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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains statemérds constitute “forward-looking statementsithin the meaning of the Private Securi
Litigation Reform Act of 1995. Such statements t@nidentified by the use of forward-looking terwlimgy such as “believes”, “expects”
“may”, “estimates”, “will”, “should”, “plans” or “aticipates”or the negative thereof or other variations thereonomparable terminology,
by discussions of strategy. Any such forwérdking statements are not guarantees of futuréopeance and involve significant risks i
uncertainties, and actual results may vary matgriedm those discussed in the forwdaobking statements as a result of various factditses:
factors include the effectiveness of managensesirategies and decisions, our ability to affectiaternal growth strategy, general econc
and business conditions, developments in technologry ability to effectively integrate businesses may acquire, new or modified statul
or regulatory requirements and changing pricesmarket conditions. This report identifies othertéas that could cause such differences.
cannot assure you that these are all of the fa¢chaiscould cause actual results to vary materityn the forwardooking statements. V

assume no obligation and do not intend to updasettiorward-looking statements.




PART |

This Annual Report on Form 10-K (this “Report”) daims, in addition to historical information, “forard-looking statementsthat involve
risks and uncertainties. DXP Enterprises, Inc.'suat results could differ materially from those dissed in the forwartboking statement
Factors that could cause or contribute to suchedéhces include, but are not limited to, thosewlised in "Risk Factors", and elsewhere in
Annual Report on Form -K. Unless the context otherwise requires, refersrinethis Report to the "Company" or "DXP" shall aneDXF
Enterprises, Inc., a Texas corporation, togethehvits subsidiaries

ITEM 1. Business

DXP was incorporated in Texas in 1996 to be theassor to a company founded in 1908. Since owtegessor company was founded
have primarily been engaged in the business ofillising maintenance, repair and operating (“MR@fpducts, equipment and service
industrial customers. We are organized into twgnsents: MRO and Electrical Contractor. Sales gperating income for 2007, 2008
2009, and identifiable assets at the close of suehrs for our business segments are presentedtis Moof the Notes to the Consolide
Financial Statements.

The industrial distribution market is highly fragmed. Based on 2008 sales as reported by industirges, we were the 16th largest distrib
of MRO products in the United States. Most indasttustomers currently purchase their industrigipfies through numerous local distribut
and supply companies. These distributors genepatlyide the customer with repair and maintenancdcss, technical support and applica
expertise with respect to one product categorydiets typically are purchased by the distributarrésale directly from the manufacturer
warehoused at distribution facilities of the distitior until sold to the customer. The customer &fpically 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 distribution system for indiagtoroducts in the United States, described inpifeeeding paragraph, creates inefficienci
both the customer and the distributor levels thhoegcess inventory requirements and duplicative stosctures. To compete more effectiv
our customers and other users of MRO products egkisg ways to enhance efficiencies and lower MR@lpct and procurement costs
response to this customer desire, three primangdfr@ave emerged in the industrial supply industry:

« Industry Consolidation. Industrial customers have reduced the number oplgrprelationships they maintain to lower ti
purchasing costs, improve inventory managemengrassonsistently high levels of customer servicd anhance purchasi
power. This focus on fewer suppliers has led tasobdation within the fragmented industrial distrilon industry.

» Customized Integrated Servides industrial customers focus on their core manufag or other production competencies,
increasingly are demanding customized integratamises, ranging from valuadded traditional distribution to integrated su|
and system design, fabrication, installation anqrhirrand maintenance servic

« Single Source, First-Tier DistributiorAs industrial customers continue to address costatoment, there is a trend tow
reducing the number of suppliers and eliminatingtiple tiers of distribution. Therefore, to lowewrerall costs to the MR
customer, some MRO distributors are expanding theiduct coverage to eliminate secdiat-distributors and the difficulti
associated with alliance

Recent Acquisitions

Our growth strategy includes effecting acquisiti@misusinesses with complementary or desirable yoblines, locations or customers.
completed 13 acquisitions since the beginning @520

On August 20, 2005, we paid approximately $2.4iomlto purchase the assets of a pump remanufactWermade this acquisition to enha
our ability to meet customer needs for shorter lga@s on selected pumps. Vdesumed $1.0 million of liabilities and gave a $tiion
credit to the seller to use to purchase maintenaepair and operating supplies from us.




On December 1, 2005, we purchased 100% of R. A.llstuelnc. to expand geographically into Ohio, lada, Kentucky and We
Virginia. DXP paid $7.3 million ($3.65 million chsand $3.65 million in promissory notes payablettte former owners) and assur
approximately $1.6 million of debt and $1.9 milliohaccounts payable and other liabilities.

On May 31, 2006, DXP purchased the businessesaafuetion Pump and Machine Tech. DXP acquired theséesses to strengthen DXP’
position with upstream oil and gas and pipelinet@muers. DXP paid approximately $8.9 million foretlcquired businesses and asst
approximately $1.2 million worth of liabilities. HE purchase price consisted of approximately $3lébmpaid in cash and $3.5 million in t
form of promissory notes payable to the former owraf the acquired businesses. In addition, DX§ pe&y up to an additional $1.2 milli
contingent upon future earnings.

On October 11, 2006, we completed the acquisitiothe business of Safety International. DXP aceplithis business to strengthen DXP’
expertise in safety products and services. DXHB $2ai2 million in cash for the business of Safeitgitnational.

On October 19, 2006, DXP completed the acquisitbrthe business of Gulf Coast Torch & RegulatoxXXPDacquired this business
strengthen DX expertise in the distribution of welding suppli&XP paid approximately $5.5 million, net of $0rbllion of acquired cas
for the business of Gulf Coast Torch & Regulatord @assumed approximately $0.2 million worth of detgproximately $2.0 million of tt
purchase price was paid by issuing promissory rnuagable to the former owners of Gulf Coast TorcRé&gulator.

On November 1, 2006, DXP completed the acquisitibthe business of Safety Alliance. DXP acquire thusiness to strengthen DXP’
expertise in safety products. DXP paid $2.3 millio cash for the business of Safety Alliance.

On May 4, 2007, DXP completed the acquisition of thusiness of Delta Process Equipment. DXP paid &illlon in cash for thi
business. DXP acquired this business to diverBiKP’s customer base in the municipal, wastewater angnstbeam industrial pun
markets. The purchase price was funded by utgiaivailable capacity under DXP’s credit facility.

On September 10, 2007, DXP completed the acquisi@fdPrecision Industries, Inc. DXP acquired thisihess to expand DX®'geograph
presence and strengthen DXMtegrated supply offering. The Company paid@sd@ilion in cash for Precision Industries, Inchelpurchas
price was funded using approximately $24 milliorcagh on hand and approximately $82 million borrfvem a new credit facility.

On October 19, 2007, DXP completed the acquisitibthe business of Indian Fire & Safety. DXP acedithis business to strengthen DXP’
expertise in safety products and services in Newidteand Texas. DXP paid $6.0 million in cash, $illion in the form of a promissory nc
and up to $3.0 million in future payments continggpon future earnings.

On January 31, 2008, DXP completed the acquisibibthe business of Rocky Mtn. Supply. DXP acquiteid business to expand DXP’
presence in the Colorado area. DXP paid $3.9anilln cash and $0.7 million in seller notes.

On August 28, 2008, DXP completed the acquisitibPll, LLC (“PFI”). DXP acquired this business strengthen DX expertise in tt
distribution of fasteners. DXP paid $66.4 millioncash for this business.

On December 1, 2008, DXP completed the acquisiifotme business of Falcon Pump. DXP acquirediib&ness to strengthen DX&)Humj
offering in the Rocky Mountain area. DXP paid $8llion in cash, $0.8 million in seller notes ang to $1.0 million in future paymel
contingent upon future earnings of the acquirednass.




MRO Segment

The MRO segment provides MRO products, equipmedtimtegrated services, including technical desigpeetise and logistics capabilities
industrial customers. We provide a wide range ofBroducts in the fluid handling equipment, bearipgwer transmission equipme
general mill, safety supply and electrical produmsegories. We offer our customers a single soafdategrated services and supply or
efficient and competitive basis by being a fiist- distributor that can purchase products diyeétbm the manufacturer. We also pros
integrated services such as system design, faloncanstallation, 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 $iolus, ranging from tradition
distribution to fully integrated supply contract$ie integrated solution is tailored to satisfy oustomers’ unique needs.

SmartSourcéM, one of our proprietary integrated supply prograalisws a more effective and efficient way to mgeahe customes’suppl’
chain needs for MRO products. SmartSoufteeffectively lowers costs by outsourcing the custdmpurchasing, accounting and eite
supply/warehouse management to DXP, which redueeduplication of effort by the customer and sugpliThe program allows the custol
to transfer all or part of their supply chain ne&®XP, so the customer can focus on their cosiness. DXP has a broad range of fiist-
products to support a successful integrated supfflsring. The program provides a productive, mealsie solution to reduce cost :
streamline procurement and sourcing operations.

We currently serve as a firser distributor of more than 1,000,000 items ofiethmore than 45,000 are stock keeping units ("SKfts use
primarily by customers engaged in the general negiufing, oil and gas, petrochemical, service @pair and wood products industries. O
industries served by our MRO segment include mingunstruction, chemical, municipal, food and bager, agriculture and pulp and pa
Our MRO products include a wide range of produntshie fluid handling equipment, bearing, power $raission equipment, general n
safety products and electrical products. Our prtdlace distributed from 112 service centers, 5Qpuphain locations and 6 distributi
centers.

Our fluid handling equipment line includes a fild of centrifugal pumps for transfer and processise applications, such as petrochemi
refining and crude oil production; rotary gear pwpr low- to mediunpressure service applications, such as pumpindchting oils an
other viscous liquids; plunger and piston pumpshigh-pressure service applications such as salt wgttion and crude oil pipeline servi
and aireperated diaphragm pumps. We also provide variausppaccessories. Our bearing products include aewgres of mounted a
unmounted bearings for a variety of applicationise hose products we distribute include a largectiete of industrial fittings and stainle
steel hoses, hydraulic hoses, Teflon hoses andneiqajoints, as well as hoses for chemical, petnol, air and water applications.

distribute seal products for downhole, wellheadveand completion equipment to oilfield servicengmnies. The power transmission prod
we distribute include speed reducers, flexibdempling drives, chain drives, sprockets, gearayegors, clutches, brakes and hoses. We o
broad range of general mill supplies, such as al@sstapes and adhesive products, coatings amitdmlts, cutting tools, fasteners, hand tc
janitorial products, pneumatic tools, welding sugpland welding equipment. We offer a broad ranfdlad power and hydraulic
solutions. Our safety products include eye anck fpmtection products, first aid products, handtgmtion products, hazardous mate
handling products, instrumentation and respiratwotection products. We distribute a broad ranfgelectrical products, such as wire conc
wiring devices, electrical fittings and boxes, silyng devices, heaters, tools, switch gear, lightlamps, tape, lugs, wire nuts, batteries,
and fuses.

In addition to distributing MRO products, we progithnovative pumping solutions. DXP provides fahtion and technical design to meet
capital equipment needs of our customers. DXP igesvthese solutions by utilizing manufacturamthorized equipment and certif
personnel. Pump packages require MRO and origiaipment manufacturer, or OEM, equipment and [garth as pumps, motors and val
and consumable products such as welding suppled? leverages its MRO inventories and breadth d¢fiezed products to lower the tc
cost and maintain the quality of our innovative img solutions.

Our operations managers support the sales effortaigh direct customer contact and manage theteffufr the outside and direct se
representatives. We have structured compensatiprotaéde incentives to our sales representativesugh the use of commissions, to incr
sales. Our outside sales representatives focusitilirty long-term rela-




tionships with customers and, through their produmt industry expertise, providing customers withdpict application, engineering and after-
the sale services. The direct salegresentatives support the outside sales repegb@s and are responsible for entering producersren:
providing technical support with respect to ourdarcts. Because we offer a broad range of prodaatsoutside and direct sales represents
are able to use their existing customer relatiquskiith respect to one product line to cresfi-our other product lines. In addition, geogia
locations in which certain products are sold als® lzeing utilized to sell products not historicadigld at such locations. As we expand
product lines and geographical presence throughghéxperienced sales representatives, we assespportunities and appropriate timing
introducing existing products to new customers aed products to existing customers. Prior to imm@ating such crosselling efforts, w
provide the appropriate sales training and produpertise to our sales force.

Unlike many of our competitors, we market our pretduprimarily as a firstier distributor, generally procuring products difg from the
manufacturers, rather than from other distributéssa firsttier distributor, we are able to reduce our cust@nepsts and improve efficienc
in the supply chain.

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 managemectidns, including ownership of inventory, at thestomer's location. Our approacl
integrated supply allows us to design a prograrhlikat fits the needs of the customer. For thoseauers purchasing a number of produc
large quantities, the customer is able to outsoatcer most of those needs to us. For custometis srhaller supply needs, we are abl
combine our traditional distribution capabilitiesthvour broad product categories and advanced inglesystems to allow the customel
engage in one-stop shopping without the commitmexptired under an integrated supply contract.

We acquire our products through numerous origimglipment manufacturers, or OEMs. We are authoripedistribute the manufacture
products in specific geographic areas. All of oistribution authorizations are subject to cancitaby the manufacturer upon ogear notic
or less. No manufacturer provided products thabacted for 10% or more or our revenues. We belibaealternative sources of supply cc
be obtained in a timely manner if any distributiauthorization were canceled. Accordingly, we do helieve that the loss of any ¢
distribution authorization would have a materiavexde effect on our business, financial conditiorresults of operations. Represente
manufacturers of our products include BACOU/DALLCRaldor Electric, Emerson, Falk, G&L, Gates, GasildNA/Fag Bearing, LaCro
Rainfair Safety Products, Martin Sprocket, Natio@alwell, Norton Abrasives, NTN, Rexnord, SKF, ULAR3M, Timken, Tyco, Unio
Butterfield, Viking and Wilden.

All of the segment’s long-lived assets are locatetthe U. S. and virtually all sales are recognigethe U. S.
At December 31, 2009, the MRO Segment had 1,6&Tifoeé 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 rarfgelertrical 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 electrical products through numel@E&ds. We are authorized to distribute the manufaes' products in specific geograg
areas. All of our distribution authorizations atbjgct to cancellation by the manufacturer upon-yesr notice or less. No one manufact
provides products that account for 10% or more wfrevenues. We believe that alternative sourcesupply could be obtained in a tim
manner if any distribution authorization were cdadeAccordingly, we do not believe that the lo$soy one distribution authorization wo
have a material adverse effect on our businessndial condition or results of operations. Sigrfit vendors include Cutlétammer, Coope
Killark, 3M, General Electric and Allied. To meatompt delivery demands of its customers, this sagmaintains large inventories.




All of the segment’s long-lived assets are locatetthe U. S. and virtually all sales are recognigethe U. S.

At December 31, 2009, the Electrical Contractomsewgt had 10 full-time employees.

On March 5, 2010, the Company sold all of the asskthe Electrical Contractor segment for appratiety $1.4 million.
Competition

Our business is highly competitive. In the MROrmegt we 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 gplincustomers in a limited geographic &
We also compete with larger distributors that pdevintegrated supply programs and outsourcing @esvéimilar to those offered through
SmartSourcéM program, some of which might be able to supplyrtipeoducts in a more efficient and casfective manner than we ¢
provide. We also compete with catalog distributtasge warehouse stores and, to a lesser extentjfaurers. While many of our competit
offer traditional distribution of some of the pradigroupings that we offer, we are not aware of argjor competitor that offers on a non-
catalog basis a product grouping as broad as derirng. Further, while certain catalog distribut@revide product offerings as broad as ¢
these competitors do not offer the product appbcattechnical design and after-thale services that we provide. In the Electricahitacto
segment we compete against a variety of supplieeteotrical products, many of which may have geedinancial and other resources thar
do. We generally compete on service and price.

Insurance

We maintain liability and other insurance that vedidwve to be customary and generally consisterit imdustry practice. We retain a portior
the risk for medical claims, general liability, vker's compensation and property losses. The variodsatibles of our insurance polic
generally do not exceed $200,000 per occurrentereTare also certain risks for which we do notm@ém insurance. There can be
assurance that such insurance will be adequat@datisks involved, that coverage limits will na bxceeded or that such insurance will a
to all liabilities. The occurrence of an advers@iralin excess of the coverage limits that we maintauld have a material adverse effect or
financial condition and results of operations. Tgremiums for insurance have increased signifigaotler the past three years. This ti
could continue. Additionally, we are partially fsglsured for our group health plan, workecompensation, auto liability and general liay
insurance. The cost of claims for the group healtin has increased over the past three years trdmd is expected to continue.

Government Regulation and Environmental Matters

We are subject to various laws and regulationgsing/ao our business and operations, and varioathand 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. Altigh we believe that we have adequate proceduresnply with applicable discharge ¢
other environmental laws, the risks of accidentaitamination or injury from the discharge of coli&d or hazardous materials and chem
cannot be eliminated completely. In the event ahsa discharge, we could be held liable for any atzes that result, and any such liab
could have a material adverse effect on us. Waareurrently aware of any situation or conditibattwe believe is likely to have a mate
adverse effect on our results of operations omféfedl condition.

Employees

At December 31, 2009, we had 1,697 full-time emp&s; We believe that our relationship with our expeés is good.




Available Informatior

Our Annual Report on Form 10-K, Quarterly RepomsFmrm 10-Q, Current Reports on FornK8and amendments to those reports file
furnished pursuant to Section 13(a) or 15(d) of $leeurities Exchange Act of 1934 as amended (thkeH&hge Act”),are available free

charge through our Internet website (( www.dxpe.coas soon as reasonably practicable after we eldctlly file such material with,

furnish it to, the Securities and Exchange Comraissi

ITEM 1A. Risk Factors

The following is a discussion of significant riskctors relevant to DXB’business that could adversely affect its busjrfgsmcial condition ¢
results of operations.

Our future results will be impacted by our abilityimplement our internal growth strategy.

Our future results will depend in part on our sscen implementing our internal growth strategy,ickhincludes expanding our exist
geographic areas, selling additional products tstierg customers and adding new customers. Ouityabilimplement this strategy will depe
on our success in selling more products and sesviceexisting customers, acquiring new customeirinch qualified sales persons, ¢
marketing integrated forms of supply management sscthose being pursued by us through our Smat&8Mprogram. Although we intel
to increase sales and product offerings to existirglomers, there can be no assurance that wbendlliccessful in these efforts.

Risks Associated With Acquisition Strat

Our future results will depend in part on our dpito successfully implement our acquisition stggte This strategy includes taking advan
of a consolidation trend in the industry and effegtacquisitions of businesses with complementargeasirable new product lines, strate
distribution locations, attractive customer basesanufacturer relationships. Our ability to implkent this strategy successfully will depent
our ability to identify, consummate and succesgfaisimilate acquisitions on economically favorablens. Although DXP is actively seek
acquisitions that would meet its strategic objexdivthere can be no assurance that we will be ssitdtein these efforts. In additic
acquisitions involve a number of special risks)uding possible adverse effects on our operatisgltg, diversion of managementttentior
failure to retain key personnel of the acquireditess, risks associated with unanticipated eventBabilities, expenses associated \
obsolete inventory of an acquired business and taation of acquired intangible assets, some opfilvhich could have a material adve
effect on our business, financial condition anditssof operations. There can be no assuranceDXK& or other businesses acquired in
future will achieve anticipated revenues and egminn addition, our credit agreement with ourlblnders contains certain restrictions
could adversely affect our ability to implement @aquisition strategy. Such restrictions includeravision prohibiting us from merging
consolidating with, or acquiring all or a substahpart of the properties or capital stock of, atlyer entity without the prior written consen
the lenders. There can be no assurance that Wwbendible to obtain the lender’s consent to angusfproposed acquisitions.

Risks Related to Acquisition Financi

We may need to finance acquisitions by using shefr€ommon Stock for a portion or all of the corsition to be paid. In the event that
Common Stock does not maintain a sufficient mavkéite, or potential acquisition candidates are rtts® unwilling to accept Common St
as part of the consideration for the sale of thesinesses, we may be required to use more ofamlr sources, if available, to maintain
acquisition program. These cash resources maydadborrowings under our credit agreement or edquritgebt financings. If we do not hi
sufficient cash resources, our growth could betéohunless we are able to obtain additional cafiitalugh debt or equity financings.




Ability to Comply with Financial Covenants of CreHacility

Our credit facility requires the Company to compWth certain specified covenants, restrictionsaficial ratios and other financial ¢
operating tests. The Compasyability to comply with any of the foregoing réstions will depend on its future performance, vwhieill be
subject to prevailing economic conditions and offaetors, including factors beyond the Compangontrol. A failure to comply with any
these obligations could result in an event of diéfander the credit facility, which could permitaateration of the Comparg/indebtedne:
under the credit facility. The Company from tinoetime has been unable to comply with some of ithential covenants contained in the cr
facility (relating to, among other things, the ntaimance of prescribed financial ratios) and haserwhecessary, obtained waivers
amendments to the covenants from its lenders.oAllh the company expects to be able to comply thighcovenants, including the finan
covenants, of the credit facility, there can beassurance that in the future the Company will e &bdo so or that its lenders will be will
to waive such compliance or further amend such rcants.

Our business has substantial competition and coitigretould adversely affect our results.

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@wil 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 aum@SourcéM program. Some of these large distributors maytbe @ supply their produc
in a more timely and cogifficient manner than us. Our competitors includ&alog suppliers, large warehouse stores and,lésser exter
certain manufacturers. Competitive pressures cadiersely affect DXP’s sales and profitability.

The loss of or the failure to attract and retairygersonnel could adversely impact our resultsperations.

We will continue to be dependent to a significaxteat upon the efforts and ability of David R. lgttour Chairman of the Board, President
Chief Executive Officer. The loss of the servicédv. Little or any other executive officer of o@ompany could have a material adv
effect on our financial condition and results oeogtions. In addition, our ability to grow succedigf will be dependent upon our ability
attract and retain qualified management and teehmicd operational personnel. The failure to attest retain such persons could mater
adversely affect our financial condition and reswolt operations.

The loss of any key supplier could adversely affed®’s sales and profitability.

We have distribution rights for certain producteknand depend on these distribution rights fortestsuntial portion of our business. Many
these distribution rights are pursuant to contrwds are subject to cancellation upon little orpmior notice. Although we believe that we cc
obtain alternate distribution rights in the evehswch a cancellation, the termination or limitatiny any key supplier of its relationship with
Company could result in a temporary disruption of business and, in turn, could adversely affect regults of operations and finan
condition.

A slowdown in the economy could negatively impa€®’s sales growth.

Economic and industry trends affect DXRjusiness. Demand for our products is subjeectmomic trends affecting our customers ant
industries in which they compete in particular. iyaf these industries, such as the oil and gassing, are subject to volatility while othe
such as the petrochemical industry, are cyclicdl materially affected by changes in the economg.aAesult, demand for our products ci
be adversely impacted by changes in the marketsro¢ustomers.

Interruptions in the proper functioning of our imfoation systems could disrupt operations and cdanseeases in costs and/or decrease
revenues.

The proper functioning of DXP’s information systeiisscritical to the successful operation of ouribass. Although DXR informatiol

systems are protected through physical and softwafeguards and remote processing capabilitieg, exis information systems are ¢
vulnerable to natural disasters, power losses;dedenunication failures and other
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problems. If critical information systems fail are otherwise unavailable, DXability to procure products to sell, process simigp custome
orders, identify business opportunities, maintaippr levels of inventories, collect accounts regkle and pay accounts payable and exp
could be adversely affected.

ITEM 1B. Unresolved Staff Comments
None.
ITEM 2. Properties

We own our headquarters facility in Houston, Texabjch has 48,000 square feet of office space. VRO segment owns or lea:
112 facilities located in Alabama, Arkansas, Catfifa, Colorado, Florida, Georgia, Idaho, lllindisdiana, lowa, Kansas, Kentucky, Louisie
Maryland, Massachusetts, Minnesota, Missouri, MoatdNebraska, New Jersey, New Mexico, New YorktN@arolina, North Dakota, Oh
Oklahoma, Pennsylvania, South Dakota, TennesseasTHtah, Virginia and Wyoming. In addition, weeogte supply chain installations in
of our customersfacilities in Arkansas, Arizona, California, FloadGeorgia, lllinois, Indiana, Louisiana, MarylamMdassachusetts, Michig:
Missouri, Nebraska, New Jersey, New York, Ohio, @bkima, Oregon, Pennsylvania, South Carolina, Teeeedexas and Virginia, and
well as in Ontario, Canada. The Electrical Contsasegment owns one service center facility in Bssee. Our owned facilities range f
5,000 square feet to 65,000 square feet in sizeléage facilities for terms generally ranging frome to seven years. The leased faci
range from 1,500 square feet to 170,000 squareirfegize. The leases provide for periodic spedifiental payments and certain lease:
renewable at our option. We believe that our ithed are suitable and adequate for the needs oéxating business. We believe that if
leases for any of our facilities were not renewetther suitable facilities could be leased with natenial adverse effect on our busin
financial condition or results of operations. Offiehe facilities owned by us is pledged to secweindebtedness.

ITEM 3. Legal Proceedings

On July 22, 2004, DXP and Ameron International @oation, DXP’s vendor of fiberglass reinforced pipeere sued in the Twenfourtt
Judicial District Court, Parish of Jefferson, Staté.ouisiana by BP America Production Company rdung the failure of Bondstrand PSX J
pipe, a recently introduced type of fiberglass fimiced pipe which had been installed on four engrgyduction platforms. BP Americ
Production Company alleges negligence, breachmffact, breach of warranty and that damages ex$2@dnillion. DXP believes the failur
were caused by the failure of the pipe itself antdby work performed by DXP. We intend to vigorlyudefend these claims. Our insura
carrier has agreed, under a reservation of rightdeny coverage, to provide a defense against ttlagas. The maximum amount of
insurance coverage, if any, is $6 million. Undertain circumstances, our insurance may not causrctaim. DXP currently believes that 1
claim is without merit.

In 2003, we were notified that we had been suedairious state courts in Nueces County, Texas. thledve suits allege personal inij
resulting from products containing asbestos allggedld by us. The suits do not specify what padwor the dates we allegedly sold
products. The plaintiffs’attorney has agreed to a global settlement of aills sfor a nominal amount to be paid by our inscge
carriers. Settlement has been consummated as r timan 85% of the 133 plaintiffs, and the remairsettlements are in process. The ¢
are all dismissed or dormant pending the remaisettjements.

From time to time, the Company is a party to veasitegal proceedings arising in the ordinary cowifsiés business. The Company believes
the outcome of any of these various proceedings vait have a material adverse effect on its businésancial condition or results
operations.

ITEM 4. Submission of Matters to a Vote of Security Holders

None.
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PART Il
ITEM 5. Market for the Registrant's Common Equity, Relat&lockholder Matters and Issuer Purchases of EquBgcurities
Our common stock trades on The NASDAQ Global Matketer the symbol "DXPE".

The following table sets forth on a per share besishigh and low sales prices for our common saxkeported by NASDAQ for the peric
indicated.

High Low

2009

First Quarte $ 15.84 $ 8.47
Second Quarte $ 16.40 $ 9.52
Third Quartel $ 12.44 $ 9.21
Fourth Quarte $ 13.36 $ 10.48
2008

First Quarte $ 23.74 $ 14.8C
Second Quarte $ 22.82 $ 18.83
Third Quartel $ 34.14 $ 18.72
Fourth Quarte $ 28.89 $ 9.67

On March 19, 2010, we had approximately 541 holdénecord for outstanding shares of our commougkstdhis number does not inclt
shareholders for whom shares are held in “nomioeéstreet name”.

We anticipate that future earnings will be retainedinance the continuing development of our bes In addition, our bank credit faci
prohibits us from declaring or paying any cash divids or other distributions on our capital stogkept for the monthly $0.50 per sh
dividend on our Series B convertible preferred Istathich amounts to $90,000 in the aggregate par.y&ccordingly, we do not anticip:
paying cash dividends on our common stock in thesieeable future. The payment of any future dividenill be at the discretion of our Boi
of Directors and will depend upon, among other dhjnfuture earnings, the success of our businessiti@s, regulatory and capii
requirements, our lenders, our general financiatld@on and general business conditions.

Stock Performance
The following performance graph compares the peréorce of DXP Common Stock to the NASDAQ Industtiadex and the NASDA!

Composite (US). The graph assumes that the vdltreednvestment in DXP Common Stock and in eaclexwas $100 at December 31, 2
and that all dividends were reinvested.
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Equity Compensation Table

The following table provides information regardistzgares covered by the Company’s equity compenspléms as of December 31, 2009:

Number of
securities
remaining
Number Weighted available for
of Shares average  Non-vested future issuance
to be issued exercise price restricted Weighted under equity
on exercise of of outstanding  shares average compensation
Plan categor outstanding optior  options outstanding grant price plans
Equity compensation plans
approved by shareholde 50,00( $ 2.5( 223,44 $ 15.2¢ 221,883W
Equity compensation plans not
approved by shareholde N/A N/A N/A N/A N/A
Total 50,00( $ 2.5( 223,44 $ 15.2¢ 221,8831)

(1) Represents shares of common stock author@reidfuance under the 2005 Restricted Stock Hbares not
include shares to be issued upon exercise of oistg options

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, 200¢
been derived from our audited consolidated findnstatements. This information should be read @mjenction with "Managemen
Discussion and Analysis of Financial Condition &webults of Operations" and the consolidated firelrstatements and notes thereto inclt
elsewhere in this Report.
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Years Ended December ¢

2005 2006 2007 2008 2009
Restatedd) Restated® Restate®

(in thousands, except per share amot

Consolidated Statement of Earnings D.

Sales $ 185,36 $ 279,820 $ 44454 $ 736,88 $ 583,22
Gross Profil 49,71« 78,62: 125,69: 206,98t 151,41.
Operating incomi 9,40/ 20,67¢ 31,89: 48,19: (49,332
Income (loss) before income tax 8,61F 19,40« 28,89 42,28¢ (54,482
Net income (loss 5,46 11,92: 17,347 25,88’ (42,412
Per share amoun
Basic earnings (loss) per common st $ 0.6 $ 11 % 1.4 3 1.9 $ (3.24
Common shares outstandi 8,69¢ 10,12° 11,81’ 12,94¢ 13,11%
Diluted earnings (loss) per sh: $ 04 $ 1.0 $ 13 % 18 $ (3.24
Common and common equivalent share:
outstanding 11,57¢ 11,45( 12,86( 13,86¢ 13,11"

(1) Basic and diluted earnings per share amounts heae testated due to adoption in the first quaft@069
of authoritative guidance which requires awardarofested restricted stock to be treated as if andsihg in the
calculation of earnings per share.

(2)  The goodwill and other intangibles impairmehérge and the Precision inventory impairmentgdan
2009 reduced operating income by $66.8 million execdeased basic and diluted loss per share by $

Consolidated Balance Sheet D As of December 31

2005 2006 2007 2008 2009
Total asset $ 7492 $ 118,81 $ 288,171 $ 397,85 $ 270,92
Long-term debt obligation 25,10¢ 35,17« 101,98 154,59: 102,91¢
Shareholdel equity 20,79 36,92( 102,71: 130,18t 90,21

ITEM 7. Management's Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion and analysis should belrgaconjunction with the Consolidated Financiaht®ments and related notes contal
elsewhere in this Report.

General Overview

Our products and services are marketed in at Bastates in the United States and one provinggaimada to over 40,000 customers tha
engaged in a variety of industries, many of whiciyrbe countercyclical to each other. Demand forpsaducts generally is subject to char
in the United States and global economy and econdmands affecting our customers and the industnieshich they compete in particul
Certain of these industries, such as the oil ardigdustry, are subject to volatility while othessich as the petrochemical industry anc
construction industry, are cyclical and materiaffected by changes in the United States and glet@ahomy. As a result, we may experie
changes in demand within particular markets, segsemd product categories as changes occur inustommers' respective markets.

During 2005 the general economy and the oil andeygdoration and production business continuedntprove. Our employee headcc
increased by 17.9% as a result of two acquisitemd hiring additional personnel to support incrdasales. The majority of the 2005 s
increase came from a brohdsed increase in sales of pumps, bearings, spfetucts and mill supplies to customers engagedilfield
service, oil and gas production, mining, electyigieneration and petrochemical processing. Sajethd two businesses acquired in 2
accounted for $7.3 million of the $24.8 million Zfales increase.
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During 2006 the general economy and the oil andeyaoration and production business continuedetgdsitive. Our employee headcc
increased by 45% a result of four acquisitions lainidg additional personnel to suppartreased sales. The majority of the 2006 saleeas
came from a broabtlased increase in sales of pumps, bearings, gaf@tyicts and mill supplies to customers engageilfield service, oil an
gas production, mining, electricity generation gedrochemical processing. Sales by the four basegacquired in 2006 accounted for $
million of the $94.5 million 2006 sales increase.

During 2007 the general economy and the oil andegptoration and production business continuedet@dsitive. During 2007 our headcc
increased by 112% primarily as a result of threguesitions. Sales by the three businesses acquird@07 accounted for $92.3 million of
$164.7 million sales increase. The 2007 salesas®, excluding sales of businesses acquired in, 268ulted from a broad based increa:
sales by our service centers, innovative pumpitgtiso locations and supply chain locations.

During 2008 the general economy weakened. Howelrerpil and gas exploration and production busimesdinued to be positive during
first half of 2008, before declining during the sed half of 2008. During 2008 our headcount incedalsy 18% primarily as a result of th
acquisitions. Sales by the three businesses adqiir2008 accounted for $33.4 million of the $29tBlion 2008 sales increase. The 2
sales increase, excluding sales of businessesraddguni 2008, resulted from a brohdsed increase in sales by our service centersydtine
pumping solution locations and supply chain loazgio

During 2009 the general economy and the oil andegatoration and production business declined &iamtly. During 2009 our headcol
decreased by approximately 10% as a result of retiaken to reduce operating costs. Sales for 2@0Bned by 20.9% from 2008. Sales
businesses acquired during 2008, on a same stta® Isasis, accounted for $36.1 million of 2009 satexcluding these sales by acqu
businesses, sales declined by 25.8% from 2008.2066 sales decline is primarily due to a brbaded decline in the sales of pumps, beal
safety products and mill supplies in connectiorhvaitbroadbased decline in the U.S. economy. This economitirte led to the impairment
goodwill and other intangibles. During the fougtarter of 2009 the Company recognized an impaitroearge of $53.0 million for goodw
and other intangibles and an impairment charge 18.8 million to reduce the valuation of inventorggaired in the acquisition
Precision. The impairment charges did not resultriy cash expenditures, did not adversely affestptiance with covenants under our cr
facility, and did not affect our cash position ash flows from operating activities.

Our sales growth strategy in recent years has &tos internal growth and acquisitions. Key elema@ftour sales strategy include levera
existing customer relationships by crasdling new products, expanding product offeringsnew and existing customers, and incree
business-tdsusiness solutions using system agreements andyscipgin solutions for our integrated supply custosn We will continue 1
review opportunities to grow through the acquisitaf distributors and other businesses that woufthed our geographic breadth and/or
additional products and services. Our resultsaéfpend on our success in executing our intermalthr strategy and, to the extent we comj
any acquisitions, our ability to integrate suchuasitjions effectively.

Our strategies to increase productivity includesmdidated purchasing programs, centralizing prodiigtribution centers, centralizing cert

customer service and inside sales functions, ctingeselected locations from full warehouse andtamer service operations to sen
centers, and using information technology to inseeamployee productivity.
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Results of Operations

Years Ended December ¢

2007 2008 2009
Restate® % Restatedd % %
(in millions, except percentages and per share atay

Sales $444.F 100.( $736.¢ 100.( $ 583.. 100.(
Cost of sale: 318.¢ 717 529.¢ 71.€ 431.¢ 74.C
Gross profil 125.7 28.2 207.( 28.1 151.¢ 26.C
Selling, general & administrative exper 93.¢ 21.1 158.¢ 21.€ 147.¢ 25.8
Goodwill and other intangibles impairme 53.( 9.1
Operating income (los: 31.¢ 7.2 48.2 6.5 (49.3 (8.5)
Interest expens 3.3 0.7 6.1 0.8 5.2 0.€
Other income (0.3) - (0.2) - (0.1) -
Income (loss) before income tay 28.€ 6.5 42.3 5.7 (54.5 (9.3)
Provision (benefit) for income tax 11.€ 2.6 16.4 2.2 (12.1 (2.1)
Net income (loss $ 17.0 3.9% $ 25.¢ 3.5% $(42.4  (7.3%
Per shart

Basic earnings (loss) per sh $ 1.4 $ 1.9¢ $(3.24

Diluted earnings (loss) per shi $ 1.3 $ 1.81 $(3.24

(1) Basic and diluted earnings per share amounts hese testated due to adoption in the first quaft@009
of authoritative guidance which requires awardarofested restricted stock to be treated as iflatgrin the
calculation of earnings per share.

(2)  The goodwill and other intangibles impairmeharge and the Precision inventory impairmentgéan
2009 reduced operating income by $66.8 million imedeased basic and diluted loss per share by $

Year Ended December 31, 2009 Compared to Year Erdecember 31, 2008

SALES. Sales for the year ended December 31, #8868ased $153.7 million, or 20.9%, to approxinya$&i83.2 million from $736.9 millic
in 2008. Sales for the MRO segment decreased $16ili8n, or 20.8%, to $580.5 million for the yeanded December 31, 2009, from $7.
million for 2008. Sales by businesses acquireddi®& on a same store sales basis, accounted fat $8fion of 2009 sales. Excluding thi
sales by the acquired businesses, sales for the 8#g@ent decreased 25.8%. This sales decreasmérify due to a broatbased decrease
sales of pumps, bearings, safety products and supblies in connection with a broddsed decline in the U. S. economy. Sales fo
Electrical Contractor segment decreased by $0.Bomjlor 24.4%, to $2.7 million for the year end@dcember 31, 2009 from $3.6 million
2008, resulting from the decline in the U. S. eaogio Sales of commodity and specialty type eleatqroducts declined.

GROSS PROFIT. Gross profit as a percentage of saler®ased by approximately 2.1% for 2009, to 261@¥h 28.1% for 2008. Gross pre
as a percentage of sales for the MRO segment dextda 25.9% for 2009, from 28.1% for 2008. Thésréase is the result of the $
million charge in the fourth quarter of 2009 to wed the value of inventory acquired in connectiathwhe acquisition of Precision

September 10, 2007. Gross profit as a percenthgales for the Electrical Contractor segment desmd to 35.4% for 2009, from 35.9%
2008. This decrease resulted from sales of higtegim specialtytype electrical products decreasing more than sale®mmodity produc
decreased.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, gengal and administrative expense for 2009 decreasedpproximately $11
million to $147.8 million from $158.8 million for @8. Selling, general and administrative expensodated with the three busines
acquired in 2008, on a same store basis, accounte@11.2 million of the 2009 expense. On a sanwesbasis, selling, general ¢
administrative expense decreased approximatelyb$8élion. This decrease primarily resulted froeduced salaries, incentive compensa
employee benefits and travel expenses compare@@8. 2As a percentage of sales, the 2009 expemseased by approximately 3.8%
25.3% for 2009 from 21.6% for 2008. This incre@s@rimarily the result of sales decreasing montselling, general and administrat
expenses decreased combined with the effect ofiimec$1.8 million of future rent and related expenassociated with locations closed du
20009.
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GOODWILL AND OTHER INTANGIBLES IMPAIRMENT. During he fourth quarter of 2009, the Company performedahnual goodwi
impairment test based on current and expected madlitions, including reduced operating resuls. a result of this test, the Comp.
determined that goodwill and other intangibles asged with the MRO segment were impaired as ofdbdzer 31, 2009. Accordingly, 1
Company recognized an impairment charge of $53llomfor goodwill and other intangibles in the bl quarter of 2009.

OPERATING INCOME (LOSS). Operating loss for 2008s1$49.3 million compared to $48.2 million of inc®fier 2008. Operating loss
the MRO segment was $49.6 million for 2009 compare#47.7 million of income for 2008 as a resultao$55.2 million decrease in gr
profit and the $53.0 million impairment charge, tidly offset by a $10.9 million decrease in sajlingeneral and administrat
expense. Operating income for the Electrical Gaotbr segment decreased 46.2%, to $0.3 million2fa09, from $0.5 million for 200
primarily as a result of decreased gross profittdudecreased sales.

INTEREST EXPENSE. Interest expense for 2009 deswdy 14.4% from 2008. This decrease primarigulted from decreased mar
interest rates.

OTHER INCOME. Other income for 2009 decreasedd $nillion from $0.2 million for 2008 as a resaftreduced interest income.

INCOME TAXES. Our provision for income taxes diféel from the U. S. statutory rate of 35% due toestacome taxes and nateductibli
expenses. Our effective tax rate for 2009 decrefreen 38.8% for 2008 primarily as a result of tien-deductible impairment charge for F
LLC goodwill.

Year Ended December 31, 2008 Compared to Year Erdecember 31, 2007

SALES. Sales for 2008 increased $292.3 million6®18%, to approximately $736.9 million from $444n8lion in 2007. Sales for the MF
segment increased $292.0 million, or 66.2% primatile to sales by businesses acquired in 2007 @8 &nd partially due to a broadse:
increase in sales of pumps, safety products arldsopbplies to companies engaged in oilfield servaikand gas production, food process
agriculture, mining, electricity generation andrpehemical processing. Sales by businesses actjdirring 2007 and 2008, on a same
sales basis, accounted for $233.8 million of the®MRO sales increase. Excluding sales of the ismdjbusinesses, on a same store
basis, sales for the MRO segment increased 132&4es for the Electrical Contractor segment in@@&#0.3 million, or 9.5%, to $3.6 milli
from $3.3 million for 2007. The sales increasetfur Electrical Contractor segment resulted from dhle of more commaodity type electr
products.

GROSS PROFIT. Gross profit for 2008 increased ¥%4compared to 2007. Gross profit, as a percertfgales, decreased by approxime
0.2% for 2008, when compared to 2007. Gross pasfib percentage of sales for the MRO segmentaksmui@o 28.1% in 2008 from 28.2%
2007. This decrease can be primarily attributetthéolower gross profit on sales by Precision Ihdes, Inc., which was acquired on Septer
7, 2007. Gross profit as a percentage of saleshiElectrical Contractor segment decreased ©%35or 2008, from 37.1% in 2007. T
decrease resulted from the sale of more lower marginmodity type electrical products.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, genml and administrative expense for 2008 increase@gproximately $65
million, or 69.3%, when compared to 2007. The éase is primarily attributed to selling, generatl @uministrative expenses of acqu
businesses and increased compensation expensedrdiatincreased gross profit. The majority of @mployees receive incent
compensation, which is based upon gross profita figrcentage of revenue, the 2008 expense incrégsapproximately 0.5% to 21.6% fr
21.1% for 2007. This increase resulted from thg $3illion increase in the amortization of intarigbassociated with acquisitions.

OPERATING INCOME. Operating income for 2008 ined by approximately $16.3 million, or 51.1%, wheompared to 2007. Tt
increase was the net of a 51.5% increase in opgratcome for the MRO segment and a 20.8% increaeperating income for the Electri
Contractor segment. Operating income for the MR@ngent increased as a result of increased grofi§ pantially offset by increased sellir
general, and administrativexpense. Operating income for the Electrical Guottr segment increased as a result of increasess gurofi
combined with stable selling, general and admiaiste costs.
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INTEREST EXPENSE. Interest expense for 2008 irsrday 83.3% from 2007. This increase primarisuteed from increased debt to fu
acquisitions and internal growth.

OTHER INCOME. Other income for 2008 decreasedd@ $nillion from $0.3 million for 2007 as a resaftreduced interest income.

INCOME TAXES. Our provision for income taxes diféel from the U. S. statutory rate of 35% due téestacome taxes and nateductible
expenses. Our effective tax rate for 2008 dectbts88.8% from 40.0% for 2007 primarily as a resfila decreased effective state income
rate.

Liquidity and Capital Resources
General Overview

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

We generated approximately $51.6 million of casbperating activities in 2009 as compared to geimgr&$18.5 million in 2008. This chan
between the two years was primarily attributabletite $24.1 million decrease in accounts receivalnid the $46.5 million reduction
inventories in 2009 compared to a $10.9 milliorré@ase in accounts receivable and a $11.2 milliorease in inventories in 2008.

During 2009 we paid $0.5 million of cash relatedhe purchase of businesses acquired in earligs yeanpared to paying $73.9 million
acquisitions in 2008.

We purchased approximately $1.6 million of capétasets during 2009 compared to $5.1 million for&0Qapital expenditures during 2(
and 2008 were related primarily to computer equiptneomputer software, production equipment, inegnhandling equipment, safety rei
equipment and building improvements. Capital exjienes for 2010 are expected to be more than t® 20nount.

At December 31, 2009, our total long-term debt|udimg the current portion, was $115.5 million camgd to total capitalization (total long-
term debt plus shareholdeejuity) of $205.7 million. Approximately $113.5lfimn of this outstanding debt bears interest atowes floating
rates. Therefore, as an example, a 200 basis pmirdase in interest rates would increase our @ninterest expense by approximately ¢
million.

Our normal trade terms for our customers requiserant within 30 days of invoice date. In respottseompetition and customer demand:
will offer extended terms to selected customerdigibod credit history. Customers that are findhcistrong tend to request extended te
more often than customers that are not financistigng. Many of our customers, including compatfigted in the Fortune 500, do not pay
within stated terms for a variety of reasons, idolg a general business philosophy to pay vendofata as possible. We generally collec
amounts due from these large, slow-paying custamers

During 2009, the amount available to be borrowedenrour credit facility increased from $37.0 mifliat December 31, 2008, to $37.3 mil
at December 31, 2009. The increase in availalisitgrimarily the result of the effect of reduceartowings on the loan covenant ratios.
total longterm debt decreased $53.0 million during 2009. amment believes that the liquidity of our balasheet at December 31, 20
provides us with the ability to meet our workingpital needs, scheduled principal payments, capitpenditures and Series B converi
preferred stock dividend payments during 2010.

To hedge a portion of our floating rate debt, agasfuary 10, 2008, DXP entered into an interestsatap agreement with the lead bank o

Facility. Through January 11, 2010, this interesé swap effectively fixed thaterest rate on $40 million of floating rate LIBARrrowing:
under the Facility at 3.68% plus the margin (1.7&%ecember 31, 2009) in effect under the Facility.
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Credit Facility

On August 28, 2008, DXP entered into a credit agesg with Wells Fargo Bank, National Association,lead arranger and administra
agent for the lenders (thd=&cility). The Facility was amended on March 181@ The Facility consists of a $50 million teroah and
revolving credit facility that provides a $150 rioh line of credit to the Company. The term loaguiees principal payments of $2.5 million
guarter beginning on December 31, 2008. The Facitatures on August 11, 2013. The Facility corgdinancial covenants defining varic
financial measures and levels of these measuréswhitch the Company must comply. Covenant compéadaassessed as of each quarte
and certain month ends for the asset test. Thet aast is defined under the Facility as the sun8%fo of the Compang’ net accoun
receivable, 60% of net inventory, and 50% of thelbwok value of non real estate property and eqaigmrhe Compang’borrowing and lett:
of credit capacity under the revolving credit pantiof the Facility at any given time is $150 mitlitess borrowings under the revolving cr
portion of the facility and letters of credit owtstling, subject to the asset test described above.

On December 31, 2009, the LIBOR based rate onet@ving credit portion of the Facility was LIBORug |.75%, the prime based rate on
revolving credit portion of the Facility was prinpdus 0.25%, the commitment fee was 0.25%, the LIB@Red rate for the term loan \
LIBOR plus 2.50% and the prime based rate for gtentloan was prime plus 1.00%. At December 31, 28290.5 million was borrow:
under the Facility at a weighted average interatst of approximately 3.5% under the LIBOR optionsjuding the effect of the interest r
swap, and nothing was borrowed under the primeooptunder the Facility. Beginning on March 15, @0athe March 15, 2010 amendmer
the Facility significantly increases the interetes and commitment fees applicable at variougdgpeeratios from levels in effect before Me
15, 2010. The revolving credit portion of the Hagiprovides the option of interest at LIBOR plasmargin ranging from 2.25% to 4.00%
prime plus a margin of 1.25% to 3.00%. If the @ased rates had been in effect on December 31, #898IBOR based rate on the revol
credit portion of the Facility would have been LIR(lus 4.00%. If the increased rates had beerffécteon December 31, 2009 the pr
based rate on the revolving credit portion of tleilty would have been prime plus 3.00%. Commitbfees of 0.25% to 0.625% per anr
are payable on the portion of the Facility capanity in use for borrowings or letters of credifal given time. If the increased rates had
in effect on December 31, 2009, the commitmentweald have been 0.625%. The term loan providei®mn of interest at LIBOR plus
margin ranging from 2.75% to 4.50% or prime plusargin of 1.75% to 3.50%. If the increased ratad heen in effect on December
2009, the LIBOR based rate for the term loan wddde been LIBOR plus 4.50%. If the increased rhsesbeen in effect on December
2009, the prime based rate for the term loan wdade been prime plus 3.50%. Borrowings under theilily are secured by all of t
Companys accounts receivable, inventory, general intaegilaind non real estate property and equipment.Fability was amended to wa
the Fixed Charge Coverage Ratio for the period @érdecember 31, 2009, and modify the Leverage Ratithe period ended December
2009, to allow DXP to be in compliance with alldimcial covenants. DXP would not have been in c@npé with the Fixed Charge Cover
Ratio or the Leverage Ratio without the amendméntDecember 31, 2009, we had $37.3 million avddafor borrowing under the mc
restrictive covenant of the Facility.

The Facility’s principal financial covenants inckud

Fixed Charge Coverage Rat- For the 12 month period ending December 31, 20@9 Fixed Charge Coverage Ratio has been waivec
Facility requires that the Fixed Charge CoveraggoRfar the 12 month period ending on the last déyach quarter from March 31, 2(
through September 30, 2010 be not less than 11Mtcstepping up to 1.25 to 1.0 for the quarterm@ecember 31, 2010 and to 1.50 to
for the quarter ending March 31, 2011, with “Fix@darge Coverage Ratialefined as the ratio of (a) EBITDA for the 12 ma#nding o
such date minus cash taxes, minus Capital Expeaedifor such period (excluding acquisitions) tptfie aggregate of interest expense pe
cash, scheduled principal payments in respectraj-term debt and current portion of capital ledeesuch 12month period, determined
each case on a consolidated basis for DXP andlitsidiaries.
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Leverage Rati— The Facility requires that the Compasyeverage Ratio, determined at the end of eachlfegiarter, not exceed 3.75 to 1.
of December 31, 2009, 4.25 to 1.0 as of March 81024.00 to 1.00 as of Ju3, 2010, 3.75 to 1.0 as of September 30, 20103l to 1.
as of the last day of each quarter thereafter.etaye Ratio is defined as the outstanding Indektssidivided by EBITDA for the twel
months then ended. Indebtedness is defined uheeFacility for financial covenant purposes as: gl)obligations of DXP for borrowe
money including but not limited to senior bank dedgnior notes, and subordinated debt; (b) calgitedes; (c) issued and outstanding lette
credit; and (d) contingent obligations for fundadebtedness.

EBITDA as defined under the Facility for financ@venant purposes means, without duplication, fiyr geriod the consolidated net incc
(excluding any extraordinary gains or losses) of FDElus, to the extent deducted in calculating chdated net income, depreciati
amortization, other non-cash items and non-recgitems (including, without limitation, impairmealarges, or asset writdts and accruals
respect of closed locations), interest expense, tardexpense for taxes based on income and miouthet extent added in calculat
consolidated net income, any non-cash items andr@aunring items; provided that, if DXP acquires #tpiity interests or assets of any pe
during such period under circumstances permittedeuthe Facility, EBITDA shall be adjusted to g forma effect to such acquisit
assuming that such transaction had occurred ofirthelay of such period and provided further thfaBXP divests the equity interests or as

of any person during such period under circumstwpegmitted under this Facility, EBITDA shall bgusted to give pro forma effect to st
divestiture assuming that such transaction hadroedwn the first day of such period. Add-backeve¢d pursuant to Article 11, Regulation S-
X, of the Securities Act of 1933, as amended, a#b be included in the calculation of EBITDA.

Borrowings
December 31 Increase
2008 2009 (Decrease)
(in thousands
Current portion of lon-term debt $ 13,96 $ 12,59% (1,370
Long-term debt, less current portir 154,59; 102,91¢ (51,675
Total lon¢-term debt $ 168,55 $ 115,51% (53,0453
Amount available®) $ 36,95 $ 37,278 32E63)

(1) Represents amount available to be borrowednthée-acility at the indicated da

(2) The funds obtained from operations, includieduced inventories and receivables, were used to
reduce debt.

(3) The $0.3 million increase in the amount avdééb primarily a result of the effect of reduced
debt on the loan covenant rati

Performance Metric

December 31 Increase
2008 2009 (Decrease)
Days of sales outstanding (in da 48.F 50.1 1.€
Inventory turns 4.7 5.9 1.2
Results for businesses acquired in 2008 were aizedaio compute these performa

metrics.

Accounts receivable days of sales outstanding Wwérg at December 31, 2009 compared to 48.5 dajpee¢mber 31, 2008. The incre
resulted primarily from a change in customer mixahhresulted in slower collection of accounts reable. Annualized inventory turns w
5.9 times at December 31, 2009 compared to 4.7stmtédecember 31, 2008. The increase in inverttons resulted from the reductior
inventories, including the $13.8 million reductimnthe value of inventory acquired in the acquisitof Precision.

Funding Commitment

We believe our cash generated from operations aaifahle under our Facility will meet our normal sking capital needs during the n
twelve months. However, we may require additionatbtdor equity financing to fungotential acquisitions. Such additional financimgay
include additional bank debt or the public or ptévaale of debt or equity securities. In connectidth any such financing, we may is
securities that substantially dilute the interesteur shareholders. We may not be able to oladitional financing on acceptable terms,
all.
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potential acquisitions. Such additional financimgay include additional bank debt or the publipdvate sale of debt or equity securities
connection with any such financing, we may issusugties that substantially dilute the interestsoaf shareholders. We may not be ab
obtain additional financing on acceptable termst ill.

Contractual Obligations

The impact that our contractual obligations as e€@mber 31, 2009 are expected to have on our liguddd cash flow in future periods is
follows (in thousands):

Payments Due by Peric
Less than : 1-3 Years 35 More than ¢

Total Year Years Years
Long-term debt, including current portich) ~ $115,51. $ 12,59! $ 20,77 $ 82,13 $ -
Operating lease obligatiol 36,33 9,70( 13,28¢ 5,88¢ 7,46(
Estimated interest paymer(2 43C 15€ 222 51 -
Total $ 152,27 $22,45. $34,28! $88,07 $ 7,46

(1) Amounts represent the expected cash paymergardbngterm debt and do not include any fair vi
adjustment.

(2) Assumes interest rates in effect at Decembg2@29. Assumes debt is paid on maturity date and n
replaced. Does not include interest on the revghliime of credit as borrowings under the Facility
fluctuate. The amounts of interest incurred forbwings under the revolving lines of credit were
$2,595,000, $4,900,000 and $4,700,000 for 20078 20@ 2009, respectively. Management anticipates a
increased level of interest payments on the Faailif010 as a result of increased interest ri

Off-Balance Sheet Arrangements

As part of our ongoing business, we do not paitgpin transactions that generate relationshiph witconsolidated entities or finan:
partnerships, such as entities often referred strastured finance or special purpose entitie®E'S"), which would have been establishet
the purpose of facilitating offalance sheet arrangements or other contractualtpw or limited purposes. As of December 31, 2009 wer:
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 perfoBuch indemnification obligations may not be sabfo maximum loss clauses. Historici
payments made related to these indemnities haveiberaterial.

Discussion of Critical Accounting Policies

The preparation of financial statements in confeymiith accounting principles generally acceptedhiea United States of America require:
to make estimates and assumptions in determinimgeihorted amounts of assets and liabilities asdaBure of contingent assets and liabil
at the date of the financial statements and therteg amounts of revenues and expenses duringfioeting period. The significant estime
made by us in the accompanying financial statermefase to reserves for accounts receivable calllity, inventory valuations, income tax
self-insured liability claims and self-insured meadi claims. Actual results could differ from thosstimates. Management periodically
evaluates these estimates as events and circurestehange. Together with the effects of the matlessussed above, these factors

significantly impact the Company’s results of opienas from period-to-period.

Critical accounting policies are those that arenbmbst important to the portrayal of a companfihancial position and results of operatis
and require management’s subjective or complexmelgs. These policies have bagiscussed with the Audit Committee of the Boar
Directors of DXP. Below is a discussion of what Wwelieve are our critical accounting policies. ®lsee Note 1 of the Notes to
Consolidated Financial Statements.
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Revenue Recognitic

For binding agreements to fabricate tangible assetsustomer specifications, the Company recognieegnues using the percentag:
completion method. For other sales, the Compaoggmizes revenues when an agreement is in plaegyrite is fixed, title for product pas
to the customer or services have been providedcahdctability is reasonably assured. Revenuesregerded net of sales taxes. Reve
recognized include product sales and billings ferght and handling charges.

Allowance for Doubtful Accoun

Provisions to the allowance for doubtful accourres made monthly and adjustments are made peribdi@ed circumstances warrant) ba
upon the expected collectability of all such acdsurWriteoffs could be materially different from the resepr@vided if economic conditio
change or actual results deviate from historicidis.

Inventory

Inventory consists principally of finished goodsids priced at lower of cost or market, cost baletermined using the first-in, firstat (FIFO
method. Reserves are provided against inventargdtimated obsolescence based upon the aging dahtentory and market trends. Ac!
obsolescence could be materially different fromréserve if economic conditions or market trendange significantly.

Self-insured Insurance and Medical Claims

We generally retain up to $100,000 of risk for ealim for workers compensation, general liabiltomobile and property loss. We aci
for the estimated loss on the si$ured portion of these claims. The accrual jestdd quarterly based upon reported claims inftiona The
actual cost could deviate from the recorded es@mat

We generally retain up to $200,000 of risk on eaxddical claim for our employees and dependentsaddeue for the estimated outstanc
balance of unpaid medical claims for our employees their dependents. The accrual is adjusted htyoridased on recent clail
experience. The actual claims could deviate freoent claims experience and be materially diffefiemh the reserve.

The accrual for these claims at December 31, 2602808 was approximately $1.3 and $2.0 milliospeztively.

Impairment of Lon-Lived Assets and Gooduwiill

Goodwill represents a significant portion of outatoassets. We review goodwill for impairment artyuduring our fourth quarter or mc
frequently if certain impairment indicators ariseder the provisions of authoritative guidance. \&@ew goodwill at the reporting level ui
which is one level below an operating segment. @aew the carrying value of the net assets of eapbrting unit to the net present valu
estimated discounted future cash flows of the mapgpunit. If the carrying value exceeds the neisent value of estimated discounted fL
cash flows, an impairment indicator exists and stingte of the impairment loss is calculated. Thie ¥alue calculation includes multij)
assumptions and estimates, including the projecssth flows and discount rates applied. Changekdset assumptions and estimates ¢
result in goodwill impairment that could materiadigversely impact our financial position or resolt®perations. All of our goodwill is relat
to our MRO segment and was included in its two riépg units which are DXP and PFIl. Goodwill of $10 million, before impairment, w
primarily recorded in connection with the 13 acdgigas of the MRO businesses completed since 2a804f which was included in the t
reporting units for our MRO segment. Assets, liibs, deferred taxes and goodwill for each repgrunit were determined using the bale
sheets maintained for each reporting unit. Wendemb a partial impairment of goodwill for the PEpbrting unit and a partial impairmen
the goodwill for the DXP reporting unit.

22




When estimating fair values of a reporting unit éor goodwill impairment test, we use an incomeragph which incorporates management’
views. The income approach provides an estimagd/élue based on each reporting uihticipated cash flows that are discounted us
weighted average cost of capital rate. The pringasumptions used in the income approach were astintash flows and weighted avel
cost of capital. Estimated cash flows were prifgasased on projected revenues, operating costxapitl expenditures and are discou
based on comparable industry average rates forntegigaverage cost of capital. We utilized discaates based on weighted average cc
capital ranging from 12.0% to 14.5% when we estddafair values of our reporting units as of DecemBg&, 2009. To ensure |
reasonableness of the estimated fair values ofeporting units, we performed a reconciliation of dotal market capitalization to the tc
estimated fair value of all our reporting unitsheTassumptions used in estimating fair values pbnténg units and performing the good\
impairment test are inherently uncertain and reglimanagement judgment. The assumptions and noétigies used for valuing goodwill
the current year are consistent with those uséideiprior year.

During 2009 there were significant declines in th&. and global economies and in oil and naturalgyaces which led to declines in our s¢
margins and cash flows. Our sales and profitghiléclined throughout the year particularly in fbarth quarter. We considered the impax
these significant adverse changes in the economdchasiness climate as we performed our annualifmpat assessment of goodwill as
December 31, 2009. The estimated fair values ofeporting units were negatively impacted by digant reductions in estimated cash flc
for the income approach.

Our goodwill impairment analysis led us to conclutiat there was a significant impairment of gootior the PFI reporting unit and
significant impairment of goodwill for the DXP regimg unit and, accordingly, we recorded a raash charge of $40.7 million to our opera
results for the year ended December 31, 2009, hferimpairment of our goodwill. If we increased,d&creased, our discount rates by
when estimating the fair values of our reportingitaynthe recognized impairment would have been @pprately 7% less,
approximately 10% greater, respectively. If wer@gased, or decreased, our expected growth raté®%ywhen estimating the fair values
our reporting units, the recognized impairment wlobhve been approximately 1% greater, or approginat% less, respectively. T
impairment charge did not have an impact on ouridigy or financial covenants under our Facilitygwever it was a reflection of the ove
downturn in our industry and decline in our progettash flows.

LongHived assets, including property, plant and equipimend amortizable intangible assets, also comgrisgnificant portion of our tot
assets. We evaluate the carrying value of llred assets when impairment indicators are presenivhen circumstances indicate -
impairment may exist under authoritative guidanté¢hen management believes impairment indicators magt, projections of tt
undiscounted future cash flows associated with ube of and eventual disposition of loliged assets held for use are prepared. |
projections indicate that the carrying values @& thng-lived assets are not recoverable, we retheearrying values to fair value. For long-
lived assets held for sale, we compare the carryaiges to an estimate of fair value less selliogts to determine potential impairment.
test for impairment of longjived assets at the lowest level for which casiwfl@are measurable. These impairment tests arelhéafiencec
by assumptions and estimates that are subject angehas additional information becomes availableconnection with our goodw
impairment test we concluded the 2009 decline énlthsiness and economic climate and significantatimhs in estimated cash flows for
income approach resulted in a full impairment & #alue of customer relationships for the PFI répgrunit. This $12.3 million expense
included in the “Goodwill and other intangible inipaent” expense on the Consolidated Statements of Opesatibne PFI reporting unit
part of the MRO segment.

Purchase Accountin

The Company estimates the fair value of assetkjdimg property, machinery and equipment and thedated useful lives and salvage val
and liabilities when allocating the purchase po€an acquisition.

Cost of Sales and Selling, General and Administeaixpense

Cost of sales includes product and product relatesds, inbound freight charges, internal transéets and depreciation. Selling, general
administrative expense includes purchasing andiviegecosts, inspection costs, warehousing costpretiation and amortization. DX’
gross margins may not be comparable to those ef ethtities, since some entities include all of¢bsts related to their distribution networl!
cost of sales and otheike DXP exclude a portion of these costs from grogrgin, including the costs in a line item, sashselling, gener
and administrative expense.
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Income Taxe

Deferred income tax assets and liabilities are adetp for differences between the financial statdnaem income tax bases of assets
liabilities. Such deferred income tax asset aalility computations are based on enacted tax kvdsrates applicable to periods in which
differences are expected to reverse. Valuatioowalhces are established to reduce deferred incamastsets to the amounts expected
realized.

Stock-Based Compensation

No future grants will be made under the Comy's existing stock option plans. The Company cuiyenses restricted stock for shdrase:
compensation programs. Compensation expense reedgfor shardsased compensation programs in the years endedribece31, 200
2008 and 2009 was $591,000, $930,000 and $1,555:@88ectively. Unrecognized compensation expander the Restricted Stock Plan
$3,092,000 and $2,601,000, respectively, at Dece®be2008 and 2009. As of December 31, 2009wéighted average period over wt
the unrecognized compensation expense is expectaglirecognized is 30.9 months.

Recent Accounting Pronouncements

See Note 2 of the Notes to the Consolidated FimhiStatements for discussion of recent accountingguncements.

Inflation

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

ITEM 7A. Quantitative and Qualitative Disclosures about MakRisk
Our market risk results primarily from volatility interest rates. Our exposure to interest raterglates primarily to our debt portfolio. Us

floating interest rate debt outstanding at Decen83gr2009, a 100 basis point increase in interagsrwould increase our annual inte
expense by approximately $1.1 million.
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The table below provides information about the Camys market sensitive financial instruments andstitutes a forward-looking statement.

Principal Amount By Expected Maturity
(in thousands, except percentac

2010 2011 2012 2013 2014  Thereaftel Total Fair Value

Fixed Rate Long-

term Debl $12¢ $ 106 $ 11 $ 1,63 - - $ 1,98 $ 1,98
Average Interest

Rate 5.88% 6.25% 6.25% 6.25% -

Floating Rate

Lonc-term Debt  $12,46° $10,56( $10,00( $80,50( - - $113,52 $113,52'
Average Interest

Rate (1 2.52%  2.67% 2.74% 2.04%

Total Maturities $12,59! $10,66¢ $10,11I $82,13 - $115,51. $115,51,

(1) Assumes floating interest rates in effect ac@nber 31, 200!

To hedge a portion of our floating rate debt, adafuary 10, 2008, DXP entered into an interestsafp agreement with the lead bank o
Facility. Through January 11, 2010 this interese rswap effectively fixed the interest rate on $4dllion of floating rate “LIBOR”borrowing:
under the Facility at 3.68% plus the margin (1.7&%ecember 31, 2009) in effect under the Facility.

ITEM 8. Financial Statements and Supplementary Data
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON FINANCIAL STATEMENTS

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, 2008 and 2(
and the related consolidated statements of opemtishareholders' equity and cash flows for eacthefthree years in the period en
December 31, 2009. These consolidated financ@éstents are the responsibility of the Company'sagement. Our responsibility is
express an opinion on these consolidated finastiéé&ments 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 thetatmliobtain reasonable assurance about whethdintrecial statements are free of mate
misstatement. An audit includes examining, on tliasis, evidence supporting the amounts and disis in the financial statements. An @
also includes assessing the accounting princigded and significant estimates made by managementethas evaluating the overall finan
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all materégpects, the consolidated financial pos
of DXP Enterprises, Inc., and Subsidiaries at Ddmam31, 2008 and 2009, and the results of theiratjpes and their cash flows for each of
three years in the period ended December 31, 20@@nformity with accounting principles generadlgcepted in the United States of Amer

We were engaged to audit, in accordance with thedstrds of the Public Company Accounting OversiBbard (United States), t
effectiveness of DXP Enterprises, Inc. and Subs&hlainternal control over financial reporting alsrecember 31, 2009, based on crit

established in Internal Control Integrated Framdwssued by the Committee of Sponsoring Organinatiaf the Treadway Commission. (
report dated March 23, 2010, expressed an ungealifpinion on the effectiveness of internal contngdr financial reporting.

Hein & Associates LLP
Houston, Texas

March 23, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

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

We were engaged to audit DXP Enterprises, Inchie {(Company”)internal control over financial reporting based nmouiteria established
Internal Control — Integrated Framework issued lyy Committee of Sponsoring Organizations of theadweay Commission (“COSO”"Jhe
Companys management is responsible for maintaining effecinternal control over financial reporting andr fils assessment of |
effectiveness of internal control over financigbogting.

A companys internal control over financial reporting is @@ess designed to provide reasonable assuranaeliregthe reliability of financi:
reporting and the preparation of consolidated fom@nstatements for external purposes in accordavite accounting principles genere
accepted in the United States of America. A compautirpternal control over financial reporting inclsd#hose policies and procedures
(i) pertain to the maintenance of records thatessonable detail, accurately and fairly refleet ttansactions and dispositions of the ass¢
the company; (ii) provide reasonable assurance tthasactions are recorded as necessary to perepamtion of financial statements
accordance with accounting principles generallyepted in the United States of America, and thatipts and expenditures of the compan
being made only in accordance with authorizatiohsnanagement and directors of the company; aniipfiivide reasonable assura
regarding prevention or timely detection of unauitted acquisition, use, or disposition of the compa assets that could have a material €
on the financial statements.

Because of its inherent limitations, internal cohwver financial reporting may ngrevent or detect misstatements. Also, projectiminany
evaluation of effectiveness to future periods atgext to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdates may deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over fical reporting as of December 31, 2(
based on criteria established in Internal Contrivitegrated Framework issued by the Committee ohSpong Organizations of the Tready
Commission (“COSQO").

We have also audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@dnited States), the consolida
balance sheets of DXP Enterprises, Inc. as of DbeeRil, 2009 and 2008, and the related consolidattdments of operations, shareholders

equity, and cash flows for each of the years inttivee year period ended December 31, 2009. Owrtrépereon dated March 23, 2(
expressed an unqualified opinion.

Hein & Associates LLP
Houston, Texas

March 23, 2010
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MANAGEMENT’'S REPORT
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Company has assessed the effectiveness ofdataal control over financial reporting as of Dexter 31, 2009 based on criteria establi:
by Internal Control — Integrated Frameworliksued by the Committee of Sponsoring Organizatahthe Treadway Commission OSC
Framework”). The Compang’ management is responsible for establishing anéhtai@ing adequate internal controls over finar
reporting. The Company’s independent registerddipaccountants that audited the Comparfinancial statements as of December 31, :
have issued an attestation report on the Compamysnal control over financial reporting, whichpegars on page 27.

Internal control over financial reporting is a peas designed by, or under the supervision of, gpeoyis principal executive and princij
financial officers, and effected by the Companyjoard of directors, management and other per§otmerovide reasonable assurs
regarding the reliability of financial reporting éthe preparation of financial statements for exakipurposes in accordance with gene
accepted accounting principles. A companiyiternal control over financial reporting inclgdnose policies and procedures that (1) pert:
the maintenance of records that, in reasonablél detaurately and fairly reflect the transacti@s dispositions of the assets of the comg
(2) provide reasonable assurance that transactimnsecorded as necessary to permit preparatidimaricial statements in accordance \
generally accepted accounting principles, and teatipts and expenditures of the company are beiage only in accordance w
authorizations of management and directors of trepany; and (3) provide reasonable assurance liegapdevention or timely detection
unauthorized acquisition, use, or disposition &f ¢tompanys assets that could have a material effect onitladial statements. Because a
inherent limitations, internal control over finaakreporting may not prevent or detect misstatemeAiso, projections of any evaluatior
effectiveness to future periods are subject taiiethat controls may become inadequate becauskasfges in conditions, or that the degre
compliance with policies or procedures may detetmr

The Companys assessment of the effectiveness of its interomdral over financial reporting included testingdagvaluating the design ¢
operating effectiveness of its internal controlstmthe participation of its principal executive gmihcipal financial officers. In management’
opinion, the Company has maintained effective makcontrol over financial reporting as of Decem®&y 2009, based on criteria establishe
the COSO Framework.

/s/ David R. Little /s/ Mac McConnell

David R. Little Mac McConnell

Chairman of the Board and Senior Vice President/Fioeand
Chief Executive Officer Chief Financialfioér
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DXP ENTERPRISES, INC., AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(In Thousands, Except Share and Per Share Amounts)

December 31

2008 2009
ASSETES
Current assett
Cash $ 5,6¢ $ 2,3¢
Trade accounts receivable, net of allowanceddoibtful account
of $3,494 in 2008 and $3,006 in 2( 101,19: 77,06¢
Inventories, ne 119,09° 72,58’
Prepaid expenses and other current a 2,851 3,53:
Federal income tax recoveral - 23t
Deferred income taxe 3,86: 7,83
Total current asse 232,70( 163,59:
Property and equipment, r 20,33: 16,95t
Goodwill 98,71¢ 60,54:
Other intangibles, net of accumulated amortizatib$i9,605 in 200!
and $13,779 in 20C 45,22’ 25,721
Non-current deferred income tax - 3,28¢
Other asset 88C 82z
Total asset $ 397,8¢ $ 270,9:
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of lor-term debt $ 13,9¢ $ 12,5¢
Trade accounts payak 57,55 51,18¢
Accrued wages and benel 12,86¢ 6,63:
Customer advanct 2,71¢ 1,00¢
Federal income taxes paya 7,89¢ -
Other accrued liabilitie 8,66( 6,37
Total current liabilitie: 103,65¢ 77,79¢
Long-term debt, less current portir 154,59: 102,91¢
Deferred income taxe 9,41¢ -
Commitments and contingencies (Note
Shareholder equity:
Series A preferred stock, 1/f@ote per share; $1.00 par value;
liquidation preference of $100 per share ($1t1Recember 31, 2009);
1,000,000 shares authorized; 1,122 shares issukdutstandin 1 1
Series B convertible preferred stock, 1thvote per share; $1.(
par value; $100 stated value; liquidation preiee of $100 per
share ($1,500 at December 31, 2009); 1,000s8860es authorized;
15,000 shares issued and outstan 15 15
Common stock, $0.01 par value, 100,000,000 stearéwrized
12,863,304 and 12,935,201 shares issued anthndiisg, respectively 12¢ 12¢
Paic-in capital 56,20¢ 58,03"
Retained earning 74,55¢ 32,057
Accumulated other comprehensive income (It (721 (26)
Total shareholde’ equity 130,18¢ 90,21
Total liabilities and sharehold’ equity $ 397,8¢ $ 270,9:

The accompanying notes are an integral part okthessolidated financial statemer
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DXP ENTERPRISES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(In Thousands, Except Per Share Amounts)

Years Ended December <

2007 2008 2009

Sales $ 444,54 $ 736,88 $ 583,22
Cost of sale: 318,85! 529,89! 431,81:
Gross profil 125,69: 206,98t 151,41.
Selling, general and administrative expe 93,80( 158,79 147,79!
Goodwill and other intangible impairme - - 52,95’
Operating income (los: 31,89: 48,191 (49,332
Other income 34¢ 227 95
Interest expens (3,344 (6,130 (5,245
Income (loss) before provision for income ta 28,89’ 42,28¢ (54,482
Provision (benefit) for income tax: 11,55( 16,39 (12,070
Net income (loss 17,34% 25,88 (42,412
Preferred stock divider (90) (90) (90)
Net income (loss) attributable to common sharedrs $ 17,25 $ 25,79 $ (42,50:
Per share and share amot

Basic earnings (loss) per common share — $ 14 $ 19 $ (3.2«

restated (Note Z

Common shares outstandi- restated (Note 2 11,81: 12,94¢ 13,11%

Diluted earnings (loss) per she restated (Note 2 $ 1.3 $ 18 $ (3.2¢

Common and common equivalent she

Outstandin¢ restated (Note 2 12,86( 13,86¢ 13,117

The accompanying notes are an integral part okthessolidated financial statemer
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DXP ENTERPRISES, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
Years Ended December 31, 2007, 2008 and 2009
(in Thousands, Except Share Amounts)

Notes
Receivable Accumulated
Series A Series B From Other
Preferred Preferred Common Paid-In Retained Treasury Share- Comprehensive
Stock Stock Stock Capital Earnings Stock holders Income (Loss  Total

BALANCES AT

DECEMBER 31, 200! $ 1 $ 1! $ 100 $ 6,09« $3150¢ $ - $(799 $ - $ 36,92
Exchange of note receivable

40,098 shares of common - - - - - (825; 79¢ - (26)
stock
Dividends paic - - - - (90) - - - (90)
Compensation expen

for restricted stoc - - - 591 - - - - 591
Exercise of stock options fi

399,910 shares of common - - 4 3,39/ - - - - 3,39¢
stock
Sale of 2,000,000 shares fror

public offering - - 20 44,55 - - - - 44,57
Net income - - - - 17,347 - - - 17,34°
BALANCES AT
DECEMBER 31, 200° $ % 1! $ 12t $54,63: $48,76. $(825 - - $102,71.
Dividends paic - - - - (90) - - - (90)
Compensation expen

for restricted stoc - - - 93C - - - - 93C
Exercise of stock options al

vesting of restricted stock fo

219,160 of common stot - - 2 642 - 82E - - 1,46¢
Net loss on interest rate sw

for comprehensive inconr - - - - - - - (721 (721
Net Income - - - - 25,88 - - - 25,88
BALANCES AT

DECEMBER 31, 200! $ 9 11 $ 12t $56,20¢ $74,55¢ - - $(721 $130,18!
Dividends paic - - - - (90) - - (90)
Compensation expen

for restricted stoc - - - 1,55¢ - - - 1,55¢
Net gain on interest rate sw

for comprehensive incon 69t 69t
Excess tax benefit from
exercise

of stock options and vesting - - - 26€ - - - - 26€

restricted stoc
Exercise of stock options al

vesting of restricted stock fo

71,897 shares of common - - 1 10 - - - - 11
stock

Net loss - - - - (42,412 - - (42,412
BALANCES AT

DECEMBER 31, 200! $ 8 11 $ 12¢ $58,03° $32,05° - - $(26;  $90,21:

The accompanying notes are an integral part oetheasolidated financial stateme
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DXP ENTERPRISES, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In Thousands)

Years Ended December

2007 2008 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss $ 17,3¢ $ 25,8¢ $ (42,41,
Adjustments to reconcile net income (loss) toaaesth
provided by operating activiti— net of acquisition:
Goodwill and other intangible impairme - - 52,95.
Precision inventory impairme - - 13,80(
Depreciatior 2,25¢ 4,62¢ 4,26(
Amortization 2,704 6,36% 7,21¢
Deferred income taxe (559 148 (16,678
Stocl-based compensation expel 591 93C 1,55¢
Tax benefit related to exercise of stock optiand
vesting of restricted stot (3,197 (1,362 (266
Gain on sale of property and equipm (8) (116 -
Changes in operating assets and liabilitiesphassets
and liabilities acquired in business combinadit
Trade accounts receival (9,253 (10,876 24,12¢
Inventories (6,882 (11,161 32,71t
Prepaid expenses and other as 3,261 36€ (1,665
Accounts payable and accrued expe 7,212 3,65¢ (24,027
Net cash provided by operating activit 13,47¢ 18,45¢ 51,57¢
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipm (1,902 (5,134 (1,593
Purchase of businesses, net of cash acq (125,869 (73,943 (491
Proceeds from the sale of property and equipi 8 15¢ 16
Net cash used in investing activit (127,763 (78,919 (2,068
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from de 191,77¢ 165,46¢ 133,71¢
Principal payments on revolving line of credit,
lon¢-term debt and notes payal (123,940 (104,662 (186,763
Dividends paid in cas (90) (90) (90)
Proceeds from exercise of stock opti 202 10E 10
Proceeds from sale of common st 44,57 - -
Tax benefit related to exercise of stock opti 3,19 1,362 26€
Net cash provided by (used in) financing atitgi 115,72: 62,18 (52,861
INCREASE (DECREASE) IN CASI 1,43¢ 1,72( (3,354
CASH AT BEGINNING OF YEAR 2,544 3,97¢ 5,69¢
CASH AT END OF YEAR $ 3,9i $ 5,6¢ $ 2,3¢
SUPPLEMENTAL DISCLOSURES
Cash paid for--
Interes $ 3,1t $ 6,2( $ 5,3:
Income taxe $ 5,81 $ 9,2¢ $ 15,0¢
Cash income tax refuni $ ‘ $ - $ i

The accompanying notes are an integral part okthessolidated financial statemer
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DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIE S:

DXP Enterprises, Inc., a Texas corporation, wasrparated on July 26, 1996, to be the successBERCO Industries, Inc.. DXP Enterpri
Inc. and its subsidiaries (“DXP” or the “Company®) engaged in the business of distributing maireaarepair and operating produ
equipment and service to industrial customers. Cbmpany is organized into two segments: MainteeaRepair and Operating (MRO) i
Electrical Contractor. See Note 16 for discusgibthe business segments.

Principles of Consolidation

The accompanying consolidated financial statemigrdside the accounts of the Company and its whollyned subsidiaries. All significe
intercompany accounts and transactions have beemated in consolidation.

Receivables and Credit Risk

Trade receivables consist primarily of uncollateesd customer obligations due under normal tradagewhich usually require payment wit
30 days of the invoice date. However, these payreems are extended in select cases and manyncertado not pay within stated tr:
terms.

The Company has trade receivables from a divedsifiestomer base in the Rocky Mountain, Midwest&outheastern and Southwes
regions of the United States. The Company belienessignificant concentration of credit risk existBhe Company evaluates
creditworthiness of its customers' financial paosiE and monitors accounts on a regular basis, ferglly does not requ
collateral. Provisions to the allowance for doubthccounts are made monthly and adjustments ae mariodically (as circumstan:
warrant) based upon managemsniiest estimate of the collectability of all suatc@unts. No customer represents more than 1C
consolidated sales.

Inventories

Inventories consist principally of finished goodsdaare priced at lower of cost or market, cost dpalrtermined using the first-in, firett
(“FIFO”) method. Reserves are provided against inventéoiesstimated obsolescence based upon the agitigeofhventories and marl
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 mfperty and equipment is computed using the sttdigh method. Maintenance and repair
depreciable assets are charged against earningzc@ased. Additions and improvements are capitalizé/hen properties are retired
otherwise disposed of, the cost and accumulatededigpion are removed from the accounts and gairesses are credited or charge
earnings.

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 the estimated ud#ibr the term of the related lease
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Cash and Cash Equivalents

The Company’s presentation of cash includes caslvagnts. Cash equivalents are defined as gbamt-investments with maturity dates of
days or less at time of purchase.

Fair Value of Financial Instruments

A summary of the carrying and the fair value ofaficial instruments, excluding derivatives, at DelsenB81, 2008 and 2009 is as follows
thousands):

2008 2009
Carrying Fair Carrying Fair
Value Value Value Value
Cash $ 5,69 $ 5,69 $2,34¢ $2,34¢
Long-term debt, including current portic 168,55t 168,55t 115,51: 115,51:

The carrying value of the longrm debt approximates fair value based upon theegtirates and terms available to the Compan
instruments with similar remaining maturities. T¢@rying amounts of accounts receivable and adsquayable approximate their fair val
due to the short-term maturities of these instrusen

Stock-Based Compensation

The Company uses restricted stock for share-basegensation programs. No future grants will be mai@er the Compang’stock optio
plans. See Note 10 — Shareholders’ Equity fortamdil information on stock-based compensation.

Revenue Recognition

For binding agreements to fabricate tangible assetsustomer specifications, the Company recognieeenues using the percentag:
completion method. The extent of completion is mead as cost incurred divided by the total estichatest. At December 31, 2008 and 2!
$1.9 million and $0.1 million, respectively, of uldd costs and estimated earnings are includeacoounts receivable. For other sales
Company recognizes revenues when an agreemenplada, the price is fixed, title for product passe the customer or services have |
provided and collectability is reasonably assuRelenues are recorded net of sales taxes.

The Company reserves for potential customer retoased upon the historical level of returns.
Shipping and Handling Costs

The Company classifies shipping and handling crahiiéed to customers as sales. Shipping and imapdharges paid to others are class
as a component of cost of sales.

Use of Estimates

The preparation of financial statements in confoymiith generally accepted accounting principleguiees the Company to make estimates
assumptions in determining the reported amountaseéts and liabilities and disclosure of contingesstets and liabilities at the date of
financial statements and the reported amounts \wmees and expenses during the reporting period. sldgnificant estimates made by
Company in the accompanying financial statemeritdeado the valuation of intangibles, determinatafrgoodwill impairments, reserves
accounts receivable collectability, inventory vailoms, income taxes and sétisured medical and liability claims. Actual redsutould diffe
from those estimates and such differences coulddterial.
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Self-insured Insurance and Medical Claims

We generally retain up to $100,000 of risk for ealzim for workers compensation, general liabiltomobile and property loss. We aci
for the estimated loss on the silfured portion of these claims. The accrual jastdd quarterly based upon reported claims inftiona The
actual cost could deviate from the recorded esémat

We generally retain up to $200,000 of risk on eawdical claim for our employees and dependentsa¥déeue for the estimated outstanc
balance of unpaid medical claims for our employeesl their dependents. The accrual is adjusted hhoriiased on recent clail
experience. The actual claims could deviate freaent claims experience and be materially diffefiemh the reserve.

The accrual for these claims at December 31, 2662808 was approximately $1.3 and $2.0 milliospestively.

Impairment of Lon-Lived Assets and Gooduwiill

Goodwill represents a significant portion of outaloassets. We review goodwill for impairment adtyuduring our fourth quarter or mc
frequently if certain impairment indicators ariseder the provisions of authoritative guidance. \&@ew goodwill at the reporting level ui
which is one level below an operating segment. Wapare the carrying value of the net assets of egudbrting unit to the net present valu
estimated discounted future cash flows of the mappmunit. If the carrying value exceeds the netsgnt value of estimated discounted fu
cash flows, an impairment indicator exists and stingte of the impairment loss is calculated. Thie ¥alue calculation includes multij)
assumptions and estimates, including the projectsth flows and discount rates applied. Changehdset assumptions and estimates ¢
result in goodwill impairment that could materiadigversely impact our financial position or resolt®perations. All of our goodwill is relat
to our MRO segment and was included in its two riépg units which are DXP and PFI. Goodwill of 810 million, before impairment, w
primarily recorded in connection with the 13 acgigas of the MRO businesses completed since 2804f which was included in the t
reporting units for our MRO segment. Assets, liibs, deferred taxes and goodwill for each repgrunit were determined using the bale
sheets maintained for each reporting unit. Wendzmb a partial impairment of goodwill for the PEporting unit and a partial impairment
the goodwill for the DXP reporting unit during 2009

When estimating fair values of a reporting unit éor goodwill impairment test, we use an incomeragph which incorporates management’
views. The income approach provides an estimatgd/élue based on each reporting uninticipated cash flows that are discounted us
weighted average cost of capital rate. The pringgumptions used in the income approach were astihtash flows and weighted avel
cost of capital. Estimated cash flows were prifgasased on projected revenues, operating costxapital expenditures and are discou
based on comparable industry average rates forhtezlgaverage cost of capital. We utilized discaatgs based on weighted average cc
capital ranging from 12.0% to 14.5% when we estddafair values of our reporting units as of DecemBg&, 2009. To ensure |
reasonableness of the estimated fair values ofeporting units, we performed a reconciliation of ¢otal market capitalization to the tc
estimated fair value of all our reporting unitsheTassumptions used in estimating fair values pbnteng units and performing the good\
impairment test are inherently uncertain and reglimanagement judgment. The assumptions and noétigies used for valuing goodwill
the current year are consistent with those usdideimprior year.

During 2009 there were significant declines in th&. and global economies and in oil and naturalgyaces which led to declines in our s¢
margins and cash flows. Our sales and profitghiléclined throughout the year particularly in fbarth quarter. We considered the impax
these significant adverse changes in the economdchasiness climate as we performed our annualifmpat assessment of goodwill as
December 31, 2009. The estimated fair values ofeporting units were negatively impacted by digant reductions in estimated cash flc
for the income approach.

Our goodwill impairment analysis led us to conclutiat there was a significant impairment of goothfol the PFI reporting unit and
significant impairment of goodwill for the DXP regimg unit and, accordingly, we recorded a raash charge of $40.7 million to our opera
results for the year ended December 31, 2009,hferimpairment of our goodwill. If we increased,dmacreased, our discount rates by
when estimating the fair values of oueporting units, the recognized impairment wouldvehabeen approximately 7% less,
approximately 10% greater, respectively. If wer@gased, or decreased, our expected growth raté®%ywhen estimating the fair values
our reporting units, the recognized impairment wlobbve been approximately 1% greater, or approeiynati% less, respectively. T
impairment charge did not have an impact on ourididy or financial covenants under our Facilitgwever it was a reflection of the ove
downturn in our industry and decline in our progettash flows.
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LongHived assets, including property, plant and equipimand amortizable intangible assets, also comgrisgnificant portion of our tot
assets. We evaluate the carrying value of llred assets when impairment indicators are presenivhen circumstances indicate -
impairment may exist under authoritative guidanéé¢hen management believes impairment indicators meigt, projections of tf
undiscounted future cash flows associated with ube of and eventual disposition of loliged assets held for use are prepared. |
projections indicate that the carrying values @& thng-lived assets are not recoverable, we retheearrying values to fair value. For long-
lived assets held for sale, we compare the carryaiges to an estimate of fair value less selliogt€ to determine potential impairment.
test for impairment of longjved assets at the lowest level for which casiwfi@are measurable. These impairment tests arelhéafiencec
by assumptions and estimates that are subject angehas additional information becomes availableconnection with our goodw
impairment test we concluded the 2009 decline énlthsiness and economic climate and significantatimhs in estimated cash flows for
income approach resulted in a full impairment & #alue of customer relationships for the PFI répgrunit. This $12.3 million expense
included in the “Goodwill and other intangible inipaent” expense on the Consolidated Statements of Opesatibnme PFI reporting unit
part of the MRO segment.

Goodwill and Other Intangible Assets

The $43.9 million increase in goodwill and the 2&illion increase in other intangibles from DecemnB1, 2006 to December 31, 2007 re:
from recording the estimated intangibles for thquégitions of Delta Process Equipment, Precisiatugitries, Inc., and Indian Fire and Sa
and changes in the estimates of intangibles foinksses acquired during 2006. The changes madgih td the estimates for other intangil
for the 2006 acquisitions relate primarily to ireseng the value of customer relationships for Petidn Pump, Safety International, Sa
Alliance and Gulf Coast Torch. The adjustment tmdwill related primarily to the payment of contérg purchase price for Product
Pump. At December 31, 2008, $98.7 million and $4Billion (net of $9.6 million of amortization) abtal purchase price for acquisitions w
allocated to goodwill and other intangibles, respety. The $37.9 million increase in goodwill aridle $9.4 million increase in ot
intangibles from December 31, 2007 to December2BD8 results from recording the goodwill and estedaintangibles for acquisitions
Rocky Mtn. Supply, PFI and Falcon Pump, continganthase price for acquisitions completed in pyiears, and changes in the estimatt
goodwill and intangibles for businesses acquireddf7. The changes made in 2008 to the estimatexther intangibles associated with 2
acquisitions relate primarily to increasing theueabf customer relationships for Indian Fire antefa The changes made to goodwill du
2008 primarily relate to reducing the value of doggh inventories for Precision and the paymentmitimgent purchase price for Produc
Pump. The $2.5 million adjustment to increase gobbdliuring 2009 primarily results from a $0.9 nidh reduction in the value of acquil
inventories for Rocky Mtn. Supply, Inc. and a $infllion reduction in acquired fixed assets for PELC, both of which were acquired
2008. Other intangible assets are generally apmuttion a straight line basis over the useful ligéshe assets. All goodwill and otl
intangible assets pertain to the MRO segment.

The changes in the carrying amount of goodwill atieer intangibles for 2007, 2008 and 2009 are Bis (in thousands):
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Other

Total Goodwill Intangibles
Net balance as of December 31, 2! $ 23,42 $ 16,96 $ 6,46
Acquired during the ye¢ 75,28¢ 48,067 27,21¢
Adjustments to prior year estimal 691 (4,182 4,87:
Amortization (2,704 - (2,704
Balance as of December 31, 2( $ 96,70 $ 60,84 $ 35,85
Acquired during the yee 45,68 31,40: 14,28(
Adjustments to prior year estimat 7,92¢ 6,46 1,45¢
Amortization (6,363 - (6,363
Balance as of December 31, 2( $ 143,94 $ 98,71 $ 45,22
Adjustments to prior year estimal 2,491 2,491 -
Amortization (7,216 - (7,216
Impairment (52,951 (40,667 (12,284
Balance as of December 31, 2( $ 86,26 $ 60,54 $ 25,72

A summary of amortizable other intangible asselsvies (in thousands):

As of December 31, 20 As of December 31, 20

Gross Gross

Carrying Accumulated Carrying Accumulated

Amount Amortization Amount Amortization
Vendor agreemen $ 2,49 $ (582 $ 2,49 $ (706
Customer relationshig 50,41¢ (8,289 35,39( (11,908
Non-compete agreemer 1,92( (734 1,62( (1,165
Total $ 54,83. $ (9,605 $ 39,50 $ (13,779

The estimated future annual amortization of intalegassets for each of the next five years follGgwshousands):

2010 $ 5,113
2011 $ 4,841
2012 $ 4,708
2013 $ 3,988
2014 $ 3,728

The weighted average useful lives of acquired igitzles related to vendor agreements, customeiliopédtips, and nogempete agreements
20 years, 7.0 years and 3.1 years, respectivehe wieighted average useful life of amortizablerigthle assets in total is 7.6 years.

Of the $86.3 million net balance of goodwill andhert intangibles at December 31, 2009, $71.6 millmexpected to be deductible for
purposes.

Purchase Accounting

DXP estimates the fair value of assets, includingpprty, machinery and equipment and its relategfulldives and salvage values,
liabilities when allocating the purchase price nfaquisition.

Cost of Sales and Selling, General and Administva@iExpense

Cost of sales includes product and product relatests, inbound freight charges, internal transéets and depreciation. Selling, general
administrative expense includes purchasing andiviagecosts, inspection costs, warehousing costpretiation and amortization. DX’
gross margins may not be comparable to those ef ethtities, since some entities include all of¢bsts related to their distribution networl
cost of sales and otheike DXP exclude a portion of these costs from grogrgin, including the costs in a line item, sashselling, gener
and administrative expense.
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Income Taxes

The Company utilizes the asset and liability metbbeccounting for income taxes. Deferred incomeassets and liabilities are computec
differences between the financial statement andne tax bases of assets and liabilities. Suchridefeincome tax asset and liabi
computations are based on enacted tax laws and egielicable to periods in which the differences axpected to reverse. Valua
allowances are established to reduce deferred ia¢armassets to the amounts expected to be realized

Comprehensive Income

Comprehensive income includes net income, foreigneacy translation adjustments, unrecognized g@asses) on postretirement and o
employmentrelated plans, changes in fair value of certainvaéves, and unrealized gains and losses on ceirigestments in debt and eq.
securities. The Company’s other comprehensive Xioseme is comprised exclusively of changes invhige of an interest rate swap.

Accounting for Uncertainty in Income Taxes

In July 2006, the Financial Accounting Standardamfi(“FASB”) issued authoritative guidance which requires thaasition taken or expect
to be taken in a tax return be recognized in tharitial statements when it is more likely than (et a likelihood of more than fifty perce
that the position would be sustained upon examandby tax authorities. A recognized tax positisrttien measured at the largest amou
benefit that is greater than fifty percent likelfyeing realized upon ultimate settlement. The @any and its subsidiaries file income
returns in the U.S. federal jurisdiction and vasiatiates. With few exceptions, the Company is ngéo subject to U. S. federal, state and

tax examination by tax authorities for years ptm2003. The Compang’policy is to recognize interest related to ungmized tax benefits

interest expense and penalties as operating expeAserued interest is insignificant and there acepenalties accrued at December
2009. The Company believes that it has appropsapport for the income tax positions taken antbédaken on its tax returns and tha
accruals for tax liabilities are adequate for @i years based on an assessment of many faatbrdiimg past experience and interpretatior
tax law applied to the facts of each matter.

2. RECENT ACCOUNTING PRONOUNCEMENTS:

In September 2006, the Financial Accounting Stasel&@oard (“FASB”)issued authoritative guidance which defines falugaestablishes
framework for measuring fair value in accordancéhwgenerally accepted accounting principles andardp disclosures about fair ve
measurements. This authoritative guidance doesrempire any new fair value measurements; ratheapjtlies under other account
pronouncements that require or permit fair valuasneements. The provisions of this authoritativielgice are to be applied prospectivel
of the beginning of the fiscal year in which thgsinitially applied, with any transition adjustmeetognized as a cumulatiedfect adjustmel
to the opening balance of retained earnings. Thwigipns of this authoritative guidance are effextfor the fiscal years beginning a
November 15, 2007. In February 2008, the FASB @dsughoritative guidance which delayed the effectiate of this authoritative guidanc:
fiscal years beginning after November 15, 2008 imterim periods within those years for all nonfica assets and nonfinancial liabiliti
except those that are recognized at fair valuéhénfinancial statements on a recurring basis @tlannually). See Note 1#dir Value o
Financial Assets and Liabilities” for additionafanmation on the adoption of this authoritativedgrice.

In December 2007, the FASB issued authoritativedgnie which requires the acquiring entity in a hess combination to measure
identifiable assets acquired, the liabilities assdrand any noncontrolling interest in the acquaetheir fair values on the acquisition date,
goodwill being the excess value over the net idi@ble assets acquired. In addition, immediate agperecognition is required for transac
costs. This authoritative guidance is effectiveffoancial statements issued for fiscal years haigmafter December 15, 2008, and adoptit
prospective only. As such, if the Company entets iny business combinations in the future, a #&retien may significantly affect tl
Company'’s financial position and earnings, but,caxth flows, as compared to the Company’s pastisitqos.
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In March 2008, the FASB issued authoritative guaamvhich amends and expands the disclosure regeimsmof previous authoritati
guidance to provide a better understanding of hogvahy an entity uses derivative instruments, hewvative instruments and related hec
items are accounted for, and their effect on aityestfinancial position, financial performance, andiclows. This authoritative guidance ¢
requires disclosure of the fair values of derivatimstruments and their gains and losses in adalfaimat. This authoritative guidance
effective for financial statements issued for flsears and interim periods beginning after Novenitie 2008, or the Comparsyquarter ende
March 31, 2009. As this pronouncement is only Idsare-related, it did not have an impact on DXFhancial position and results
operations.

In April 2008, the FASB issued authoritative guidarwhich amends the factors that should be coresidier developing renewal or extens
assumptions used to determine the useful life iifcagnized intangible asset. This authoritativedgnce requires expanded disclosure re
to the determination of useful lives for intangitdssets and should be applied to all intangibletas®cognized as of, and subseque
December 31, 2008. The impact of this authoritagiuidance will depend on the size and nature @diaitions completed by the Company
or after January 1, 2009.

In June 2008, the FASB issued authoritative guidamhbich provides that unvested share-based payaveatds that contain ndo+feitable
rights to dividends or dividend equivalents (whetpaid or unpaid) are participating securities ahdll be included in the computatior
earnings per share using the talass method. The authoritative guidance is effedior fiscal years beginning after December 18)86n
retrospective basis and was adopted by the Comjathe first quarter of 2009. The Company has grdrdwards of restricted stock t
contain nonforfeitable rights to dividends which are considkparticipating securities under this authoritatiugdance. Because these aw
are participating securities under the authorieatjuidance, the Company is required to includeetfestruments in the calculation of earni
per share using the twadass method. The adoption of the authoritatividajice reduced basic and diluted earnings per $ya$©.01 for 200
and by $0.02 for 2008. Basic earnings per shahetedi earnings per share, weighted average comimmes outstanding and weighted ave
common and common equivalent shares outstanding0@r and 2008 have been restated.

In May 2009, the FASB issued authoritative guidawbéch establishes general standards of accoufdingnd disclosure of events that oc
after the balance sheet date but before the finhistatements are issued or are available to hedssThe authoritative guidance provi
guidance on the period after the balance sheetdiateg which management of a reporting entity $th@yaluate events or transactions
may occur for potential recognition or disclosurdtie financial statements, the circumstances uwbdéh an entity should recognize event
transactions occurring after the balance sheet idatis financial statements and the disclosured #n entity should make about event
transactions that occurred after the balance stetet The Company adopted the authoritative gulaicing the second quarter of 2009,
its application had no impact on the Compangbnsolidated condensed financial statements. drapany evaluated subsequent e\
through the date this report was filed with the SEC

3. ACCOUNTING METHODS ADOPTED JANUARY 1, 2008

On January 1, 2008, we elected to change our gpstthod for our inventories accounted for on #s-In, first-out method (“LIFO”}Jo the
first-in, first-out (“FIFO”) method. The percentage of total inventories acmlfor under the LIFO method was approximately 4&
December 31, 2007. We believe the FIFO methodefepable as it conforms the inventory costing radghfor all of our inventories to a sin
method. The FIFO method also better reflects atirmequisition costs of those inventories on oursodidated balance sheets and enhanct
matching of future cost of sales with revenuesadoordance with authoritative guidance, all prierigds presented have been adjusted to
the new method retrospectively. The effect of¢change in our inventory costing method includesLtt®© reserve and related impact on
obsolescence reserve. This change increasedwantary balance by $2.0 million and increased nefdiearnings, net of income tax effects
$1.2 million as of January 1, 2004. The effectto§ change in accounting principle was immatetgathe results of operations for all pi
periods presented from January 1, 2004 through iDeee31, 2007.
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On January 1, 2008, we also changed our accountetod from the completezbntract method to the percentage of completiorhatefol
binding agreements to fabricate tangible assetsustomers’ specifications in accordance with aluthtive guidance. The percentage-of-
completion method presents the economic substahtieese transactions more clearly and timely then dompletedsontract method. TI
effect of this change in accounting principle wasniaterial to results of operations and balancetsteeall prior periods presented.

4. ACQUISITIONS

All of the Companys acquisitions have been accounted for using tihehpse method of accounting. Revenues and expefiskes acquire
businesses have been included in the accompanygimgplidated financial statements beginning on thespective dates of acquisition. °
allocation of purchase price to the acquired assedsliabilities is based on estimates of fair nearkalue and may be prospectively revise
and when additional information the Company is &wgiconcerning certain asset and liability valoas is obtained, provided that s
information is received no later than one yearrdfte date of acquisition. Any contingent purchpsee will increase goodwill when paid.

The initial purchase price allocation for the 2@@guisitions was adjusted in 2007 to allocate $4ilBon of purchase price to intangibles ot
than goodwill and record $0.7 million of additiorplrchase price. The changes made in 2007 to teagas for other intangibles for the 2
acquisitions relate primarily to increasing theweabf customer relationships for Production Pumgfety International, Safety Alliance &
Gulf Coast Torch. The adjustment to goodwill retaprimarily to the payment of contingent purchasee for Production Pump.

On May 4, 2007, DXP completed the acquisition &f blusiness of Delta Process Equipment. DXP paidd®idlion in cash for the business
Delta Process Equipment. DXP acquired this busirtesdiversify DXP$ customer base in the municipal, wastewater angnsioear
industrial pump markets. The purchase price waddd by utilizing available capacity under DXP’sdit facility.

On September 10, 2007, DXP completed the acquisiioPrecision Industries, Inc. (“PrecisionXP acquired this business to exp
DXP’s geographic presence and strengthen BXRtegrated supply offering. The Company paid6ifillion in cash for Precision. T
purchase price was funded using approximately $#8om of cash on hand and approximately $82 milliborrowed from a new cre
facility. In addition, DXP paid $0.1 million ad@nal purchase price contingent upon 2008 and 2008uct savings.

On October 19, 2007, DXP completed the acquisitibthe business of Indian Fire & Safety. DXP acedithis business to strengthen DXP’
expertise in safety products and services in Newibteand Texas. DXP paid $6.0 million in cash,uillion in a seller note and $3.0 milli

in future payments contingent upon future earnifigsthe business of Indian Fire & Safety. The eseliote bears interest at prime mi
1.75%. The cash portion was funded by utilizingikble capacity under DXP'’s credit facility.

During 2008 the initial purchase price allocation 2007 acquisitions was adjusted to allocate $iilkon of purchase price to other intangit
and increase goodwill by $6.5 million. The changesde in 2008 to the estimates for other intangibksociated with 2007 acquisitions re
primarily to increasing the value of customer fielagships for Indian Fire & Safety. The changes enawlgoodwill primarily relate to reduci
the value of acquired inventories for Precision tepayment of contingent purchase price for Peidn Pump.

On January 31, 2008, DXP completed the acquisibibthe business of Rocky Mtn. Supply. DXP acquiteid business to expand DXP’
presence in the Colorado area. DXP paid $3.9 anilin cash and $0.7 million in seller notes. ThHes notes bear interest at prime mi
1.75%.

On August 28, 2008, DXP completed the acquisitibRl, LLC. DXP acquired this business to streegtiXP’s expertise in the distributi
of fasteners. DXP paid $66.4 million in cash fustbusiness. The cash was funded by utilizingwa credit facility.

On December 1, 2008, DXP completed the acquisifaie business of Falcon Pump. DXP acquiredlibsness to strengthen DX$pum;

offering in the Rocky Mountain area. DXP paid $&lion in cash, $0.8 million irseller notes and up to $1.0 million in future pats
contingent upon future earnings of the acquiredr®ss. The seller notes bear interest at ninety BR plus 0.75%.
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The allocation of purchase price for all acquisifocompleted in 2008 was preliminary in the Decantfe 2008 consolidated balal
sheets. The following table summarizes the eséthédir values of the assets acquired and liabdlinssumed during 2008 as reflected il
December 31, 2008 consolidated financial statem@ntiousands):

Cash $ 67!
Accounts Receivabl 10,33¢
Inventory 27,79:
Property and equipme 2,75
Goodwill and intangible 45,37¢
Other asset 33¢
Assets acquire 87,27¢
Current liabilities assume (6,039
Non-current liabilities assume (5,775

Net assets acquire $ 75,46

During 2009 the initial purchase price allocaticor the 2008 acquisitions was adjusted to allocales $nillion of purchase price
goodwill. These increases in goodwill primariljated to reducing the value of inventories anddisssets for the 2008 acquisitions. Du
the fourth quarter of 2009 the Company recognizedrgairment charge of $53.0 million for goodwitichother intangibles associated with
MRO segment.

The pro forma unaudited results of operations fer Company on a consolidated basis for the yeatsedeDecember 31, 2007 and 2(
assuming the purchases completed in 2007 and 2688awnsummated as of January 1 of each year fallow

Years Ende(
December 31
2007 200¢
(Unaudited)

In Thousands,
except for per share de

Net sales $740,05! $796,16.
Net income $ 22,70 $ 27,82

Per share dal
Basic earning $1.78 $2.14
Diluted earning: $1.64 $2.01

5. PRECISION INVENTORY IMPAIRMENT
During the fourth quarter of 2009 the Company deteed that the value of inventory acquired in cartiom with the acquisition of Precisi

on September 10, 2007, was overstated by $13.8®mllecause the inventory is obsolete, expiredaaldfor slow moving. The $13.8 milli
charge to reduce the value of this inventory isuided in cost of sales for 2009.
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6. INVENTORIES:

The carrying values of inventories are as follows:

December 31

2008 2009
(in Thousands
Finished good $117,58: $ 72,271
Work in proces! 151t 311
Inventories $119,09 $ 72,58

7. PROPERTY AND EQUIPMENT:

Property and equipment consisted of the following:

December 31

2008 2009
(in Thousands

Land $ 1,77 $ 1,77
Buildings and leasehold improveme 7,48( 7,672
Furniture, fixtures and equipme 24,20: 22,32¢
33,45’ 31,77:

Less— Accumulated depreciation and amortizat (13,126 (14,817
$20,33: $16,95!

8. LONG-TERM DEBT:

Long-term debt consisted of the following:

December 31

2008 2009
(in Thousands
Line of credit $112,001 $ 75,001
Term loan, payable in quarterly installments$#.5 million through Augu 47,50( 35,50(
2013
Unsecured notes payable to individuals at 6.0%abpl&yin monthly
installments through December 2( 862 -
Unsecured notes payable to individuals, at variedties (1.25% to 3.5%
at December 31, 2009) payable in monthly instafita throughNovembe 5,901 3,027
2011
Mortgage loans payable to financial institution258%6 collateralized by re.
estate, 2,05( 1,95¢
payable in monthly installmentthrough January 201
Other note: 245 28
168,55t 115,51
Less: Current portio (13,965 (12,595
$154,59: $102,91

On August 28, 2008, DXP entered into a credit agesg with Wells Fargo Bank, National Association,lead arranger and administra
agent for the lenders (thd=&cility). The Facility was amended on March 181@ The Facility consists of a $50 million teroah and
revolving credit facility that provides a $150 rioh line of credit to the Company. The term loaguiees principal payments of $2.5 million
guarter beginning on December 31, 2008. The Facitatures on August 11, 2013. The Facility corgdinancial covenants defining varic
financial measures and levels of these measuréswtiich the Company must comply. Covenant compianassessed as of each quarte
and certain month ends for the asset test. Thet &sst is defined under the Facility as the sum85%6 of the Compang’ net accoun
receivable, 60% of net inventory, and 50% of thelbwok value of non real estate property and eqaigmrhe Compang’borrowing and lett:
of credit capacity under the revolving credit pontiof the Facility at any given time is $150 mitlitess borrowings under the revolving cr
portion of the facility and letters of credit owtstling, subject to the asset test described above.
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On December 31, 2009, the LIBOR based rate onethalving credit portion of the Facility was LIBORug |.75%, the prime based rate on the
revolving credit portion of the Facility was prirp&us 0.25%, the commitment fee was 0.25%, the LIB@Red rate for the term loan was
LIBOR plus 2.50% and the prime based rate for énetloan was prime plus 1.00%. At December 31, 26020.5 million was borrowed

under the Facility at a weighted average interast of approximately 3.5% under the LIBOR optidnsjuding the effect of the interest rate
swap, and nothing was borrowed under the primepgtunder the Facility. Beginning on March 15,@0ahe March 15, 2010 amendment to
the Facility significantly increases the interegtes and commitment fees applicable at variougadgpeeratios from levels in effect before Ma
15, 2010. The revolving credit portion of the Hi&ciprovides the option of interest at LIBOR plasnargin ranging from 2.25% to 4.00% or
prime plus a margin of 1.25% to 3.00%. If the @ased rates had been in effect on December 31, #GORIBOR based rate on the revolving
credit portion of the Facility would have been LIB@Ilus 4.00%. If the increased rates had beeffénteon December 31, 2009 the prime
based rate on the revolving credit portion of theilty would have been prime plus 3.00%. Commitbfees of 0.25% to 0.625% per annum
are payable on the portion of the Facility capanityin use for borrowings or letters of creditay given time. If the increased rates had been
in effect on December 31, 2009, the commitmentfeald have been 0.625%. The term loan providesfhien of interest at LIBOR plus a
margin ranging from 2.75% to 4.50% or prime plusargin of 1.75% to 3.50%. If the increased ratas leen in effect on December 31,
2009, the LIBOR based rate for the term loan wdade been LIBOR plus 4.50%. If the increased ratekbeen in effect on December 31,
2009, the prime based rate for the term loan whalte been prime plus 3.50%. Borrowings under twdlify are secured by all of the
Company’s accounts receivable, inventory, genatahigibles and non real estate property and equipnihe Facility was amended to waive
the Fixed Charge Coverage Ratio for the period @émdkcember 31, 2009, and to amend the Leverage Ratihe period ended December 31,
2009, to allow DXP to be in compliance with atidincial covenants. DXP would not have been in diamge with the Fixed Charge Cover:
Ratio or the Leverage Ratio without the amendméntDecember 31, 2009, we had $37.3 million avadddbr borrowing under the most
restrictive covenant of the Facility.

The Facility’s principal financial covenants inckud

Fixed Charge Coverage Rat- For the 12 month period ending December 31, 209 Fixed Charge Coverage Ratio has been waivec
Facility requires that the Fixed Charge CoveraggoRfar the 12 month period ending on the last déyach quarter from March 31, 2(
through September 30, 2010 be not less than 11Mtostepping up to 1.25 to 1.0 for the quarterirmn®ecember 31, 2010 and to 1.50 to
for the quarter ending March 31, 2011, with “Fix@darge Coverage Ratialefined as the ratio of (a) EBITDA for the 12 ma#nding o
such date minus cash taxes, minus Capital Expaedifor such period (excluding acquisitions) tptfie aggregate of interest expense pe
cash, scheduled principal payments in respectrg-term debt and current portion of capital ledsesuch 12month period, determined
each case on a consolidated basis for DXP andlitsidiaries.

Leverage Rati— The Facility requires that the Compasy’everage Ratio, determined at the end of eachlfegiarter, not exceed 3.75 to 1.
of December 31, 2009, 4.25 to 1.0 as of March 81024.00 to 1.00 as of June 30, 2010, 3.75 t@4.6f September 30, 2010, and 3.25 t
as of the last day of each quarter thereafter.etamye Ratio is defined as the outstanding Indeletliivided by EBITDA for the twel
months then ended. Indebtedness is defined uheeFacility for financial covenant purposes as: gl)obligations of DXP for borrowe
money including but not limited to senior bank dedgnior notes, and subordinated debt; (b) calgitedes; (c) issued and outstanding lette
credit; and (d) contingent obligations for fundadébtedness.

EBITDA as defined under the Facility for financ@venant purposes means, without duplication, fiyr geriod the consolidated net incc
(excluding any extraordinary gains or losses) of FDElus, to the extent deducted in calculating chdated net income, depreciati
amortization, other non-cash items and non-recgitems (including, without limitation, impairmealarges, or asset writdts and accruals
respect of closed locations), interest expense, tardexpense for taxes based on income and miouthet extent added in calculat
consolidated net income, any non-cash items aner@aunrring items; provided that, if DXP acquires #quityinterests or assets of any pel
during such period under circumstances permittedeuthe Facility, EBITDA shall be adjusted to g forma effect to such acquisit
assuming that such transaction had occurred ofirgthelay of such period and provided further thlaXP divests the equity interests or as

of any person during such period under circumstwpegmitted under this Facility, EBITDA shall beusled to give pro forma effect to st
divestiture assuming that such transaction hadroedwn the first day of such period. Add-backeve¢d pursuant to Article 11, Regulation S-
X, of the Securities Act of 1933 will also be indkd in the calculation of EBITDA.
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The Facility prohibits the payment of cash dividewd the Company’s common stock.

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

2010 $ 12,59
2011 10,66¢
2012 10,11:
2013 82,13}
2014 -
Thereaftel -

9. INCOME TAXES:

The provision for income taxes consists of theofelhg:

Years Ended December :
2007 2008 2009
(in Thousands

Current-
Federa $ 10,93¢ $ 14,60 $ 3,84
State 1,17( 1,64¢ 75¢
12,10¢ 16,25¢ 4,60¢
Deferred (559 143 (16,678
$ 11,55( $ 16,39 $(12,070

The difference between income taxes computed detleral statutory income tax rate (35%) and tlowigion for income taxes is as follows:

Years Ended December :

2007 2008 2009
(in Thousands
Income taxes computed at federal statutory $10,11 $ 14,79 $(19,069
State income taxes, net of federal ber 76C 1,072 497
Nondeductible impairment exper - - 6,852
Other 67€ 52€ (345
$ 11,55 $ 16,39 $(12,070
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The net current and noncurrent components of daféncome tax balances are as follows:

December 31

2008 2009
(in Thousands
Net current asse $ 3,86 $ 7,83
Net nor-current asset - 3,28¢
Net nor-current liabilities (9,419 -
Net assets (liabilities $(5,556 $11,12:

Deferred tax liabilities and assets were comprigdtie following:

December 31
2008 2009
(in Thousands

Deferred tax asset

Goodwill $ 44 $ 5,77¢
Allowance for doubtful accoun 1,34( 1,052
Inventories 1,31¢€ 6,79
State net operating loss carryforwa 16 -
Accruals 401 93€
Interest rate swa 481 16
Other 36¢€ 28C
Total deferred tax asse 4,36( 14,85¢
Less valuation allowanc (16) -
Total deferred tax assets, net of valuatioovedince 4,34¢ 14,85¢
Deferred tax liabilities
Goodwill (1,356 (1,028
Intangibles (7,009 (1,106
Property and equipme (1,409 (1,499
Other (126 (99)
Net deferred tax asset (liabilit $(5,556 $11,12:

10. SHAREHOLDERS' EQUITY:

On September 30, 2008, DXP paid a two for one comstock dividend. DXP financial statements have been restated to tefleceffect ¢
this common stock dividend on all periods presented

Series A and B Preferred Stock

The holders of Series A preferred stock are edtitteonetenth of a vote per share on all matters presaotadvote of shareholders gener:
voting as a class with the holders of common steoki, are not entitled to any dividends or distiitmg 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 coritvierinto 28 shares of common stock and a monthlidend per share of $.50. The holder
the Series B convertible stock are also entitled 100 liquidation preference per share after ayrof the distributions to the holders of
Series A preferred stock and to ceeth of a vote per share on all matters preseitedvote of shareholders generally, voting asaascivitl
the holders of the common stock.

Restricted Stock
Under a restricted stock plan approved by DXP'gedalders in July 2005 (the “Restricted Stock P)aditectors, consultants and employ

may be awarded shares of DXRlommon stock. The shares of restricted stocktgdato employees as of December 31, 2009, vestei9
year for five years after the date of grant, 33&86h year for three yee
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after the grant date or 10% each year for ten yafes the grant date. The shares of restrictecksgranted to noemployee directors of D>
vest 100% one year after the grant date. The iRestrStock Plan provides for a grant to each emmployee director of DXP, consisting of
number of whole shares calculated by dividing $@6,by the closing price of the common stock ondilg 1 of the award year. The fair ve
of restricted stock awards is measured based upenclbsing prices of DXRB’ common stock on the grant dates and is recograz
compensation expense over the vesting period clreeds.

The following table provides certain informatiorgaeding the shares authorized, granted and availialfuture grant under the Restric
Stock Plan at December 31, 2009:

Number of shares authorized for gra 600,000
Number of shares grant 400,88:
Number of shares forfeite 22,764
Number of shares available for future gre 221,883
Weighte(-average grant price of granted she $ 15.34

Changes in non-vested restricted stock for 20008 2td 2009 were as follows:

Weighted

Number Average

Of Shares Grant Price
Non-vested at December 31, 20 87,39¢ $12.33
Granted 161,12( $18.54
Vested 36,06¢ $13.65
Non-vested at December 31, 20 212,45: $16.81
Granted 57,50¢ $13.21
Vested (54,708 $16.60
Non-vested at December 31, 20 215,25( $15.91
Granted 94,85¢ $13.96
Forfeited (22,764 $13.15
Vested (63,897 $16.17
Non-vested at December 31, 20 223,44 $15.29

Compensation expense recognized for restricteck Stoche years ended December 31, 2007, 2008 afé 2@&s $591,000, $930,000
$1,555,000, respectively. Related income tax benefcognized in earnings were approximately $238, $372,000 and $622,000 in 2(
2008 and 2009, respectively. Unrecognized compiemsaexpense under the Restricted Stock Plan wa®9200 and $2,601,0!
respectively, at December 31, 2008 and 2009. ADetember 31, 2009, the weighted average period waéch the unrecognizi
compensation expense is expected to be recogriZz@l9 months.

Stock Options

The DXP Enterprises, Inc. 1999 Employee Stock @pBtan, the DXP Enterprises, Inc. Lomgfm Incentive Plan and the DXP Enterpri
Inc. Director Stock Option Plan authorized the gmfnoptions to purchase 1,800,000, 660,000 and0®@0shares of the Compasytommo
stock, respectively. In accordance with thesekstmtion plans that were approved by the Compasfiareholders, options were granted tc
personnel for the purchase of shares of the Comipaiymmon stock at prices not less than the faiketaralue of the shares on the date
grant. Most options could be exercised not eatlian 12 months nor later than 10 years from thie dhgrant. No future grants will be m:
under these stock option plans. Activity durin@202008 and 2009 with respect to the stock optiolhaws:
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Weighted
Average Aggregate

Options Price  Exercise Intrinsic
Shares Per Shart Price Value

Outstanding at December 31, 2( 622,36: $0.46- $3.36 $0.7C  $10,464,00

Exercisec (399,910 $0.46- $1.25 $0.5C $ 8,511,00
Outstanding at December 31, 2( 222,45. $0.50- $3.36 $1.0:  $ 4,953,00

Exercisec (164,452  $0.50- $0.68 $0.6¢ $ 3,511,00
Outstanding and exercisable at

December 31, 20C 58,00 $1.25- $3.36 $2.3: $ 712,00

Exercisec (8,000 $1.25 $1.28 % 85,00
Outstanding and exercisable

December 31, 20C 50,000 $1.25- $3.36 $2.5C $ 529,00

The total intrinsic value, or the difference betwelee exercise price and the market price on the afeexercise, of all options exercised du
2007, 2008 and 2009, was approximately $8.5 mill&5 million and $0.1 million, respectively. Caglteived from stock options exerci
during 2007, 2008 and 2009 was $202,000, $105,08(%&0,000, respectively.

Stock options outstanding and currently exercisabBecember 31, 2009 are as follows:

Options Outstanding and Exercisa
Weighted Averag

Remaining Weighted
Range o! Number Contractual Life Average
Exercise Price Outstanding (in years) Exercise Prict
$1.25 10,00( 0.3 $1.25
$2.26 to $3.3! 40,00( 4.9 $2.81

The options outstanding at December 31, 2009, eXy@tween April 2010 and May 2015. The weightedaye remaining contractual life v
3.2 years, 4.5 years and 4.0 years at Decemb@08Z, 2008 and 2009, respectively.

Certain Equity Related Transactions
During 2007, 2008 and 2009, employees and direcbiBXP exercised nogualified stock options. DXP received a tax dewturcfor the
amount of the difference between the exercise @iwkthe fair market value of the shares recognéeeshcome by the individuals exercis

the options. The after tax benefit of the tax deiducis accounted for as an increase in paid-intabp

During June 2007, DXP sold 2,000,000 shares of comstock in a public offering for proceeds of $4#élion, net of placement age
commissions and expenses.

On October 24, 2007, DXP exchanged a note recaviabin Mr. David Little, Chief Executive Officer,ith a value of $825,000, includi
accrued interest, for 40,098 shares of common stwaked by Mr. Little. The shares were valued & $20.57 per share closing price
October 24, 2007.

Earnings Per Share

Basic earnings per share is computed based on tedigiverage shares outstanding and excludes @ils&eurities. Diluted earnings per sl

is computed including the impacts of all potenyiadilutive securities. The following table setstfothe computation of basic and dilu
earnings per share for the years ended Decemb&08%, 2008 and 2009.
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2007 2008 2009
(in Thousands, except per share amoL

Basic:
Basic weighted average shares outstan 11,81 12,94¢ 13,117
Net income (loss $17,34° $25,88° $(42,412
Convertible preferred stock divide! (90) (90) (90)
Net income (loss) attributable to comm $17,25° $25,79° $(42,502
shareholder
Per share amou $1.4¢€ $1.9¢ $(3.24
Diluted:
Basic weighted average shares outstan 11,81! 12,94¢ 13,11%
Net effect of dilutive stock options based

the treasury stock meth 20¢ 84 -
Assumed conversion of convertibpreferred stoc 84C 84C -
Total common and common equivalent sh 12,86( 13,86¢ 13,117
outstanding
Net income (loss) attributable to comm $17,25° $25,79° $(42,502
shareholder
Convertible preferred stock divide 90 90 -
Net income (loss) for diluted earnings per st $17,34° $25,88' $(42,502
Per share amou $1.3¢ $1.87 $(3.24

11. COMMITMENTS AND CONTINGENCIES:

The Company leases equipment, automobiles ancedHiglities under various operating leases. Theréuminimum rental commitments as
December 31, 2009, for non-cancelable leases dmlaws (in thousands):

2010 $ 9,70
2011 7,991
2012 5,29¢
2013 3,45
2014 2,43
2015 98t
Thereaftel 6,47¢

Rental expense for operating leases was $5,63781351,000 and $12,201,000 for the years endedeer 31, 2007, 2008 and 2
respectively.

In 2004, DXP and DXR vendor of fiberglass reinforced pipe were suedldoisiana by a major energy company regardingféilere of
Bondstrand PSX JFC pipe, a recently introduced typdiberglass reinforced pipe which had been iltestaon four energy producti
platforms. Plaintiff alleges negligence, breachcoftract, warranty and that damages exceed $2bmilDXP believes the failures we
caused by the failure of the pipe itself and nowayk performed by DXP. DXP intends to vigorouslgfend these claims. DX®insuranc
carrier has agreed, under a reservation of rightdeny coverage, to provide a defense against ttlagas. The maximum amount of
insurance coverage, if any, is $6 million. Undertaia circumstance, our insurance may not covey ¢kaim. DXP currently believes that 1
claim is without merit.

In 2003, DXP was notified that it had been suedarious state courts in Nueces County, Texas. stiits allege personal injury resulting fr
products containing asbestos allegedly sold byGbmpany. The suits do not specify products ord&es on which the Company allege
sold the products. The plaintiffs’ attorney haseagl to a global settlement of all suits for a nmhiamount to be paid by the Company’
insurance carriers. Settlement Hasen consummated as to more than 85% of the 13Btifitls and the remaining settlements ar
process. The cases are all dismissed or dormadimethe remaining settlements.

48




While DXP is unable to predict the outcome of thiasesuits, it believes that the ultimate resolutiaili not have, either individually or in the
aggregate, a material adverse effect on DXP’s dmtaded financial position or results of operations

12. EMPLOYEE BENEFIT PLANS:

The Company offers a 401(k) plan which is eligitiesubstantially all employees. During 2007, 2@08 part of 2009, the Company electe
match employee contributions at a rate of 50 perokuap to 4 percent of salary deferral. During 2@8e Company stopped matching emplc
contributions. The Company contributed $847,0004%0,000 and $823,000 to the 401(k) plan in theryended December 31, 2007, 2
and 2009, respectively.

13. RELATED-PARTY TRANSACTIONS:

Prior to 2002, the Board of Directors of the Compaad approved the Company making advances and komathe CEO. During 2001, 1
advances and loans to the CEO were consolidatedlirge notes receivable, each bearing interesBa@tpercent per annum and due Dece
30, 2010. Accrued interest was due annually. Gmdi 31, 2004, DXP exchanged two of the notes vabé from the CEO, with a value
$338,591 including accrued interest, for 161,23®ak of DXP’s common stock held by three trustdtierbenefit of Mr. Littles children. Th
shares were valued at $2.10 per share, the closamget price of the common stock on March 31, 200 balance of the remaining note
$799,000 at December 31, 2006. The note was sbyré, 354,534 shares of the Companyommon stock. The note receivable was refls
as a reduction of shareholdeejuity. On October 24, 2007, DXP exchanged the meteivable from Mr. David Little with a value
$825,000, including accrued interest, for 40,098rab of common stock owned by Mr. Little. The ssawvere valued at the $20.57 per s
closing price on October 24, 2007.

14: FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES

Effective January 1, 2008, we adopted authoritagivielance for financial assets and liabilities nuead on a recurring basis. This authorite
guidance applies to all financial assets and fir@diabilities that are being measured and regboe a fair value basis. Fair value, as defin
the authoritative guidance, is the price that wdmdreceived to sell an asset or paid to transfebdity in an orderly transaction betwe
market participants at the measurement date. Tthortative guidance affects the fair value measwaet of an interest rate swap to which
Company is a party, which must be classified in ohthe following categories:

Level 1 Inputs

These inputs come from quoted prices (unadjustedgiive markets for identical assets or liab#itie

Level 2 Input:

These inputs are other than quoted prices thadlaservable for an asset or liability. These inpntdude: quoted prices for similar asset
liabilities in active markets; quoted prices foeidical or similar assets or liabilities in markétat are not active; inputs other than qu
prices that are observable for the asset or Itgbiéind inputs that are derived principally fromamroborated by observable market dat
correlation or other means.

Level 3 Input:

These are unobservable inputs for the asset dlitjalvhich require the Company’s own assumptions.

Financial assets and liabilities are classifiededasn the lowest level of input that is significamtthe fair value measurement. Our assess

of the significance of a particular input to thé fealue measurement requires judgment and maytatfie valuation of the fair value of as:
and liabilities and their placement within the fa&ue hierarchy levels.

49




The following table summarizes the valuation of éinancial instruments (an interest rate swap)rput levels as of December 31, 200¢
thousands):

Fair Value Measureme

Description (Liabilities’ Level1 Level2 Level3 Total

Current liabilities— Other accrued liabilitie $ -$ -3 42)$ (42
Non-current liabilities - - - -
Total $ -$ -3 (42% (42

The following presents the changes in Level 3 lities for 2007, 2008, and 2009 (in thousands):

2007 2008 2009

Fair value at January $ - $ - $(1,202
Realized and unrealized gains (losses)

included in other comprehensive inco - (1,202 1,16(
Fair value at December 3 $ - $ (1,202 $( 42

To hedge a portion of our floating rate debt, agasfuary 10, 2008, DXP entered into an interestsatap agreement with the lead bank o
Facility. Through January 11, 2010, this intereéé swap effectively fixes the interest rate o0 #4llion of floating rate LIBOR borrowing
under the Facility at onmonth LIBOR of 3.68% plus the margin (1.75% at Deber 31, 2009) in effect under the Facility. Amtsupaid o
received in connection with the swap are includedhierest expense. This swap is designated aslaftow hedging instrument. Change
the fair value of the swap are included in othenprehensive income. See Note 15 “Other Compreberiscome”for gain and (loss), net
income taxes, on the interest rate swap.

The Company measures certain non-financial assetdiabilities, including long-lived assets, atrfaalue on a nomecurring basis. In 20C
the Company recorded a charge of $53.0 milliontedlao the impairment of goodwill and other intddigs at the DXP and PFI report
units. The fair market value of these reportingsuwas determined using the income approach amdll®inputs, which required managen
to make estimates about future cash flows. Managérastimated the amount and timing of future déshs based on its experience .
knowledge of the business environment in whichréorting units operate. This impairment chargsdtuded in operating expenses in
accompanying consolidated statements of income Qbmpany was not required to measure any otheifisant nonfinancial assets al
liabilities at fair value.

15: OTHER COMPREHENSIVE INCOME
Other Comprehensive income generally representhaliges in shareholdeexjuity during the period, except those resultimgrfinvestmen

by, or distributions to, shareholders. The Comphay other comprehensive income related to chamgigerest rates in connection with
interest rate swap, which is recorded as follows:

Years Ended December ¢
(in thousands

2007 2008 2009
Net income (loss $17,347 $25,887 $(42,412
Gain (loss) from interest rate swap, net of incaaxes - (721) 695
Comprehensive income (los $17,347 $25,16€ $(41,717

At December 31, 2007, 2008 and 2009, the accuntutigevative loss, net of income tax was zero, $3@0 and $26,000, respectively.
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16. SEGMENT DATA:

The MRO segment is engaged in providing maintenanepair and operating products, equipment andgiated services, includi
engineering expertise and logistics capabilitiesindustrial customers. The Company provides aewahge of MRO products in the fli
handling equipment, bearing, power transmissionipgnent, general mill, safety supply and electripabducts categories. The Electr
Contractor segment sells a broad range of elettpicaducts, such as wire conduit, wiring devicelgctical fittings and boxes, signali
devices, heaters, tools, switch gear, lighting,daiape, lugs, wire nuts, batteries, fans andsfuseelectrical contractors. The Company b
offering electrical products to electrical cont@stfollowing its acquisition of the assets of &ectrical supply business in 1998. All busir
segments operate in the United States.

The high degree of integration of the Companyperations necessitates the use of a substaantider of allocations and apportionments ir
determination of business segment information.esarte shown net of intersegment eliminations.

Financial information relating to the Company’s memts is as follows:

Electrical
MRO Contractot Total
(in Thousands

2007

Sales $ 441,25 $ 3,29 $ 444,54
Operating incom 31,48: 40¢ 31,89:
Income before ta 28,591 30C 28,891
Income tax provisiol 11,43( 12C 11,55(
Identifiable asset 286,69! 1,47 288,17(
Capital expenditure 1,891 11 1,902
Depreciation and amortizatic 4,95¢ 4 4,967
Interest expens 3,23¢ 10¢ 3,344
2008

Sales $ 733,27 $ 3,61 $ 736,88
Operating incomi 47,697 494 48,19’
Income before ta 41,92: 362 42,28¢
Income tax provisiol 16,25 14t 16,39"
Identifiable asset 396,32¢ 1,52¢ 397,85t
Capital expenditure 5,134 - 5,134
Depreciation and amortizatic 10,98¢ 4 10,99:
Interest expens 5,99¢ 131 6,13(
2009

Sales $ 580,49 $ 2,72 $ 583,22
Impairment of goodwill and

other intangible: 52,95 - 52,95
Operating income (los: (49,598 26€ (49,332
Income (loss) before te (54,629 147 (54,482
Income tax provisiol (12,129 59 (12,070
Identifiable asset 269,60° 1,32( 270,92°
Capital expenditure 1,49¢ 95 1,59:
Depreciation and amortizatic 11,47 3 11,47¢
Interest expens 5,12¢ 11¢ 5,24¢

On March 5, 2010, the Company sold all of the asskthe Electrical Contractor segment for appratigty $1.4 million
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17. QUARTERLY FINANCIAL INFORMATION (Unaudited)

Summarized quarterly financial information for fears ended December 31, 2007, 2008 and 200¥adi@ss:

First Seconc Third Fourth
Quarter Quarter Quarter Quarter

2007

Sales $ 83.¢ $ 85.: $ 106.¢ $ 168.¢
Gross profil 24.¢ 24.5 29.¢ 46.4
Net income 3.7 3.4 4.5 5.7
Earnings per shar basic (Restatec— Note 2 0.3€ 0.3C 0.3 0.4
Earnings per shar diluted (Restatec— Note 2 0.3z 0.2¢ 0.3: 0.41
2008

Sales $168.t $ 187.¢ $ 186.¢ $ 193.¢
Gross profil 45.¢ 51.¢ 52.: 56.¢
Net income 5.4 6.4 7.0 7.C
Earnings per shar basic (Restatec— Note 2 0.4z 0.4¢ 0.54 0.54
Earnings per shar diluted (Restatec— Note 2 0.3¢ 0.4€ 0.51 0.51
2009

Sales $ 157.¢ $ 144.. $ 143.¢ $ 137.¢
Gross profil 46.1 41.4 40.€ 23.1
Goodwill and other intangibleimpairment - - - (53.0
Net income (loss 3.2 2.2 2.7 (50.5
Earnings (loss) per sha- basic 0.24 0.1€ 0.2C (3.84
Earnings (loss) per sha- diluted 0.2: 0.1t 0.1¢ (3.84

The sum of the individual quarterly earnings pearstamounts may not agree with year-to-date eagrpeg share as each quadesbmputatio
is based on the weighted average number of shatetanding during the quarter, the weighted avestgek price during the quarter and
dilutive effects of the stock options and resticstock in each quarter.

ITEM 9. Changes in and Disagreements with Accountants orcéanting and Financial Disclosure
None.

ITEM 9A. Controls and Procedures

Disclosure Controls and Procedures

DXP carried out an evaluation, under the supermisiod with the participation of its managementiudimg the Chief Executive Officer and"
Chief Financial Officer, of the effectiveness aDafcember 31, 2009, of the design and operatiddXd®’s disclosure controls and procedi
pursuant to Exchange Act Rules 13a-15 and I&dDisclosure controls and procedures are thé&rasrand other procedures of DXP that
designed to ensure that information required taliselosed by DXP in the reports that it files obmsuits under the Securities Exchange Ac
1934, as amended, is recorded, processed, sumdhaire reported, within the time periods specifindthie rules and forms of the U
Securities and Exchange Commission (the “CommiSgioDisclosure controls and procedures include, withlbmitation, controls an
procedures designed to ensure that informationimedjuo be disclosed by DXP in the reports thdiilés or submits under the Securi
Exchange Act of 1934, as amended, is accumulatddcammunicated to the issugrmanagement, including its principal executive
principal financial officers, or persons performirgimilar functions, as appropriate to allow timetlecisions regarding requit
disclosure. Based upon that evaluation, the Chiefcutive Officer and the Chief Financial Officancluded that DX disclosure contrc
and procedures were effective as of the end op¢hied covered by this Report.

52




Internal Control Over Financial Reporting
(A) Management’s Annual Report on Intéi@antrol Over Financial Reporting

Management’s report on the Companynternal control over financial reporting is inded on page 23 of this Report under
heading Manageme’'s Annual Report on Internal Control Over Finan&aporting.

(B) Changes in Internal Control over Ficial Reporting

During the fourth quarter of 2009, the control stawmes between DXP and a significant business aediun September of 2007 w
standardized, including the migration of a largetipa of the acquired business systems on to thacke DXP computer systems. T
standardization of control structures, along witipioved maintenance of internal control documematind the testing of general comp
controls before the end of 2009 are expected toemtea recurrence of the material weakness idedtdit December 31, 2008.

ITEM 9B. Other Information

None.
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PART Il
ITEM 10. Directors, Executive Officers and Corporate Govenge
The information required by this item will be indked in our Definitive Proxy statement for the 204@hual Meeting of Shareholders that
will file with the SEC within 120 days of the end the fiscal year to which this Report relates (ffeoxy Statement”and is herek
incorporated by reference thereto.
ITEM 11. Executive Compensation
The information required by this item will be indied in the Proxy Statement and is hereby incorpdray reference.
ITEM 12. Security Ownership of Certain Beneficial Owners atanagement
The information required by this item will be indied in the Proxy Statement and is hereby incorpdriy reference.
ITEM 13. Certain Relationships and Related Transactions, aDaector Independence
The information required by this item will be indied in the Proxy Statement and is hereby incorpdray reference.

ITEM 14. Principal Auditor Fees and Services.

The information required by this item will be indied in the Proxy Statement and is hereby incorpdray reference.
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PART IV

ITEM 15. Exhibits, Financial Statement Schedules.

(a) Documents included in this report:

1. Financial Statements (included under Item 8):

DXP Enterprises, Inc. and Subsidiaries Page

Reports of Independent Registered Public Accourfing) 26
Consolidated Financial Stateme

Management Report on Internal Contr 28
Consolidated Balance She: 29
Consolidated Statements of Operati 3C
Consolidated Statements of Shareholders' E« 31
Consolidated Statements of Cash Fle 32
Notes to Consolidated Financial Stateme 33

2. Financial Statement Schedul:

Exhibit
No.

3.1

3.2

4.1

4.2

4.3

+10.1

Schedule I~ Valuation and Qualifying Accoun

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

Exhibits:

The following exhibits are filed herewith or aredmporated by reference to exhibits previouslydfiteth the Commission.

Description

Restated Articles of Incorporation, as amer(dembrporated by reference to Exhibit 4.1 to therany’s Registration Statement on
Form &-8 (Reg. No. 33-61953), filed with the Commission on August 20, 8p!

Bylaws (incorporated by reference to Exhibi ® the Company's Registration Statement on F#n(Reg. No. 333-10021), filed
with the Commission on August 12, 199

Form of Common Stock certificate (incorporadbgdeference to Exhibit 4.3 to the Company's Regfion Statement on Form S-8
(Reg. No. 33-61953), filed with the Commission on August 20, 80

See Exhibit 3.1 for provisions of the Company'stResl Articles of Incorporation, as amended, defirthe rights of security holde!
See Exhibit 3.2 for provisions of the Company'saéByd defining the rights of security holde

DXP Enterprises, Inc. 1999 Employee Stock OptianKIncorporated by reference to Exhibit 10.1 ® @ompany's Quarterly Rep
on Form 1-Q for the quarterly period ended June 30, 1998d fitith the Commission on August 16, 19¢
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+10.2

DXP Enterprises, Inc. 1999 Nemployee Director Stock Option Plan (incorporatgddference to Exhibit 10.2 to the Compa

Quarterly Report on Form 10-Q for the quarterlyigetended June 30, 1999), filed with the CommissiorAugust 16, 1999.

+10.3

+10.4

+10.5

+10.6

+10.7

+10.8

+10.9

+10.10

+10.11

+10.12

+10.13

10.14

10.15

DXP Enterprises, Inc. Long Term Incentive Planaasended (incorporated by reference to Exhibit d.the Company's Registrat
Statement on Form-8 (Reg. No. 33-61953), filed with the Commission on August 20, 80!

Amendment Number One to DXP Enterprises, Inc.-Employee Director Stock Option Plan (incorporatgdréference to Exhit
10.8 to the Company’s Annual Report on FormKLfbr the fiscal year ended December 31, 2003d filéth the Commission on Mar
11, 2004).

Employment Agreement dated effective as of JantiaB004, between DXP Enterprises, Inc. and David RLittle (incorporated t
reference to Exhibit 10.10 to the Company’s AnrReport on Form 1 for the fiscal year ended December 31, 2003d filéth the
Commission on March 11, 200:

Employment Agreement dated effective as of Jun20D4, between DXP Enterprises, Inc. and Mac McChr(irecorporated b
reference to Exhibit 10.1 to the Company’s Quayt&éport on Form 1@ for the quarterly period ended March 31, 200&édfiwith
the Commission on May 6, 200«

Amendment Number One to DXP Enterprises, Inc. 188fployee Stock Option Plan (incorporated by refeeeto Exhibit 10.10 f
the Company’s Annual Report on Form KCfor the fiscal year ended December 31, 2004dfildth the Commission on March .
2005).

Summary Description of Director Fees (incogped by reference to Exhibit 10.11 to the Com{mAynnual Report on Form 1R-for
the fiscal year ended December 31, 2004, filed thithCommission on March 30, 200

Summary Description of Executive Officer Cash Bomlan (incorporated by reference to Exhibit 10.42he Compar’s Annua
Report on Form 1-K for the fiscal year ended December 31, 2004d filéth the Commission on March 30, 200

Amendment Number Two to DXP Enterprises, Inc. -Employee Director Stock Option Plan (incorporatgdréference t
Exhibit 10.13 to the Company’s Annual Report onrrdOK for the fiscal year ended December 31, 2004dfilgth the
Commission on March 30, 200!

DXP Enterprises, Inc. 2005 Restricted Stlek (incorporated by reference to Exhibit 10d.¢he Company Annual Repo
on Form 1-K for the fiscal year ended December 31, 200%fivith the Commission on March 10, 20(

Amendment Number One to Employment Agreement datgsttive as of January 1, 2004, between DXP Engsgg, Inc
and David R. Little (incorporated by reference tchibit 10.1 to the Company’s Current Report on F@, filed with the
Commission on July 26, 200¢

Amendment No. One to DXP Enterprises, Inc. 2005ti¢sd Stock Plan (incorporated by reference tdikix 10.2 to th
Compan'’s Current Report on Forn-K, filed with the Commission on July 26, 200

Stock Purchase Agreement among DXP Enterprises, ascPurchaser, Precision Industries, Inc., ards#iling stockholders dat
August 19, 2007, (incorporated by reference to BixHi0.1 to the Company’s Current Report on Fori, 8ied with the Commissic
on August 21, 2007

Asset Purchase Agreement among DXP Enterprises,dad?urchaser, Lone Wolf Rental, LLC, Indian Rirel Safety, Inc., and t

other parties nhamed therein dated October 18, 2@@39rporated by reference to Exhibit 10.1 to @@mpanys Current Report ¢
Form &K, filed with the Commission on October 22, 20(
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10.16

10.17

10.18

10.19

10.20

18.1

*21.1

*23.1

*31.1

*31.2

*32.1

*32.2

Stock Purchase Agreement among DXP Enterprises, dscPurchaser, Vertex Corporate Holdings, Ime,dtockholders of Vert
Corporate Holdings, Inc. and Watermilertex Enterprises, LLC, dated August 28, 2008;diporated by reference to Exhibit 10..
the Compan’'s Current Report on Forn-K, filed with the Commission on August 29, 200

Credit Agreement among DXP Enterprises, Inc., agd®eer, and Bank of America, N.A., as Syndicatiogefit, and Wells Fart
Bank, National Association, as Lead Arranger anthistrative Agent for the Lenders and the Lengemty thereto dated August .
2008 (incorporated by reference to Exhibit 10.2h® Company’s Current Report on FornKg8filed with the Commission on Augt
29, 2008 and the Compeé's Current Report on Forn-K/A, filed with the Commission on September 23, 20

Amendment Number Two to Employment Agreement datiéelctive January 1, 2004 between DXP Enterpribes, and David F
Little (incorporated by reference to Exhibit 10althe Company’s Current Report on ForrK 8ded with the Commission on May 2
2009).

Exhibits and schedules to the Credit Agreement gnia\P Enterprises, Inc., as Borrower, and Bank ofefica, N.A., as Syndicati
Agent, and Wells Fargo Bank, National Associat@as ] ead Arranger and Administrative Agent for trenders and the Lenders pi
thereto, dated August 28, 2008 (incorporated bgrezfce to Amendment Number Two to the Company’sedtiReport on Form 8-
K/A, filed with the Commission on September 23, 2!

Amendment Number One to Credit Agreement among BXterprises, Inc., as Borrower, and Bank of Amer¢a\., as Syndicatic
Agent, and Wells Fargo Bank, National Associat@s ] ead Arranger and Administrative Agent for trentlers and the Lenders pi
thereto, dated August 28, 2008 (incorporated bgresfce to Exhibit 10.2 to the Company’s Currentd®epn Form 8K, filed with the
Commission on March 16, 201(

Letter of Independent Registered Public Accounfimgn Regarding Change in Accounting Principle (imrated by reference
Exhibit 18.1 to the Company’s Quarterly Report oorrr 10Q for the quarterly period ended March 31, 200&dfiwith the
Commission on May 12, 200¢

Subsidiaries of the Compar

Consent of Hein & Associates LLP, Independent Regésl Public Accounting Firn
Certification of Principal Executive Officer pursaitdo Rule 13-14(a) and Rule 1:-14(a) of the Exchange Act, as amenc
Certification of Principal Financial Officer pursutato Rule 13-14(a) and Rule 15-14(a) of the Exchange Act, as amenc

Certification of Chief Executive Officer mwant to 18 U.S.C. 1350, as adopted pursuant to8e306 of the Sarban&3xley Act o
2002, as amende

Certification of Chief Financial Officer pursuamt 18 U.S.C. 1350, as adopted pursuant to Sectiérno9the Sarban-Oxley Act of
2002, as amende

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 Commissioniadicated.

+ Indicates a management contract or compensatiengp arrangement.

The Company undertakes to furnish to any sharehaderequesting a copy of any of the exhibits e fReport on upon payment to
Company of the reasonable costs incurred by thepaagnin furnishing any such exhibit.
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM'S
REPORT ON FINANCIAL STATEMENT SCHEDULE

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

We have audited, in accordance with auditing stedgdaf the Public Company Accounting Oversight Bo@Wnited States), the consolida
financial statements of DXP Enterprises, Inc. ands®liaries included in this Form X0and have issued our report thereon dated Marg
2010. Our audits were made for the purpose of iftgran opinion on the basic financial statemeritertaas a whole. The financial staten
schedule listed in Item 15 herein (Schedule lI-\sihn and Qualifying Accounts) is the responsipitif the Companyg management and
presented for the purpose of complying with the uBdes and Exchange Commissientules and is not part of the basic finar
statements. The financial statement schedule éas Subjected to the auditing procedures appli¢deraudits of the basic financial statem
and, in our opinion, is fairly stated in all matniespects with the financial data required tesdforth therein in relation to the basic finat
statements taken as a whole.

Hein & Associates, LLP
Houston, Texas
March 23, 2010

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS
DXP ENTERPRISES, INC.
Years Ended December 31, 2009, 2008 and 2007
(in thousands

Balance a Charged tc Charged tc Balance
Beginning Cost and Other At End
Description of Year Expense: Accounts Deductions of Year
Year ended December 31, 2009
Deducted from assets accounts
Allowance for doubtful accoun $ 3,49 $ 67 $ - $1,163W $3,00¢
Valuation allowance for deferred
tax asset $ 1 $ - $ - $ (16)@ -
Year ended December 31, 2C
Deducted from assets accounts
Allowance for doubtful accoun $ 2,13 $ 1,42 $ 157G) $ 2189 $ 3,49
Valuation allowance for deferr
tax assel $ 3 $ - $ - $ 17@ 16
Year ended December 31, 2C
Deducted from assets accounts
Allowance for doubtful accoun $ 1,48 $ 55 $ 25z03) $ 1560 $ 213
Valuation allowance for deferrt
tax assel $ 4 $ - $ - $ 82 33

(1) Uncollectible accounts written off, net of reeoies.
(2) Reduction results from expiration or use ofestzet operating loss carryforwar:
(3) Reserve for receivables of acquired busine:
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this repol
be signed on its behalf by the undersigned, theéoeduly authorized.

DXP ENTERPRISES, INC. (Registrant)

By: /s/IDAVID R. LITTLE
David R. Little
Chairman of the Board,
President and Chief Executive Officer

Dated: March 23, 2010

Pursuant to the requirements of the Securities &xgl Act of 1934, this report has been signed bdipwhe following persons 1
behalf of the registrant and in the capacities@mthe dates indicated:

NAME TITLE DATE
/s/David R. Little Chairman of the Board, Preside March 23, 201(
David R. Little Chief Executive Officer and Direct
(Principal Executive Officer
/s/IMac McConnel Senior Vice President/Finance & March 23, 201(
Mac McConnel Chief Financial Office

(Principal Financial and Accounting Office

/s/Charles R. Strad: Senior Vice President of Strategic Initiatives March 23, 2010
Charles R. Strad:

/s/Cletus Dauvit Director March 23, 201(
Cletus Davis

/s/Timothy P. Halte Director March 23, 2010

Timothy P. Halte

/s/Kenneth H. Millel Director March 23, 201(
Kenneth H. Millet
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Exhibit 21.1
SUBSIDIARIES OF THE COMPANY
SEPCO Industries, Inc., a Texas Corporation
DXP Acquisition, Inc., a Nevada corporation (dolgsiness as Strategic Supply, Inc.)
PMI Operating Company, Ltd., a Texas limited parshe
PMI Investment, LLC, a Delaware limited liabilitpgporation
Pump — PMI LLC, a Texas limited liability corporaiti
R. A. Mueller, Inc. an Ohio corporation
Precision Industries, Inc., a Nebraska corporation
Vertex Corporate Holdings, Inc., a Delaware corpiora
Pawtucket Holdings, Inc., a Delaware corporation

PFI, LLC, a Rhode Island limited liability company










Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM
We hereby consent to the incorporation of our redated March 23, 2010 relating to our audit of doasolidated financial statements,
financial statement schedules and internal comtvelr financial reporting included in this Annualpg®et on Form 10-K, into the Compansy’

previously filed registration statements on Forr8 G-ile Nos. 333-134606, 333-123698, 333-61953;&3875 and 333-92877) and FornBS-
(File No. 333-134603).

Hein & Associates LLP
Houston, Texas

March 23, 2010










Exhibit 31.1
CERTIFICATIONS

I, David R. Little, certify that:
1. | have reviewed this annual report on Forr-K of DXP Enterprises, Inc

2. Based on my knowledge, this report does not corg@ajnuntrue statement of a material fact or om#itede a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statements,ather financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amndtf@ periods presented in this rep

4. The registrar's other certifying officer(s) and | are responsitaeestablishing and maintaining disclosure cdstend procedures {
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repogtias defined in Exchange /
Rules 13-15(f) and 15-15(f) for the registrant and hav

€) Designed such disclosure controls@mdedures, or caused such disclosure controlparmdures to be designed undel
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to ut
others within those entities, particularly duritg fperiod in which this report is being prepared;

(b) Designed such internal control oveaficial reporting, or caused such internal corgr@r financial reporting to be desigi
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

(©) Evaluated the effectiveness of thgisteant’s disclosure controls and procedures and presémtidis report our conclusio
about the effectiveness of the disclosure contaold procedures, as of the end of the period covieyethis report based on st
evaluation; and

(d) Disclosed in this report any changethe registrang internal control over financial reporting thatcoored during th
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbrg that has materially affect
or is reasonably likely to materially affect, thegistrant’s internal control over financial repogdj and

5. The registrar's other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitte@mmmittee of the registrastboard of directors (or persons performing theveden:
functions):

€) All significant deficiencies and midé weaknesses in the design or operation of matecontrol over financial reporti
which are reasonably likely to adversely affect tbgistrants ability to record, process, summarize and refyoancial informatior
and

(b) Any fraud, whether or not materidhat involves management or other employees who kaggnificant role in tr
registrant’s internal control over financial repogt

Date: March 23, 2010

/s/ David R. Little

David R. Little

President and Chief Executive Officer
(Principal Executive Officer)










Exhibit 31.2
CERTIFICATIONS

[, Mac McConnell, certify that:
1. | have reviewed this annual report on Forr-K of DXP Enterprises, Inc

2. Based on my knowledge, this report does not corg@ajnuntrue statement of a material fact or om#itede a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statements,ather financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amndtf@ periods presented in this rep

4. The registrar's other certifying officer(s) and | are responsitaeestablishing and maintaining disclosure cdstend procedures {
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repogtias defined in Exchange /
Rules 13-15(f) and 15-15(f) for the registrant and hav

€) Designed such disclosure controls@mdedures, or caused such disclosure controlparmdures to be designed undel
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to ut
others within those entities, particularly duritg fperiod in which this report is being prepared;

(b) Designed such internal control oveaficial reporting, or caused such internal corgr@r financial reporting to be desigi
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

(©) Evaluated the effectiveness of tiggsteant’s disclosure controls and procedures aadgmted in this report our conclusions
about the effectiveness of the disclosure contants procedures, as of the end of the period cougyreldis report based on such
evaluation; and

(d) Disclosed in this report any changethe registrang internal control over financial reporting thatcoored during th
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbrg that has materially affect
or is reasonably likely to materially affect, thegistrant’s internal control over financial repogdj and

5. The registrar's other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitte@mmmittee of the registrastboard of directors (or persons performing theveden:
functions):

€) All significant deficiencies and midé weaknesses in the design or operation of matecontrol over financial reporti
which are reasonably likely to adversely affect tbgistrants ability to record, process, summarize and refyoancial informatior
and

(b) Any fraud, whether or not materidhat involves management or other employees who kaggnificant role in tr
registrant’s internal control over financial repogt

Date: March 23, 2010

/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,
as adopted pursuant to Section 906 of the Sarb@rkes- Act of 2002, as amended.

Pursuant to 18 U.S.C. Section 1350, as added hjo8e206 of the Sarbané3xley Act of 2002, as amended, the undersignedeaffof DXF
Enterprises, Inc. (the “Company”) hereby certifieat the Company’s Annual Report on FormKL.@er the year ended December 31, 2009
“Report”) fully complies with the requirements of Sectiond)3¢r 15(d), as applicable, of the Securities ErgleaAct of 1934, as amended
U.S.C. 78m or 780(d)), and that the informationtaored in the Report fairly presents, in all matkrespects, the financial condition
results of operations of the Company.

Dated: March 23, 2010
/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.










Exhibit 32.2

CERTIFICATION
Pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarb@rlkes- Act of 2002, as amended

Pursuant to 18 U.S.C. Section 1350, as added hjo8e206 of the Sarbané3xley Act of 2002, as amended, the undersignedeaffof DXF
Enterprises, Inc. (the “Company”) hereby certifieat the Company’s Annual Report on FormKL.@er the year ended December 31, 2009
“Report”) fully complies with the requirements of Sectiond)3¢r 15(d), as applicable, of the Securities ErgleaAct of 1934, as amended
U.S.C. 78m or 780(d)), and that the informationtaored in the Report fairly presents, in all matkrespects, the financial condition
results of operations of the Company.

Dated: March 23, 2010
/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 natdgoéiled as part of the Report or a
separate disclosure document.







