UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q
(Mark One)
X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) ®AE SECURITIES EXCHANGE ACT OF 1934. F
the quarterly period ended September 30, -
or
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dfF O'HE SECURITIEFor the transition periodo
EXCHANGE ACT OF 1934 from

Commission file number 0-21513

DXP Enterprises, Inc.

(Exact name of registrant as specified in its cbgrt

Texas 76-0509661
(State or other jurisdiction of (I.R.S. Employer Identification
incorporation or organizatiot Number)
7272 Pinemont, Houston, Texa (713) 996-4700
77040
(Address of principal executive  Registrant’s telephone number,
offices) including area code¢

Indicate by check mark whether the registrant @ filed all reports required to be filed by Sewti8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstebrter period that the registrant was requirefilécsuch reports), and (2) has been sul
to such filing requirements for the past 90 dayss ¥X] No [ ]

Indicate by check mark whether the registrant hdwnitted electronically and posted on its corpoléieb site, if any, every Interactive D
file required to be submitted and posted pursuamule 405 of Regulation $(8232.405 of this chapter) during the precedi@grionths (c
for such shorter period that the registrant wasired to submit and post such files).

Yes [X] No[]

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-axcelerated filer, or a smaller repor!

company. See definitions of “large acceleratedfiléaccelerated filer,” and “smaller reporting cpamy” in Rule 1212 of the Exchange A«
(Check one):

Large accelerated filer [ ] Accelerated filer [X]
Non-accelerated filer [ ] (Do not check if a smaleporting company) Smaller repagtcompany [ ]

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Exgje Act). Yes [] No [X]

Number of shares of registr’s Common Stock outstanding as of November 7, 2042t80,792.




PART I: FINANCIAL INFORMATION
ITEM 1: FINANCIAL STATEMENTS

DXP ENTERPRISES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data) (andited)

September 30, 20: December 31

2011

ASSETS
Current asset:

Cash $ 12,18 $ 1,50
Trade accounts receivable, net
allowances for doubtful accour

of $7,615 in 2012 and $6,202
2011 188,69¢ 137,02:
Inventories, ne 98,96¢ 93,90!
Prepaid expenses and other cui
asset: 2,10¢ 2,23(
Deferred income taxes 6,25: 4,53¢
Total current asse 308,20! 239,20:
Property and equipment, r 52,867 16,91
Goodwill 141,92° 101,76
Other intangible assets, net
accumulated amortization of $34,:
in 2012

and $26,175 in 201 76,18¢ 43,19¢
Non-current deferred income tax - 1,58¢
Other long-term assets 5,331 2,68(
Total assets $ 58451 $ 405,33
LIABILITIES AND
STOCKHOLDERY EQUITY
Current liabilities:

Current maturities of lor-term debt $ 18,09 $ 69
Trade accounts payat 73,49¢ 62,12:
Outstanding checks related
acquisition - 36,69
Accrued wages and benef 15,19¢ 12,71
Federal income taxes payal 3,381 2,40¢
Customer advancs 9,23: 3,767
Other current liabilities 11,89¢ 16,05¢
Total current liabilities 131,30« 134,45¢
Longterm debt, less curre
maturities 240,93 114,20!
Non-current deferred income tax 15,90: -

Stockholder' equity:
Series A preferred stock, 1/%0/0te
per share; $1.00 par value;

liquidation preference of $100 |
share ($122 at September 30, 201

1,000,000 shares authorized; 1,
shares issued and outstand 1 1
Series B convertible preferred stc
1/10tvote per share; $1.00

par value; $100 stated val
liquidation preference of $100 per

share ($1,500 at September
2012); 1,000,000 shares authorize

15,000 shares issued

outstanding 15 15
Common stock, $0.01 par val
100,000,000 shares authorized;

14,168,792 in 2012 and 14,118,
in 2011 shares issut 14z 141
Additional paic-in capital 78,02¢ 75,20«
Retained earning 119,54. 82,69¢



Accumulated other comprehens
income 1,141 64
Treasury stock, at cost (91,
shares at September 30, 2012 anc
65,171 shares at December

2011) (2,491 (1,445
Total stockholders’ equity 196,37t 156,67!
Total liabilities and stockholdé

equity $ 58451 $ 405,33

The accompanying notes are an integral part ottbeadensed consolidated financial statements.




DXP ENTERPRISES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME

(in thousands, except per share amounts) (unaudit@d

Three Months Ended

Nine Months Ended

September 3( September 3(
2012 2011 2012 2011

Sales $ 28992 $ 20785 $ 804,10 $ 588,61
Cost of sales 206,41: 148,38: 572,49: 419,45¢
Gross profit 83,50¢ 59,47 231,61: 169,16:
Selling, general andadministrativi
expense 58,99t 45,03t 166,34t 129,55:
Operating incom 24,51« 14,43¢ 65,26¢ 39,60¢
Other expense (incom (21) (4) (33) (40)
Interest expense 2,28 76( 3,87¢ 2,80¢
Income before income tax 22,24¢ 13,68( 61,42: 36,84«
Provision for income taxes 9,15¢€ 5,40¢ 24,50¢ 14,61°
Net income 13,09: 8,27¢ 36,91¢ 22,22°
Preferred stock dividend 23 23 68 68
Net income attributable tcommor $ 13,06 $ 825 $ 3684 $ 22,15
shareholder
Net income $ 13,09 $827: $ 3691 $ 2222
Loss on long-term investmenne
of income taxe: (5) - (286, -
Cumulative translation adjustmer 1,48( - 1,36 -
Comprehensive income $ 1456 $ 827 $ 3799 $ 2222
Basic earnings per share $ 0.9 $ 05 $ 25  $ 1.5
Weighted average commoshare 14,41 14,31t 14,37¢ 14,301
outstanding
Diluted earnings per share $ 08 $ 05 $ 24 % 14
Weighted average common shart
and common equivalent shares i

15,25! 15,15¢ 15,21¢ 15,14"

outstanding

The accompanying notes are an integral part oktheadensed consolidated financial statem




DXP ENTERPRISES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands) (unaudited)

Nine Months Ende:
September 3(
2012 2011

CASH FLOWS FROM

OPERATING ACTIVITIES:

Net income $ 3691 $ 22,22
Adjustments to reconcile net
income to net cash provided b
operating activitie:

Depreciatior 4,84¢ 2,71t
Amortization of intangible asse 8,26¢ 4,80¢
Write-off of debt issuance cos 654 -
Compensation expense for 1,491 92¢

restricted stocl
Tax benefit related to vesting of
restricted stocl (512 (194,
Deferred income taxe 1,974 2,25¢
Changes in operating assets ani
liabilities, net of
assets and liabilities acquired ii
business acquisition

Trade accounts receivat (16,539 (21,466
Inventories (2,789 (3,225
Prepaid expenses and other as (1,788 (1,314
Accounts payable and accrued (11,251 11,65¢
expense:

Net cash provided by operating 21,26: 18,39
activities

CASH FLOWS FROM

INVESTING ACTIVITIES:

Purchase of property and (13,076 (3,476
equipmen

Acquisitions of businesses, net o (137,847 -
cash acquired

Net cash used in investing (150,923 (3,476
activities

CASH FLOWS FROM

FINANCING ACTIVITIES:

Proceeds from del 343,03: 147,69!
Principal payments on revolving

line of credit and other long-term

debt (202,464 (160,650
Dividends paic (68) (68)
Purchase of treasury sto (1,046 1,174
Tax benefit related to vesting of

restricted stocl 51z 194
Net cash provided by (used | 139,96! (14,003
financing activities

EFFECT OF FOREIGN 36¢€ -
CURRENCY ON CASF

INCREASE IN CASH AND CASt 10,67 91t
CASH AT BEGINNING OF

PERIOD 1,507 77C
CASH AT END OF PERIOD $ 12,18 $ 1,68

Acquisitions of businesses in 2012 include $36.fianiwhich
represented outstanding checks at December 31, Bflafied to



an acquisition that occurred in 2011.

The accompanying notes are an integral part ottobeadensed
consolidated financial statements.




DXP ENTERPRISES INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

NOTE 1 - THE COMPANY

DXP Enterprises, Inc. together with its subsidiar(eollectively “DXP,” “Company,” “us,” “we,” or “orr”) was incorporated in Texas on J
26, 1996, to be the successor to SEPCO IndustriesDXP Enterprises, Inc. and its subsidiaries emgaged in the business of distribu
maintenance, repair and operating products (MR@R&)jpment and service to industrial customers. CThenpany is organized into thi
segments: Service Centers, Supply Chain Servid8S)and Innovative Pumping Solutions (IPS). SeesN@t for discussion of the busin
segments.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentatio

The accompanying condensed balance sheet as ofmibece31, 2011, which has been derived from auditeahcial statements, and
unaudited interim condensed consolidated finarstatements have been prepared in accordance vathuating principles generally accef
in the United States of America for interim finagdnformation and with the instructions to FormQQoursuant to the rules and regulatior
the Securities and Exchange Commission (SEC). Aliegly, certain information and footnote disclosumormally included in financi
statements prepared in accordance with accountimgiples generally accepted in the United Stateé\merica have been condensec
omitted. DXP Enterprises, Inc. (together with ithsidiaries, the “Company” or “DXP'elieves that the presentations and disclosurest
are adequate to make the information not misleadiitge condensed consolidated financial statemesftsct all elimination entries a
adjustments (consisting of normal recurring adj@sita) necessary for a fair presentation of theimtperiods.

The financial information of the Company for theeth and nine months ended September 30, 2012 dridH2& not been audited. Howeve
the opinion of management, all adjustments necgdsapresent fairly the results of operations foe interim periods presented have t
included therein. The results of operations forittterim periods presented are not necessarilycailie of the results of operations that m
be expected for the full year.

These interim condensed consolidated financiakstanhts should be read in conjunction with the Camijzaaudited consolidated financ
statements included in the Company’s Annual Repart~Form 10K for the year ended December 31, 2011, filed vifth Securities ar
Exchange Commission.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees the management to make estin
and assumptions in determining the reported amafrassets and liabilities and disclosure of cageint assets and liabilities at the date o
financial statements and the reported amounts wémges and expenses during the reporting periodhénopinion of management,
adjustments necessary in order to make the finbstiééements not misleading have been includeduaatesults could differ from tho
estimates.

Fair Value of Financial Instrumen

The Company is required to maximize the use of adde inputs and minimize the use of unobservaipets when measuring fair val
Generally accepted accounting principles in the. (JI3SGAAP”) establishes a fair value hierarchy based on thed &vindependent, objecti
evidence surrounding the inputs used to measurgdaie. A financial instrumers’categorization within the fair value hierarchyased upc
the lowest level of input that is significant teetfair value measurement. USGAAP prioritizes thguts into three levels that may be use
measure fair value:

Level 1

Level 1 applies to assets or liabilities for whtblere are quoted prices in active markets for idahassets or liabilities.

Level 2

Level 2 applies to assets or liabilities for whitiere are inputs other than quoted prices thabbservable for the asset or liability sucl
guoted prices for similar assets or liabilitiesattive markets; quoted prices for identical asset&bilities in markets with insufficient volur
or infrequent transactions (less active markets)modelderived valuations in which significant inputs arbservable or can be deri
principally from, or corroborated by, observablerke4 data.

Level 3

Level 3 applies to assets or liabilities for whitttere are unobservable inputs to the valuation ouetlogy that are significant to 1
measurement of the fair value of the assets ottitiab.



See Note 4 for further information regarding thenpany’s financial instruments.
Cash and Cash Equivalents

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

Trade Accounts Receivable

Trade receivables consist primarily of uncollateed customer obligations due under normal tradaegewhich usually require payment wit
30 days of the invoice date. However, these payiteents are extended in select cases and many ceist@m not pay within stated trade tel

Inventories

Inventories consist principally of finished goodsdaare priced at lower of cost or market, cost @palatermined using the first-in, firets
(“FIFO") method. Reserves are provided against inventooegdtimated obsolescence based upon the agingedhventories and marl
trends.

Property and Equipmel

Property and equipment are carried on the basisosf. Expenditures for major additions and betteitsi@re capitalized. Depreciation
property and equipment is computed using the sttdiige method. Maintenance and repairs of depreciabsets are charged against eari
as incurred. Additions and improvements are cadpédl When properties are retired or otherwise afisd of, the cost and accumul:
depreciation are removed from the accounts andsgaifosses are credited or charged to earnings.

The principal estimated useful lives used in deteimy depreciation are as follows:

Buildings 2C-39 years

Building improvement: 1C-20 years

Furniture, fixtures and equipme 3-10 years

Leasehold improvements Shorter of estimated useful life

related lease ter
Goodwill and Other Intangible Assets

Assets acquired and liabilities assumed in a bgsiaequisition are recorded at fair value on the dathe acquisition. Purchase consider:
in excess of the aggregate fair value of acquietdassets is allocated to identifiable intangildseds, to the extent of their fair value, and
remaining excess purchase consideration is allddatgoodwill. The total amount of goodwill arisifigm an acquisition may be assigne
one or more reporting units when other reportingsuare expected to benefit from synergies of thelmination. The method of assign
goodwill to reporting units shall be reasonable sangportable and applied in a consistent mannenadinvolve estimates and assumptions.

Impairment of Goodwill and Other Intangible Ass

The Company tests goodwill and other indefiniteedivintangible assets fampairment on an annual basis and when events amges i
circumstances indicate that the carrying amount n@ybe recoverable.The Company assigns the carrying value of thesamgible assets
its "reporting units" and applies the test for gaddat the reporting unit level. A reporting ungé defined as an operating segment or one
below a segment (a "component”) if the componerd isusiness and discrete information is preparetramiewed regularly by segmi
management.

Impairment of Lon-Lived Assets, Excluding Goodwill

The Company tests loriyed assets or asset groups for recoverabilitammnnual basis and when events or changes imtitances indica
that their carrying amount may not be recovera@iecumstances which could trigger a review includet are not limited to: significa
decreases in the market price of the asset; sigmifiadverse changes in the business climate alfizgfors; accumulation of costs significa
in excess of the amount originally expected fordbguisition or construction of the asset; curpariod cash flow or operating losses comb
with a history of losses or a forecast of contilguiosses associated with the use of the assetcuament expectation that the asset will n
likely than not be sold or disposed significantlgfdre the end of its estimated useful life. Recabiity is assessed based on the carn
amount of the asset and its fair value which isegalty determined based on the sum of the undigedurash flows expected to result from
use and the eventual disposal of the asset, asawalbecific appraisal in certain instances. Anaiimpent loss is recognized when the carr
amount is not recoverable and exceeds fair value.

Revenue Recognitic

For binding agreements to fabricate tangible aswetsustomer specifications, the Company recognieeenues using the percentag:
completion method. Under this method, revenuesearegnized as costs are incurred and include esthpofits calculated on the basis of
relationship between costs incurred and total egéoh costs at completion. If at any time expectsicexceed the value of the contract
loss is recognized immediately.



For other sales, the Company recognizes revenues ah agreement is in place, the price is fixelé tor product passes to the custome
services have been provided and collectabilitg@&sonably assured. Revenues are recorded neesftaaes.

The Company reserves for potential customer retoassd upon the historical level of returns.
Cost of Sales and Selling, General and Administeaixpense

Cost of sales includes product and product relatets, inbound freight charges, internal transéstsand depreciation. Selling, general
administrative expense includes purchasing andviegecosts, inspection costs, warehousing cogpretiation and amortization. DXP's gt
margins may not be comparable to those of othétiemtsince some entities include all of the caestated to their distribution network in ¢
of sales and others like DXP exclude a portionhese costs from gross margin, including the costsline item, such as selling, general
administrative expense.

Shipping and Handling Costs

The Company classifies shipping and handling cleabgéed to customers as sales. Shipping and hamdharges paid to others are classified
as a component of cost of sales.

Stock-Based Compensation

The Company uses restricted stock for shm®ed compensation programs. The Company measurgsensation cost with respect to eq
instruments granted as shdrased payments to employees based upon the edtifaatealue of the equity instruments at the dftthe gran
The cost as measured is recognized as expens¢heveeriod which an employee is required to progieievices in exchange for the award.

Income Taxe

The Company utilizes the asset and liability metbbdccounting for income taxes. Deferred incomeassets and liabilities are computec
differences between the financial statement andnmc tax bases of assets and liabilities. Such @efeincome tax asset and liabi
computations are based on enacted tax laws and agiglicable to periods in which the differences axpected to reverse. Valual
allowances are established to reduce deferred iadcamassets to the amounts expected to be realized

Accounting for Uncertainty in Income Ta»

In July 2006, the Financial Accounting Standardaf8d“FASB”) issued authoritative guidance which requires thaasition taken or expect
to be taken in a tax return be recognized in tharftial statements when it is more likely than (het a likelihood of more than fifty perce
that the position would be sustained upon exanundaby tax authorities. A recognized tax positiothien measured at the largest amou
benefit that is greater than fifty percent likelfy leing realized upon ultimate settlement. The Canypand its subsidiaries file income
returns in the U.S. federal jurisdiction and vasi@ates. With few exceptions, the Company is ngdo subject to U. S. federal, state and |
tax examination by tax authorities for years ptm2007. The Company's policy is to recognize ggerelated to unrecognized tax benefi
interest expense and penalties as operating expehise Company believes that it has appropriatpatifor the income tax positions tal
and to be taken on its tax returns and that itsuats for tax liabilities are adequate for all operars based on an assessment of many f
including past experience and interpretations ida applied to the facts of each matter.

NOTE 3 - RECENT ACCOUNTING PRONOUNCEMENTS

In May 2011, the Financial Accounting StandardsBd&ASB) issued an amendment to the fair valuesmesnent guidance and disclos
requirements. The new requirements were effectivettfe first interim or annual period beginningeafDecember 15, 2011 and were t
applied prospectively. DXP adopted the new requéms in the first quarter of 2012; however, thepidm of this guidance did not hav
material effect on its consolidated financial piosit results of operations or cash flows.

In June 2011, the FASB issued an amendment toetiigirements for presenting comprehensive income.ridw requirements were effect
for the first interim or annual period beginningeafDecember 15, 2011 and were to be applied paadsely. The standard requires o
comprehensive income to be presented in a contataiement of comprehensive income that would goenttve components of net inco
and other comprehensive income, or in a separatecdnsecutive, statement following the statemérnih@ome. DXP elected to early ad
these new requirements effective December 31, 2011.

In September 2010, the FASB issued an accountarglatds update with new guidance on annual goodwilhirment testing. The stands
update allows an entity to first assess qualitafintors to determine if it is more likely than ribat the fair value of a reporting unit is lesar
it's carrying amount. If based on its qualitatiasessment an entity concludes it is more likely that that the fair value of a reporting un
less than its carrying amount, quantitative impeinintesting is required. However, if an entity dodes otherwise, quantitative impairm
testing is not required. The standards updateféstdfe for annual and interim goodwill impairmeests performed for fiscal years beginr
after December 15, 2011, with early adoption pdrditDXP elected to early adopt these new requintsneffective December 31, 2011.

NOTE 4 - FAIR VALUE OF FINANCIAL ASSETS AND LIABILI TIES

Authoritative guidance for financial assets andiliies measured on a recurring basis applieditnancial assets and financial liabilities t



are being measured and reported on a fair valus.ld&ar value, as defined in the authoritativedgmice, is the price that would be receive
sell an asset or paid to transfer a liability in @aderly transaction between market participantthatmeasurement date. The authorit:
guidance affects the fair value measurement ofhaastment with quoted market prices in an activeketafor identical instruments, whi
must be classified in one of the following categeri

Level 1 Input:

Level 1 inputs come from quoted prices (unadjusie@ytive markets for identical assets or liaigitt

Level 2 Input:

Level 2 inputs are other than quoted prices thatolaservable for an asset or liability. These ispotiude: quoted prices for similar assel
liabilities in active markets; quoted prices foeidical or similar assets or liabilities in markétsit are not active; inputs other than qu
prices that are observable for the asset or Itgbiéind inputs that are derived principally fromamrroborated by observable market dat
correlation or other means.

Level 3 Input:

Level 3 inputs are unobservable inputs for thetamskability which require the Company’s own aswations.

Financial assets and liabilities are classifiedeldasn 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 maytatfe valuation of the fair value of as:
and liabilities and their placement within the fa&ue hierarchy levels.

The following table presents the changes in Levasdets for the period indicateth thousand3:

Nine Months Ended

September 3(
2012 2011

Fair value at beginning of peric $ 1,67 $ -
Investment during perio 10t -
Realized and unrealized gz

(losses) included in  othe

comprehensive incorr @, .
Fair value at end of period $ 1,30 $ -

During the fourth quarter of 2011, the Company @&ids million for an investment with quoted margetes in an active market. At Decem
31, 2011, the market value of this investment wa¥ $nillion. During 2012, the Company paid $0.1lioil for additional shares of tt
investment. At September 30, 2012, the market vafdbke investment was $1.3 million. The $0.5 roiflidecline in the market value during
nine months ended September 30, 2012 was includethér comprehensive income.

NOTE 5 - INVENTORY

The carrying values of inventories are as followsthousands:

September 31 December 31

2012 2011
Finished good $ 10505 $ 102,64
Work in proces: 7,41( 5,24¢
Inventory reserve (13,499 (13,990
Inventories, net $ 9896 $ 93,90

NOTE 6 - GOODWILL AND OTHER INTANGIBLE ASSETS

The following table presents the changes in theytag amount of goodwill and other intangible assiiring the nine months ended Septel
30, 2012 are as followsr{ thousands:

Other
Intangible
Goodwill Assets Total
Balance as of December $ 101,76 $ 43,19- $ 144,95
2011
Acquired during the ye: 40,21: 41,20: 81,41

Adjustments to prior ye (50) 50 -



estimate:

Amortization - (8,264 (8,264
Balance as of September ,
2012 $ 141,92 $ 76,18 $ 218,11

The following table presents a summary of amortzaiher intangible assets is as follows thousand3:

As of September 30, 20! As of December 31, 201
Gross Gross _

Carrying  Accumulatec  Carrying Carrying  Accumulatec ~ Carrying

Amount Amortization Amount, nel Amount Amortization _Amount, nef
Vendor agreemen $ 249 $ (1050 $ 1,44 $ 2,49¢ $ (956 $1,54(
Customer relationshiy 104,07t (31,382 72,69 64,26 (23,508 40,75¢
Non-compete agreements 4,05( (2,007 2,04: 2,611 (1,711 90C
Total $110,620 $ (3443¢ $ 76,18 $ 69,36! $ (26,175 $ 43,19

Other intangible assets are generally amortized stnaight-line basis over their estimated usefelks!.

NOTE 7 — LONG-TERM DEBT

On July 11, 2012 DXP entered into a credit facilitith Wells Fargo Bank, National Association, asuieg Lender, Swingline Lender ¢
Administrative Agent for the lenders (the “Facility The new facility consists of a $100 million termatoand a revolving credit facility tt
provides a $225 million line of credit to the CompgaThis new facility replaced the Company's pdredit facility, which was last amended
December 30, 2011 and consisted of a $200 milkwolving credit facility.

The line of credit portion of the Facility providése option of interest at LIBOR plus an applicabilargin ranging from 1.25% to 2.25%
prime plus an applicable margin from 0.25% to 1.2BBere the applicable margin is determined by tben@anys leverage ratio as defined
the Facility at the date of borrowing. Rates foe tH100 million term loan component are 25 basisitgohigher than the line of cre
borrowings. Commitment fees of 0.20% to 0.40% perumn are payable on the portion of the Facilityacdty not in use at any given time
the line of credit. Commitment fees are chargeth@sest in the consolidated statements of operatio

Primarily because the leverage ratio is higher dlffte acquisition of HSE that occurred on July 2012, interest rates in effect at Septembe
2012 are approximately 70 points higher than theyewprior to the acquisition. Approximately $0.7llimn of debt issuance costs associ
with the prior credit facility were expensed in théd quarter of 2012.

On September 30, 2012, the LIBOR based rate ofirtbeof credit portion of the Facility was LIBORyd 1.75%, the prime based rate of
Facility was prime plus 0.75% and the commitmeptias 0.30%. At September 30, 2012, $240.4 milias borrowed under the Facility ¢
weighted average interest rate of approximatel@%.@nder the LIBOR options and $12.8 million wasrbaed at 3.75% under the pri
option. At September 30, 2012, the Company had4s@ifllion available for borrowing under the Fagilit

The new facility expires on July 11, 2017. The Kgcicontains financial covenants defining varidirsancial measures and levels of tt
measures with which the Company must comply. Cavecampliance is assessed each quarter end.

The Facility’s principal financial covenants inctud

Consolidated Leverage Ratio — The Facility requitest the Companyg’ Consolidated Leverage Ratio, determined at thieodreach fisc:
quarter, not exceed 3.5 to 1.0 as of the last d@ach quarter from the closing date through M&th2015 and not to exceed 3.25 to 1.00
June 30, 2015 and thereafter. The ConsolidatedrageeRatio is defined as the outstanding indebtsdd&vided by Consolidated EBITDA -
the period of four consecutive fiscal quarters rgdin or immediately prior to such date. Indebtedrie defined under the Facility for finan
covenant purposes as: (a) all obligations of DXiPbfmrowed money including but not limited to olalipns evidenced by bonds, debentt
notes or other similar instruments; (b) obligatidnspay deferred purchase price of property orisesy (c) capital lease obligations;
obligations under conditional sale or other tig¢ention agreements relating to property purcha@dssued and outstanding letters of cr
and (f) contingent obligations for funded indebtest At September 30, 2012, the Company’s LeveRadje was 2.12 to 1.00.

Consolidated Fixed Charge Coverage Rafite-Facility requires that the Consolidated Fixdw@e Coverage Ratio on the last day of
quarter be less than 1.25 to 1.0 with “Consoliddtead Charge Coverage Ratidefined as the ratio of (a) Consolidated EBITDA fbe
period of 4 consecutive fiscal quarters endingwrhsdate minus capital expenditures during suclogdexcluding acquisitions) minus inco
tax expense paid minus the aggregate amount ofctest payments defined in the agreement to (b)rttexest expense paid in cash, schec
principal payments in respect of long-term debt tredcurrent portion of capital lease obligatiooassuch 12month period, determined in e:
case on a consolidated basis for DXP and its sisgd. At September 30, 2012, the Company's Catateld Fixed Charge Coverage R
was 3.65 to 1.00.

Asset Coverage Ratio —The credit facility requitieat the Asset Coverage at any time be less tharol1.0 with “Asset Coverage Ratio”
defined as the ratio of (a) the sum of 85% of reants receivable plus 65% of net inventory totfie) aggregate outstanding amount o
revolving credit outstandings on such date. At Seiter 30, 2012, the Company's Asset Coverage Ratdl.43 to 1.00.

Consolidated EBITDA as defined under the Facildy financial covenant purposes means, without dapibn, for any period the consolida



net income of DXP plus, to the extent deductedaleudating consolidated net income, depreciatiomprization (except to the extent that s
non-cash charges are reserved for cash charges taken in the future), nozash compensation including stock option or retstricstoc
expense, interest expense and income tax expentexés based on income, certain ¢ing costs associated with our acquisitions, iraggr
costs, facility consolidation and closing costyesance costs and expenses andtone-compensation costs in connection with the esitipn
of HSE and any permitted acquisition, writewn of cash expenses incurred in connection vaigheixisting credit agreement and extraordi
losses less interest income and extraordinary g@ioasolidated EBITDA shall be adjusted to give fooma effect to disposals or busin
acquisitions assuming that such transaction(s)oeadrred on the first day of the period excludiigrcome statement items attributable to
assets or equity interests that is subject to glighosition made during the period and includingirdome statement items attributable
property or equity interests of such acquisitioesmtted under the Facility.

The following table sets forth the computationiuf L everage Ratio as of September 30, 20@2Housands, except for ratids

For the Twelve Months ended Leverage
September 30, 201 Ratio
Income before taxe $ 76,57
Interest expens 4,591
Depreciation and amortizatic 15,67(
Stock compensation exper 1,81¢
Pro forma acquisition EBITD; 23,86¢
Other adjustments (218
(A Defined EBITDA $ 122,30

As of September 30, 20:

Total lon¢-term debr $ 259,03
Letters of credit outstanding 46C
(B) Defined indebtedness $ 259,49,
Leverage Ratio (B)/(A) 2.12
Borrowings (in thousands
September 3C December 31, 20: Increase
2012 *) (Decrease
Current portion of long $ 6¢
term debt $ 18,0¢ $ 17,4C
Longterm debt, les 114,2(
current portior 240,93: 126,72¢
Total long-term debt $ 1148¢ $ 144,13
$ 259,02 @
Amount available $ 67,37 % 78,201
@ $ (10,8250
(1) Represents amount available to be borrowedheatridicated date under
Facility.
(2) The funds obtained from the increase in debtewmimarily used to fur
acquisitions

(3) The $10.8 million decrease in the amount abéélas primarily a result
borrowing to fund acquisitions and working capitadrtially offset by cas
flow from operations

(4) Borrowings as of December 31, 2011 were prigpnander the Company’s

previous credit facility which was terminated aeg@laced with the current credit

facility on July 11, 2012

NOTETE 8 - STOCK-BASED COMPENSATION
Restricted Stoc
Under the restricted stock plan approved by ouckstolders (the “Restricted Stock Plan@irectors, consultants and employees ma

awarded shares of DX®common stock. The shares of restricted stockiggaio employees and that are outstanding as dé®éyer 30, 201
vest in accordance with one of the following vegtithedules: 100% one year after date of grang¥3&ach year for three years after da



grant; 20% each year for five years after the gdane; or 10% each year for ten years after thetgtate. The Restricted Stock Plan prov
that on each July 1 during the term of the plarheamnemployee director of DXP will be granted the numbgwhole shares calculated
dividing $75 thousand by the closing price of tencon stock on such July 1. The shares of redfristieck granted to noemployee directo
of DXP vest one year after the grant date. Theviaine of restricted stock awards is measured baged the closing prices of DX®tommo
stock on the grant dates and is recognized as awsafien expense over the vesting period of the dsvar

The following table provides certain informatiorgaeding the shares authorized and outstanding uhdeRestricted Stock Plan at Septer
30, 2012:

Number of shares authorized 800,00(
grants

Number of shares granti (688,371
Number of shares forfeite 67,59¢
Number of shares available 179,22°
future grants R
Weightedaverage grant price $ 19.6:

granted share
Changes in restricted stock for the nine month&dr&eptember 30, 2012 were as follows:

Number of Weighted

Shares Average

Grant Price
Nor-vested at December 31, 20 228,59: $21.10
Grantec 76,41¢ $ 38.99
Forfeited (6,860 $ 19.67
Vested (57,067 $18.21
Non-vested at September 30, 20. 241,08: $27.52

Compensation expense, associated with restrictetk,stecognized in the three months ended SepteBMhe2012 and 2011 was $0.5 mill
and $0.3 million, respectively. Compensation expeassociated with restricted stock, recognizetiémine months ended September 30,
and 2011 was $1.5 million and $0.9 million, respety. Unrecognized compensation expense undeR#stricted Stock Plan at Septembel
2012 and December 31, 2011 was $5.5 million and #illion, respectively. As of September 30, 20i#% weighted average period ¢
which the unrecognized compensation expense iscéeghéo be recognized is 32 months.

NOTE 9 - EARNINGS PER SHARE DATA

The following table sets forth the computation abiec and diluted earnings per share for the peilindisated (in thousands, except per sh
data):

Three Months Ended Nine Months Ended
September 3( September 3(

2012 2011 2012 2011
Basic:
Weighted average shares i
outstandinc 14,41: 14,31¢ 14,37¢ 14,30
Net income $ 13,09 $ 827 $ 3691 $ 22,22
Convertible preferred stock
dividend 23 23 68 68
Net income attributable to comm:
Shareh0|der $ 13,06 $ 8,25 $ 36,84 $ 22,15
Per share amou $ 0.9 $ 05 $ 25 % 1.5
Diluted:
Weighted average shares
outstanding 14,41: 14,31¢ 14,37¢ 14,30"
Assumed conversion of convertib
preferred stocl 84C 84(C 84(C 84C
Total dilutive share 15,25: 15,15¢ 15,21t 15,14"
Net income attributable tcommaor
shareholder $ 13,06 $ 825 $ 36,84 $ 22,15
Convertible preferred stock
dividend 23 23 68 68

Net income for dilutecearnings pe
share $ 1309 $ 827 $ 3691 $ 2222




Per share amou $ 0.8 $ 05 $ 2.4 $ 1.4

NOTE 10 - SEGMENT REPORTING

The Service Centers segment is engaged in providi@igtenance, repair and operating products (MR@&Jipment and integrated servis
including logistics capabilities, to industrial toiers. The Service Centers segment provides a maitge of MROP products in the rotal
equipment, bearing, power transmission, hose, fhoder, metal working, fastener, industrial supm@gfety products and safety serv
categories. The IPS segment fabricates and assemidtommade engineered pump packages. The SCS segmenfje@saala or part of
customer's supply chain, including warehouse anéntory management.

The high degree of integration of the Compangperations necessitates the use of a substaatider of allocations and apportionments ir
determination of business segment information.sSate shown net of intersegment eliminations. ABibess segments operate primarily ir
United States.

The following table sets out financial informatimgating the Company’s segmenis thousands:

Three Months ended September Nine Months ended September

Service Service

Centers IPS SCS Total Centers IPS SCS Total
2012
Sales $212,49 $ 38,85 $ 3857 $289,92 $ 571,67 $113,461 $ 118,96 $ 804,10
Operating income for
reportable segmen $ 2641 $ 722 $ 2,78 $ 3641 $ 6745 $ 2241. $ 950 $ 99,36
2011
Sales $ 141,81 $ 31,34 $34,69 $207,85 $ 412,87 $ 69,84 $105,90! $ 588,61
Operating income for
reportable segmen $ 1586 $ 481 $ 2020 $ 22,700 $ 4798 $ 10,75 $ 6,070 $ 64,81

The following table presents reconciliations of @img income for reportable segments to the cadatdd income before taxesir
thousand9:

Three Months Ended Nine Months Ended
September 3( September 3(

2012 2011 2012 2011
Operating income for reportal $ 3641 $ 2270 $ 9936 $ 64,81
segment:
Adjustment for:
Amortization of intangible 3,47¢ 1,59¢ 8,26¢ 4,80¢
Corporate and other expense, n¢ 8,43( 6,671 25,83¢ 20,40:
Total operating incom 24,51« 14,43¢ 65,26¢ 39,60¢
Interest expense, n 2,281 76( 3,87¢ 2,80¢
Other expense (income), net (21) (4) (33) (40)
Income before income taxes $ 2224 $ 1368 $ 6142 $ 36,84

NOTE 11 - BUSINESS ACQUISITIONS

On October 10, 2011, DXP acquired substantiallyoélthe assets of Kenneth Crosby (KC). DXP acquitgd business to expand DX
geographic presence in the Eastern U.S. and stremd@XP's metal working offering. DXP paid approaiely $15.6 million for KC, whic
was borrowed under our existing credit facility.d@will of $5.8 million was recognized for this agsjtion and is calculated as the exces
the consideration transferred over the net assetsgnized and represents the future economic liersfsing from other assets acquired
could not be individually identified and separatedgognized. It specifically includes the expecgdergies and other benefits that we be
will result from combining the operations of KC twvithe operations of DXP and any intangible asseas tlo not qualify for separ:
recognition such as the assembled workforce. Alhefgoodwill is included in the Service Centergrsent.

On December 30, 2011, DXP acquired substantiallpfaihe assets of C.W. Rod Tool Company ("CW Ro@®XP acquired this business
strengthen DXP's metal working offering. DXP pajgbsximately $1.1 million of DXP's common stock (Bb4 shares) and approxima
$41.7 million in cash for CW Rod, which was borraladuring 2011 and 2012 under our credit facilithe41.7 million of cash paid for C
Rod includes $36.7 million paid in the form of ckeavhich did not clear our bank until 2012. Goodiwfl$10 million was recognized for ti
acquisition and is calculated as the excess ottimsideration transferred over the net assets nimedg) and represents the future econi
benefits arising from other assets acquired thaldcoot be individually identified and separateBcognized. It specifically includes -
expected synergies and other benefits that weueligll result from combining the operations of (Réd with the operations of DXP and i
intangible assets that do not qualify for separatognition such as the assembled workforce. Althef goodwill is included in the Serv
Centers segmer



On January 31, 2012, DXP acquired substantiallypfaithe assets of Mid-Continent Safety ("M@bntinent”). DXP acquired this busines:
expand DXP's geographic presence in the MidwesieBn and strengthen DXP's safety products offeldP paid approximately $3.8 millic
for Mid-Continent, which was borrowed under our existingddrfacility. Goodwill of $1.2 million was recogred for this acquisition and
calculated as the excess of the considerationfaraed over the net assets recognized and repeeenfuture economic benefits arising fi
other assets acquired that could not be indivigud#ntified and separately recognized. It speaificincludes the expected synergies and «
benefits that we believe will result from combinitige operations of Mi€Gontinent with the operations of DXP and any inthlegassets that
not qualify for separate recognition such as ttsemrbled workforce. All of the goodwill is includédthe Service Centers segment.

On February 29, 2012, DXP acquired substantiallpfathe assets of Pump Rower Equipment, Inc. ("Pump & Power"). DXP acqdithis
business to expand DXP's geographic presence iMithwestern U.S. and strengthen DXP's municipal pproducts and services offeri
DXP paid approximately $1.9 million for Pump & Pawehich was borrowed under our existing credit lfgci Goodwill of $0.7 million wa
recognized for this acquisition and is calculatedtee excess of the consideration transferred tvenet assets recognized and represen
future economic benefits arising from other asseguired that could not be individually identifiadd separately recognized. It specific
includes the expected synergies and other bertbfiitswe believe will result from combining the opions of Pump & Power with t
operations of DXP and any intangible assets thatatajualify for separate recognition such as $sembled workforce. All of the goodwill
included in the Service Centers segment.

On April 2, 2012, DXP acquired the stock of Aledtws. ("Aledco"). Aledco is focused on servicingstamers in the oil and gas, ware
waste water treatment, pharmaceutical and induistgakets. DXP paid approximately $8.0 million féledco which was borrowed under
existing credit facility. Goodwill of $2.9 milliorwas recognized for this acquisition and is caladaas the excess of the consider:
transferred over the net assets recognized an@ésemis the future economic benefits arising frohewotssets acquired that could no
individually identified and separately recognizéidspecifically includes the expected synergies atiter benefits that we believe will res
from combining the operations of Aledco with theeggtions of DXP and any intangible assets thatatajnalify for separate recognition si
as the assembled workforce. None of the estimatediwill is expected to be tax deductible. All oetgoodwill is included in the Servi
Centers segment.

On May 1, 2012, DXP completed the acquisition oflustrial Paramedic Services through its wholly osvrsaibsidiary, DXP Cana
Enterprises Ltd. Industrial Paramedic Servicespsaaider of industrial medical and safety servite@dustrial customers operating in ren
locations and large facilities in western CanaddPDacquired this business to expand DXP's geogramtéisence into Canada and to ex|
our safety services offering. IPS is headquartére@algary, Alberta and operates out of three iooatin Calgary, Nisku and Dawson Cre
The $24.1 million purchase price was financed \820.6 million of borrowings under DXP's existingdit facility, $2.5 million of promisso
notes bearing a 5% interest rate and 19,685 slodrBXP common stock. DXP has not completed applisighintangibles or property a
equipment for Industrial Paramedic Services. DXP imade preliminary estimates for purposes of tlaslasure. Estimated goodwill of $1.
million was recognized for this acquisition andcalculated as the excess of the considerationferard over the net assets recognized
represents the future economic benefits arisingy fother assets acquired that could not be indiviglidentified and separately recognizec
specifically includes the expected synergies ahérabenefits that we believe will result from comibg the operations of Industrial Param:
Services with the operations of DXP and any intalegassets that do not qualify for separate retimgnsuch as the assembled workfa
None of the estimated goodwill is expected to Bedteductible. All of the goodwill is included indfService Centers segme

On July 11, 2012, DXP completed the acquisitionH8E Integrated Ltd. (“HSE"). Through its wholbwned subsidiary, DXP Cane
Enterprises Ltd., DXP acquired all of the outstagdiommon shares of HSE by way of a plan of arnarege under th&usiness Corporatiol
Act (Alberta) (the "Arrangement"). Pursuant to the Agament, HSE shareholders received CDN $1.80 im paseach common share of
held. The total transaction value is approximat®®p million, including approximately $4 million idebt and approximately $3 million
transaction costs. The purchase price was finawitbdborrowings under DXR' new $325 million credit facility. DXP acquired HS$o expan
our industrial health and safety services offeriegtimated goodwill of $22.6 million was recognized this acquisition. The estimate
goodwill for this acquisition is calculated as #wecess of the consideration transferred over thessets recognized and represents the |
economic benefits arising from other assets acduhrat could not be individually identified and aegtely recognized. It specifically incluc
the expected synergies and other benefits thatelievie will result from combining the operationstbése companies with the operation
DXP and any intangible assets that do not quatifyseparate recognition such as the assembled evoekfNone of the estimated goodwi
expected to be tax deductiblall of the goodwill is included in the Service Cerd Segment.

DXP has not completed appraisals of intangibleproperty and equipment for all acquisitions comgadein 2012. DXP has made prelimin
estimates for purposes of this disclosure.

For the three and nine months ended September(3d@, business acquisitions that occurred subsedaeBéeptember 30, 2011 contribt
sales of $66.7 million and $137.6 million, respeely. Income before taxes provided by these acipisi for the three and nine months er
September 30, 2012 was approximately $3.4 millioch $7.4 million, respectively.

The following table summarizes the estimated falues of the assets acquired and liabilities asdulneing 2012 and 2011 in connection \
the acquisitions described above and two additiemsibnificant acquisitions that were completedidgrthe second quarter of 2012n(
thousandy:

Cash $ 11,97
Accounts Receivable, n 49,44¢
Inventory 16,03:
Property and equipme 29,13¢

Goodwill and intangible 114,81



Other assets 2,83¢

Assets acquired 224,24¢
Current liabilities assume (34,374
Non-current liabilities assumed (13,753
Net assets acquired $ 176,12

The pro forma unaudited results of operationstier€@ompany on a consolidated basis for the thrdenare months ended September 30, .
and 2011, assuming the acquisition of businessepleted in 2012 and 2011 were consummated as ofadarl, 2011 are as followsir
thousands, except per share data

Three Months Ended Nine Months Ended
September 3( September 3(

2012 2011 2012 2011
Net sales $ 293,11 $ 273,167 $ 877,092 $ 781,53i
Net income $ 13,13% $ 1169 $ 39,23 $ 28,75]
Per share dal
Basic earning $ 091 $ 081 $ 2.7:  $ 2.0(
Diluted earning: $ 08t $ 071 $ 256 $ 1.8¢

NOTE 12 - SUBSEQUENT EVENTS

We have evaluated subsequent events through NovemB@12, the date the interim condensed condelidénancial statements were isst
There were no subsequent events that required mgmogfor disclosure.




ITEM 2: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIMNCIAL CONDITION AND RESULTS OF OPERATIONS

The following management discussion and analysiB&®) of the financial condition and results of opons of DXP Enterprises, In
together with its subsidiaries (collectively “DXP,Company,” “us,” “we,” or “our”) for the three and nine months ended September03a
is provided as of November 7, 2012. It is suppldai¢a, and should be read in conjunction with, fimancial statements of the Company
the three and nine months ended September 30, @0d22011. The Comparsyfinancial statements are prepared in accordandth
accounting principles generally accepted in thetdaiStates of America (“USGAAP”).

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q (this “Reportpntains statements that constitute “forward-loakistatementsiwithin the meaning
the Private Securities Litigation Reform Act of 398s amended. Such statements can be identifitiehyse of forwardboking terminolog
such as “believes”, “expects”, “may”, “estimates”;will", “should”, “plans” or “anticipates” or the negative thereof or other variatic
thereon or comparable terminology, or by discussimf strategy. Any such forwatdeking statements are not guarantees of fi
performance and may involve significant risks amdartainties, and actual results may vary mateyidibm those discussed in the forw-
looking statements as a result of various factdfgese factors include the effectiveness of manag&strategies and decisions, our abilit
affect our internal growth strategy, general ecotmind business conditions, developments in tecigyolour ability to effectively integre
businesses we may acquire, new or modified statutoregulatory requirements and changing pricesl anarket conditions. This Rep
identifies other factors that could cause suchedéfiices. Additional factors that could cause ortdbate to actual results varying materia
from those discussed in the forw-looking statements are discussed in the sectitedti'Risk Factors”included in our Annual Report
Form 1(-K filed with the Securities and Exchange CommissioMarch 9, 2012. We cannot assure that theseatref the factors that cou
cause actual results to vary materially from thewfard-looking statements. We assume no obligation andhatointend to update the
forward-looking statements.

RESULTS OF OPERATIONS
(in thousands, except percentages and per shag) dat

Three Months Ended September Nine Months Ended September :

2012 % 2011 % 2012 % 2011 %
Sales $289,92. 100.C $207,85! 100.C  $804,10: 100.C $588,61 100.(
Cost of sale: 206,41: 71.z2 148,38 71.4 572,49. 71.z2 419,45 71.5
Gross profit 83,50¢ 28.6 59,47 28.¢ 231,61: 28.¢ 169,16: 28.7
Selling, general an
administrative expens 58,99 20.2 45,03¢ 21.7 166,34t 20.7 129,55 22.C
Operating incomi 24,51« 8.t 14,43¢ 6.¢ 65,26¢ 8.1 39,60¢ 6.7
Interest expens 2,28 0.€ 76( 0.2 3,87¢ 0.t 2,80¢ 0.t
Other income (21) - ) - (33) . (40) .
Income before income taxe 22,24¢ 7.7 13,68( 6.€ 61,42: 7.€ 36,84 6.2
Provision for income taxe: 9,15¢ 3.2 5,40¢ 2.€ 24,50¢ 3.C 14,617 2.4
Net income $ 13,09. 4.5 $8,27: 4.C $36,91! 4.6 $2222 3.E
Per share amoun
Basic earningsper share $ 09 $ 0.5¢ $ 2.5 $ 1.5t
Diluted earningsper share $ 0.8l $ 0.5¢ $ 2.4 $1.4

DXP is organized into three business segments:i@&eenters, Supply Chain Services (SCS) and Inh@/&umping Solutions (IPS). T
Service Centers segment is engaged in providinqteraance, repair and operating products (MROP)jpetgnt and integrated servic
including logistics capabilities, to industrial tomers. The Service Centers provides a wide rah#RDP products in the rotating equipmi
bearing, power transmission, hose, fluid power,ainerking, fastener, industrial supply, safety duots and safety services categories.
IPS segment fabricates and assembles custom-madeeered pump packages. The SCS segment managespalit of a customes’supph
chain, including warehouse and inventory management

Three Months Ended September 30, 2012 compareldrée Months Ended September 30, 2011

SALES. Sales for the three months ended Septenthe2032 increased $82.1 million, or 39.5%, to agjnately $289.9 million from $207
million for the prior corresponding period. Salgshusinesses acquired since September 30, 201 ursecbfor $66.7 million of third quar
2012 sales. Excluding third quarter 2012 sales fbhusinesses acquired in 2011 and 2012, sales dothttd quarter in 2012 increased 7
from the prior corresponding period, on a sameestales basis. This sales increase is primarilytdumprovement in the oil and gas
manufacturing portions of the U.S. economy.

GROSS PROFIT. Gross profit as a percentage of faleke three months ended September 30, 201@nsistent with the prior correspond
period.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, genel and administrative expense for the three moatited September 30, 2(
increased by approximately $14.0 million to $59.@liom from $45.0 million for the prior correspomdj period. The increase relates to $
million of selling, general and administrative erpe, including amortization of intangibles and asijon costs, associated with busine:
acquired in 2011 and 2012. Excluding third quaderpenses from businesses acquired in 2011 and 2@dr2ased compensation rele
expenses for the quarter were offset by lower heafe costs, professional fees, travel expensesdaledtion of a $0.5 million legal settleme



As a percentage of sales, the third quarter 202rese decreased to 20.3%, from 21.7% for the pooresponding period as a resul
corporate expenses being spread over increasesl Ss#ing, general and administrative expenseterthree months ended Septembe
2012 includes approximately $1.1 million in professl fees associated with the acquisition of HSE.

OPERATING INCOME. Operating income for the thirdagter of 2012 increased $10.1 million, or 69.8% pared to the prior correspond
period. This increase in operating income is thaulteof gross profit increasing by 40.4%, whilelisgl, general and administrative expe
increased only 31.0%.

INTEREST EXPENSE. Interest expense for the threathwoended September 30, 2012 increased 200.9%tfwiprior corresponding peric
On July 11, 2012 DXP entered into a credit facilitith Wells Fargo Bank, National Association, asuieg Lender, Swingline Lender ¢
Administrative Agent for the lenders. The new fiigitonsists of a $100 million term loan and a feing credit facility that provides a $2
million line of credit to the Company. This new ifdg replaced the Company's prior credit faciliffhe pricing grid for the new facility
similar to the prior facility. The increase is penly due to a $0.7 million charge to fully amosidebt issuance costs related to the prior «
facility, increased interest rates as a resulhofeased leverage, and increased amortizationbifiskuance costs for the current facility, a
higher average outstanding balance on our credilitfa Borrowings under the facility were used doquire additional businesses during
period.

SERVICE CENTERS SEGMENT. Sales for the Service @asnsegment increased by $70.7 million, or 49.8%tHe third quarter of 20:
compared to the prior corresponding period. Excigdihird quarter 2012 Service Centers segment $edes acquired businesses of $€
million, Service Centers segment sales for thalthirarter of 2012 increased 5.9% from the prioresponding period, on a same store !
basis. This sales increase is primarily due to empment in the oil and gas and manufacturing pastiof the U.S. economy. Operating ince
for the Service Centers segment increased 66.5%aply as a result of the 49.8% increase in sales.

INNOVATIVE PUMPING SOLUTIONS SEGMENT. Sales for tHPS segment increased by $7.5 million, or 24.0%tlie third quarter ¢
2012 compared to the prior corresponding perio@ Jdies increase resulted from the increase itatapiending by our oil and gas and mit
related customers. Operating income for the IP®seg increased 50.2% as a result of the 24.0%asere sales combined with only a 9
increase in selling, general and administrativecesps.

SUPPLY CHAIN SERVICES SEGMENT. Sales for the SCgnsent increased by $3.9 million, or 11.2%, for thed quarter of 201
compared to the prior corresponding period. Exclgdhird quarter 2012 SCS segment sales from amgjuinsinesses of $4.5 million, S
segment sales decreased by 1.7% the third quart2®X®2 on a same store sales basis due to redudes t® military and truck relat
customers. Operating income for the SCS segmentased 37.5% primarily as a result of a declinsdling, general and administrat
expense primarily as a result of reduced overheatsc

Nine Months Ended September 30, 2012 comparechi Months Ended September 30, 2

SALES. Sales for the nine months ended Septemhe2@® increased $215.5 million, or 36.6%, to appnately $804.1 million from $588
million for the prior corresponding period. Salgshusinesses acquired since September 30, 201uraecbfor $137.6 million of 2012 sal
Excluding 2012 sales from businesses acquired il 2dhd 2012, sales for the first nine months in20treased 13.2% from the pi
corresponding period, on a same store sales bBHEs.sales increase is primarily due to improvenierthe oil and gas and manufactui
portions of the U.S. economy.

GROSS PROFIT. Gross profit as a percentage of galé¢ke nine months ended September 30, 2012nisistent with the prior correspond
period.

SELLING, GENERAL AND ADMINISTRATIVE. Selling, genel and administrative expense for the nine montitieé September 30, 2(
increased by approximately $36.8 to $166.3 milfimm $129.6 million for the prior corresponding jpel. The majority of the increase rele
to $27.9 million of selling, general and adminisitra expense associated with businesses acquirg@dlih and 2012. Excluding expenses 1
businesses acquired in 2011 and 2012, the incr@@s@rily resulted from increased salaries, inagntompensation and employee ben
compared to 2011. As a percentage of sales, tleemanth 2012 expense decreased to 20.7%, from 2.08#te prior corresponding period
a result of corporate expenses being spread overaeed sales.

OPERATING INCOME. Operating income for the firstnei months of 2012 increased $25.7 million, or 64.88mpared to the pri
corresponding period. This increase in operatimgrme is the result of gross profit increasing 36.9%tile selling, general and administra
expense increased only 28.4%.

INTEREST EXPENSE. Interest expense for the nine thwended September 30, 2012 increased 38.3% fremrior corresponding peric
On July 11, 2012 DXP entered into a credit facilitith Wells Fargo Bank, National Association, asuieg Lender, Swingline Lender ¢
Administrative Agent for the lenders. The new fiigitonsists of a $100 million term loan and a deirg credit facility that provides a $2
million line of credit to the Company. This new ifdg replaced the Company's prior credit faciliffhe pricing grid for the new facility
similar to the prior facility. The increase is penly due to a $0.7 million charge to fully amosidebt issuance costs related to the prior «
facility, increased amortization of debt issuanosts for the current facility, increased interestes as a result of increased leverage, i
higher average outstanding balance on our crediiitfa Borrowings under the facility were used @oquire additional businesses during
period.

SERVICE CENTERS SEGMENT. Sales for the Service @msnsegment increased by $158.8 million, or 38.6%tlie nine months end
September 30, 2012 compared to the prior correspgrakriod. Excluding 2012 Service Centers segrsatgs from acquired businesse
$126.0 million, Service Centers segment sales @d22ncreased 7.9% from the prior correspondingogdeion a same store sales basis.
sales increase is primarily due to improvementim @il and gas and manufacturing portions of th®. économy. Operating income for



Service Centers segment increased 40.6%, primasily result of the 38.5% increase in sales.

INNOVATIVE PUMPING SOLUTIONS SEGMENT. Sales for tH®S segment increased by $43.6 million, or 62.%%btlie nine montt
ended September 30, 2012 compared to the pricesmmonding period. The sales increase resulted fihhenncrease in capital spending by
oil and gas and mining related customers. Operatiogme for the IPS segment increased 108.4% asudtrof the 62.5% increase in si
combined with only a 30.8% increase in selling,agahand administrative expenses.

SUPPLY CHAIN SERVICES SEGMENT. Sales for the SCgnsent increased by $13.1 million, or 12.3%, for tiire months end:
September 30, 2012 compared to the prior correspgrériod. Excluding 2012 SCS segment sales froguieed businesses of $11.5 milli
SCS segment sales increased by 1.4% from the pomdig period of 2011 on a same store sales Hasido sales to customers added dt
the period, partially offset by reduced sales tditany and truck related customers. Operating inedor the SCS segment increased 5¢
primarily as a result of a decline in selling, geth@nd administrative expense primarily as a tesduced overhead costs.

BUSINESS ACQUISITIONS AND SUPPLEMENTAL PRO-FORMA DA TA

On October 10, 2011, DXP acquired substantiallyoélthe assets of Kenneth Crosby (KC). DXP acquitgd business to expand DX
geographic presence in the Eastern U.S. and stremd@XP's metal working offering. DXP paid approaiely $15.6 million for KC, whic
was borrowed under our existing credit facility.d8@will of $5.8 million was recognized for this agsjtion and is calculated as the exces
the consideration transferred over the net assetgynized and represents the future economic lerafsing from other assets acquired
could not be individually identified and separatedgognized. It specifically includes the expecgdergies and other benefits that we be
will result from combining the operations of KC twvithe operations of DXP and any intangible asseas tlo not qualify for separ:
recognition such as the assembled workforce. Alhefgoodwill is included in the Service Centergrsent.

On December 30, 2011, DXP acquired substantiallpfaihe assets of C.W. Rod Tool Company ("CW Ro@®XP acquired this business
strengthen DXP's metal working offering. DXP pajgbeximately $1.1 million of DXP's common stock (Bb4 shares) and approxima
$41.7 million in cash for CW Rod, which was borraladuring 2011 and 2012 under our credit facilithe41.7 million of cash paid for C
Rod includes $36.7 million paid in the form of ckeavhich did not clear our bank until 2012. Goodhwfl $10 million was recognized for ti
acquisition and is calculated as the excess ottimsideration transferred over the net assets nimedg) and represents the future econi
benefits arising from other assets acquired thaldcoot be individually identified and separateBcognized. It specifically includes -
expected synergies and other benefits that weueligll result from combining the operations of GR@d with the operations of DXP and i
intangible assets that do not qualify for separatmgnition such as the assembled workforce. Allhef goodwill is included in the Serv
Centers segment.

On January 31, 2012, DXP acquired substantiallypfaithe assets of Mid-Continent Safety ("M@ibntinent”). DXP acquired this busines:
expand DXP's geographic presence in the MidwesieBn and strengthen DXP's safety products offeldP paid approximately $3.8 millic
for Mid-Continent, which was borrowed under our existingddrfacility. Goodwill of $1.2 million was recogred for this acquisition and
calculated as the excess of the considerationfarard over the net assets recognized and repeeEnfuture economic benefits arising fi
other assets acquired that could not be indivigud#ntified and separately recognized. It speaificincludes the expected synergies and «
benefits that we believe will result from combinitige operations of Mi€Gontinent with the operations of DXP and any inthlegassets that (
not qualify for separate recognition such as tisembled workforce. All of the goodwill is includédthe Service Centers segment.

On February 29, 2012, DXP acquired substantiallpfathe assets of Pump & Power Equipment, Incufip & Power"). DXP acquired tf
business to expand DXP's geographic presence iMithwestern U.S. and strengthen DXP's municipal pyproducts and services offeri
DXP paid approximately $1.9 million for Pump & Pawehich was borrowed under our existing credit lfgci Goodwill of $0.7 million wa
recognized for this acquisition and is calculatedtee excess of the consideration transferred thvenet assets recognized and represen
future economic benefits arising from other asseguired that could not be individually identifiadd separately recognized. It specific
includes the expected synergies and other bertbfiitswe believe will result from combining the opions of Pump & Power with t
operations of DXP and any intangible assets thatatayualify for separate recognition such as $sembled workforce. All of the goodwill
included in the Service Centers segment.

On April 2, 2012, DXP acquired the stock of Aledtws. ("Aledco"). Aledco is focused on servicingstamers in the oil and gas, ware
waste water treatment, pharmaceutical and induistgakets. DXP paid approximately $8.0 million féledco which was borrowed under
existing credit facility. Goodwill of $2.9 milliorwas recognized for this acquisition and is cal@adaas the excess of the consider:
transferred over the net assets recognized an@ésemis the future economic benefits arising frohewotssets acquired that could no
individually identified and separately recognizéidspecifically includes the expected synergies atiter benefits that we believe will res
from combining the operations of Aledco with theeggtions of DXP and any intangible assets thatatajnalify for separate recognition si
as the assembled workforce. None of the estimatediwill is expected to be tax deductible. All oetgoodwill is included in the Servi
Centers segment.

On May 1, 2012, DXP completed the acquisition oflustrial Paramedic Services through its wholly osvrsaibsidiary, DXP Cana
Enterprises Ltd. Industrial Paramedic Servicespsaaider of industrial medical and safety servite@dustrial customers operating in ren
locations and large facilities in western CanaddPDacquired this business to expand DXP's geogramt@isence into Canada and to ex|
our safety services offering. IPS is headquartére@algary, Alberta and operates out of three iooatin Calgary, Nisku and Dawson Cre
The $24.1 million purchase price was financed \820.6 million of borrowings under DXP's existingdit facility, $2.5 million of promisso
notes bearing a 5% interest rate and 19,685 slodrBXP common stock. DXP has not completed applisighintangibles or property a
equipment for Industrial Paramedic Services. DXP imade preliminary estimates for purposes of tlaslasure. Estimated goodwill of $1.
million was recognized for this acquisition andcalculated as the excess of the considerationferard over the net assets recognized
represents the future economic benefits arisingy fother assets acquired that could not be indiViglidentified and separately recognizec



specifically includes the expected synergies ahérdbenefits that we believe will result from comibg the operations of Industrial Param:
Services with the operations of DXP and any inthlegassets that do not qualify for separate ret¢mgnsuch as the assembled workfc
None of the estimated goodwill is expected to Bedteductible. All of the goodwill is included indtService Centers segme

On July 11, 2012, DXP completed the acquisitionH8E Integrated Ltd. (“HSE"). Through its wholbwned subsidiary, DXP Cane
Enterprises Ltd., DXP acquired all of the outstagditommon shares of HSE by way of a plan of arnarege under th®&usiness Corporatiol
Act (Alberta) (the "Arrangement"). Pursuant to the Agament, HSE shareholders received CDN $1.80 im gaseach common share of F
held. The total transaction value is approximat®p million, including approximately $4 million idebt and approximately $3 million
transaction costs. The purchase price was finanithdborrowings under DXR' new $325 million credit facility. DXP acquired H$o expan
our industrial health and safety services offerikgtimated goodwill of $22.6 million was recognizd this acquisition. The estimate
goodwill for this acquisition is calculated as #wecess of the consideration transferred over thessets recognized and represents the |
economic benefits arising from other assets acdulrat could not be individually identified and aegqtely recognized. It specifically incluc
the expected synergies and other benefits thatelievie will result from combining the operationstbése companies with the operation
DXP and any intangible assets that do not quatifyskeparate recognition such as the assembled evoekfNone of the estimated goodwi
expected to be tax deductiblall of the goodwill is included in the Service Cerd Segment.

DXP has not completed appraisals of intangibleproperty and equipment for all acquisitions congiein 2012. DXP has made prelimin
estimates for purposes of this disclosure.

For the three and nine months ended September(3@, dusiness acquisitions that occurred subsedaeBéptember 30, 2011 contribt
sales of $66.7 million and $137.6 million, respeely. Income before taxes provided by these aciis for the three and nine months er
September 30, 2012 was approximately $3.4 millioch $7.4 million, respectively.

The following table summarizes the estimated falugs of the assets acquired and liabilities asduimeng 2012 and 2011 in connection \
the acquisitions described above and two additiamsibnificant acquisitions that were completedidgrthe second quarter of 2012n(
thousandy:

Cash $ 11,97
Accounts Receivable, n 49,44
Inventory, ne 16,03:
Property and equipme 29,13¢
Goodwill and intangible 114,81.
Other assets 2,83¢
Assets acquired 224,24
Current liabilities assume (34,374
Non-current liabilities assumed (13,753
Net assets acquired $ 176,12

The pro forma unaudited results of operationstier€ompany on a consolidated basis for the thrdenare months ended September 30, .
and 2011, assuming the acquisition of businessepleted in 2012 and 2011 were consummated as ofadarl, 2011 are as followsir
thousands, except per share data

Three Months Ended Nine Months Ended
September 3( September 3(

2012 2011 2012 2011
Net sales $ 293,11 $ 273,167 $ 877,092 $ 781,53i
Net income $ 13,13% $ 1169 $ 39,23 $ 28,75]
Per share dal
Basic earning $ 091 $ 081 $ 2.7:  $ 2.0(
Diluted earning: $ 08t $ 071 $ 256 $ 1.8¢

LIQUIDITY AND CAPITAL RESOURCES
General Overview

As a distributor of MROP products, equipment andises, we require significant amounts of workirapital to fund inventories and accot
receivable. Additional cash is required for capitaims such as information technology, safety, dpantation and warehouse equipment.
also require cash to pay our lease obligationst@seérvice our debt.

The Company generated $21.3 million of cash in @@y activities during the first nine months of120as compared to generating $:
million during the prior corresponding period. Tlsisange between the two periods was primarilytattable to the $14.7 million increase
net income.

During the first nine months of 2012, the amouraikable to be borrowed under our credit agreematit aur bank lender (the “Facility”
decreased from $78.2 million at December 31, 201486&.4 million at September 30, 2012. This deeéaswvailability primarily resulted fro
increased borrowings to fund acquisitions and wagldapital, partially offset by cash flow from optons.



Credit Facility

On July 11, 2012 DXP entered into a credit facilitith Wells Fargo Bank, National Association, asuisg Lender, Swingline Lender ¢
Administrative Agent for the lenders (the “Facitity The new facility consists of a $100 million termafoand a revolving credit facility t
provides a $225 million line of credit to the CompaThis new facility replaced the Company's paredit facility, which was last amended
December 30, 2011 and consisted of a $200 milkwolving credit facility.

The line of credit portion of the Facility providése option of interest at LIBOR plus an applicaiviargin ranging from 1.25% to 2.25%
prime plus an applicable margin from 0.25% to 1.28B&re the applicable margin is determined by tbenanys leverage ratio as defined
the Facility at the date of borrowing. Rates foe th100 million term loan component are 25 basisitgohigher than the line of cre
borrowings. Commitment fees of 0.20% to 0.40% perum are payable on the portion of the Facilityady not in use at any given time
the line of credit. Commitment fees are chargemhi&@sest in the consolidated statements of operatio

Primarily because the leverage ratio is higher dlffte acquisition of HSE that occurred on July 2012, interest rates in effect at Septembe
2012 are approximately 70 points higher than theyewprior to the acquisition. Approximately $0.7limn of debt issuance costs associ
with the prior credit facility were expensed in théd quarter of 2012.

On September 30, 2012, the LIBOR based rate ofirtbeof credit portion of the Facility was LIBORyd 1.75%, the prime based rate of
Facility was prime plus 0.75% and the commitmeptdas 0.30%. At September 30, 2012, $240.4 milkas borrowed under the Facility ¢
weighted average interest rate of approximatel@%.Qnder the LIBOR options and $12.8 million wasrbaed at 3.75% under the pri
option. At September 30, 2012, the Company had4d@ifllion available for borrowing under the Fagilit

The new facility expires on July 11, 2017. The Kgcicontains financial covenants defining varidirsancial measures and levels of tr
measures with which the Company must comply. Cavecampliance is assessed as of each quarter end.

The Facility’s principal financial covenants inctud

Consolidated Leverage Ratio — The Facility requites the Compang’ Consolidated Leverage Ratio, determined at tlieofreach fisci
quarter, not exceed 3.5 to 1.0 as of the last @@ach quarter from the closing date through M&th2015 and not to exceed 3.25to 1.00"
June 30, 2015 and thereafter. The ConsolidatedrageeRatio is defined as the outstanding indebtsdd&vided by Consolidated EBITDA -
the period of four consecutive fiscal quarters mgdin or immediately prior to such date. Indebtadris defined under the Facility for finan
covenant purposes as: (a) all obligations of DXPbiarrowed money including but not limited to olaligons evidenced by bonds, debent
notes or other similar instruments; (b) obligatidnspay deferred purchase price of property orisesy (c) capital lease obligations;
obligations under conditional sale or other tig¢ention agreements relating to property purcha@dssued and outstanding letters of cr
and (f) contingent obligations for funded indebtesin At September 30, 2012, the Company’s LeveRagje was 2.12 to 1.00.

Consolidated Fixed Charge Coverage Ralfitie-Facility requires that the Consolidated Fixdw@e Coverage Ratio on the last day of
quarter be less than 1.25 to 1.0 with “Consoliddtecd Charge Coverage Ratidefined as the ratio of (a) Consolidated EBITDA fbe
period of 4 consecutive fiscal quarters endingushalate minus capital expenditures during suclog€excluding acquisitions) minus inco
tax expense paid minus the aggregate amount oictest payments defined in the agreement to (b)ritexest expense paid in cash, schec
principal payments in respect of long-term debt #redcurrent portion of capital lease obligatiooasguch 12nonth period, determined in e:
case on a consolidated basis for DXP and its sisbgd. At September 30, 2012, the Company's Catateld Fixed Charge Coverage R
was 3.65 to 1.00.

Asset Coverage Ratio —The credit facility requitiest the Asset Coverage at any time be less thartol1.0 with “Asset Coverage Ratio”
defined as the ratio of (a) the sum of 85% of reants receivable plus 65% of net inventory totfig) aggregate outstanding amount o
revolving credit outstandings on such date. At Setiier 30, 2012, the Company's Asset Coverage Ratdl.43 to 1.00.

Consolidated EBITDA as defined under the Facildy financial covenant purposes means, without dafibn, for any period the consolida
net income of DXP plus, to the extent deductedaleudating consolidated net income, depreciatiomprization (except to the extent that s
non-cash charges are reserved for cash charges takbn in the future), notesh compensation including stock option or restiicstoc
expense, interest expense and income tax expentexés based on income, certain ¢ing costs associated with our acquisitions, iraggr
costs, facility consolidation and closing costyesance costs and expenses andtone-compensation costs in connection with the esitipn
of HSE and any permitted acquisition, writewn of cash expenses incurred in connection vaigheixisting credit agreement and extraordi
losses less interest income and extraordinary g@loasolidated EBITDA shall be adjusted to give foona effect to disposals or busin
acquisitions assuming that such transaction(s)oeadrred on the first day of the period excludiigrcome statement items attributable to
assets or equity interests that is subject to glighosition made during the period and includingirdome statement items attributable
property or equity interests of such acquisitioesmtted under the Facility.

The following table sets forth the computationluf L everage Ratio as of September 30, 20@2Housands, except for ratids

For the Twelve Months ended Leverage
September 30, 201 Ratio
Income before taxe $ 76,57
Interest expens 4,59]

Depreciation and amortizatic 15,67(



Stock compensation exper 1,81¢

Pro forma acquisition EBITD; 23,86
Other adjustments (218
() Defined EBITDA $ 122,30
As of September 30, 20:
Total lon¢-term deb $ 259,03
Letters of credit outstanding 46(
(B) Defined indebtedness $ 259,49
Leverage Ratio (B)/(A) 2.12
Borrowings (in thousands
September 3C December 31, 20: Increase
2012 4) (Decrease
Current portion of long $ 6¢
term debt $ 18,0¢ $ 17,4C
Longterm  debt, les 114,2(
current portior 240,93 126,72¢
Total long-term debt $ 114,8¢ $ 144,13
$ 259,02 @
Amount available $ 67,37% 78,201 $ (10,82¢
1) @) )

(1) Represents amount available to be borrowedheatrdicated date under

Facility.

(2) The funds obtained from the increase in debtewmimarily used to fur
acquisitions

(3) The $10.8 million decrease in the amount ab#elas primarily a result
borrowing to fund acquisitions and working capitadrtially offset by cas
flow from operations

(4) Borrowings as of December 31, 2011 were prilpamder the Company’s

previous credit facility which was terminated aeg@laced with the current credit

facility on July 11, 2012

Performance Metrics (in days

Three Months Ended Increase
September 3(
2012 2011 (Decrease
Days of sales outstandii 62.2 55.¢ 6.4
Inventory turns 8.2 7.4 0.9

Accounts receivable days of sales outstanding G212 days at September 30, 2012 compared to 5§Dal&September 30, 2011. The incr
resulted primarily from acquired businesses thstohically have had longer days sales in receiwabieventory turns were 8.3 at Septembe
2012 and 7.4 at September 30, 2011. The increagwémtory turns primarily resulted from the acdtinsis of Industrial Paramedic Servii
and HSE which have very little inventory.

Funding Commitment

We believe our cash generated from operations aaithhle under our credit facility will meet ournmmeal working capital needs during the r
twelve months. However, we may require additionatbtdor equity financing to fund potential acqu@its. Such additional financings n
include additional bank debt or the public or ptévaale of debt or equity securities. In connectioth any such financing, we may is:
securities that substantially dilute the interedtsur shareholders. We may not be able to obtdditianal financing on attractive terms, if
all.

Share Repurchases

During the nine months ended September 30, 2012, E2}¥urchased 26,300 shares of DXP's common stock.

On October 26, 2011, the Board of Directors auteatiDXP from time to time to purchase up to 200,88éres of DXP's common stock ¢



24 months. DXP publicly announced the authorizatieat day. Purchases may be made in open marketpsivately negotiated transactio
DXP had purchased 26,300 shares under this audhiorzas of September 30, 2012.

Acquisitions

All of the Companys acquisitions have been accounted for using thhehpse method of accounting. Revenues and expefisks acquire
businesses have been included in the accompangimgplidated financial statements beginning on thespective dates of acquisition. -
allocation of purchase price to the acquired assaddiabilities is based on estimates of fair reasalue.

DISCUSSION OF CRITICAL ACCOUNTING POLICIES

Critical accounting policies are those that arehbabst important to the portrayal of a companfjhancial position and results of operatis
and require managemesitsubjective or complex judgments. These policesehbeen discussed with the Audit Committee ofBbard o
Directors of DXP. Below is a discussion of what lbeieve are our critical accounting policies.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees the management to make estin
and assumptions in determining the reported amafrassets and liabilities and disclosure of cagdint assets and liabilities at the date o
financial statements and the reported amounts wénges and expenses during the reporting periodhénopinion of management,
adjustments necessary in order to make the finastadéements not misleading have been includeduaatesults could differ from tho
estimates.

Fair Value of Financial Instrumen

The Company is required to maximize the use of adgde inputs and minimize the use of unobservaipets when measuring fair val
Generally accepted accounting principles in the. (JI3SGAAP”) establishes a fair value hierarchy based on thed Evindependent, objecti
evidence surrounding the inputs used to measur@daie. A financial instrumerg’categorization within the fair value hierarchyased upc
the lowest level of input that is significant teetfair value measurement. USGAAP prioritizes thguts into three levels that may be use
measure fair value:

Level 1

Level 1 applies to assets or liabilities for whtblere are quoted prices in active markets for ideahassets or liabilities.

Level 2

Level 2 applies to assets or liabilities for whitiere are inputs other than quoted prices thabblservable for the asset or liability sucl
quoted prices for similar assets or liabilitiesative markets; quoted prices for identical assetmbilities in markets with insufficient volur
or infrequent transactions (less active markets)modelderived valuations in which significant inputs arkservable or can be deri\
principally from, or corroborated by, observablerke4 data.

Level 3

Level 3 applies to assets or liabilities for whitttere are unobservable inputs to the valuation otketlogy that are significant to 1
measurement of the fair value of the assets oititiab.

Cash and Cash Equivalents

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

Trade Accounts Receivable

Trade receivables consist primarily of uncollateed customer obligations due under normal tradaegewhich usually require payment wit
30 days of the invoice date. However, these payteents are extended in select cases and many cersta@o not pay within stated trade tel

Inventories

Inventories consist principally of finished goodsdaare priced at lower of cost or market, cost ¢paptermined using the first-in, firsti
(“FIFO™) method. Reserves are provided against inventooegdtimated obsolescence based upon the agintgeahventories and marl
trends.

Property and Equipmel

Property and equipment are carried on the basisosf. Expenditures for major additions and betteitsi@re capitalized. Depreciation
property and equipment computed using the strai-line method. Maintenance and repairs of depreciabsets are charged against eari



as incurred. Additions and improvements are cadpédl When properties are retired or otherwise afisd of, the cost and accumul:
depreciation are removed from the accounts andsgaifosses are credited or charged to earnings.

The principal estimated useful lives used in debeimy depreciation are as follows:

Buildings 2C-39 years

Building improvement: 1C-20 years

Furniture, fixtures and equipme 3-10 years

Leasehold improvements Shorter of estimated useful life

related lease ter
Goodwill and Other Intangible Assets

Assets acquired and liabilities assumed in a bgsiaequisition are recorded at fair value on the dathe acquisition. Purchase consider:
in excess of the aggregate fair value of acquirddassets is allocated to identifiable intangilssets, to the extent of their fair value, and
remaining excess purchase consideration is allddatgoodwill. The total amount of goodwill arisifiggm an acquisition may be assigne
one or more reporting units when other reportingsuare expected to benefit from synergies of thelmination. The method of assign
goodwill to reporting units shall be reasonable sngportable and applied in a consistent mannenaydinvolve estimates and assumptions.

Impairment of Goodwill and Other Intangible Ass

The Company tests goodwill and other indefiniteedivintangible assets fampairment on an annual basis and when events amges i
circumstances indicate that the carrying amount n@ybe recoverable.The Company assigns the carrying value of thesagible assets
its "reporting units" and applies the test for geddat the reporting unit level. A reporting un# defined as an operating segment or one
below a segment (a "component”) if the componerd isusiness and discrete information is preparetramiewed regularly by segmi
management.

Impairment of Lon-Lived Assets, Excluding Goodwill

The Company tests loriyed assets or asset groups for recoverabilitammnnual basis and when events or changes imtitances indica
that their carrying amount may not be recovera@liecumstances which could trigger a review includet are not limited to: significa
decreases in the market price of the asset; sigmifiadverse changes in the business climate alrfizgfors; accumulation of costs significa
in excess of the amount originally expected fordbquisition or construction of the asset; curpmriod cash flow or operating losses comb
with a history of losses or a forecast of contilguiosses associated with the use of the assetcuament expectation that the asset will n
likely than not be sold or disposed significantlgfdre the end of its estimated useful life. Recabity is assessed based on the car
amount of the asset and its fair value which isegally determined based on the sum of the undigeducash flows expected to result from
use and the eventual disposal of the asset, asawealbecific appraisal in certain instances. Anaimpent loss is recognized when the carr
amount is not recoverable and exceeds fair value.

Revenue Recognitic

For binding agreements to fabricate tangible aswetsustomer specifications, the Company recognieeenues using the percentag:
completion method. Under this method, revenueseregnized as costs are incurred and include estth@ofits calculated on the basis of
relationship between costs incurred and total egtioh costs at completion. If at any time expectestcexceed the value of the contract
loss is recognized immediately.

For other sales, the Company recognizes revenues ah agreement is in place, the price is fixelé tor product passes to the custome
services have been provided and collectabilitg@&sonably assured. Revenues are recorded neesftaaes.

The Company reserves for potential customer retioased upon the historical level of returns.

Cost of Sales and Selling, General and Administeaixpense

Cost of sales includes product and product relatets, inbound freight charges, internal transéstc and depreciation. Selling, general
administrative expense includes purchasing andviegecosts, inspection costs, warehousing cogpretiation and amortization. DXP's gt
margins may not be comparable to those of othétiemtsince some entities include all of the caestated to their distribution network in ¢
of sales and others like DXP exclude a portionheke costs from gross margin, including the costsline item, such as selling, general
administrative expense.

Shipping and Handling Costs

The Company classifies shipping and handling clsabgéed to customers as sales. Shipping and hamdharges paid to others are classified
as a component of cost of sales.

Stock-Based Compensation

The Company uses restricted stock for shm®ed compensation programs. The Company measurgsensation cost with respect to eq
instruments granted as sh-based payments to employees based upon the edtifaatealue of the equity instruments at the daftthe gran



The cost as measured is recognized as expens¢heveeriod which an employee is required to progieievices in exchange for the award.
Income Taxe

The Company utilizes the asset and liability metbbdccounting for income taxes. Deferred incomeassets and liabilities are computec
differences between the financial statement andniec tax bases of assets and liabilities. Such meefeincome tax asset and liabi
computations are based on enacted tax laws and amielicable to periods in which the differences axpected to reverse. Valual
allowances are established to reduce deferred iadamassets to the amounts expected to be realized

Accounting for Uncertainty in Income Ta»

In July 2006, the Financial Accounting Standardafd“FASB”) issued authoritative guidance which requires thatsition taken or expect
to be taken in a tax return be recognized in tharftial statements when it is more likely than (het a likelihood of more than fifty perce
that the position would be sustained upon exanundaby tax authorities. A recognized tax positiothien measured at the largest amou
benefit that is greater than fifty percent likelfy eing realized upon ultimate settlement. The Canypand its subsidiaries file income
returns in the U.S. federal jurisdiction and vasi@tates. With few exceptions, the Company is ngdo subject to U. S. federal, state and |
tax examination by tax authorities for years ptm2007. The Company's policy is to recognize ggerelated to unrecognized tax benefi
interest expense and penalties as operating expehise Company believes that it has appropriatpatifor the income tax positions tal
and to be taken on its tax returns and that itsuate for tax liabilities are adequate for all operars based on an assessment of many f
including past experience and interpretations »ida applied to the facts of each matter.

RECENT ACCOUNTING PRONOUNCEMENTS

In May 2011, the Financial Accounting StandardsBd&ASB) issued an amendment to the fair valuesmesnent guidance and disclos
requirements. The new requirements were effectivettfe first interim or annual period beginningeafDecember 15, 2011 and were t
applied prospectively. DXP adopted the new requéms in the first quarter of 2012; however, thepidm of this guidance did not hav
material effect on its consolidated financial piosit results of operations or cash flows.

In June 2011, the FASB issued an amendment toetiigirements for presenting comprehensive income.ridw requirements were effec!
for the first interim or annual period beginningeafDecember 15, 2011 and were to be applied paadsely. The standard requires o
comprehensive income to be presented in a contiataiement of comprehensive income that would aoenithe components of net inco
and other comprehensive income, or in a separatecdnsecutive, statement following the statemérnh@ome. DXP elected to early ad
these new requirements effective December 31, 2011.

In September 2010, the FASB issued an accountarglatds update with new guidance on annual goodwnflhirment testing. The stands
update allows an entity to first assess qualitafintors to determine if it is more likely than ribat the fair value of a reporting unit is lesar
it's carrying amount. If based on its qualitatiesessment an entity concludes it is more likely that that the fair value of a reporting un
less than its carrying amount, quantitative impeainttesting is required. However, if an entity dodes otherwise, quantitative impairm
testing is not required. The standards updateféxtdfe for annual and interim goodwill impairmessts performed for fiscal years begint
after December 15, 2011, with early adoption pdrditDXP elected to early adopt these new requintsneffective December 31, 2011.

ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK.

Our market risk results from volatility in interesttes. Our exposure to interest rate risk relptesarily to our debt portfolio. Using floatil
interest rate debt outstanding at September 3(2,201100 basis point change in interest rates woegdlt in approximately a $2.5 milli
change in annual interest expense.

ITEM 4: CONTROLS AND PROCEDURES

As of the end of the period covered by this QurtBeport on Form 1@, the effectiveness of our disclosure controls pratedures (i
defined in Rules 13a-15(e) and 158(e) promulgated under the Securities ExchangeoAtB34) was evaluated by our management wit
participation of our President and Chief Executdféicer, David R. Little (principal executive offét), and our Senior Vice President and C
Financial Officer, Mac McConnell (principal finamtiofficer). Messrs. Little and McConnell have chmted that our disclosure controls .
procedures are effective, as of the end of theodecbvered by this Quarterly Report on Form@0to help ensure that information we
required to disclose in reports that we file witle SEC is accumulated and communicated to managememecorded, processed, summa
and reported within the time periods prescribedngySEC.

There were no changes in our internal control dwemcial reporting that occurred during our lastél quarter (the quarter ended Septe!
30, 2012) that have materially affected, or arsoeably likely to materially affect, our internairdrol over financial reporting.




PART Il: OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.

No material developments have occurred in thedliitgn with BP America Production Company disclosethe Compan’s Annual Report ¢
Form 10-K for the year ended December 31, 2011.

ITEM 1A. RISK FACTORS.

No material changes have occurred from risk fagboeviously disclosed in the Compds Annual Report on Form 1K-for the year ende
December 31, 2011.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

On May 1, 2012, DXP issued 19,685 unregisteredeshaf DXP Common Stock in connection with the asitjion of Industrial Paramec
Services.

ISSUER PURCHASES OF EQUITY SECURITIE

@
(c) Maximum Number
Total Number of Shares (1 (or Approximate Dollar
(@) (b) Units) Purchased as Part Value) of Shares (or Units)
Total Number of Shares (1 Average Price Paid per Publicly Announced Plan: that may yet be Purchased
Period Units) Purchase Share (or Unit or Program: Under the Plans or Progra
July 1, 2012- July 31, 2017 16,000 $41.17 16,000 173,700
August 1, 2012 -August 31
2012
September 1, 2012
September 30, 201
Total 16,000 $41.17 16,000 173,700

On October 26, 2011, the Board of Directors au#eatiDXP from time to time to purchase up to 200,80&res of DXP's common stock ¢
24 months. DXP publicly announced the authorizatieat day. Purchases may be made in open marketpsivately negotiated transactio
DXP had purchased 26,300 shares under this augiornzas of September 30, 20.

ITEM 6. EXHIBITS

3.1 Restated Articles of Incorporation, as amen(ezbrporated by reference to Exhibit 4.1 to thegRtrants Registration Statement
Form £-8 (Reg. No. 33-61953), filed with Commission on August 20, 19¢

3.2 Bylaws (incorporated by reference to Exhib ® the Registrant's Registration Statement omF8-4 (Reg. No. 3320021), filec
with the Commission on August 12, 199

3.3 Amendment No. 1 to Bylaws (incorporated byerefice to Exhibit A to the Registrant’s Current &epn Form 8K, filed with the
Commission on July 28, 201

10.1  Amendment One to David Little Equity Incentive Praxy (incorporated by reference to Exhibit 10.1h® €ompany's Current Ref
on Form K, filed with the Commission on May 11, 201

10.2  Arrangement Agreement, dated as of April 30, 20&Bereby DXP Enterprises, Inc. agreed to acquireofithe shares of HS
Integrated Ltd., (incorporated by reference to Bithi0.1 to the Company's Current Report on Forky &ited with the Commissic
on May 1, 2012)

10.3  Schedule A to the Arrangement Agreement dated Ail2012 between HSE Integrated Ltd., DXP Canatdarfrises Ltd. and DX
Enterprises, Inc., Plan of Arrangement Under Sacti@3 of the Business Corporations Act (Albertahéaded as of and effective J
28, 2012) (incorporated by reference to Exhibilid.the Company's Current Report on Forig, 8Hed with the Commission on Ju
13, 2012)

10.4  Credit Agreement by and among DXP Enterprises, ka€.US Borrower, DXP Canada Enterprises Ltd., @sa@ian Borrower, ai
Wells Fargo Bank, National Association, as Issuiegder, Swingline Lender and Administrative Ageott the Lenders, dated as
July 11, 2012 (incorporated by reference to ExHibit3 to the Company's Current Report on ForKy 8fed with the Commission ¢
July 13, 2012)



31.1 Certification of Chief Executive Officer pursuantRule 13-14(a) and rule 15-14(a) of the Securities Exchange Act, as amer
31.2 Certification of Chief Financial Officer pursuastRule 13-14(a) and rule 15-14(a) of the Securities Exchange Act, as amer

32.1 Certification of Chief Executive Officer puent to 18 U.S.C. 1350, as adopted pursuant taoBe@06 of the Sarbané3xley Act o
2002.

32.2 Certification of Chief Financial Officer punt to 18 U.S.C. 1350, as adopted pursuant tadbe®06 of the Sarbanéxley Act o
2002.

101** Interactive Data Files (to be filed by amendm:

** Pursuant to Rule 406T of RegulationTS-these interactive data files are deemed notl fde part of a registration statemen
prospectus for purposes of Sections 11 or 12 ofSeweurities Act of 1933 or Section 18 of the SemsgiExchange Act of 1934 &
otherwise are not subject to liability under thesetions

SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causedréport to be signed on its behalf by
undersigned, thereunto duly authorized.

DXP ENTERPRISES, INC.
(Registrant)
By: /sSIMAC McCONNELL
Mac McConnell
Senior Vice-President/Finance and
Chief Financial Officer
(Duly Authorized Signatory and Principal Finandfficer)

Dated: November 7, 2012










Exhibit 31.1
CERTIFICATION

I, David R. Little, certify that:

| have reviewed this report on Form-Q of DXP Enterprises, Inc
Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omgtéde a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, néauisg with respect to t
period covered by this repo
3. Based on my knowledge, the financial statementd,adiner financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep
4. The registrarg’ other certifying officer(s) and | are responsitiieestablishing and maintaining disclosure cdstemd procedures |
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtifas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav
a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurée tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidh®ubsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh
b) Designed such internal control over financial réipgr or caused such internal control over finahoggporting to be design
under our supervision, to provide reasonable amsaraegarding the reliability of financial repogirand the preparation
financial statements for external purposes in atauce with generally accepted accounting princijy
c) Evaluated the effectiveness of the registsatisclosure controls and procedures and pres@ntbd report our conclusions ab
the effectiveness of the disclosure controls armatqatures, as of the end of the period covered isyréport based on st
evaluation; ant
d) Disclosed in this report any change in tgistrant’s internal control over financial repogithat occurred during the registrant’
most recent fiscal quarter (the registrarfourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regast’s internal control over financial reporting; a
5. The registrarg’ other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitasmmmittee of the registrarstboard of directors (or persons performing thevedent
functions):
a) All significant deficiencies and material weaknesgethe design or operation of internal controéofinancial reporting whic
are reasonably likely to adversely affect the riegie’s ability to record, process, summarize and refpzahcial information; an
b) Any fraud, whether or not material, thatotwes management or other employees who have disagn role in the registrarg’
internal control over financial reportin

1.
2.

November 7, 201

/s/ David R. Little

David R. Little

President and Chief Executive Officer
(Principal Executive Officer)










Exhibit 31.2
CERTIFICATION

I, Mac McConnell, certify that:

| have reviewed this report on Form-Q of DXP Enterprises, Inc
Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omgtéde a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, néauisg with respect to t
period covered by this repo
3. Based on my knowledge, the financial statementd,adiner financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep
4. The registrarg’ other certifying officer(s) and | are responsitiieestablishing and maintaining disclosure cdstemd procedures |
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtifas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav
a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurée tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidh®ubsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh
b) Designed such internal control over financial réipgr or caused such internal control over finahoggporting to be design
under our supervision, to provide reasonable amsaraegarding the reliability of financial repogirand the preparation
financial statements for external purposes in atauce with generally accepted accounting princijy
c) Evaluated the effectiveness of the registsatisclosure controls and procedures and pres@ntbd report our conclusions ab
the effectiveness of the disclosure controls armatqatures, as of the end of the period covered isyréport based on st
evaluation; ant
d) Disclosed in this report any change in tgistrant’s internal control over financial repogithat occurred during the registrant’
most recent fiscal quarter (the registrarfourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regast’s internal control over financial reporting; a
5. The registrarg’ other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitasmmmittee of the registrarstboard of directors (or persons performing thevedent
functions):
a) All significant deficiencies and material weaknesgethe design or operation of internal controéofinancial reporting whic
are reasonably likely to adversely affect the riegie’s ability to record, process, summarize and refpzahcial information; an
b) Any fraud, whether or not material, thatotwes management or other employees who have disagn role in the registrarg’
internal control over financial reportin

1.
2.

November 7, 201

/s/ Mac McConnell

Mac McConnell

Senior Vice President and Chief Financial Officer
(Principal Financial Officer)










Exhibit 32.1
CERTIFICATION

Pursuant to 18 U.S.C. Section 1350, the undersigfifsmer of DXP Enterprises, Inc. (the “Companyhereby certifies that the Compaay’
Quarterly Report on Form 10-Q for the quarter enSedtember 30, 2012 (the “Reporttijly complies with the requirements of Section d)
or 15(d), as applicable, of the Securities Exchafsgeof 1934 and that the information containedhie Report fairly presents, in all mate
respects, the financial condition and results @rapions of the Company.

/s/David R. Little

David R. Little

President and Chief Executive Officer
(Principal Executive Officer)

November 7, 201

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










Exhibit 32.2
CERTIFICATION

Pursuant to 18 U.S.C. Section 1350, the undersigfifsmer of DXP Enterprises, Inc. (the “Companyhereby certifies that the Compaay’
Quarterly Report on Form 10-Q for the quarter enSedtember 30, 2012 (the “Reporttijly complies with the requirements of Section d)
or 15(d), as applicable, of the Securities Exchafsgeof 1934 and that the information containedhie Report fairly presents, in all mate
respects, the financial condition and results @rapions of the Company.

/s/IMac McConnell

Mac McConnell

Chief Financial Officer
(Principal Financial Officer)

November 7, 201

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







