primarily attaibletto the $2.9 million of customer advances aBefember 31, 2003 compared to !
million of customer advances as of December 31,420he balance of customer advances declined becaescompleted the proje
associated with the advances. We purchased produndtscurred other costs to complete the projatsig 2004.

We purchased approximately $1.9 million of capétatets during 2004 compared to $0.4 million for0apital expenditures during 2(
were related primarily to computer equipment, cotapsoftware and pump testing equipment. The 2@ital expenditures related prima
to an airplane and computer equipment. We purchtsedirplane to increase our efficiency in margtio a nationwide customer base
managing our numerous remote locations. Capitateaipures for 2005 are expected to be similar écatimounts for 2003.

At December 31, 2004 our long-term debt was $16lBom compared to total capitalization (lorigrm debt plus shareholders' equity) of $
million. Approximately $13.9 million of this outstding debt bears interest at various floating raféerefore, as an example, a 200 basis
increase in interest rates would increase our dnnigaest expense by approximately $0.3 million.

During 2003, liquidity was negatively impacted by @crease in the accounts receivable days of salestanding. The increase resu
primarily from several large customers not payisgwithin stated terms. During 2004 liquidity wassjtiwely impacted by the collection
these 2003 receivables.

Our normal trade terms require payment within 39sdaf invoice date. In response to competition andtomer demands we will of
extended terms to selected customers with goodtdrestory. Customers that are financially stroegd to request extended terms more «
than customers that are not financially strong. Wafhour customers, including companies listechia Fortune 500, do not pay us within st
terms for a variety of reasons, including a genbtaliness philosophy to pay vendors as late aship@s®/e generally collect the amounts
from these large, slow-paying customers.

During 2004, the amount available to be borrowedenrour Credit Facility increased from $9.6 milliahDecember 31, 2003 to $10.0 mill
at December 31, 2004. This increase in availabdiying 2004 resulted from reducing the amount deed under the credit line by $
million, partially offset by a decrease in the atdral value of inventory and accounts receivable funds to reduce longrm debt by $1
million were generated by operations. Managemeli\es that the liquidity of our balance sheet ac@mber 31, 2004, provides us with
ability to meet our working capital needs, schedyeincipal payments, capital expenditures andeSei preferred stock dividend paym:e
during 2005.

Credit Facility

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

The Credit Facility was amended and restated oe 257 2003. The amendment extended the maturitgifirad the calculation of collate!
value which increased borrowing availability, reedd¢he maximum borrowing amount to $30.0 milliond 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 portidrthe Credit Facility and prime plus 1.5% on tkeem portion of the Credit Facility. .
December 31, 2004 these rates were prime and iused.25%, respectively. Additionally, the LIBORerest option resulted in interest re
which were lower than the prime interest option.December 312004, $12.0 million was borrowed under the LIBORi@ap at a weighte
average rate of 4.73%. The prime rate at Decembhe2(®4 was 5.25%.

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 customdfiraative and negative covenants as well as fimgdnmovenants that are measured mor
and require that we maintain a certain cash flo @ther financial ratios. At December 31, 2004, weze in compliance with these covene
Although we expect to be able to comply with theatants of the Credit Facility, there can be nagsge that in the future we will be abli
do so or that our lender would be willing to wasgch noneompliance or amend such covenants. In additiothéo$2.3 million of cash
December 31, 2004, we had $10.0 million availabtebbrrowings under the Credit Facility at DecemB®gr2004.

Borrowings
December 31, Increase
2003 2004 (Decrease)
(in Thousands)
Current portion of long-term debt $1,474 $1,420 $ (54)
Long-term debt, less current portion 16,675 14,925 (1,750)
Total long-term debt $ 18,149 $ 16,345 ?;)(1,804)
Amount availablél) $9,562 $9,998 $ 436®)
(1) Represents amount available to be borroweldeaindicated date under the Credit Facility.
(2) The funds to reduce long-term debt by $1.8iamilwere generated by operations
(3) The $0.4 million increase in the amount avadéab primarily a result of reducing the amountrioared
under the credit line by $1.8 million, partiallyfsdt by a decrease in the collateral value of itmgn
and accounts receivable.

Performance Metric

December 31, Increase
2003 2004 (Decrease)
(in Days)
Days of sales outstanding 50.5 47.6 (2.9)
Inventory turns 5.9 7.1 1.2

Accounts receivable days of sales outstanding Wéré at December 31, 2004 compared to 50.5 at DiseeB1, 2003. The decrease rest
primarily from the collection during 2004 of accasimeceivable that were outstanding at Decembef303 from several large, slopaying
customers. Annualized inventory turns were 7.1 sirmeDecember 31, 2004 compared to 5.9 times ateer 31, 2003. The improvem
resulted from reduced inventory of fiberglass pipebined with active inventory manageme



Funding Commitment

Our internal cash flow projections indicate ourlc@enerated from operations and available underGoedit Facility will meet our norm
working capital needs during 2005. However, we meguire 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 descriibove, 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 sd#istory credit facility may depend, in p:
upon the level of our asset base for collaterappses, our future financial performance and ouitgltd obtain additional equity.

We would like to acquire companies that distribMte O products. We would probably require additiocegbital to fund any future acquisitio
We may pursue additional equity or debt financiodund future acquisitions, although we may notabé& to obtain additional financing
attractive terms, if at all.

Contractual Obligations

The impact that our contractual obligations as e€@mber 31, 2004 are expected to have on our liguddd cash flow in future periods is
follows:

Payments Due by Period

Total Less than 1-3 3-5 More

1 Year Years Years than 5

Years
Long-term debt, including current | $16,345 $1,420 $11,701 $ 1,267 $ 1,957

Portion(®)

Operating lease obligations 4,320 1.405 1,907 903 105
Estimated interest paymen# 1,386 295 418 326 347
Total $22,051 $3,120 $14,026 $2,496 $ 2,409

(1) Amounts represent the expected cash paymentsirofong-term debt and do not include any fairues
adjustment.

(2) Assumes interest rates in effect at December280D4. Assumes debt is paid on maturity date amtd|n
replaced. Does not include interest on the Credgliflfy as borrowings under this line fluctuate eTéimounts of
interest incurred for borrowings under the Creditikity were $1,513,000, $956,000 and $654,0002f002,
2003 and 2004, respectively. Management anticipat@milar level of interest payments on the Cré&gitility
in 2005.

Off-Balance Sheet Arrangements

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 establishet
the purpose of facilitating offalance sheet arrangements or other contractuathpw or limited purposes. As of December 31, 2004 ar
not involved in any unconsolidated SPE transactions

Indemnification

In the ordinary course of business, DXP enters amiotractual arrangements under which DXP may atgréedemnify 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 hawveiberaterial.



Discussion of Critical Accounting Policies

The preparation of financial statements in confeymiith accounting principles generally acceptedhie 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 therteg amounts of revenues and expenses duringpueting period. The significant estime
made by us in the accompanying financial statemretdte to reserves for accounts receivable cdbléity, inventory valuations, income tax
and self-insured medical claims. Actual resultsldaliffer from those estimates.

Critical accounting policies are those that arehlbobst important to the portrayal of a companyigiicial position and results of operatit
and require management's subjective or complexnjethgs. These policies have been discussed witlAtit Committee of the Board
Directors of DXP. Below is a discussion of what Welieve are our critical accounting policies. Alsee Note 1 of the Notes to
Consolidated Financial Statements.

Revenue Recognitic

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

Allowance for Doubtful Accoun

Provisions to the allowance for doubtful accourres made monthly and adjustments are made periddi@ed circumstances warrant) ba
upon the expected collectibility of all such accsuMrite-offs could be materially different from the resepr@vided if economic conditio
change or actual results deviate from historieidis.

Inventory

Inventory consists principally of finished goodsdas priced at lower of cost or market, cost beiegermined using both the first-in, firstd
(FIFO) and the lagn, first out (LIFO) method. Reserves are proviégainst inventory for estimated obsolescence baged the aging of tt
inventory and market trends. Actual obsolescenciddoe materially different from the reserve if sBomic conditions or market trends cha
significantly.

Income Taxe

In accordance with SFAS 109, Accounting for Incofiages, we have recorded a net deferred tax as$at®imillion 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.

Self-insured Medical Claims

We accrue for the estimated outstanding balancenphid medical claims for our employees and thepethdents. The accrual is adju:
monthly based on recent claims experience. Theabctaims could deviate from recent claims expergeand be materially different from
reserve.

Management periodically revaluates these estimates as events and circurastahange. Together with the effects of the mattssusse
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 FimhStatements for discussion of recent accountingguncements.
Inflation

We do not believe the effects of inflation have angterial adverse effect on our results of opematior financial condition. We attempt
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 rakerekates primarily to our debt portfolio. Us
floating interest rate debt outstanding at Decen83gr2004, a 100 basis point increase in intera&srwould increase our annual inte
expense by $139,000.

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




Principal Amount By Expected Maturity

(in thousands, except percentages)

There- Fair
2005 2006 2007 2008 2009 after Total Value
Fixed Rate $ 127 $78 $83 $ 88 $94 $1,957 $2,427 $2,427
Long- term
Debt
Average 7.91% 6.25% 6.25% 6.25% 6.25% 6.25% 6.34%
Interest
Rate
Floating Rate
Long-term $1,293 $11,399 $ 141 $ 146 $939 - $13,918 $13,918
Debt
Average 4.94% 4.73% 4.69% 4.69% 4.69% - 4.74%
Interest
Rate (1)
Total $1,420 $11,477 $224 $234 $ $1,957 $16,345 $16,345
Maturities 1,033
(1) Assumes floating interest rates in effect at&meber 31, 2004
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of
DXP Enterprises, Inc., and Subsidiaries
Houston, Texas

We have audited the accompanying consolidated balaheets of DXP Enterprises, Inc. and Subsidiasesf December 31, 2003 and 2(
and the related consolidated statements of opemtishareholders' equity and cash flows for eacthefthree years in the period en
December 31, 2004. These consolidated financiaérstents are the responsibility of the Company'sagament. Our responsibility is
express an opinion on these consolidated finastiéments based on our audits.

We conducted our audits in accordance with audisittsndards of the Public Company Accounting OvéatsBpard (United States). The
standards require that we plan and perform thet aodibtain reasonable assurance about whethdimtigcial statements are free of mate
misstatement. The Company has determined thanittisequired to have, nor were we engaged to parfan audit of its internal control o
financial reporting. An audit includes examining, @ test basis, evidence supporting the amountslisnbbsures in the financial statements
audit also includes assessing the accounting piesiused and significant estimates made by maragems well as evaluating the ove
financial statement presentation. We believe thatoidits provide a reasonable basis for our opinio

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, 2003 and 2004, and the results of theiratjpes and their cash flows for each of
three years in the period ended December 31, 20@énformity with accounting principles generafigcepted in the United States of Amer

/s/ HEIN & ASSOCIATES LLP
February 18, 2005

Houston, Texas

DXP ENTERPRISES, INC., AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(In Thousands, Except Share and Per Share Amounts)

December 31,

2003 2004
ASSETS
Current assets:
Cash $ 636 $2,303
Trade accounts receivable, net of allowances fabtfal accounts
of $1,420 in 2003 and $1,776 in 2004 19,412 19,126

Inventories, net 19,145 16,995




Prepaid expenses and other current assets 362 327
Deferred income taxes 876 945
Total current assets 40,431 39,696
Property and equipment, net 7,395 8,261
Deferred income taxes 403 257
Other assets 146 69
Total assets $ 48,375 $ 48,283
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term debt $1,474 $1,420
Trade accounts payable 12,782 12,905
Accrued wages and benefits 2,040 2,370
Customer advances 2,922 826
Federal income taxes payable 1,040 432
Other accrued liabilities 1,366 2,343
Total current liabilities 21,624 20,296
Long-term debt, less current portion 16,675 14,925
Minority interest in consolidated subsidiary - 186
Commitments and contingencies (Note 8)
Shareholders' equity:
Series A preferred stock, 1/¥0vote per share; $1.00 par value;
liquidation preference of $100 per share ($112etednber 31, 2004); 1 1
1,000,000 shares authorized; 1,122 shares issukdustanding
Series B convertible preferred stock, 1f%ote per share; $1.00
par value; $100 stated value; liquidation prefeecoic$100 per
share ($1,500 at December 31, 2004); 1,000,00@shar

18 18

authorized; 17,700 shares issued, 15,000 sharstanding and

2,700 shares in treasury stock




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

4,257,760 shares issued, 4,070,520 and 4,030,3t8sshutstanding, 41 41
and 187,240 and 227,447 shares in treasury stesgectively

Paid-in capital 2,841 2,489
Retained earnings 10,404 13,094
Treasury stock, at cost (1,897) (2,797)
Notes receivable from David R. Little, CEO, and &arivebster, (1,332) (970)
employee

Total shareholders' equity 10,076 12,876
Total liabilities and shareholders' equity $ 48,375 $ 48,283

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,
2002 2003 2004

Sales $ 148,106 $ 150,683 $ 160,585
Cost of sales 110,122 112,134| 121,154
Gross profit 37,984 38,549" 39,431
Selling, general and administrative expense 33,867 34,240 34,222
Operating income 4,117 4,309 5,209
Other income 146 65 60
Interest expense (1,630) 1,177) (924)
Minority interest in loss of consolidated subsigliar - - 39
Income before provision for taxes 2,633 3,197 4,384
Provision for income taxes 1,014 1,128 1,604
Income before cumulative effect of a change

in accounting principle 1,619 2,069 2,780




Cumulative effect of a change in accounting (1,729) - -

principle, net of $740 tax benefit

Net (loss) income (110) 2,069 2,780
Preferred stock dividend (90) (90) (90)
Net (loss) income attributable to common $ (200) $1,979 $ 2,690

shareholders

Per share and share amounts before cumulative

effect of a change in accounting principle

Basic earnings per common share $0.38 $0.49 $0.67
Common shares outstanding 4,072 4,072 4,027
Diluted earnings per share $0.36 $0.42 $0.50
Common and common equivalent shares 4,555 4,920 5,509

outstanding

Cumulative effect of a change in accounting $(0.42) $- $ -

principle per share - basic and diluted

Basic (loss) income per share $(0.05) $0.49 $0.67
Common shares outstanding 4,072 4,072 4,027
Diluted (loss) income per share $(0.05) $0.42 $0.50
Common and common equivalent shares 4,072 4,920 5,509

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)

Series A

Preferred

Stock

Series B

Preferred

Stock

Common

Stock

Paid-
In

Capital

Retained

Earnings

Treasury

Stock

Notes

Receivable

From

Share-

holders

Total

BALANCES
AT

DECEMBER
31, 2001

$2

$18

$41

$2,877

$8,625

$(1,894)

$(1,346)

$8,323

Dividends paid

(90)

(90)

Acquisition of
1,824

shares of Serieg
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 Serieg
A

Preferred Stock

)

1)

Collections on
notes

receivable

14

14

Purchase of 515




shares of
common

stock

- - - - - (3) -

@)

Net income

- - - - 2,069 - -

2,069

BALANCES
AT

DECEMBER
31, 2003

1 18 41 2,841 10,404 (1,897) (1,332)

10,076

Collections on
notes

receivable

27

Dividends paid

- - - - (90) - -

(90)

Purchase of
359,588

shares of
common

stock

- - - - - (341) 335

(6)

Exercise of
stock

options for
41,000

shares of
common

stock

- - (352) - 441 -

89

Net income

- - - - 2,780 - -

2,780

BALANCES
AT

DECEMBER
31, 2004

$1 $18 $41 $2,489 $13,094 $(1,797) $(970)

$12,876

The accompanying notes are an integral part oktbeasolidated financial statements.

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

(In Thousands)




Years Ended December 31

2002 2003 2004
CASH FLOWS FROM OPERATING ACTIVITIES:
Net (loss) income $ (110) $2,069 $2,780
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 1,160 1,058 992
Deferred income taxes 796 128 77
Loss (gain) on sale of property and equipment 4 2) 4)
Minority interest in loss of consolidated subsigliar - - (39)
Changes in operating assets and liabilities:
Accounts receivable 1,197 (1,852) 286
Inventories 585 1,247 2,150
Prepaid expenses, other liabilities and other (37) 175 112
current assets
Accounts payable and accrued expenses (2,827) 4,100 (1,227)
Net cash provided by operating activities 2,497 6,923 5,127
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment (379) (419) (1,866)
Proceeds from the sale of assets - 2 6
Net cash used in investing activities (379) 417) (1,860)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from debt 151,861 147,581 155,421
Principal payments on revolving line of credit, (154,942) (154,542) (157,225)
long-term debt and notes payable
Acquisition of common and preferred stock (36) 4) -
Dividends paid in cash (90) (90) (90)




Proceeds from exercise of stock options - - 42

Proceeds from minority interest owners of consaéida - - 225
subsidiary

Collections on notes receivable from shareholders - 14 27
Net cash used in financing activities (3,207) (7,041) (1,600)
(DECREASE) INCREASE IN CASH (1,089) (535) 1,667
CASH AT BEGINNING OF YEAR 2,260 1,171 636
CASH AT END OF YEAR $1,171 $ 636 $ 2,303

SUPPLEMENTAL DISCLOSURES:

Cash paid for --

Interest $1,635 $1,209 $ 860
Income taxes $ 152 $60 $2,126
Cash income tax refunds $ 109 $25 $16

Noncash activities:

Changes in inventories and principal payments dnt eeclude the $1.9 million noncash reduction ekimtory cost and

debt associated with a litigation settlement reedrih 2002.

Financing activities exclude the exchange on M&th2004 of two notes receivable from Mr. Littlehi€f Executive Officer,
with a face value of $338,591 for 80,619 share®XP common stock.

Investing activities and financing activities exa#u$1,530,000 paid by a financial institution dilgto the seller in
connection

with the purchase of an airplane on August 27, 2004

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 or@mnpany), a Texas corporation, was incorporatedutyr 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 whoWlyned subsidiaries. All significe
intercompany accounts and transactions have beaimated in consolidation.

Receivables and Credit Risk

Trade receivables consist primarily of uncollatered customer obligations due under normal tradegewhich usually require payment wit
30 days of the invoice date. However, these payiteents are extended in select cases and many cait@o not pay within stated trade tel
Payments on trade receivables are applied as teditsy customer, or to the earliest unpaid invaices

The Company has trade receivables from a divegsifisstomer base in the rocky mountain, southeaatairsouthwestern regions of the Un
States. The Company believes no significant comaganh of credit risk exists. The Company evaludtes creditworthiness of its custom
financial positions and monitors accounts on a lagoasis, but generally does not require coll&téteovisions to the allowance for doub
accounts are made monthly and adjustments are pexidically (as circumstances warrant) based upanagement's best estimate of
collectibility of all such accounts. No customepmesents more than 10% of consolidated sales.

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 againatritories 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 consideréa sufficient to amortize the costs of as
over their expected useful lives. Depreciation mfgerty and equipment is computed using the sttdigh method. Maintenance and repair
depreciable assets are charged against earningzc@sed. Additions and improvements are capitalizé/hen properties are retired
otherwise disposed of, the cost and accumulatededigpion are removed from the accounts and gairlesses are credited or charge
earnings.

The principal estimated useful lives used in deteimy depreciation are as follows:
Buildings 20 - 39 years

Building improvements 10 - 20 years

Furniture, fixtures and equipment 3 - 10 years

Leasehold improvements over the shorter of thenaséid useful life or

the term of the related lease

Federal Income Taxes

The Company utilizes the asset and liability metbbdccounting for income taxes. Under this methaeferred taxes are determined base
differences between financial reporting and taxebaxf assets and liabilities and are measured tisengnacted 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 gham-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 offigial instruments at December 31, 2003 and 28 follows (in thousands):

2003 2004

Carrying “ “ Fair Carrying H H Fair



Value Value Value Value
Cash $ 636 $ 636 $ 2,303 $ 2,303
Notes receivables from David R. Little,
CEO, and James Webster, employee 1,332 909 970 705
Long-term debt, including current portion 18,149 18,149 16,345 16,345

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, 2004.

Pro forma information regarding net income and ie&s per share is required by SFAS No. 148 andbeas 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 2002,
and 2004: riskree interest rates of 3.9% for 2002, 4.0% for 2668 4.5% for 2004; expected lives of five to temang, assumed volatility
82% for 2002, 80% for 2003, and 78% for 2004; anexpected dividends.

For purposes of pro forma disclosures, the estidhtetie 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 t 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.

Years Ended December 31,

2002 2003 2004

(in Thousands, except per share amounts
Pro forma impact of fair value method (FAS 148)
Reported net income (loss) attributable to comni@reholders $ (200) $1,979 $2,690
Less: fair value impact of employee stock compeosat (165) (70) (100)
Pro forma net income (loss) attributable to comrsleareholders $ (365) $1,909 $2,590
Earnings (loss) per common share
Basic - as reported $ (0.05) $0.49 $0.67
Diluted - as reported $ (0.05) $0.42 $0.50
Basic - pro forma $ (0.09) $0.47 $0.64
Diluted - pro forma $ (0.09) $0.41 $0.49




Revenue Recognitior

Revenues recognized include product sales anddsllfor freight and handling charges. The Compaepgnizes product sales and billings
freight and handling charges when an agreemem isldce, price is fixed, title for product passesthie customer or services have t
provided, and collectibility is reasonably assur@dipping and handling costs are included in cbsates.

The Company reserves for potential customer reto@ased upon the historical level of returns.
Use of Estimates

The preparation of financial statements in conftymiith 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 \dnges and expenses during the reporting period. sigmificant estimates made by
Company in the accompanying financial statemerittado the reserves for accounts receivable dibiéty, inventory valuations, incon
taxes and self-insured medical claims. Actual tssuduld differ from those estimates.

The Company purchases insurance for catastroplpicsexes and those risks required to be insuredwy The Company retains a portior
the risk for medical claims, general liability apdoperty losses. The various deductibles per osuramce policies generally do not exc
$200,000 per occurrence. There are also certaks fizr which the Company does not maintain insuearithe Company accrues for
estimated outstanding balance of unpaid medicahsléor our employees and their dependents based rgezent claims experience.

Comprehensive Income

Comprehensive income is equal to net income.

2. NEW ACCOUNTING PRONOUNCEMENTS:

On December 16, 2004, the FASB issued SFAS No.(E&sed 2004), "SharBased Payment" ("SFAS No. 123(R)"). SFAS No. 123(H)
require companies to measure all employee shaded compensation awards using a fair value medéimoldrecord such expense in
consolidated financial statements. In addition, adeption of SFAS No. 123(R) requires additionatcamting and disclosure related to
income tax and cash flow effects resulting fromrelmsed payment arrangements. SFAS No. 123(R) istiefebeginning as of the fil
interim or annual reporting period beginning aftane 15, 2005. The Company is in the process efm@ting the impact of the requireme
of SFAS No. 123(R).

In November 2004, the FASB issued SFAS No. 151véimory Costs" ("SFAS 151"). This Statement amethésguidance in ARB No. 4
Chapter 4, "Inventory Pricing," to clarify the aceing for abnormal amounts of idle facility expengreight, handling costs, and waz
material (spoilage). SFAS 151 requires that thasms be recognized as currguatriod charges. In addition, this Statement requitea
allocation of fixed production overheads to thetsad conversion be based on the normal capacitigeoproduction facilities. The provisions
SFAS 151 are effective for inventory costs incurirefiscal years beginning after June 15, 2005. Wkeve that the adoption of this stanc
will have no material impact on the Company's fitiahposition and results of operations.

In December 2004, SFAS No. 153, "Exchanges of Nomatasy Assets an amendment of APB Opinion No. 29" is effective fiscal year
beginning after June 15, 2005. This Statement addsethe measurement of exchange of nonmonetasts asal eliminates the exception fi
fair value measurement for nonmonetary exchangesinufar productive assets in paragraph 21(b) oBABpinion No. 29, "Accounting fi
Nonmonetary Transactions" and replaces it with>aeption for exchanges that do not have commescibstance. The adoption of SFAS
is expected to have no impact on the Company'sotidased financial statements.

SFAS No. 150, Accounting for Certain Financial tngtents with Characteristics of Both LiabilitiesdaBquity, was issued in May 2003
requires issuers to classify as liabilities (oreésainder certain circumstances) three classegedthnding financial instruments entered in
modified after May 31, 2003 and is otherwise effertat the beginning of the first interim periodgbeing after December 15, 2003. °
adoption of SFAS No. 150 did not have a materifdafon the Company's financial statements.

In June 2001, SFAS No. 142, "Goodwill and Otheafhgfible Assets" was issued. SFAS No. 142 changesehtment of goodwill by no lonc
amortizing goodwill, and instead requiring, at teasnually, an assessment for impairment by apglgifiairvalue based test. However, of
identifiable intangible assets are to be separatgggnized and amortized. The statement is efiedtir fiscal years beginning after Decen
15, 2001. All of the Company's goodwill pertainecone 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 theliagjon of the remaining provisions of SFAS 14Be tCompany recorded a transitic
impairment loss of $2.5 million before income tax®s.7 million after income taxes). This wrioék was reported as a cumulative effect
change in accounting principle in the Company'ssotidated statement of operations as of JanuaP@d2. This adoption of the statement
resulted in the elimination of approximately $79@3 annual goodwill amortization subsequent todmeber 31, 2001



3. INVENTORIES:

The Company uses the LIFO method of inventory wanafor approximately 90 percent of its inventgrieRemaining inventories ¢
accounted for using the FIFO method. The reconiilieof FIFO inventory to LIFO basis is as follows:

December 31,

2003 2004

(in Thousands)

Finished goods $22,324 $20,441
Work in process 256 253
Inventories at FIFO 22,580 20,694
Less - LIFO allowance (3,435) (3,699)
Inventories $19,145 $16,995

During 2002, 2003, and 2004 the Company experieh&e@ inventory liquidations. The effect of thesguidations was to increase gross p
by approximately $23,000 in 2002, $39,000 in 2G08] $46,000 in 2004.

4. PROPERTY AND EQUIPMENT:

Property and equipment consisted of the following:

December 31,

2003 2004

(in Thousands)

Land $1,549 $1,549
Buildings and leasehold improvements 6,184 6,062
Furniture, fixtures and equipment 4,564 5,575

12,297 13,186
Less - Accumulated depreciation alnd (4,902) (4,925)

amortization

$7,395 $8,261

5. LONG-TERM DEBT:



Long-term debt consisted of the following:

December 31,

2003 2004

(in Thousands)

Long-term debt:

Credit facility:

Working capital lines of credit $ 12,000 $
10,237
Term loan component 3,356 2,192

Notes payable to finance companies, 4.05% to 10, té¥ateralized
by warehouse equipment, furniture and fixtures apég/ in 284 54

monthly installments through September 2005

Note payable to a bank, floating rate at ninety ddBOR plus 2.25%,
collateralized by an airplane, payable in monthitallments through - 1,490

August 2009

Mortgage loans payable to insurance companies%6t23.93%,
collateralized by real estate, payable in month§tallments 2,509 2,372

through January 2013

18,149 16,345

Less: Current portion (1,474) (1,420)

$16,675 $14,925

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

The Credit Facility provides for borrowings up to @ygregate of the lesser of (i) a percentageeotditiateral 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%. Tnargin 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
2004 the prime margin and LIBOR margin were 0.00% 2.25%, respectively, for the revolving portidrtioe Credit Facility and 0.25% a
2.50%, respectively, for the term portion of thedt Facility. The prime rate averaged, 4.67%, %12and 4.34% during 2002, 2003, and 2
respectively, and at December 31, 2004, was 5.28%ecember 31, 2004, $12 million was borrowed &iBOR base rate of 2.44% plu
weighted average margin of 2.29%. The Credit Rgcii secured by receivables, inventories, reatesand machinery and equipment.
Credit Facility contains customary affirmative amegative covenants as well as financial covendmatisaére measured monthly and require
Company to maintain a certain cash flow and otlireanicial ratios. At December 31, 2004, the Compag in compliance with the
covenants. In addition to the $2.3 million of caghDecember 31, 2004, the Company had $10.0 millizailable for borrowings under 1
Credit Facility at December 31, 2004. Although @@mpany expects to be able to comply with the cam&s) including the financial covenal
of the Credit Facility, there can be no assurahe in the future it will be able to do so or tlitatlender will be willing to waive such non-
compliance or amend such covenants.

The maturities of lor-term debt for the next five years and thereafteraarfollows (in thousands



2005 $1,420
2006 11,477
2007 224
2008 234
2009 1,033
Thereafter 1,957

$16,345

6. INCOME TAXES:

The provision for income taxes consists of theofelhg:

Years Ended December 31,
2002 2003 2004
(in Thousands)
Current -
Federal $168 $ 980 $
1,505
State 50 20 22
218 1,000 1,527
Deferred 796 128 77
$1,014 $1,128 $
1,604

The difference between income taxes computed detleral statutory income tax rate of 34% and tteeipion for income taxes is as follows:

Years Ended December 31,

2002 2003 2004

(in Thousands)

Income taxes computed at federal statutory rate $ 895 $ 1,087 $
1,491
State income taxes, net of federal benefit 33 13 15

Other 86 28 98




$1,014

H $1,128

1,604

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

December 31,

2003

2004

(in Thousands)

Net current assets $ 876 $ 945
Net noncurrent assets 403 257
Net assets $1,279 $1,202

Deferred tax liabilities and assets were comprisfatie following:

December 31,
2003 2004

(in Thousands)
Deferred tax assets
Goodwill $801 $715
Allowance for doubtful accounts 483 604
Inventories 221 211
State net operating loss carryforwards 219 78
Accruals 272 230
Total deferred tax assets 1,996 1,838
Less valuation allowance (219) (78)
Total deferred tax assets, net of valuation allaean 1,777 1,760
Deferred tax liability
Property and equipment (398) (458)
Other (100) (100)
Net deferred tax asset $1,279 $ 1,202

7. SHAREHOLDERS' EQUITY:

The Company believes
is more likely than not th
the net deferred incor
tax asset as of Decem
31, 2004 in the amount
$1.2 million will be
realized based primar
on the assumption

future taxable income. T
Company has certain st
tax net operating lo
carryforwards aggregati
approximately $1.
million, which expire il
years 2005 through 20:
A valuation allowance h
been recorded to offset 1
deferred tax asset rela
to these state tax 1

operating los
carryforwards. Th
valuation allowanc

represents grovision fo
the uncertainty as to t
realization of thes
carryforwards. Th
valuation allowanc
decreased by $54,0(
$143,000 and $141,000
the years ended Decem
31, 2002, 2003 and 20(
respectively.



Series A and B Preferred Stocl

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 monthliddnd 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 900,000, 330,000 and 200,00@sitd the Company's common st
respectively. In accordance with these stock opptans that were approved by the Company's shaterml 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 2002, 20!
and 2004 with respect to the stock options follows:

Weighted Weighted
Options Price Average Average
Shares Per Share Exercise Price Fair Value
Outstanding at December 31, 2001f 1,912,342 $0.65-$12.00 $2.26
Granted at market price 223,500 $0.92-%1.20 $0.98 $0.81
Cancelled or expired (4,175) $12.00 - $12.00 $12.00
Outstanding at December 31, 2002 2,131,667 $0.65-$12.00 $2.10
Granted at market price 30,000 $1.40-%$1.40 $1.40 $1.17
Cancelled or expired (64,350) $7.50-%$12.00 $11.08
Outstanding at December 31, 2003|| 2,097,317 $0.65-%$12.00 $1.82
Granted at market price 30,000 $4.53-$4.53 $4.53 $3.74
Exercised (41,000) $1.00-$1.20 $1.03
Cancelled or expired (362,950) $1.64-%$12.00 $1.75
Exercisable at December 31, 2004 1,723,367 $0.65-%$12.00 $1.90
Outstanding at December 31, 2004 1,661,667 $0.65-$12.00 $1.92
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 1,627,357 3.0 $1.50 1,565,657 $1.51
$3.01 to $6.00 42,000 8.1 4.50 42,000 4.50
$9.01 to 54,010 1.0 12.00 54,010 12.00
$12.00
1,723,367 3.1 1.90 1,661,667 1.92

The outstanding options at December 31, 2004, exygtween March 2005 and July 2014. The weightedage remaining contractual life v
4.4 years, 3.6 years, and 3.1 years at Decemb&082, 2003 and 2004, respectively.

Certain Equity Related Transactions

In January 2004, the Company paid a former offifehe Company $100,000 to terminate a stock opigreement between the Company
the former officer. The terminated stock optionesgment provided for the former officer to purchas8,000 shares of the Company's com
stock at $1.64 per share.

On March 31, 2004, DXP exchanged two of the noteeivable from Mr. Little, Chief Executive Officewith a face value of $338,5¢
including accrued interest, for 80,619 shares oPZXommon stock held by three trusts for the beakMr. Little's children. The shares wi
valued at the $4.20 per share closing market pnicklarch 31, 2004.

In 2002, 2003, and 2004 DXP purchased 325, 515588dshares of common stock from James Webster,ogem| for approximately $4(
$2,100 and $2,800, respectively. The shares puedhasre valued at the closing market price on #te df each purchase. The purchase
of each purchase was applied to reduce the notévedte from Mr. Webster.

Earnings Per Share

Basic earnings per share is computed based on tedigiverage shares outstanding and excludes dila&gurities. 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 ofeangh in accounting principle for the years endedebwer 31, 2002, 2003, and 2004.

2002 2003 2004
Basic:
Basic weighted average shares outstanding 4,071,685 4,071,685 4,026,846
Income before cumulative effect of a $1,619,000] $2,069,000 $2,780,000
change in accounting principle
Convertible preferred stock dividend 90,000 90,000 90,000
Net income attributable to common
shareholders before cumulative effect of a $1,529,000] $1,979,000 $2,690,000
change in accounting principle

N |




Per share amount $0.38 $0.49 $0.67
Diluted

Basic weighted average shares outstanding 4,071,685 4,071,685 4,026,846
Net effect of dilutive stock options - based on 63,000 428,418 1,062,649
the treasury stock method

Assumed conversion of convertible 420,000 420,000 420,000
preferred stock

Total 4,554,685 4,920,103 5,509,495
Income attributable to common

shareholders before cumulative effect of a $1,529,000] $1,979,000 $2,690,000
change in accounting principle

Convertible preferred stock dividend 90,000 90,000 90,000
Income for diluted earnings per share

before cumulative effect of a change in $1,619,000 $2,069,000 $2,780,000
accounting principle

Per share amount $0.36 $0.42 $0.50

8. COMMITMENTS AND CONTINGENCIES:

The Company leases equipment, automobiles ancedHiglities under various operating leases. Theréuminimum rental commitments as

December 31, 2004, for non-cancelable leases dmlass (in thousands):

2005 $ 1,405
2006 1,089
2007 818
2008 526
2009 377
Thereafter 105

$ 4,320

Rental expense for operating leases was $1,438%10644,000 and $1,667,000 for the years ended rbleee 31, 2002, 2003, and 2(

respectively




In 2004, DXP and DXP's vendor of fiberglass reinéat pipe were sued in Louisiana by a major eneapany regarding the failure
Bondstrand PSX JFC pipe, a recently introduced typdiberglass reinforced pipe which had been iltestaon four energy producti
platforms. Plaintiff alleges negligence, breachcohtract, warranty and that damages exceed $20omilDXP management believes
failures were caused by the failure of the pipe matlby work performed by DXP. DXP intends to vigosly defend these claims. DX
insurance carrier has agreed, under a reservatioghts to deny coverage, to provide a defensenagthese claims.

In 2003, the Company was notified that it had b&eed in various state courts in Texas. The suggealpersonal injury resulting from produ
containing asbestos allegedly sold by the Compahsg. suits do not state what products the Compaegedly sold or when the Comps
allegedly sold the products. Discovery is in theyvearly stages on these suits. Two of the Compangurance carriers, under a reservatic
rights to deny coverage, are paying legal feesiferCompany's defense against the claims. Oneesttbarriers, while paying the Compa
asbestos defense costs, has filed a suit askingadiims for a judgment as to whether or not theieais liable for the asbestos claims.
Company intends to vigorously defend the Compaaigisn for coverage. If any product sold by the Campis identified through discovery
a product that plaintiffs claim exposure to, ittie Company's intent to seek indemnity from thegiodal manufacturer of the product. ~
Company intends to vigorously defend these clairhe. Company does not believe any amount in a judgresettiement will have a mate
adverse impact on the Company's results of operatimd cash flows for a particular period or on d¢basolidated financial position of
Company.

On May 13, 2002, the Company finalized the settlenoé a dispute regarding an adjustment of the ase price paid to the seller of a M
business acquired by the Company in 1997. Undetetings of the settlement agreement, the Compardy$3d10,000 to the seller, the Comp
retained ownership of the inventory acquired in7L8maining on hand, and the $2.0 million subor@idarote payable by the Company ta
seller was cancelled. The balance of the suborlihabte, less the $0.1million settlement paymeat vecorded as a reduction of the co
inventory acquired in 1997 remaining on hand atd¥ie&81, 2002.

9. EMPLOYEE BENEFIT PLANS:

The Company offers a 401(k) plan which is eligitdesubstantially all employees. The Company hastedeto match employee contribution
a rate of 50 percent up to 4 percent of salaryrddfeThe Company contributed $338,000, $297,00@, $298,000 to the 401(k) plan in
years ended December 31, 2002, 2003, and 2004atbsgly.

10. RELATED-PARTY TRANSACTIONS:

The Chief Executive Officer (the "CEO") of the Coamy has personally guaranteed up to $500,000 aflthgations of the Company under
Credit Facility.

Prior to 2002, the Board of Directors of the Compéiad approved the Company making advances and lmathe CEO. During 2001 t
advances and loans to the CEO were consolidatedlirge notes receivable, each bearing interesBa@tpercent per annum and due Dece
30, 2010. Accrued interest is due annually. On Mat, 2004, DXP exchanged two of the notes rec&vlibm the CEO, with a value
$338,591 including accrued interest, for 80,619 ehaf DXP's common stock held by three trustgtierbenefit of Mr. Little's children. T
shares were valued at $4.20 per share, the closarget price of the common stock on March 31, 200#% total balance of the notes
$1,239,000 and $880,000 at December 31, 2003 afd, 2@spectively. The remaining note is partiacuwed by 224,100 shares of
Company's common stock and options to purchase0800shares of the Company's common stock. The meateivable is reflected as
reduction of shareholders' equity. The note hadaeh modified or amended since 2001.

11. SEGMENT DATA:

The MRO segment is engaged in providing maintenaregmir and operating products, equipment andyiated services, includi
engineering expertise and logistics capabilitiesintiustrial customers. The Company provides a wigge 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 rarigeeatrical products, such as wire conduit, wirdeyices, electrical fittings and box
signaling devices, heaters, tools, switch geahtilig, lamps, tape, lugs, wire nuts, batteriess fand fuses, to electrical contractors.
Company began offering electrical products to elet contractors following its acquisition of thasets of an electrical supply busii
in 1998. All business segments operate in the dritates.

The high degree of integration of the Company'srajmns necessitates the use of a substantial numobeallocations ar
apportionments in the determination of businessnggn information. Sales are shown net of intersegraminations.

Financial information relating the Company's segmménas follows:

Electrical

MRO Contractor Total




(in Thousands)

2002

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

Sales $ 148,206 $2,477 $ 150,683
Operating income 4,210 99 4,309
Identifiable assets 46,370 2,005 48,375
Capital expenditures 406 13 419
Depreciation and amortization 1,029 29 1,058
Interest expense 1,010 167 1,177
2004

Sales $ 158,191 $2,394 $ 160,585
Operating income 4,941 268 5,209
Identifiable assets 46,183 2,100 48,283
Capital expenditures 1,859 7 1,866
Depreciation and amortization 961 31 992
Interest expense 774 150 924

12. QUARTERLY FINANCIAL INFORMATION (Unaudited)

Summarized quarterly financial information for tyears ended December 31, 2002, 2003 and 2004oHi@ss:




First Second Third Fourth
Quarter Quarter Quarter Quarter
(in millions, except per share amounts)
2002
Sales $37.6 $37.2 $38.4 $34.9
Gross profit 9.6 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) 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) 0.09 0.09 0.10
2003
Sales $375 $37.7 $40.4 $35.1
Gross profit 9.5 9.5 10.3 9.2
Net income 0.5 0.4 0.7 0.5
Earnings per share - diluted 0.10 0.10 0.13 0.09
2004
Sales $37.9 $42.1 $42.9 $37.7
Gross profit 9.6 10.1 9.9 9.8
Net income 0.7 0.7 0.7 0.6
Earnings per share - diluted 0.12 0.13 0.13 0.12

The sum of the individual quarterly earnings pearshamounts may not agree with yead&te 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 indegendwuditors 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 indkpenauditors and that as of June 6, 2002 Hein &oAisites LLP were engagec
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 procedureclhif 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 eventstials term is used in Item 304 (a) (1) (v) of RegolaS-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 &dadates LLP with respect to -
application of accounting principles to a specifiexzhsaction, either completed or proposed, ottype 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®dficer, David R. Little (principal executive offic), and our Senior Vice President and C
Financial Officer, Mac McConnell (principal finardiofficer). Messrs. Little and McConnell have cluted that our disclosure controls .
procedures are effective, as of the end of theodetbvered by this Annual Report on Form K,0to help ensure that information we
required to disclose in reports that we file wiile SEC is accumulated and communicated to managemeémecorded, 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, 2004) that have materially affected, or arsoeably likely to materially affect, our internandrol over financial reporting.

ITEM 9B. Other Information
None

PART III
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 2005 Ann
Meeting of Shareholders that we will file with tis&C within 120 days of the end of the fiscal yeawhich 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 atanagement

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 incorpa@by reference from the information in our Proxst&ment.
ITEM 14. Principal Auditor Fees and Services.

The information required by this item is incorpedby reference from the information in our Proxgt&ment



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

1. Financial Statements (included under Item 8):

DXP Enterprises, Inc. and Subsidiaries: Page

Report of Independent Registered Public Accourfimm 17

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

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

All other schedules have been omitted since theired information is not significant or is includedthe Consolidated
Financial Statements or notes thereto or is nolicgpe.

3. Exhibits:
The following exhibits are filed herewith or areamporated by reference to exhibits previouslydfieith the SEC.
Exhibit

No. Description

3.1 Restated Avrticles of Incorporation, as amern(dexbrporated by reference to Exhibit 4.1 to Regists Registration
Statement on Form S-8 (Reg. No. 333-61953), filgtl the Commission on August 20, 1998).

3.2 Bylaws (incorporated by reference Exhibit &12hte 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 StockigdpPlan (incorporated by reference to Exhibit 1thlthe Registran
Quarterly Report on Form -Q for the quarterly period ended June 30, 19



+10.2 DXP Enterprises, Inc. 1999 N&mployee Director Stock Option Plan (incorporatgdréference to Exhibit 10.2 to 1
Registrant's Quarterly Report on Form 10-Q forgharterly period ended June 30, 1999).

+10.3 DXP Enterprises, Inc. Long Term IncentivenPlas amended (incorporated by reference to ExhiBito 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 Agreensrtceffective as of March 31, 1996, between SERQOstries, 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 enatigregate principal amount of $915,974.00, mad®dvid R. Little
payable to DXP Enterprises, Inc. (incorporated éfgnence to Exhibit 10.5 to the Registrant's AnrReport on Form 16 for
the fiscal year ended December 31, 2003).

+10.6 Amendment No. One to DXP Enterprises, Incndmployee Director Stock Option Plan (incorporatgdréference t
Exhibit 10.8 to the Registrant's Annual Report @nrfr 10-K for the fiscal year ended December 313200

10.7 Amended and Restated Consolidated Loan angi§eagreement and Modification Agreement dateféetive as of June
25, 2003, by and between Fleet Capital CorporatimthDXP Enterprises, Inc. (incorporated by refeeeiocExhibit 10.9 to the
Registrant's Annual Report on Form 10-K for thedlsyear ended December 31, 2003).

+10.8 Employment Agreement dated effective as ofudey 1, 2004, between DXP Enterprises, Inc. andiD®. Little
(incorporated by reference to Exhibit 10.10 to Registrant's Annual Report on Form K(or the fiscal year ended Decem
31, 2003).

+10.9 Employment Agreement dated effective as ofedd, 2004, between DXP Enterprises, Inc. and MaxCdmnel
(incorporated by reference to Exhibit 10.1 to thegRtrant's Quarterly Report on Form QOfor the quarterly period enc
March 31, 2004.).

*+10.10 Amendment No. One to DXP Enterprises, 899 Employee Stock Option Plan.
*+10.11 Summary Description of Director Compengatio

*+10.12 Summary Description of Executive OfficerdidBonus Plan.

*+10.13 Amendment No. Two to DXP Enterprises, INon-Employee Director Stock Option Plan.
*21.1 Subsidiaries of the Company

*23.1 Consent from Hein & Associates LLP, Indepertdeegistered Public Accounting Firm.

*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. 1386,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 compensaltéongp arrangement.

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

INDEPENDENT REGISTERED ACCOUNTING FIRM'S REPORT GNNANCIAL STATEMENT SCHEDULE



To the Board of Directors and Shareholders

DXP Enterprises, Inc. and Subsidiaries

Houston, Texas

We have audited, in accordance with auditing stedslaf the Public Company Accounting Oversight BogWnited States), the consolide
financial statements of DXP Enterprises, Inc. antds&liaries included in this Form X0and have issued our report thereon dated Febi&
2005. Our audits were made for the purpose of flegnain opinion on the basic financial statementertads a whole. The financial staten
schedule listed in Item 15 herein (Schedul¥dluation and Qualifying Accounts) is the respoiigibof the Company's management an
presented for the purpose of complying with theuBiies and Exchange Commission's rules and ipadtof the basic financial stateme
The financial statement schedule has been subjéotibd auditing procedures applied in the audithe basic financial statements and, in
opinion, is fairly stated in all material respewfith the financial data required to be set fortlr#in in relation to the basic financial statem

taken as a whole.

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

February 18, 2005

DXP ENTERPRISES, INC.
December 31, 2004

(in thousands)

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS

Balance at Charged to Charged to Balance
Description Beginning Cost and Other Deductions At End
of Year Expenses Accounts of Year
Year ended December 31, 2004
Deducted from assets accounts $1,420 $ 492 $- $136W $1,776
Allowance for doubtful accounts
Valuation allowance for deferred $219 $- $- $141@ $78
tax assets
Year ended December 31, 2003
Deducted from assets accounts $1,235 $142 $- $ (43)® $1,420
Allowance for doubtful accounts
Valuation allowance for deferred $ 362 $- $- $ (143)®@ $219
tax assets
Year ended December 31, 2002
Deducted from assets accounts $1,784 $ 276 $- $ 825(1) $1,235




Allowance for doubtful accounts

Valuation allowance for deferred $416 $- $- $(54)@ $ 362

tax assets

(1) Uncollectible accounts written off, net of reedies

(2) Reduction results from expiration or use ofestzet operating loss carryforwards.

SIGNATURES

Pursuant to the requirements of Section 13 or 16{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 Officer
Dated: March 30, 2005

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 30, 2005

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

/s/ MAC McCONNELL Senior Vice-President/Finance March 30, 2005

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

/s/ CLETUS DAVISDirector March 30, 2005

Cletus Davis

/s/ TIMOTHY P. HALTERDirector March 30, 2005

Timothy P. Halter

/s/ KENNETH H. MILLER Director March 30, 2005

Kenneth H. Miller



Exhibit

EXHIBIT INDEX

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 (incorporabgdeference 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 Compaiestated Articles of Incorporation, as amendefinidg the rights of securi
holders.

4.3 See Exhibit 3.2 for provisions of the CompaBytaws defining the rights of security holders.

+10.1 DXP Enterprises, Inc. 1999 Employee StockiddpPlan (incorporated by reference to Exhibit 1thithe Registran
Quarterly Report on Form 10-Q for the quarterlyipetiended June 30, 1999).

+10.2 DXP Enterprises, Inc. 1999 N&mployee Director Stock Option Plan (incorporatgdréference to Exhibit 10.2 to 1
Registrant's Quarterly Report on Form 10-Q forgharterly period ended June 30, 1999).

+10.3 DXP Enterprises, Inc. Long Term IncentivenRkas amended (incorporated by reference to ExhiBito 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 Agreenaetceffective as of March 31, 1996, between SER®@Qstries, 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 énatfgregate principal amount of $915,974.00, mad®dwid R. Little
payable to DXP Enterprises, Inc. (incorporated dfgnrence to Exhibit 10.5 to the Registrant's AnriRport on Form 16 for
the fiscal year ended December 31, 2003).

+10.6 Amendment No. One to DXP Enterprises, IncndEmployee Director Stock Option Plan (incorporatgdréference t
Exhibit 10.8 to the Registrant's Annual Report @nrfr 10-K for the fiscal year ended December 31,3200

10.7 Amended and Restated Consolidated Loan anati§edgreement and Modification Agreement dateféetive as of Jur
25, 2003, by and between Fleet Capital Corporadinth DXP Enterprises, Inc. (incorporated by refegetacExhibit 10.9 to tt
Registrant's Annual Report on Form 10-K for thedisyear ended December 31, 2003).

+10.8 Employment Agreement dated effective as ofudey 1, 2004, between DXP Enterprises, Inc. andidD®&. Little
(incorporated by reference to Exhibit 10.10 to Registrant's Annual Report on Form K(for the fiscal year ended Decem
31, 2003).

+10.9 Employment Agreement dated effective as afedd, 2004, between DXP Enterprises, Inc. and MaxCdhnel
(incorporated by reference to Exhibit 10.1 to thegRtrant's Quarterly Report on Form-Q for the quarterly period enc



March 31, 2004.).
*+10.10 Amendment No. One to DXP Enterprises, 899 Employee Stock Option Plan.
*+10.11 Summary Description of Director Compensatio
*+10.12 Summary Description of Executive OfficersBaBonus Plan.
*+10.13 Amendment No. Two to DXP Enterprises, INon-Employee Director Stock Option Plan.
*21.1 Subsidiaries of the Company

*23.1 Consent from Hein & Associates LLP, Indepeartdeegistered Public Accounting Firm.

*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 purant to Rule 13a-14(a) and rule 1b4da) 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 indéezht

+ Indicates a management contract or compensatiengp arrangement.

Exhibit 10.1(
AMENDMENT NUMBER ONE
TO
DXP ENTERPRISES, INC.
1999 EMPLOYEE STOCK OPTION PLAN

By this Agreement, DXP Enterprises, Inc., 1999 Eoyipke Stock Option Plan (herein referred to as Bian") is amended as follows, effective
June 1, 2004.

Section 4.2 is deleted in its entirety and is repthby the following:

4.2 Dedicated Shares; Maximum Options. The totatlmer of shares of Stock with respect to which Qtimay be granted under the Plan is
900,000. The shares of Stock may be treasury sbamasthorized but unissued shares. The total nuwfighares of Stock with respect to
which Incentive Options may be granted under tlae B§ 900,000 shares. The maximum number of sisalgsct to Options which may be
issued to any person under the Plan during anydateyear is 125,000 shares. If an Optionee's @fgicancelled, the canceled Option
continues to be counted against the maximum nuwitsitares of Stock for which Options may be gramtetthe Optionee under the Plan. The
number of shares stated in this Section 4.2 sleadiubbject to adjustment in accordance with theipras of Section 4.5. If any outstanding
Option expires or terminates for any reason or@pgion is surrendered, the shares of stock allectbthe unexercised portion of that Option
may again be subject to an Option under the Plan.

DXP Enterprises, Inc.

By: /s/IMac McConnell

Title: Senior Vice President & CFO

Date:June 15, 200




Exhibit 10.1:
SUMMARY DESCRIPTION OF DIRECTOR FEES

DXP pays each noamployee director $2,000 per committee or Boardtimgattended, not to exceed $2,000 in the eveatammore meeting
occur on the same day. In addition, DXP reimbutsese| expenses relating to service as a director.

Exhibit 10.1:
SUMMARY DESCRIPTION OF THE
EXECUTIVE OFFICER CASH BONUS PLAN

Mr. Michael Wappler and Mr. David C. Vinson earegémtive bonus compensation based upon DXP's firefiitre tax, excluding sales of fixed
assets and extraordinary items. Mr. Wappler eas% bf DXP's annual profit before tax, excludinggseof fixed assets and extraordinary
items. Mr. Vinson earns 1.0% of DXP's annual proéfore tax, excluding sales of fixed assets amcherdinary items. These bonuses are paid
monthly. This bonus program is reviewed by the DXdmpensation Committee when it reviews executifieaf compensation.

Exhibit 10.1:
AMENDMENT NUMBER TWO
TO
DXP ENTERPRISES, INC.
NON-EMPLOYEE DIRECTOR STOCK OPTION PLAN

By this Agreement, DXP Enterprises, Inc. Non-Empgle@pirector Stock Option Plan (herein referredstéhe "Plan") is amended as follows,
effective March 1, 2005:

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 shafestack that may be issued upon the
exercise of outstanding Options, each Non-Empld®jieector who is a director of the company on anyyM& while this Plan is in effect shall
be granted on each May 15 an Option to purchag®@G&Ghares of Stock.

DXP Enterprises, Inc.

By: /s/IMac McConnell

Title: Senior Vice President & CFO

Date: March 15, 2005

Exhibit 21.:
SUBSIDIARIES OF THE COMPANY
SEPCO Industries, Inc., a Texas Corporation
Pelican States Supply Company, Inc., a Nevada Catipa

DXP Acquisition, Inc., a Nevada corporation (dolgsiness as Strategic Supply, Ir



American MRO, Inc., a Nevada Corporation
Global Pump Service and Supply, LLC, a Texas lichltability company
Exhibit 23.:
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTIN&GRM

As independent public accountants, we hereby carigghe incorporation of our report dated Februk8y2005 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 30, 2005

Exhibit 31.1
CERTIFICATIONS
I, David R. Little, the President and Chief ExeeatDfficer of DXP Enterprises, Inc., certify that:

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

2. Based on my knowledge, this report does not aoiatay untrue statement of a material fact or dmitate a material fact necessary to
make the statement made, in light of the circuntg#amnder which such statements were made, natadislg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statememts,other financial information included in thipoet, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoifge designed under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pnegzh

(b) Evaluated the effectiveness of the registratisslosure controls and procedures and presentilsi report our conclusions
about the effectiveness of the disclosure contant procedures, as of the end of the period cougyeddis report based on such
evaluation; and

(c) Disclosed in this report any change in thesegnt's internal control over financial reportih@t occurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer(s) drthve disclosed, based on our most recent evafuat internal control over
financial reporting, to the registrant's auditansl ghe audit committee of the registrant's boardikctors (or persons performi
the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summagize report financial
information; and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a simiifiole in the
registrant's internal control over financial rejagt

Date: March 30, 2005

/s/ David R. Little



David R. Little

President and Chief Executive Officer

(Principal Executive Officer)

Exhibit 31.2

CERTIFICATIONS

I, Mac McConnell, the Senior Vice President andeERinancial Officer of DXP Enterprises, Inc., égrthat:

A.

1. | have reviewed this annual report on Form 16fi0XP Enterprises, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dondtate a material fact
necessary to make the statement made, in lighesofitcumstances under which such statements wade ,mot misleading wi
respect to the period covered by this report;

3. Based on my knowledge, the financial statememg,other financial information included in théport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimisglosure controls and
procedures (as defined in Exchange Act Rules 18a)}Hhd 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedotee designed under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

(b) Evaluated the effectiveness of the registratigslosure controls and procedures and presentesi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; and

(c) Disclosed in this report any change in thestgnt's internal control over financial reportih@t occurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant's internal control over finahcgporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evaiuat internal 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 weakses in the design or operation of internal cbotrer 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 involveanagement or other employees who have a significde in the registrant's
internal control over financial reporting.

Date: March 30, 2005

/s/ Mac McConnell

Mac McConnell

Senior Vice President and

Chief Financial Officer

(Principal Financial Officer



Exhibit 32.1
CERTIFICATION

Pursuant to 18 U.S.C. Section 1350, the undersigffemtrs of DXP Enterprises, Inc. (the "Companyigreby certifies that the Company's
Annual Report on Form 10-K for the year ended Ddmem31, 2004 (the "Report”) fully complies with tregjuirements of Section 13(a) or 15
(d), as applicable, of the Securities ExchangeoAdi934 and that the information contained in tlep®&t fairly presents, in all material
respects, the financial condition and results arapons of the Company.

Dated: March 30, 2005
/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, 2004 (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 presents, in all material
respects, the financial condition and results a&rapons of the Company.

Dated: March 30, 2005
/s/IMac McConnell
Mac McConnell

Senior Vice President and Chief Financial Officer

The foregoing certification is being furnished $plpursuant to 18 U.S.C. Section 1350 and is notd&led as part of the Report or as a
separate disclosure document.



