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CAUTIONARY STATEMENT REGARDING FORWARD LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains certain “forward-looking statements” within the meaning of the federal securities laws that involve risks
and uncertainties. Terms such as “aim,” “anticipate,” “believe,” “contemplates,” “continues,” “could,” “ensure,” “estimate,” “expect,” “forecasts,” “if,”
“intend,” “likely,” “may,” “might,” “objective,” “outlook,” “plan,” “positioned,” “potential,” “predict,” “probable,” “project,” “shall,” “should,” “strategy,”
“will,” “would,” and variations of them and other words and terms of similar meaning and expression (and the negatives of such words and terms) are
intended to identify forward-looking statements. Forward-looking statements can also be identified by the fact that they do not relate strictly to historical or
current facts. These statements are not guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict. These
statements are based on management’s current expectations, intentions or beliefs as of the date they are made and are subject to a number of factors,
assumptions and uncertainties that could cause actual results to differ materially from those described in the forward-looking statements. Factors that could
cause or contribute to such differences or that might otherwise impact our business, financial condition and results of operations include:

• inventory obsolescence;
• work stoppages and other disruptions at transportation centers or shipping ports;
• the reliance of TestEquity Acquisition, LLC (“TestEquity”) on a significant supplier for a significant amount of its product inventory;
• changes in our customers, product mix and pricing strategy;
• disruptions of our information and communication systems;
• cyber-attacks, other information security incidents or IT system outages;
• the inability to successfully recruit, integrate and retain productive sales representatives;
• difficulties in integrating the business operations of TestEquity and 301 HW Opus Holdings, Inc., which conducts business as Gexpro Services

(“Gexpro Services”), with our legacy Lawson Products operations, and/or the failure to successfully combine those operations within our expected
timetable;

• failure to retain talented employees, managers and executives;
• the inability of management to successfully implement changes in operating processes;
• various risks involved in any pursuit or completion by us of additional acquisitions;
• competition in the markets in which we operate;
• potential impairment charges for goodwill and other intangible assets;
• changes that affect governmental and other tax-supported entities;
• failure to maintain effective internal control over financial reporting;
• our significant amount of indebtedness;
• failure to adequately fund our operating and working capital needs through cash generated from operations and borrowings available under our

credit facility;
• failure to meet the covenant requirements of our credit facility or an increase in interest rates under our credit facility;
• government efforts to combat inflation, along with other interest rate pressures, could lead to higher financing costs;
• declines in the market price of our common stock (the “DSG common stock”);
• the significant influence of Luther King Capital Management Corporation (“LKCM”) over the Company in light of its ownership percentage;
• any sales of shares of DSG common stock held by entities affiliated with LKCM or the possibility of any such sales;
• violations of environmental protection regulations;
• changes in tax matters;
• risks arising from our international operations;
• potential limitations on our ability to use our net operating losses and certain other tax attributes generated prior to the April 1, 2022 merger

transactions (the “Mergers”) in which TestEquity and Gexpro Services merged with and into subsidiaries of DSG, with TestEquity and Gexpro
Services surviving as wholly-owned subsidiaries of DSG, and in connection with which DSG issued shares of DSG common stock to the former
equityholders of TestEquity and Gexpro Services in exchange for their equity interests in TestEquity and Gexpro Services;

• public health emergencies;
• business uncertainties as a result of the Mergers;
• stockholder litigation relating to the Mergers;
• a downturn in the economy or in certain sectors of the economy;
• changes in energy costs, tariffs, transportation costs and the cost of raw materials used in our products, and other inflationary pressures;
• supply chain constraints, inflationary pressure and labor shortages;
• foreign currency exchange rate changes; and
• the other factors discussed in the “Risk Factors” section of our Annual Report on Form 10-K for the fiscal year ended December 31, 2023.
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We undertake no obligation to update or revise any forward-looking statement contained herein, whether to reflect events or circumstances after the
date on which such statement is made or to reflect the occurrence of unanticipated events or otherwise, except as may be required under applicable law.
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PART I - FINANCIAL INFORMATION

ITEM 1 - FINANCIAL STATEMENTS

Distribution Solutions Group, Inc.
Condensed Consolidated Balance Sheets
(Dollars in thousands, except share data)

(Unaudited)
September 30, 2024 December 31, 2023

ASSETS
Current assets:
Cash and cash equivalents $ 61,344  $ 83,931 
Restricted cash 14,423  15,694 
Accounts receivable, less allowances of $2,070 and $2,120, respectively 281,142  213,449 
Inventories 347,018  315,984 
Prepaid expenses and other current assets 63,427  28,272 
Assets held for sale 3,358  — 

Total current assets 770,712  657,330 
Property, plant and equipment, net 128,927  113,811 
Rental equipment, net 22,601  24,575 
Goodwill 467,320  399,925 
Deferred tax asset, net —  95 
Intangible assets, net 279,772  253,834 
Cash value of life insurance 19,905  18,493 
Right of use operating lease assets 89,806  76,340 
Other assets 5,899  5,928 

Total assets $ 1,784,942  $ 1,550,331 
LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:
Accounts payable $ 130,659  $ 98,674 
Current portion of long-term debt 42,078  32,551 
Current portion of lease liabilities 19,287  13,549 
Accrued expenses and other current liabilities 82,083  97,241 

Total current liabilities 274,107  242,015 
Long-term debt, less current portion, net 704,135  535,881 
Lease liabilities 75,898  67,065 
Deferred tax liability, net 26,203  18,326 
Other liabilities 23,837  25,443 

Total liabilities 1,104,180  888,730 
Commitments and contingencies (Note 14)
Stockholders’ equity:
Preferred stock, $1 par value:

Authorized - 500,000 shares, issued and outstanding — None —  — 
Common stock, $1 par value:

Authorized - 70,000,000 shares
Issued - 47,717,376 and 47,535,618 shares, respectively
Outstanding - 46,837,880 and 46,758,359 shares, respectively 46,837  46,758 

Capital in excess of par value 676,203  671,154 
Retained deficit (16,114) (34,707)
Treasury stock – 879,496 and 777,259 shares, respectively (19,552) (16,434)
Accumulated other comprehensive income (loss) (6,612) (5,170)

Total stockholders’ equity 680,762  661,601 
Total liabilities and stockholders’ equity $ 1,784,942  $ 1,550,331 

See notes to Condensed Consolidated Financial Statements (Unaudited)
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Distribution Solutions Group, Inc.
Condensed Consolidated Statements of Operations and Comprehensive Income (Loss)

(Dollars in thousands, except per share data)
(Unaudited)

 
Three Months Ended September 30, Nine Months Ended September 30,

  2024 2023 2024 2023
Revenue $ 468,019  $ 438,909  $ 1,323,641  $ 1,165,163 
Cost of goods sold 309,171  293,612  869,857  750,972 
Gross profit 158,848  145,297  453,784  414,191 

Selling, general and administrative expenses 139,901  132,514  417,896  370,911 
Operating income (loss) 18,947  12,783  35,888  43,280 

Interest expense (15,160) (12,895) (39,780) (30,057)
Change in fair value of earnout liabilities (858) 667  (861) 646 
Other income (expense), net (15) (1,133) 82  (2,869)

Income (loss) before income taxes 2,914  (578) (4,671) 11,000 
Income tax expense (benefit) (19,007) 990  (23,264) 3,637 

Net income (loss) $ 21,921  $ (1,568) $ 18,593  $ 7,363 

Basic income (loss) per share of common stock $ 0.47  $ (0.03) $ 0.40  $ 0.17 

Diluted income (loss) per share of common stock $ 0.46  $ (0.03) $ 0.39  $ 0.17 

Comprehensive income (loss)
Net income (loss) $ 21,921  $ (1,568) $ 18,593  $ 7,363 
Other comprehensive income (loss), net of tax:

Foreign currency translation adjustment 4,254  (3,579) (1,442) 128 
Other —  464  —  (121)

Comprehensive income (loss) $ 26,175  $ (4,683) $ 17,151  $ 7,370 

The accompanying Unaudited Condensed Consolidated Financial Statements and notes thereto have been retroactively adjusted to reflect the two-for-one stock split
completed in August 2023. See Note 1 – Nature of Operations and Basis of Presentation for details.

See notes to Condensed Consolidated Financial Statements (Unaudited)

(1)

(1)

(1)       
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Distribution Solutions Group, Inc.
Condensed Consolidated Statements of Changes in Stockholders’ Equity

(Dollars in thousands, except share data)
(Unaudited)

Common Stock

Capital in Excess
of Par Value

Accumulated Other
Comprehensive
Income (Loss)

Total
Stockholders’

Equity
Outstanding

Shares $1 Par Value Retained Deficit Treasury Stock

Balance at January 1, 2024 46,758,359  $ 46,758  $ 671,154  $ (34,707) $ (16,434) $ (5,170) $ 661,601 
Net income (loss) —  —  —  (5,224) —  —  (5,224)
Foreign currency translation adjustment —  —  —  —  —  (3,138) (3,138)
Stock-based compensation —  —  998  —  —  —  998 
Stock-based compensation liability paid in
shares —  —  870  —  —  —  870 
Shares issued 62,246  62  (62) —  —  —  — 
Tax withholdings related to net share
settlements of stock-based compensation
awards (14,032) (14) 14  —  (449) —  (449)

Balance at March 31, 2024 46,806,573  $ 46,806  $ 672,974  $ (39,931) $ (16,883) $ (8,308) $ 654,658 
Net income (loss) —  —  —  1,896  —  —  1,896 
Foreign currency translation adjustment —  —  —  —  —  (2,558) (2,558)
Stock-based compensation —  —  1,080  —  —  —  1,080 
Shares issued 38,992  39  (39) —  —  —  — 
Repurchases of common stock (55,844) (56) 56  —  (1,683) —  (1,683)
Tax withholdings related to net share
settlements of stock-based compensation
awards (2,561) (3) 3  —  (89) —  (89)

Balance at June 30, 2024 46,787,160  $ 46,786  $ 674,074  $ (38,035) $ (18,655) $ (10,866) $ 653,304 
Net income (loss) —  —  —  21,921  —  —  21,921 
Foreign currency translation adjustment —  —  —  —  —  4,254  4,254 
Stock-based compensation —  —  1,100  —  —  —  1,100 
Shares issued 80,520  81  999  —  —  —  1,080 
Repurchases of common stock (29,800) (30) 30  —  (897) —  (897)

Balance at September 30, 2024 46,837,880  $ 46,837  $ 676,203  $ (16,114) $ (19,552) $ (6,612) $ 680,762 

See notes to Condensed Consolidated Financial Statements (Unaudited)
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Distribution Solutions Group, Inc.
Condensed Consolidated Statements of Changes in Stockholders’ Equity

(Dollars in thousands, except share data)
(Unaudited)

Common Stock

Capital in Excess
of Par Value

Accumulated Other
Comprehensive
Income (Loss)

Total
Stockholders’

Equity
Outstanding

Shares $1 Par Value Retained Deficit Treasury Stock

Balance at January 1, 2023 38,833,568  $ 38,834  $ 572,379  $ (25,736) $ (12,526) $ (9,956) $ 562,995 
Net income (loss) —  —  —  5,907  —  —  5,907 
Foreign currency translation adjustment —  —  —  —  —  2,624  2,624 
Stock-based compensation —  —  773  —  —  —  773 
Stock-based compensation liability paid in
shares —  —  227  —  —  —  227 
Shares issued 22,288  22  (22) —  —  —  — 
Shares issued - earnout 3,400,000  3,400  (3,400) —  —  —  — 
Tax withholdings related to net share
settlements of stock-based compensation
awards (5,278) (5) 5  —  (117) —  (117)
Other —  —  204  (4) —  (200) — 

Balance at March 31, 2023 42,250,578  $ 42,251  $ 570,166  $ (19,833) $ (12,643) $ (7,532) $ 572,409 
Net income (loss) —  —  —  3,024  —  —  3,024 
Foreign currency translation adjustment —  —  —  —  —  1,083  1,083 
Stock-based compensation —  —  1,062  —  —  —  1,062 
Issuance of common stock in rights offering,
net of offering costs of $1,531 4,444,444  4,444  94,025  —  —  —  98,469 
Shares issued 6,672  7  (7) —  —  —  — 
Tax withholdings related to net share
settlements of stock-based compensation
awards (2,224) (2) 2  —  (54) —  (54)
Other —  —  385  —  —  (385) — 

Balance at June 30, 2023 46,699,470  $ 46,700  $ 665,633  $ (16,809) $ (12,697) $ (6,834) $ 675,993 

Net income (loss) —  —  —  (1,568) —  —  (1,568)
Foreign currency translation adjustment —  —  —  —  —  (3,579) (3,579)
Stock-based compensation —  —  1,119  —  —  —  1,119 
Shares issued 520  1  (1) —  —  —  — 
Shares issued through employee share
purchases 144,608  144  3,109  —  —  —  3,253 
Compensation expense related to employee
share purchases —  —  427  —  —  —  427 
Other —  —  —  —  —  464  464 

Balance at September 30, 2023 46,844,598  $ 46,845  $ 670,287  $ (18,377) $ (12,697) $ (9,949) $ 676,109 

    The accompanying Unaudited Condensed Consolidated Financial Statements and notes thereto have been retroactively adjusted to reflect the two-for-one stock split
completed in August 2023. See Note 1 – Nature of Operations and Basis of Presentation for details.

See notes to Condensed Consolidated Financial Statements (Unaudited)

(1)

(1)

(1)
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Distribution Solutions Group, Inc.
Condensed Consolidated Statements of Cash Flows

(Dollars in thousands)
(Unaudited)

Nine Months Ended September 30,
  2024 2023
Operating activities

Net income (loss) $ 18,593  $ 7,363 
Adjustments to reconcile to net cash used in operating activities:

Depreciation and amortization 54,211  47,316 
Amortization of debt issuance costs 2,093  1,662 
Stock-based compensation 4,323  5,441 
Compensation expense related to employee share purchases —  427 
Deferred income taxes (2,814) — 
Change in fair value of earnout liabilities 861  (646)
(Gain) loss on sale of rental equipment (1,586) (1,929)
(Gain) loss on sale of property, plant and equipment 190  (86)
Charge for step-up of acquired inventory 1,760  2,866 
Net realizable value adjustment and write-offs for obsolete and excess inventory 4,311  8,073 
Bad debt expense 537  1,045 

Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable (30,423) (8,329)
Inventories (981) 1,566 
Prepaid expenses and other current assets (33,335) (7,288)
Accounts payable 14,091  10,552 
Accrued expenses and other current liabilities (20,183) 5,587 
Other changes in operating assets and liabilities (912) 433 

Net cash provided by (used in) operating activities 10,736  74,053 
Investing activities

Purchases of property, plant and equipment (9,091) (11,180)
Business acquisitions, net of cash acquired (194,393) (252,007)
Purchases of rental equipment (5,703) (7,735)
Proceeds from sale of rental equipment 3,795  4,202 

Net cash provided by (used in) investing activities (205,392) (266,720)
Financing activities

Proceeds from revolving lines of credit 166,777  174,587 
Payments on revolving lines of credit (166,496) (295,816)
Proceeds from term loans 200,000  305,000 
Payments on term loans (22,688) (11,250)
Deferred financing costs (2,064) (3,419)
Proceeds from rights offering, net of offering costs of $1,531 —  98,469 
Repurchase of common stock (2,580) — 
Shares repurchased held in treasury (538) (171)
Proceeds from employees for share purchases —  3,253 
Payment of financing lease principal (462) (358)
Payment of earnout —  (1,000)

Net cash provided by (used in) financing activities 171,949  269,295 
Effect of exchange rate changes on cash and cash equivalents (1,151) (209)
Increase (decrease) in cash, cash equivalents and restricted cash (23,858) 76,419 
Cash, cash equivalents and restricted cash at beginning of period 99,625  24,740 
Cash, cash equivalents and restricted cash at end of period $ 75,767  $ 101,159 

Cash and cash equivalents $ 61,344  $ 80,456 
Restricted cash 14,423  20,703 

Total cash, cash equivalents and restricted cash $ 75,767  $ 101,159 

See notes to Condensed Consolidated Financial Statements (Unaudited)
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Distribution Solutions Group, Inc.
Condensed Consolidated Statements of Cash Flows (Continued)

(Dollars in thousands)
(Unaudited)

Nine Months Ended September 30,
  2024 2023

Supplemental disclosure of cash flow information
Net cash paid for income taxes $ 13,065  $ 9,370 
Net cash paid for interest $ 38,337  $ 26,187 
Net cash paid for interest on supply chain financing $ 2,121  $ 1,753 

Non-cash activities:
Additions of property, plant and equipment included in accounts payable $ 235  $ 521 
Right of use assets obtained in exchange for finance lease liabilities $ 390  $ 396 
Right of use assets obtained in exchange for operating lease liabilities $ 10,807  $ 19,879 

See notes to Condensed Consolidated Financial Statements (Unaudited)
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Notes to Condensed Consolidated Financial Statements (Unaudited)

Note 1 – Nature of Operations and Basis of Presentation
Organization

Distribution Solutions Group, Inc. (“DSG”), a Delaware corporation, is a global specialty distribution company providing value added distribution
solutions to the maintenance, repair and operations (“MRO”), original equipment manufacturer (“OEM”) and industrial technology markets.

Unless the context requires otherwise, references in this Quarterly Report on Form 10-Q to “DSG”, the “Company”, “we”, “our” or “us” refer to
Distribution Solutions Group, Inc., and all entities consolidated in the accompanying unaudited condensed consolidated financial statements.

Reportable Segments and Nature of Operations

Change in Reportable Segments

In connection with the Source Atlantic Transaction (as defined below) during the third quarter of 2024, the Company realigned its reportable segments
to align with our business strategy and the manner in which our chief operating decision maker ("CODM") assesses performance and strategic execution
and makes decisions regarding the allocation of resources.

Prior to the third quarter of 2024, the Company had three reportable segments: Lawson, TestEquity and Gexpro Services. The Company also had an
“All Other” category which included unallocated DSG holding company costs that were not directly attributable to the ongoing operating activities of our
reportable segments and included the results of the Bolt Supply House (“Bolt”) non-reportable segment. Beginning in the third quarter of 2024, the
Company has four reporting segments: Lawson, TestEquity, Gexpro Services and Canada Branch Division. Canada Branch Division includes the results of
Bolt and Source Atlantic Limited (which we acquired during the third quarter of 2024 as described below). No changes were made to the Lawson,
TestEquity and Gexpro Services reportable segments. The “All Other” category now includes only unallocated DSG holding company costs that are not
directly attributable to the ongoing operating activities of our reportable segments.

The segment realignment had no impact on our financial condition or results of operations. Prior period segment results have been recast to reflect our
new reportable segments. Additional information regarding DSG’s reportable segments is presented in Note 16 – Segment Information.

Nature of Operations

A summary of the nature of operations for our reportable segments is presented below.

Lawson is a distributor of specialty products and services to the industrial, commercial, institutional and governmental MRO marketplace. Lawson
primarily distributes MRO products to its customers through a network of sales representatives and an inside sales channel throughout the United States
and Canada.

TestEquity is a distributor of test and measurement equipment and solutions, industrial and electronic production supplies, vendor managed inventory
programs, and converting, fabrication and adhesive solutions from its leading manufacturer partners supporting the aerospace and defense, wireless and
communication, semiconductors, industrial electronics and automotive, and electronics manufacturing industries.

Gexpro Services is a global supply chain solutions provider, specializing in the development of mission critical production line management,
aftermarket and field installation programs.

Canada Branch Division combines the operations of our Bolt and Source Atlantic Limited subsidiaries, which distribute industrial MRO supplies,
safety products, fasteners, and related value-add services to the Canadian MRO market primarily through the sale of products to its walk-up customers
through 38 branch locations.
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Recent Events

Source Atlantic Acquisition

On August 14, 2024, DSG acquired all of the issued and outstanding capital stock of Source Atlantic Limited (“Source Atlantic” and the “Source
Atlantic Transaction”). Source Atlantic, headquartered in Saint John, New Brunswick, Canada, is a wholesale distributor of industrial MRO supplies, safety
products, fasteners, and related value-add services for the Canadian MRO market. The total purchase consideration exchanged was $103.1 million, net of
cash acquired of $4.4 million. DSG funded the Source Atlantic Transaction with borrowings under its amended and restated credit facility (discussed
below). Refer to Note 3 – Business Acquisitions for additional information about Source Atlantic and the Source Atlantic Transaction.

Debt Amendment

On August 14, 2024, the Company entered into the Third Amendment to Amended and Restated Credit Agreement (the “Third Amendment”). The
Third Amendment provided for an additional $200 million incremental term loan and a $55 million increase in the senior secured revolving credit facility,
and permits the Company to increase the commitments under the agreement from time to time by up to $300 million in the aggregate, subject to, among
other things, receipt of additional commitments from existing and/or new lenders and pro forma compliance with certain financial covenants. Refer to Note
9 – Debt for additional information about DSG’s credit agreement.

Basis of Presentation and Consolidation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States (“GAAP”) for interim financial information, the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly,
they do not contain all disclosures required by GAAP for complete consolidated financial statements. These unaudited condensed consolidated financial
statements should be read in conjunction with DSG’s audited consolidated financial statements and accompanying notes included in its Annual Report on
Form 10-K for the year ended December 31, 2023 filed with the U.S. Securities and Exchange Commission (“SEC”). All normal recurring adjustments
have been made that are necessary to fairly state the results of operations for the interim periods. Operating results for the three and nine-month period
ended September 30, 2024 are not necessarily indicative of the results that may be expected for the year ending December 31, 2024.

2023 Stock Split: On August 15, 2023, DSG announced that its Board of Directors approved and declared a two-for-one stock split (the “Stock Split”),
which entitled each stockholder of record as of the close of business on August 25, 2023 to receive one additional share of DSG common stock for each
share of DSG common stock then-held. The additional shares were distributed after the close of trading on August 31, 2023, and shares of DSG common
stock began trading at the split-adjusted basis on September 1, 2023. Accordingly, all share and per share amounts have been retroactively adjusted to
reflect the impact of the Stock Split for all periods presented herein.

Period-end Dates: The Company and its consolidated subsidiaries, except for the subsidiaries in the Gexpro Services segment, operate on a calendar
year-end. Gexpro Services operates on a calendar year-end for annual reporting purposes. However, quarterly financial statements for Gexpro Services are
prepared on financial close dates that may differ from that of the Company. For the quarter ended September 30, 2024, there was a two day difference in
the period end. The consolidated financial statement impact of the two day difference arising from the different period ends for the quarter ended
September 30, 2024 was not material. The Company utilizes the exchange rates in effect at Gexpro Services’ reporting date and the appropriate weighted-
average rate for its fiscal reporting period.

Note 2 – Summary of Significant Accounting Policies

There were no significant changes to the Company’s accounting policies from those disclosed in DSG’s Annual Report on Form 10-K for the year
ended December 31, 2023. See Note 2 of the 2023 consolidated financial statements included in DSG’s Annual Report on Form 10-K for the year ended
December 31, 2023 for further details of the Company’s significant accounting policies.

Recent Accounting Pronouncements - Not Yet Adopted

In November 2023, the FASB issued ASU 2023-07, Segment Reporting (Topic 280): Improvements to Reportable Segment Disclosures, which
expands annual and interim disclosure requirements for reportable segments, primarily through enhanced disclosures about significant segment expenses.
The pronouncement is effective for annual periods beginning after
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December 15, 2023 and interim periods within fiscal years beginning after December 15, 2024, with early adoption permitted. The adoption of ASU 2023-
07 should be applied retrospectively to all prior periods presented in the financial statements. The Company is currently evaluating the impact that the
adoption will have on its financial statement disclosures.

In December 2023, the FASB issued ASU 2023-09, Income Taxes (Topic 740): Improvements to Income Tax Disclosures to require greater
disaggregation of income tax disclosures related to the income tax rate reconciliation and income taxes paid. The pronouncement is effective on a
prospective basis for annual periods beginning after December 15, 2024, with early adoption permitted. The Company is currently evaluating the impact of
the adoption on its financial statement disclosures.
Note 3 – Business Acquisitions

DSG and its operating companies acquired businesses during the first nine months of 2024 and the year ended December 31, 2023. The acquisitions
were accounted for under ASC 805, the acquisition method of accounting. For each acquisition, the allocation of consideration exchanged to the assets
acquired and liabilities assumed was based on estimated acquisition-date fair values. The final valuations will be completed within the one-year
measurement period following the respective acquisition date, and any adjustments will be recorded in the period in which the adjustments are determined.

2024 Acquisitions

Source Atlantic

On August 14, 2024, DSG acquired all of the issued and outstanding capital stock of Source Atlantic for a purchase price of approximately $103.1
million, net of cash acquired of $4.4 million. Source Atlantic, headquartered in Saint John, New Brunswick, Canada, is a wholesale distributor of industrial
MRO supplies, safety products, fasteners, and related value-add services for the Canadian MRO market. Source Atlantic has 24 branch locations across
Canada with a heavy focus in Eastern Canada. Source Atlantic was acquired to expand DSG’s operating footprint in the Canadian market. The results of
operations of Source Atlantic are included in the Canada Branch Division. The acquisition was funded with borrowings under the Company’s Amended
Credit Agreement. Refer to Note 9 – Debt for information about the Amended Credit Agreement.

The following table summarizes the preliminary allocation of consideration exchanged to the estimated fair values of assets acquired and liabilities
assumed, including the allocation to other intangible assets acquired:

Source Atlantic

(in thousands)
August 14, 2024
Acquisition Date

Accounts receivable $ 33,679 
Inventory 28,427 
Other current assets 1,846 
Property, plant and equipment 21,217 
Right of use assets 6,780 
Other intangible assets:

Customer relationships 11,035 
Trade names 10,012 

Deferred tax liability, net of deferred tax asset (10,314)
Accounts payable (17,857)
Lease liabilities (6,780)
Accrued expenses and other liabilities (5,422)
Goodwill 30,518 
Total purchase consideration exchanged, net of cash acquired $ 103,141 

Cash consideration $ 98,756 
Deferred consideration 4,385 

Total purchase consideration exchanged, net of cash acquired $ 103,141 

The Company paid $0.0 million of the Source Atlantic deferred consideration during the three and nine months ended September 30, 2024.

(1)

(1)    
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Certain estimated values for the Source Atlantic Transaction, including working capital and other liability adjustments, right of use assets, the
valuation of intangibles and property, plant and equipment and income taxes are not yet finalized, and the preliminary purchase price allocation is subject to
change as the Company completes its analysis of the fair value at the date of acquisition.

The customer relationships and trade names intangible assets have estimated useful lives of 17 years and 8 years, respectively. Goodwill generated
from the Source Atlantic Transaction is not deductible for tax purposes and is primarily attributable to the benefits we expect to derive from expected
synergies, including expanded product and service offerings and cross-selling opportunities.

S&S Automotive

On May 1, 2024, DSG acquired all of the issued and outstanding capital stock of S&S Automotive Inc. (“S&S Automotive” and the “S&S Automotive
Transaction”), with a purchase price of approximately $80.1 million, net of cash acquired of $0.7 million. S&S Automotive is a distributor of automotive,
industrial, and safety supplies primarily to the automotive dealership market based near Chicago in Woodridge, Illinois. S&S Automotive was acquired to
expand Lawson’s services and products to the automotive end market. Accordingly, the results of operations of S&S Automotive are included within the
Lawson reportable segment. The acquisition was funded using DSG’s cash on hand and its revolving credit facility.

The following table summarizes the preliminary allocation of consideration exchanged to the estimated fair values of assets acquired and liabilities
assumed, including the allocation to other intangible assets acquired:

S&S Automotive

(in thousands)
May 1, 2024

Acquisition Date
Measurement Period

Adjustments Adjusted Total
Accounts receivable $ 4,100  $ —  $ 4,100 
Inventory 7,100  (203) 6,897 
Other current assets 306  —  306 
Property, plant and equipment 2,351  (117) 2,234 
Right of use assets 7,581  —  7,581 
Other intangible assets:

Customer relationships 30,200  (6,700) 23,500 
Trade names 12,200  (300) 11,900 

Other assets 35  2  37 
Accounts payable (1,120) —  (1,120)
Lease liabilities (7,604) —  (7,604)
Accrued expenses and other liabilities (1,989) —  (1,989)
Goodwill 26,892  7,318  34,210 
Total purchase consideration exchanged, net of cash acquired $ 80,052  $ —  $ 80,052 

Cash consideration $ 78,659  $ —  $ 78,659 
Deferred consideration 1,393  —  1,393 

Total purchase consideration exchanged, net of cash acquired $ 80,052  $ —  $ 80,052 

The Company paid $0.7 million of the S&S Automotive deferred consideration during the three and nine months ended September 30, 2024.

Certain estimated values for the S&S Automotive Transaction, including working capital and other liability adjustments, right of use assets, the
valuation of intangibles and property, plant and equipment and income taxes are not yet finalized, and the preliminary purchase price allocation is subject to
change as the Company completes its analysis of the fair value at the date of acquisition. Following the initial fair value measurement, the Company
updated the purchase price allocation for S&S Automotive primarily related to the ongoing review of the opening balance sheet and revised certain
assumptions used in estimating the fair value. The adjustments resulted in a $7.0  million decrease to customer relationships and trade names and a
$7.3 million increase to goodwill.

The customer relationships and trade names intangible assets have estimated useful lives of 17 years and 8 years, respectively. As a result of the S&S
Automotive Transaction, the Company recorded tax deductible goodwill of $34.2 million

(1)

(1)    

14



Table of Contents

in 2024 that may result in a tax benefit in future periods and is primarily attributable to the benefits we expect to derive from expected synergies, including
expanded product and service offerings and cross-selling opportunities.

Emergent Safety Supply

On January 19, 2024, DSG acquired 100% of the certain assets of Safety Supply Illinois LLC, conducting business as Emergent Safety Supply (“ESS”
and the “ESS Transaction”), with a purchase price of $9.9 million. ESS is a national distributor of safety products based near Chicago in Batavia, Illinois.
ESS was acquired to expand Lawson’s safety product category. Accordingly, the results of operations of ESS are included within the Lawson reportable
segment. The acquisition was funded using DSG’s cash on hand.

The following table summarizes the preliminary allocation of consideration exchanged to the estimated fair values of assets acquired and liabilities
assumed, including the allocation to other intangible assets acquired:

Emergent Safety Supply

(in thousands)
January 19, 2024
Acquisition Date

Measurement Period
Adjustments Adjusted Total

Accounts receivable $ 1,363  $ —  $ 1,363 
Inventory 1,399  —  1,399 
Other current assets 10  —  10 
Property, plant and equipment 228  —  228 
Right of use assets 550  —  550 
Other intangible assets:

Customer relationships 2,700  100  2,800 
Trade names 1,400  —  1,400 

Other assets 11  —  11 
Accounts payable (205) —  (205)
Lease liabilities (550) —  (550)
Accrued expenses and other liabilities (25) —  (25)
Goodwill 2,973  (100) 2,873 
Total purchase consideration exchanged, net of cash acquired $ 9,854  $ —  $ 9,854 

Cash consideration $ 8,904  $ —  $ 8,904 
Deferred consideration 950  —  950 

Total purchase consideration exchanged, net of cash acquired $ 9,854  $ —  $ 9,854 

The Company paid $0.2 million of the ESS deferred consideration during the three and nine months ended September 30, 2024.

Certain estimated values for the ESS Transaction, including the valuation of intangibles and property, plant and equipment, are not yet finalized, and
the preliminary purchase price allocation is subject to change as the Company completes its analysis of the fair value at the date of acquisition. Following
the initial fair value measurement, the Company updated the purchase price allocation for ESS primarily related to the ongoing review of the opening
balance sheet and revised certain assumptions used in estimating the fair value. The adjustments resulted in a $0.1  million increase to customer
relationships and a $0.1 million decrease to goodwill.

The customer relationships and trade names intangible assets have estimated useful lives of 16 years and 8 years, respectively. As a result of the ESS
Transaction, the Company recorded tax deductible goodwill of $2.9  million in 2024 that may result in a tax benefit in future periods and is primarily
attributable to the benefits we expect to derive from expected synergies, including expanded product and service offerings and cross-selling opportunities.

2023 Acquisition

On June 8, 2023, DSG acquired all of the issued and outstanding capital stock of HIS Company, Inc., a Texas corporation (“Hisco” and the “Hisco
Transaction”), a distributor of specialty products serving industrial technology applications, pursuant to a Stock Purchase Agreement dated March 30, 2023
(the “Purchase Agreement”). In connection with this transaction, DSG combined the operations of TestEquity and Hisco, further expanding the product and
service offerings at TestEquity, as well as

(1)

(1)    
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all of our operating businesses under DSG. The results of operations of Hisco are included within the TestEquity reportable segment.

The total purchase consideration exchanged for the Hisco Transaction was $267.2  million, net of cash acquired of $12.2  million, with a potential
additional earn-out payment subject to Hisco achieving certain performance targets. Refer to Note 8 – Earnout Liabilities for additional information on the
earn-out. Under the Purchase Agreement, DSG became obligated to pay $37.5 million in cash or DSG common stock in retention bonuses to certain Hisco
employees that remain employed with Hisco or its affiliates for at least twelve months after the closing of the Hisco Transaction. Pursuant to the Purchase
Agreement, the Company paid $1.8 million of the retention bonuses in 2023 and $34.6 million of the retention bonuses in the first nine months of 2024.
The remaining balance of $1.1 million will be paid in 2025. Compensation expense is recorded over the service period for the retention bonuses as a
component of Selling, general and administrative expenses in the Unaudited Condensed Consolidated Statements of Operations and Comprehensive
Income (Loss). Compensation expense inclusive of payroll taxes was $0.2 million and $16.2 million for the three and nine months ended September 30,
2024, respectively, and $10.1 million and $12.4 million for the three and nine months ended September 30, 2023, respectively.

DSG funded the Hisco Transaction with borrowings under its Amended Credit Agreement and proceeds raised from the Rights Offering. Refer to Note
9 – Debt for information about the Amended Credit Agreement and Note 11 – Stockholders’ Equity for details on the Rights Offering.

The Purchase Agreement allowed certain eligible Hisco employees to invest all or a portion of their respective closing payment in DSG common stock
at $22.50 per share, up to an aggregate value of DSG common stock issued to such eligible Hisco employees of $25.0 million. During the third quarter of
2023, the Company issued 144,608 shares of DSG common stock to the eligible Hisco employees and received approximately $3.3 million. During the
third quarter of 2023, approximately $0.4 million was recorded as compensation expense for the discount between the prevailing market price of the DSG
common stock on the date of purchase and the purchase price of $22.50 per share as a component of Selling, general and administrative expenses in the
Unaudited Condensed Consolidated Statements of Operations and Comprehensive Income (Loss).

The following table summarizes the allocation of consideration exchanged to the estimated fair values of assets acquired and liabilities assumed,
including the allocation to other intangible assets acquired:

Hisco

(in thousands)
June 8, 2023

Acquisition Date
Measurement Period

Adjustments Adjusted Total
Accounts receivable $ 66,792  $ (2,269) $ 64,523 
Inventory 61,300  (645) 60,655 
Other current assets 3,858  350  4,208 
Property, plant and equipment 48,326  —  48,326 
Right of use assets 21,102  1,188  22,290 
Other intangible assets:

Customer relationships 41,800  (1,800) 40,000 
Trade names 25,600  (300) 25,300 

Deferred tax liability, net of deferred tax asset (2,544) 81  (2,463)
Other assets 2,495  —  2,495 
Accounts payable (16,689) —  (16,689)
Lease liabilities (22,372) 293  (22,079)
Accrued expenses and other liabilities (8,961) (289) (9,250)
Goodwill 49,718  122  49,840 
Total purchase consideration exchanged, net of cash acquired $ 270,425  $ (3,269) $ 267,156 

Cash consideration $ 252,007  $ —  $ 252,007 
Deferred consideration 12,418  2,631  15,049 
Contingent consideration 6,000  (5,900) 100 

Total purchase consideration exchanged, net of cash acquired $ 270,425  $ (3,269) $ 267,156 

Accounts receivable had an estimated fair value of $64.5 million and a gross contractual value of $66.8 million. The difference represents the Company’s best
estimate of the contractual cash flows that will not be collected.

(1)

(2)

(1)       

16



Table of Contents

The Company paid $7.2  million of the Hisco deferred consideration during the first half of 2024 and $7.8  million during 2023. As of June 30, 2024 and
September 30, 2024, there is no deferred consideration remaining.

Following the initial fair value measurement, the Company updated the purchase price allocation for Hisco primarily related to the ongoing review of
the opening balance sheet and contractual working capital adjustments and revised certain assumptions used in estimating the fair value of the contingent
consideration. During 2023 and 2024, the adjustments to these balances resulted in a $0.1 million increase to goodwill and a $3.3 million decrease to the
total purchase consideration, net of cash acquired. The accounting for the Hisco Transaction was completed during the second quarter of 2024.

The customer relationships and trade names intangible assets have estimated useful lives of 12 years and 8 years, respectively. As a result of the Hisco
Transaction, the Company recorded tax deductible goodwill of $41.4 million in 2023 that may result in a tax benefit in future periods and is primarily
attributable to the benefits we expect to derive from expected synergies, including expanded product and service offerings and cross-selling opportunities.

Unaudited Pro Forma Information

The following table presents estimated unaudited pro forma consolidated financial information for DSG as if the acquisitions disclosed above occurred
on January 1, 2023, for the acquisitions completed during 2024 and January 1, 2022 for the acquisition completed during 2023. The unaudited pro forma
information reflects adjustments including amortization on acquired intangible assets, interest expense, and the related tax effects. This information is
presented for informational purposes only and is not necessarily indicative of future results or the results that would have occurred had the acquisitions
been completed on the date indicated.

Three Months Ended September 30, Nine Months Ended September 30,
(in thousands) 2024 2023 2024 2023
Revenue $ 492,144  $ 497,808  $ 1,457,666  $ 1,527,432 
Net income $ 21,465  $ (3,040) $ 17,734  $ 9,438 

Actual Results of Business Acquisitions

The following table presents actual results attributable to our acquisitions that were included in the unaudited condensed consolidated financial
statements for the third quarter and first nine months of 2024 and 2023. The results for these acquisitions are only included subsequent to their respective
acquisition dates provided above.

Three Months Ended September 30, Nine Months Ended September 30,
(in thousands) 2024 2023 2024 2023
Revenue $ 38,137  $ 104,796  $ 50,537  $ 132,797 
Net income $ 3,916  $ (7,388) $ 3,505  $ (8,253)

The Company incurred transaction and integration costs (credits) related to completed and contemplated acquisitions of $2.9 million and $8.5 million
for the three and nine months ended September  30, 2024, respectively, and $(0.1)  million and $9.1  million for the three and nine months ended
September 30, 2023, respectively, which are included in Selling, general and administrative expenses in the Unaudited Condensed Consolidated Statements
of Operations and Comprehensive Income (Loss).

(2)       
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Note 4 – Revenue Recognition

Disaggregation of Revenue

The Company’s revenue is primarily comprised of product sales to customers. The Company has disaggregated revenue by geographic area and by
segment as it most reasonably depicts the amount, timing and uncertainty of revenue and cash flows generated from our contracts with customers.
Disaggregated consolidated revenue by geographic area (based on the location to which the product is shipped to):

Three Months Ended September 30, Nine Months Ended September 30,
(in thousands) 2024 2023 2024 2023
United States $ 357,164  $ 344,920  $ 1,041,059  $ 936,289 
Canada 55,912  35,727  116,278  108,380 
Europe 13,853  20,805  44,700  55,261 
Pacific Rim 4,958  2,477  13,447  5,468 
Latin America 33,560  31,971  100,740  52,839 
Other 2,987  3,009  8,895  6,926 
Intersegment revenue elimination (415) —  (1,478) — 

Total revenue $ 468,019  $ 438,909  $ 1,323,641  $ 1,165,163 

See Note 16 – Segment Information for disaggregation of revenue by segment.

Rental Revenue

TestEquity rents new and used electronic test and measurement equipment to customers in multiple industries. Lawson leases parts washer machines to
customers. This leased equipment is included in Rental equipment, net in the Unaudited Condensed Consolidated Balance Sheets, and rental revenue is
included in Revenue in the Unaudited Condensed Consolidated Statements of Operations and Comprehensive Income (Loss). The unearned rental revenue
related to customer prepayments on equipment leases was nominal at September 30, 2024 and December 31, 2023.

Rental revenue from operating leases:
Three Months Ended September 30, Nine Months Ended September 30,

(in thousands) 2024 2023 2024 2023
Revenue from operating leases $ 4,115  $ 4,323  $ 12,525  $ 12,831 

Note 5 – Supplemental Financial Statement Information

Restricted Cash

The Company has agreed to maintain restricted cash of $14.4 million under agreements with outside parties. During 2024, escrow accounts of
$6.7 million were established in conjunction with certain business acquisitions, to be released upon meeting certain working capital and other post-closing
requirements as of the one-year post-acquisition dates with a balance of $5.9 million at September 30, 2024. The Company is restricted from withdrawing
this balance without the prior consent of the sellers. The remaining restricted cash balance of $8.5 million represents collateral for certain borrowings under
the Amended Credit Agreement, and the Company is restricted from withdrawing this balance without the prior consent of the respective lenders.

Assets Held for Sale

As of September 30, 2024, the Company had $3.4 million of Assets held for sale within the Condensed Consolidated Balance Sheets for a property
committed for sale. This balance represents the carrying value of the property. No gain or loss has been recognized as the carrying amount was less than the
anticipated fair value expected to be received upon sale. The sale is expected to be completed within the next twelve months.
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Property, Plant and Equipment, net

Components of property, plant and equipment, net were as follows:

(in thousands) September 30, 2024 December 31, 2023
Land $ 16,656  $ 16,916 
Buildings and improvements 64,978  50,376 
Machinery and equipment 55,159  48,844 
Capitalized software 12,236  9,148 
Furniture and fixtures 13,269  11,022 
Vehicles 5,891  1,738 
Construction in progress 4,413  6,025 

Total 172,602  144,069 
Accumulated depreciation and amortization (43,675) (30,258)

Property, plant and equipment, net $ 128,927  $ 113,811 

Construction in progress primarily relates to upgrades to certain of the Company’s information technology systems and distribution facilities that we expect to place
in service in the next 12 months.

Depreciation expense for property, plant and equipment and amortization expense for capitalized software, which are included in Selling, general and
administrative expenses in the Unaudited Condensed Consolidated Statements of Operations and Comprehensive Income (Loss), were as follows:

Three Months Ended September 30, Nine Months Ended September 30,
(in thousands) 2024 2023 2024 2023
Depreciation expense for property, plant and
equipment $ 4,125  $ 3,490  $ 11,625  $ 9,540 
Amortization expense for capitalized software $ 834  $ 473  $ 2,503  $ 1,975 

Rental Equipment, net

Rental equipment, net consisted of the following:

(in thousands) September 30, 2024 December 31, 2023
Rental equipment $ 47,109  $ 52,387 
Accumulated depreciation (24,508) (27,812)

Rental equipment, net $ 22,601  $ 24,575 

Depreciation expense for rental equipment, which is included in Cost of goods sold in the Unaudited Condensed Consolidated Statements of
Operations and Comprehensive Income (Loss), was as follows:

Three Months Ended September 30, Nine Months Ended September 30,
(in thousands) 2024 2023 2024 2023
Depreciation expense for rental equipment $ 1,693  $ 1,739  $ 5,159  $ 5,936 

Refer to Note 4 – Revenue Recognition for a discussion on the Company’s activities as lessor

(1)

(1)
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Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities consisted of the following:

(in thousands) September 30, 2024 December 31, 2023
Accrued compensation $ 23,829  $ 25,371 
Accrued and withheld taxes, other than income taxes 10,805  8,661 
Deferred acquisition payments and accrued earnout liabilities 6,828  7,513 
Accrued customer rebates 5,687  5,473 
Deferred revenue 4,391  810 
Accrued severance and acquisition related retention bonus 4,390  21,128 
Accrued stock-based compensation 2,530  5,573 
Accrued interest 2,283  3,301 
Accrued health benefits 2,270  1,728 
Accrued income taxes 1,754  1,994 
Other 17,316  15,689 

Total accrued expenses and other current liabilities $ 82,083  $ 97,241 

Other Liabilities

Other liabilities consisted of the following:
(in thousands) September 30, 2024 December 31, 2023
Security bonus plan $ 7,564  $ 8,666 
Deferred compensation 11,848  11,041 
Other 4,425  5,736 

Total other liabilities $ 23,837  $ 25,443 

Note 6 – Goodwill and Intangible Assets

Goodwill

Changes in the carrying amount of goodwill by segment were as follows:

(in thousands) Lawson TestEquity Gexpro Services
Canada Branch

Division Total
Balance at December 31, 2023 $ 155,915  $ 164,990  $ 55,743  $ 23,277  $ 399,925 

Acquisitions 37,083  (110) —  30,518  67,491 
Impact of foreign exchange rates (141) —  172  (127) (96)

Balance at September 30, 2024 $ 192,857  $ 164,880  $ 55,915  $ 53,668  $ 467,320 

Refer to Note 3 – Business Acquisitions for information related to measurement period adjustments.

(1)

(1)    
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Intangible Assets

The gross carrying amount and accumulated amortization for definite-lived intangible assets were as follows:

September 30, 2024 December 31, 2023

(in thousands)
Gross Carrying

Amount
Accumulated
Amortization Net Carrying Value

Gross Carrying
Amount

Accumulated
Amortization Net Carrying Value

Trade names $ 141,323  $ (41,435) $ 99,888  $ 117,881  $ (30,093) $ 87,788 
Customer relationships 270,933  (93,577) 177,356  233,513  (71,215) 162,298 
Other 8,296  (5,768) 2,528  8,011  (4,263) 3,748 

Total $ 420,552  $ (140,780) $ 279,772  $ 359,405  $ (105,571) $ 253,834 

Other primarily consists of non-compete agreements.

Amortization expense for definite-lived intangible assets is included in Selling, general and administrative expenses in the Unaudited Condensed
Consolidated Statements of Operations and Comprehensive Income (Loss) as follows:

Three Months Ended September 30, Nine Months Ended September 30,
(in thousands) 2024 2023 2024 2023
Amortization expense for intangible assets $ 11,972  $ 11,308  $ 34,924  $ 29,865 

The estimated aggregate amortization expense for the remaining year 2024 and each of the next four years and thereafter are as follows:

(in thousands) Amortization
Remaining 2024 $ 12,280 
2025 45,770 
2026 42,902 
2027 37,971 
2028 33,770 
Thereafter 107,079 

Total $ 279,772 

Note 7 – Leases

The Company leases property used for warehousing, distribution centers, office space, branch locations, equipment and vehicles. The components of
lease cost were as follows (in thousands):

Three Months Ended September 30, Nine Months Ended September 30,
Lease Type Classification 2024 2023 2024 2023
Operating lease expense Operating expenses $ 5,528  $ 5,850  $ 17,344  $ 14,980 
Financing lease amortization Operating expenses 171  133  436  393 
Financing lease interest Interest expense 29  23  78  65 

Financing lease expense 200  156  514  458 
Sublease income (160) —  (266) — 
Net lease cost $ 5,568  $ 6,006  $ 17,592  $ 15,438 

Includes short-term lease expense, which is immaterial.
The Company subleases one of its leased properties with a remaining lease term of approximately 2 years that terminates on June 30, 2026. Sublease income is
recognized on a straight-line basis over the sublease agreement and is recorded as an offset to operating lease expense.

(1)

(1)    

(1)

(2)
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The value of net assets and liabilities related to our operating and finance leases as of September 30, 2024 and December 31, 2023 was as follows (in
thousands):

Lease Type September 30, 2024 December 31, 2023
Total right of use operating lease assets $ 89,806  $ 76,340 
Total right of use financing lease assets 1,419  1,560 

Total lease assets $ 91,225  $ 77,900 

Total current operating lease obligation $ 18,793  $ 13,010 
Total current financing lease obligation 494  539 

Total current lease obligation $ 19,287  $ 13,549 

Total long-term operating lease obligation $ 75,093  $ 66,234 
Total long-term financing lease obligation 805  831 

Total long-term lease obligation $ 75,898  $ 67,065 

The value of lease liabilities related to our operating and finance leases and sublease income as of September 30, 2024 was as follows (in thousands):

Maturity Date of Lease Liabilities Operating Leases Financing Leases Total Sublease Income
Remaining 2024 $ 6,445  $ 160  $ 6,605  $ 157 
2025 24,427  533  24,960  640 
2026 20,298  435  20,733  326 
2027 17,345  203  17,548  — 
2028 14,688  96  14,784  — 
Thereafter 36,912  15  36,927  — 

Total lease payments 120,115  1,442  121,557  1,123 
Less: Interest (26,229) (143) (26,372) — 

Present value of lease liabilities $ 93,886  $ 1,299  $ 95,185  $ 1,123 

The weighted average lease terms and interest rates of leases held as of September 30, 2024 and December 31, 2023 were as follows:
September 30, 2024 December 31, 2023

Operating Leases Finance Leases Operating Leases Finance Leases
Weighted average remaining lease term 5.8 years 3.5 years 6.6 years 2.8 years
Weighted average interest rate 7.7% 7.5% 7.8% 7.1%

The cash outflows of leasing activity for the nine months ended September 30, 2024 and 2023 were as follows (in thousands):

Nine Months Ended September 30,
Cash Flow Source Classification 2024 2023
Operating cash flows from operating leases Operating activities $ (15,516) $ (9,083)
Operating cash flows from financing leases Operating activities (77) (186)
Financing cash flows from financing leases Financing activities (462) (358)

Refer to Note 4 – Revenue Recognition for a discussion on the Company’s activities as lessor.
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Note 8 – Earnout Liabilities

Hisco Acquisition

The Hisco Transaction included a potential earn-out payment of up to $12.6 million, subject to Hisco achieving certain performance targets. The earn-
out payment was to be calculated based on the gross profit of Hisco and its affiliates for the twelve months ended October 31, 2023, subject to certain
adjustments and exclusions set forth in the Purchase Agreement. The fair value of the contingent consideration arrangement was classified as a Level 3
instrument and was determined using a probability-based scenario analysis approach. As of June 8, 2023 (the Hisco Transaction date) and December 31,
2023, the fair value of the earn-out was $0.1 million and $0.0 million, respectively, with amounts recorded in Accrued expenses and other current liabilities
in the Unaudited Condensed Consolidated Balance Sheets. As the performance targets were not achieved, no earn-out payment was made.

Frontier Acquisition

On March 31, 2022, Gexpro Services acquired Frontier Technologies Brewton, LLC and Frontier Engineering and Manufacturing Technologies, Inc.
("Frontier"). The consideration for the Frontier acquisition includes a potential earn-out payment of up to $3.0 million based upon the achievement of
certain milestones and relative thresholds during the earn-out measurement period, which ends on December 31, 2024, with payments made annually
beginning in 2023 and ending in 2025. During the first quarter of 2023, a $1.0 million earn-out payment was made based on the achievement of certain
milestones in 2022. The fair value of the contingent consideration arrangement was classified as a Level 3 instrument and was determined using a
probability-based scenario analysis approach. As of March 31, 2022 (the Frontier acquisition date), December 31, 2023 and September 30, 2024, the fair
value of the earn-out was $0.9 million, $0.0 million and $0.9 million, respectively, with amounts recorded in Accrued expenses and other current liabilities
in the Unaudited Condensed Consolidated Balance Sheets.

Note 9 – Debt

The Company’s outstanding long-term debt was comprised of the following:

(in thousands) September 30, 2024 December 31, 2023
Senior secured revolving credit facility $ 778  $ — 
Senior secured term loan 218,750  228,125 
Senior secured delayed draw term loan 45,000  46,875 
Incremental term loans 485,938  297,375 
Other revolving line of credit 1,827  2,301 

Total debt 752,293  574,676 
Less: current portion of long-term debt (42,078) (32,551)
Less: deferred financing costs (6,080) (6,244)

Total long-term debt $ 704,135  $ 535,881 

On August 14, 2024, the Company entered into the Third Amendment to Amended and Restated Credit Agreement (the “Third Amendment”), which
amended the previous credit agreement dated as of April 1, 2022 (as amended by the First Amendment dated June 8, 2023, the Second Amendment dated
June 13, 2024 and the Third Amendment, the “Amended Credit Agreement”), by and among the Company, certain subsidiaries of the Company as
borrowers or guarantors, the lenders party thereto and JPMorgan Chase Bank, N.A., as administrative agent. The Third Amendment provided for an
additional $200 million incremental term loan and an increase in the senior secured revolving credit facility from $200 million to $255 million.

As amended, the Amended Credit Agreement provides for (i) a $255 million senior secured revolving credit facility, with a $25 million letter of credit
sub-facility and a $10 million swingline loan sub-facility, (ii) a $250 million senior secured initial term loan facility, (iii) $505 million of incremental term
loans, (iv) a $50 million senior secured delayed draw term loan facility and (v) the Company to increase the commitments thereunder from time to time by
up to $300 million in the aggregate, subject to, among other things, the receipt of additional commitments from existing and/or new lenders and pro forma
compliance with the certain financial covenants.

23



Table of Contents

The additional borrowings under the Third Amendment were used, among other things, to pay the purchase price, fees and other expenses incurred in
connection with the acquisition of Source Atlantic. Refer to Note 3 – Business Acquisitions for further details about the acquisition of Source Atlantic.

Each of the loans under the Amended Credit Agreement mature on April 1, 2027. The Company is required to repay principal of approximately
$10.1 million each quarter. Future maturities of long-term debt are $40.3 million per year payable in equal quarterly installments in 2024, 2025 and 2026,
with the remaining balance of $659.1 million due in 2027 upon maturity.

Net of outstanding letters of credit, there was $252.2 million of borrowing availability under the revolving credit facility as of September 30, 2024.

The Second Amendment dated June 13, 2024 replaced a specified benchmark interest rate for certain loans under the Amended Credit Agreement,
whereby effective June 28, 2024, the CDOR Rate was replaced with the CORRA Rate (each as defined in the Amended Credit Agreement). The additional
margin range did not change. As amended, loans under the Amended Credit Agreement bear interest, at the Company’s option, at a rate equal to (i) the
Alternate Base Rate or the Canadian Prime Rate (each as defined in the Amended Credit Agreement), plus, in each case, an additional margin ranging from
0.0% to 1.75% per annum, depending on the total net leverage ratio of the Company and its restricted subsidiaries as of the most recent determination date
under the Amended Credit Agreement or (ii) the Adjusted Term SOFR Rate (as defined in the Amended Credit Agreement) or the CORRA Rate, plus, in
each case, an additional margin ranging from 1.0% to 2.75% per annum, depending on the total net leverage ratio of the Company and its restricted
subsidiaries as of the most recent determination date under the Amended Credit Agreement.

During the third quarter of 2024, the Company incurred deferred financing costs of $1.8 million associated with the Third Amendment. Deferred
financing costs of $3.4 million were incurred during 2023 in connection with the First Amendment dated June 8, 2023, and deferred financing costs of $4.0
million were incurred during 2022 in connection with the previous credit agreement. Deferred financing costs are amortized over the life of the debt
instrument and reported as a component of Interest expense in the Unaudited Condensed Consolidated Statements of Operations and Comprehensive
Income (Loss). Amortization of deferred financing costs was $0.8 million and $2.1 million for the three and nine months September 30, 2024, respectively,
and $0.7 million and $1.7 million for the three and nine months ended September  30, 2023, respectively. As of September  30, 2024, total deferred
financing costs net of accumulated amortization were $8.3 million of which $6.1 million are included in Long-term debt, less current portion, net (related to
the senior secured term loan, senior secured delayed draw term loan and incremental term loans) and $2.2 million are included in Other assets (related to
the senior secured revolving credit facility) in the Unaudited Condensed Consolidated Balance Sheets.

Subject to certain exceptions as set forth in the Amended Credit Agreement, the obligations of the Company and its U.S. subsidiaries under the
Amended Credit Agreement are guaranteed by the Company and certain of the Company’s U.S. subsidiaries and the obligations of each of the Company’s
Canadian subsidiaries under the Amended Credit Agreement are guaranteed by the Company and certain of its U.S. and Canadian subsidiaries.

Subject to certain exceptions as set forth in the Amended Credit Agreement, the obligations under the Amended Credit Agreement are secured by a
first priority security interest in and lien on substantially all assets of the Company, each other borrower and each guarantor.

The Amended Credit Agreement contains various covenants, including financial maintenance covenants requiring the Company to maintain
compliance with a consolidated minimum interest coverage ratio and a maximum total net leverage ratio, each determined in accordance with the terms of
the Amended Credit Agreement. The Amended Credit Agreement contains various events of default (subject to exceptions, thresholds and grace periods as
set forth in the Amended Credit Agreement). Under certain circumstances, a default interest rate will apply on all obligations at a rate equal to 2.0% per
annum above the applicable interest rate. The Company was in compliance with all financial covenants as of September 30, 2024.

Note 10 – Stock-Based Compensation

The Company recorded stock-based compensation expense of $2.4 million and $4.3 million for the three and nine months ended September 30, 2024,
respectively, and expense of $1.0 million and $5.4 million for the three and nine months ended September 30, 2023, respectively, in Selling, general and
administrative expenses in the Unaudited Condensed Consolidated Statements of Operations and Comprehensive Income (Loss). A portion of the
Company’s stock-based awards are liability-classified. Accordingly, changes in the market value of DSG common stock may result in stock-based
compensation expense or benefit in certain periods. A stock-based compensation liability of $2.5 million as of September 30, 2024 and $5.6 million as of
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December 31, 2023 was included in Accrued expenses and other current liabilities in the Unaudited Condensed Consolidated Balance Sheets.

Restricted Stock Awards

During the quarter ended June 30, 2024, the Company issued approximately 117,000 Restricted stock awards ("RSAs") that vest over one to five years
from the grant date with a grant date fair value of $3.8  million. Upon vesting, the vested RSAs are exchanged for an equal number of shares of the
Company’s common stock. The participants have no voting or dividend rights with the RSAs. The RSAs are valued at the closing price of the DSG
common stock on the date of grant and the expense is recorded ratably over the vesting period.

Note 11 – Stockholders’ Equity

Rights Offering

The Company completed a subscription rights offering on May 30, 2023 (the “Rights Offering”) that raised gross proceeds of approximately $100.0
million and resulted in the issuance of 4,444,444 shares of DSG common stock at a purchase price of $22.50 per share. Net proceeds were approximately
$98.5 million after transaction costs of $1.5 million related to the issuance of DSG common stock for the Rights Offering, which were recorded against
Capital in excess of par value in the Unaudited Condensed Consolidated Balance Sheets. DSG used the proceeds from the Rights Offering, in combination
with borrowings under the Amended Credit Agreement, to fund the Hisco Transaction.

Stock Repurchase Program

Under an existing stock repurchase program authorized by the Board of Directors, the Company may repurchase its common stock from time to time
in open market transactions, privately negotiated transactions or by other methods. During the first nine months of 2024, the Company repurchased 85,644
shares of DSG common stock under the repurchase program at an average cost of $30.13 per share for a total cost of $2.6 million. No shares were
repurchased during the first nine months of 2023. The remaining availability for stock repurchases under the program was $26.4 million at September 30,
2024.

Note 12 – Earnings Per Share

As a result of the Stock Split discussed in Note 1 – Nature of Operations and Basis of Presentation, all historical per share data, number of shares and
numbers of equity awards were retroactively adjusted. The following table provides the computation of basic and diluted earnings per share:

Three Months Ended September 30, Nine Months Ended September 30,
(in thousands, except share and per share data) 2024 2023 2024 2023

Basic income per share:
Net income (loss) $ 21,921  $ (1,568) $ 18,593  $ 7,363 
Basic weighted average shares outstanding 46,799,672  46,737,443  46,798,598  44,216,541 
Basic income (loss) per share of common stock $ 0.47  $ (0.03) $ 0.40  $ 0.17 

Diluted income per share:
Net income (loss) $ 21,921  $ (1,568) $ 18,593  $ 7,363 
Basic weighted average shares outstanding 46,799,672  46,737,443  46,798,598  44,216,541 
Effect of dilutive securities 760,806  —  805,210  380,878 
Diluted weighted average shares outstanding 47,560,478  46,737,443  47,603,808  44,597,419 
Diluted income (loss) per share of common stock $ 0.46  $ (0.03) $ 0.39  $ 0.17 
Anti-dilutive securities excluded from the calculation of
diluted income per share —  448,910  —  — 
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Note 13 – Income Taxes

The Company recorded an income tax benefit of $19.0 million, a (652.3)% effective tax rate for the three months ended September 30, 2024. Income
tax expense of $1.0 million, a (171.3)% effective tax rate was recorded for the three months ended September 30, 2023. The effective tax rate for the three
months ended September 30, 2024 differs from the U.S. statutory rate primarily due to foreign income and a change in valuation allowances related to
interest expense limitation deferred tax assets. The effective tax rate for the three months ended September 30, 2023 differs from the U.S. statutory rate
primarily due to adjustments to uncertain tax positions, a book loss for the quarter, and other permanent items.

The Company recorded an income tax benefit of $23.3 million, a 498.1% effective tax rate for the nine months ended September 30, 2024. Income tax
expense of $3.6 million, a 33.1% effective tax rate was recorded for the nine months ended September 30, 2023. The effective tax rate for the nine months
ended September 30, 2024 differs from the U.S. statutory rate primarily due to foreign income and a change in the valuation allowance related to interest
expense limitation deferred tax assets. The effective tax rate for the nine months ended September 30, 2023 differs from the U.S. statutory rate primarily
due to state taxes, foreign operations, and other permanent items, offset by the release of a reserve for an uncertain tax benefit during the quarter.

The Company and its subsidiaries are subject to U.S.  federal income tax, as well as income tax of multiple state and foreign jurisdictions. As of
September 30, 2024, the Company is subject to U.S. federal income tax examinations for the years 2020 through 2022 and income tax examinations from
various other jurisdictions for the years 2017 through 2023.

Earnings from the Company’s foreign subsidiaries are considered to be indefinitely reinvested. A distribution of these non-U.S. earnings in the form of
dividends or otherwise may subject the Company to foreign withholding taxes and U.S. federal and state taxes.

Note 14 – Commitments and Contingencies

Cyber Incident Litigation

On February 10, 2022, DSG disclosed that its computer network was the subject of a cyber incident potentially involving unauthorized access to
certain confidential information (the “Cyber Incident”). On April 4, 2023, a putative class action lawsuit (the “Cyber Incident Suit”) was filed against DSG
entitled Lardone Davis, on behalf of himself and all others similarly situated, v. Lawson Products, Inc., Case No. 1:23-cv-02118, in the United States
District Court for the Northern District of Illinois, Eastern Division. The plaintiff in this case, who purports to represent the class of individuals harmed by
alleged actions and/or omissions by DSG in connection with the Cyber Incident, asserts a variety of common law and statutory claims seeking monetary
damages, injunctive relief and other related relief related to the potential unauthorized access by third parties to personal identifiable information and
protected health information.

DSG disagrees with and intends to vigorously defend against the Cyber Incident Suit. The Cyber Incident Suit could result in additional costs and
losses to DSG, although, at this time, DSG is unable to reasonably estimate the amount or range of reasonably possible losses, if any, that might result from
adverse judgments, settlements, fines, penalties or other resolution of these proceedings based on the early stage of this proceeding, the absence of specific
allegations as to alleged damages, the uncertainty as to the certification of a class or classes and the size of any certified class, if applicable, and the lack of
resolution of significant factual and legal issues. Accordingly, no amounts have been recorded in the unaudited condensed consolidated financial statements
for the Cyber Incident Suit. No assurance can be given that additional lawsuits will not be filed against DSG and/or its directors and officers and/or other
persons or entities in connection with the Cyber Incident.

Environmental Matter

In 2012, it was determined that a Company-owned site in Decatur, Alabama, contained hazardous substances in the soil and groundwater as a result of
historical operations prior to the Company’s ownership. The Company retained an environmental consulting firm to further investigate the contamination,
prepare a remediation plan, and enroll the site in the Alabama Department of Environmental Management (“ADEM”) voluntary cleanup program.

A remediation plan was approved by ADEM in 2018. The plan consists of chemical injections throughout the affected area, as well as subsequent
monitoring of the area. The injection process was completed in the first quarter of 2019 and the environmental consulting firm is monitoring the affected
area. At September 30, 2024 the Company had approximately $0.1 million accrued for potential monitoring costs included in Accrued expenses and other
current liabilities in the Unaudited
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Condensed Consolidated Balance Sheets. The costs for future monitoring are not significant and have been fully accrued. The Company does not expect to
capitalize any amounts related to the remediation plan.

Note 15 – Related Party Transactions

Consulting Services

Individuals employed by LKCM Headwater Operations, LLC, a related party of LKCM, have provided the Company with certain consulting services
for interim executive management in addition to assisting in identifying cost savings, revenue enhancements and operational synergies of the combined
companies. Expense of $0.4 million and $1.1 million for the three and nine months ended September 30, 2024, respectively, and $0.3 million and $0.4
million for the three and nine months ended September 30, 2023, respectively, was recorded within Selling, general and administrative expenses in the
Unaudited Condensed Consolidated Statements of Operations and Comprehensive Income (Loss), reflecting expenses incurred for these consulting
services.

Significant Shareholder

LKCM, entities affiliated with LKCM and J. Bryan King (President and Chief Executive Officer of DSG and Chairman of the DSG Board of
Directors), including private investment partnerships for which LKCM serves as investment manager, beneficially owned in the aggregate approximately
36,357,588 shares of DSG common stock as of September 30, 2024 representing approximately 77.6% of the outstanding shares of DSG common stock as
of September 30, 2024.

Leased Properties

In connection with the Company’s headquarters move to Fort Worth, Texas in 2023, the Company has been utilizing office space in a building that is
leased by LKCM. The Company is not charged any rent or other amounts for the use of the office space.

Board of Directors

M. Bradley Wallace, who became a director of the Company upon his election at the Company’s 2023 annual stockholders meeting on May 19, 2023,
is a Founding Partner of LKCM Headwater Investments, the private capital investment group of LKCM.

Note 16 – Segment Information

As a result of the Source Atlantic acquisition in the third quarter of 2024, discussed in Note 3 – Business Acquisitions, the Company realigned its
reportable segments to align with its business strategy and the manner in which the CODM assesses performance and strategic execution and makes
decisions regarding the allocation of resources.

Beginning in the third quarter of 2024, the Company has four reporting segments: Lawson, TestEquity, Gexpro Services and Canada Branch Division.
Canada Branch Division includes the results of the Bolt and Source Atlantic subsidiaries. No changes were made to the Lawson, TestEquity and Gexpro
Services reportable segments. For additional details about our segment realignment in the third quarter of 2024, see Note 1 – Nature of Operations and
Basis of Presentation.

The segment realignment had no impact on our financial condition or results of operations. Prior period segment results have been recast to reflect our
new reportable segments. A description of our reportable segments is as follows:

Lawson is a distributor of specialty products and services to the industrial, commercial, institutional and governmental MRO marketplace. Lawson
primarily distributes MRO products to its customers through a network of sales representatives and an inside sales channel throughout the United States
and Canada.

TestEquity is a distributor of test and measurement equipment and solutions, industrial and electronic production supplies, vendor managed inventory
programs, and converting, fabrication and adhesive solutions from its leading manufacturer partners supporting the aerospace and defense, wireless and
communication, semiconductors, industrial electronics and automotive, and electronics manufacturing industries.

Gexpro Services is a global supply chain solutions provider, specializing in the development of mission critical production line management,
aftermarket and field installation programs.
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Canada Branch Division combines the operations of our Bolt and Source Atlantic subsidiaries, which distribute industrial MRO supplies, safety
products, fasteners, and related value-add services to the Canadian MRO market primarily through the sale of products to its walk-up customers through 38
branch locations across Canada.

The Company also has an “All Other” category which includes unallocated DSG holding company costs that are not directly attributable to the
ongoing operating activities of our reportable segments. There is no revenue associated with the All Other category.

Financial information for the Company’s segments and reconciliations of that information to the unaudited condensed consolidated financial
statements is presented below.

Three Months Ended September 30, Nine Months Ended September 30,
(in thousands) 2024 2023 2024 2023
Revenue

Lawson $ 117,957  $ 114,477  $ 357,261  $ 358,903 
TestEquity 195,244  207,657  579,874  451,082 
Gexpro Services 116,141  103,232  321,926  312,523 
Canada Branch Division 39,092  13,543  66,058  42,655 
Intersegment revenue elimination (415) —  (1,478) — 

Total revenue $ 468,019  $ 438,909  $ 1,323,641  $ 1,165,163 

Operating income (loss)
Lawson $ 726  $ 10,643  $ 10,962  $ 27,358 
TestEquity 4,329  (5,027) (1,062) (8,183)
Gexpro Services 11,543  7,332  25,096  23,484 
Canada Branch Division 2,523  1,468  4,846  4,545 
All Other (174) (1,633) (3,954) (3,924)

Total operating income (loss) $ 18,947  $ 12,783  $ 35,888  $ 43,280 

Segment revenue includes revenue from sales to external customers and intersegment revenue from sales transactions between segments. The
Company accounts for intersegment sales similar to third party transactions that are conducted on an arm’s-length basis and reflect current market prices.
Intersegment revenue is eliminated in consolidation. Segment revenue and the elimination of intersegment revenue was as follows:
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(in thousands) Lawson TestEquity
Gexpro
Services

Canada
Branch
Division Elimination Total

Three Months Ended September 30, 2024
Revenue from external customers $ 117,953  $ 195,210  $ 115,764  $ 39,092  $ —  $ 468,019 
Intersegment revenue 4  34  377  —  (415) — 

Revenue $ 117,957  $ 195,244  $ 116,141  $ 39,092  $ (415) $ 468,019 
Three Months Ended September 30, 2023
Revenue from external customers $ 114,477  $ 207,657  $ 103,232  $ 13,543  $ —  $ 438,909 
Intersegment revenue —  —  —  —  —  — 

Revenue $ 114,477  $ 207,657  $ 103,232  $ 13,543  $ —  $ 438,909 

Nine Months Ended September 30, 2024
Revenue from external customers $ 357,204  $ 579,721  $ 320,658  $ 66,058  $ —  $ 1,323,641 
Intersegment revenue 57  153  1,268  —  (1,478) — 

Revenue $ 357,261  $ 579,874  $ 321,926  $ 66,058  $ (1,478) $ 1,323,641 
Nine Months Ended September 30, 2023
Revenue from external customers $ 358,903  $ 451,082  $ 312,523  $ 42,655  $ 1,165,163 
Intersegment revenue —  —  —  —  —  — 

Revenue $ 358,903  $ 451,082  $ 312,523  $ 42,655  $ —  $ 1,165,163 

Total assets by segment were as follows:
(in thousands) September 30, 2024 December 31, 2023
Total assets by segment

Lawson $ 554,384  $ 467,195 
TestEquity 651,667  638,950 
Gexpro Services 333,591  329,799 
Canada Branch Division 193,283  71,446 
All Other 52,017  42,941 

Total $ 1,784,942  $ 1,550,331 
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of DSG’s financial condition and results of operations should be read in conjunction with the unaudited
condensed consolidated financial statements and related notes included in this Quarterly Report on Form 10-Q and the audited consolidated financial
statements, accompanying notes and other information included in DSG’s Annual Report on Form 10-K filed for the year ended December 31, 2023.

References to “DSG”, the “Company”, “we”, “our” or “us” refer to Distribution Solutions Group, Inc. and all entities consolidated in the
accompanying unaudited condensed consolidated financial statements.

Overview

DSG is a multi-platform specialty distribution company providing high touch, value-added distribution solutions to the maintenance, repair and
operations (“MRO”), the original equipment manufacturer (“OEM”) and the industrial technologies markets.

We manage and report our operating results through four reportable segments: Lawson, TestEquity, Gexpro Services and Canada Branch Division. In
connection with the Source Atlantic Limited acquisition (as described below) during the third quarter of 2024, the Company realigned its reportable
segments. Prior period segment results have been recast to reflect our new reportable segments. A summary of our reportable segments is presented below.
For additional details about our segments and the segment realignment in the third quarter of 2024, see Note 1 – Nature of Operations and Basis of
Presentation and Note 16 – Segment Information, within Item 1. Financial Statements.

Lawson is a distributor of specialty products and services to the industrial, commercial, institutional and governmental MRO marketplace. Lawson
primarily distributes MRO products to its customers through a network of sales representatives and an inside sales channel throughout the United States
and Canada.

TestEquity is a distributor of test and measurement equipment and solutions, industrial and electronic production supplies, vendor managed inventory
programs, and converting, fabrication and adhesive solutions from its leading manufacturer partners supporting the aerospace and defense, wireless and
communication, semiconductors, industrial electronics and automotive, and electronics manufacturing industries.

Gexpro Services is a global supply chain solutions provider, specializing in the development of mission critical production line management,
aftermarket and field installation programs.

Canada Branch Division combines the operations of our Bolt Supply House (“Bolt”) and Source Atlantic Limited subsidiaries, which distribute
industrial MRO supplies, safety products, fasteners, and related value-add services to the Canadian MRO market primarily through the sale of products to
its walk-up customers through 38 branch locations.

In addition to these four reportable segments, we have an “All Other” category which includes unallocated DSG holding company costs that are not
directly attributable to the ongoing operating activities of our reportable segments.

Recent Events

Business Acquisitions

On August 14, 2024, DSG completed the acquisition of Source Atlantic Limited (“Source Atlantic” and the “Source Atlantic Transaction”). Source
Atlantic, headquartered in Saint John, New Brunswick, Canada, is a wholesale distributor of industrial MRO supplies, safety products, fasteners, and
related value-add services for the Canadian MRO market. Source Atlantic was acquired to expand DSG’s operating footprint in the Canadian market.

On May  1, 2024, DSG completed the acquisition of S&S Automotive Inc. (“S&S Automotive” and the “S&S Automotive Transaction”). S&S
Automotive is a distributor of automotive, industrial, and safety supplies primarily to the automotive dealership market based near Chicago in Woodridge,
Illinois. S&S Automotive was acquired to expand Lawson’s services and products to the automotive end market.
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On January 19, 2024, DSG acquired 100% of the certain assets of Safety Supply Illinois LLC, conducting business as Emergent Safety Supply (“ESS”
and the “ESS Transaction”). ESS is a national distributor of safety products based near Chicago in Batavia, Illinois. ESS was acquired to expand Lawson’s
safety product category.

The results of operations of Source Atlantic have been included in the Canada Branch Division reportable segment subsequent to its acquisition date.
The results of operations of S&S Automotive and ESS have been included in the Lawson reportable segment subsequent to their acquisition dates. Refer to
Note 3 – Business Acquisitions for additional information about these acquisitions.

Debt Amendment

On August 14, 2024, the Company entered into the Third Amendment to Amended and Restated Credit Agreement (the “Third Amendment”). The
Third Amendment provided for an additional $200 million incremental term loan and a $55 million increase in the senior secured revolving credit facility
to $255 million, and permits the Company to increase the commitments under the agreement from time to time by up to $300 million in the aggregate,
subject to, among other things, receipt of additional commitments from existing and/or new lenders and pro forma compliance with certain financial
covenants. Refer to Note 9 – Debt for additional information about DSG’s credit agreement.

Organic Growth Strategy

We intend to grow our businesses organically by exploring growth opportunities that provide different channels to reach customers, increase revenue
and generate positive results. We plan to utilize our Company structure to grow organic revenue through collaborative selling across our diverse customer
base and expanding the digital capabilities across our platform.

Acquisition Strategy

In addition to organic growth, we plan to actively pursue acquisition opportunities complementary to our businesses and that we believe will be
financially accretive to our organization.

Sales Drivers

DSG believes that the Purchasing Managers Index (“PMI”) published by the Institute for Supply Management is an indicative measure of the relative
strength of the economic environment of the industry in which it operates. The PMI is a composite index of economic activity in the U.S. manufacturing
sector. A measure of the PMI index above 50 is generally viewed as indicating an expansion of the manufacturing sector while a measure below 50 is
generally viewed as representing a contraction. The average monthly PMI was 48.3 in the nine months ended September 30, 2024 compared to 47.2 in the
nine months ended September 30, 2023.

Lawson Sales Drivers

The North American MRO market is highly fragmented. Lawson competes for business with several national distributors as well as a large number of
regional and local distributors. The MRO business is impacted by the overall strength of the manufacturing sector of the U.S. economy.

Lawson’s revenue is also influenced by the number of sales representatives and their productivity. Lawson plans to continue concentrating its efforts on
increasing the productivity and size of its sales team. Additionally, Lawson drives revenue through the expansion of products sold to existing customers as
well as attracting new customers and additional ship-to locations. Lawson also utilizes an inside sales team to help drive field sales representative
productivity and also utilizes an e-commerce site to generate sales.

TestEquity Sales Drivers

Across the test and measurement, industrial and electronic production supplies businesses, the North American market is highly fragmented with
competitors ranging from large global distributors to national and regional distributors.

Through the Hisco Transaction, TestEquity expanded its product offerings, including adhesives, chemicals and tapes as well as specialty materials such
as electrostatic discharge, thermal management materials and static shielding bags. Hisco operates in 36 locations across North America, including its
Precision Converting facilities that provide value-added fabrication
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and its Adhesive Materials Group that provides an array of custom repackaging solutions. Hisco also offers vendor-managed inventory and Radio
Frequency Identification (“RFID”) programs with specialized warehousing for chemical management, logistics services and cold storage.

Gexpro Services Sales Drivers

The global supply chain solutions market is highly fragmented across Gexpro Services’ key vertical segments. Gexpro Services’ competitors range
from large global distributors and manufacturers to small regional domestic distributors and manufacturers. Gexpro Services’ revenue is influenced by our
OEMs’ production schedules, new product introduction launches, and service project needs.

Gexpro Services’ strategy is to increase revenue through increasing wallet share with existing customers, customer-led geographic expansion, new
customer development in its six key vertical markets and leveraging its portfolio of recent acquisitions to expand its installation and aftermarket services.

Canada Branch Division Sales Drivers

Canada Branch Division combines the operations of our Bolt and Source Atlantic Limited subsidiaries, which distribute industrial MRO supplies,
safety products, fasteners, and related value-add services to the Canadian MRO market primarily through the sale of products to its walk-up customers
through 38 branch locations. Source Atlantic was acquired to expand DSG’s operating footprint in the Canadian market.

Supply Chain Disruptions

We continue to be affected by rising supplier costs caused by inflation and increased transportation and labor costs. We have instituted various price
increases during 2023 and 2024 where possible in response to rising supplier costs, as well as increased transportation and labor costs in order to manage
our gross profit margins.

Cyber Incident Litigation

On February 10, 2022, DSG disclosed that Lawson Products’ computer network was the subject of a cyber incident potentially involving unauthorized
access to certain confidential information (the “Cyber Incident”). DSG engaged a cybersecurity forensics firm to assist in the investigation of the incident
and to assist in securing its computer network.

Because of the nature of the information that may have been compromised, DSG was required to notify the parties whose information was potentially
compromised of the incident as well as various governmental agencies and has taken other actions, such as offering credit monitoring services. On April 4,
2023, a putative class action lawsuit was filed against DSG related to the Cyber Incident (the “Cyber Incident Suit”). For more information about the Cyber
Incident Suit, refer to Note 14 – Commitments and Contingencies within Item 1. Financial Statements. At September 30, 2024, DSG had not incurred
material costs as a result of the Cyber Incident.

Critical Accounting Policies and Use of Estimates

The unaudited condensed consolidated financial statements were prepared in accordance with GAAP. A discussion of our critical accounting policies
and estimates is contained within Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations in DSG’s Annual
Report on Form 10-K for the year ended December  31, 2023. There have been no significant changes to our previously disclosed critical accounting
policies and use of estimates. The following provides information on the accounts requiring more significant estimates.

Income Taxes - Deferred tax assets or liabilities reflect temporary differences between amounts of assets and liabilities for financial and tax reporting.
Such amounts are adjusted, as appropriate, to reflect changes in enacted tax rates expected to be in effect when the temporary differences reverse.
Significant judgment is required in determining income tax provisions as well as deferred tax asset and liability balances, including the estimation of
valuation allowances and the evaluation of uncertain tax positions.

Goodwill Impairment - Goodwill represents the cost of business acquisitions in excess of the fair value of identifiable net tangible and intangible assets
acquired. The Company reviews goodwill for potential impairment annually on October 1st, or when an event or other circumstances change that would
more likely than not reduce the fair value of the asset below its carrying value.
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The first step in the multi-step process to determine if goodwill has been impaired and to what degree is to review the relevant qualitative factors that
could cause the fair value of the reporting unit to decrease below the carrying value of the reporting unit. The Company considers factors such as
macroeconomic, industry and market conditions, cost factors, overall financial performance and other relevant factors that would affect the individual
reporting units. If the Company determines that it is more likely than not that the fair value of the reporting unit is greater than the carrying value of the
reporting unit, then no further impairment testing is needed. If the Company determines that it is more likely than not that the carrying value of the
reporting unit is greater than the fair value of the reporting unit, the Company will move to the next step in the process. The Company will estimate the fair
value of the reporting unit and compare it to the reporting unit’s carrying value. If the carrying value of the reporting unit exceeds its fair value, the
Company will record an impairment of goodwill equal to the amount the carrying value of the reporting unit exceeds its fair value, up to the total amount of
goodwill previously recognized.

Business Combinations - We allocate the purchase price paid for assets acquired and liabilities assumed in connection with our acquisitions based on
their estimated fair values at the time of acquisition. This allocation involves a number of assumptions, estimates, and judgments in determining the fair
value, as of the acquisition date, of the following:

• intangible assets, including the valuation methodology (the relief of royalty method for trade names and multi-period excess earnings method for
customer relationships), estimations of future cash flows, discount rates, royalty rates, recurring revenue attributed to customer relationships, and
our assumed market segment share, as well as the estimated useful life of intangible assets;

• deferred tax assets and liabilities, uncertain tax positions, and tax-related valuation allowances;
• inventory;
• property, plant and equipment;
• pre-existing liabilities or legal claims;
• contingent consideration, including estimating the likelihood and timing of achieving the relevant thresholds; and
• goodwill as measured as the excess of consideration transferred over the net of the acquisition date fair values of the assets acquired and the

liabilities assumed.

Our assumptions and estimates are based upon comparable market data and information obtained from our management and the management of the
acquired companies. We allocate goodwill to the reporting units of the business that are expected to benefit from the business combination.

Non-GAAP Financial Measures

The Company’s management believes that certain non-GAAP financial measures may provide users of this financial information with additional
meaningful comparisons between current results and results in prior operating periods. Management believes that these non-GAAP financial measures can
provide additional meaningful reflection of underlying trends of the business because they provide a comparison of historical information that excludes
certain infrequently occurring, seasonal or non-operational items that impact the overall comparability. These non-GAAP financial measures should be
viewed in addition to, and not as an alternative for, the Company’s reported results prepared in accordance with GAAP.

Non-GAAP Adjusted EBITDA

Management believes Adjusted EBITDA is an important measure of the Company’s operating performance and may provide investors with additional
meaningful comparisons between current results and results in prior operating periods because Adjusted EBITDA excludes certain non-operational or non-
cash items whose fluctuations from period to period do not necessarily correspond to changes in the operating performance of our business and
consequently may impact the overall comparability from period to period. We define Adjusted EBITDA as operating income plus depreciation and
amortization, stock-based compensation, severance and acquisition related retention costs, costs related to the execution and integration of acquisitions and
other non-recurring items. Management uses operating income and Adjusted EBITDA to evaluate the performance of its reportable segments.

The following tables provide a reconciliation of Net income (loss) to Adjusted EBITDA on a consolidated basis and Operating income (loss) to
Adjusted EBITDA by segment for the three and nine months ended September 30, 2024 and 2023. A reconciliation of Net income (loss) to Adjusted
EBITDA by segment is not provided because management does not determine or review net income at the segment level and does not allocate non-
operating costs and expenses to its segments, such as income taxes, interest expense, and various other non-operating income and expense. See Note 16 –
Segment Information within Item 1. Financial Statements for additional information about our reportable segments.
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Reconciliation of Net Income (Loss) to Non-GAAP Adjusted EBITDA (Unaudited)

Three Months Ended September 30, 2024

(in thousands) Lawson TestEquity
Gexpro
Services

Canada
Branch
Division All Other Consolidated

Net income (loss) $ 21,921 
Income tax expense (benefit) (19,007)
Other income (expense), net 15 
Change in fair value of earnout liabilities 858 
Interest expense 15,160 

Operating income (loss) $ 726  $ 4,329  $ 11,543  $ 2,523  $ (174) $ 18,947 
Depreciation and amortization 6,533  7,460  3,840  791  —  18,624 
Stock-based compensation 2,209  65  —  —  158  2,432 
Severance and acquisition related retention expenses 2,269  1,275  13  11  —  3,568 
Acquisition related costs 2,967  875  462  —  (1,403) 2,901 
Inventory step-up 432  —  —  694  —  1,126 
Other non-recurring 337  380  538  —  257  1,512 

Adjusted EBITDA $ 15,473  $ 14,384  $ 16,396  $ 4,019  $ (1,162) $ 49,110 

Three Months Ended September 30, 2023

(in thousands) Lawson TestEquity
Gexpro
Services

Canada
Branch
Division All Other Consolidated

Net income (loss) $ (1,568)
Income tax expense (benefit) 990 
Other income (expense), net 1,133 
Change in fair value of earnout liabilities (667)
Interest expense 12,895 

Operating income (loss) $ 10,643  $ (5,027) $ 7,332  $ 1,468  $ (1,633) $ 12,783 
Depreciation and amortization 4,069  8,322  4,069  550  —  17,010 
Stock-based compensation 1,049  —  —  —  —  1,049 
Severance and acquisition related retention expenses 73  10,388  16  1  —  10,478 
Acquisition related costs 995  (1,535) 135  —  311  (94)
Inventory step-up —  2,150  —  —  —  2,150 
Other non-recurring (108) —  —  (9) 444  327 

Adjusted EBITDA $ 16,721  $ 14,298  $ 11,552  $ 2,010  $ (878) $ 43,703 

(1)

(2)

(3)

(4)

(5)

(1)

(2)

(3)

(4)

(5)
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Nine Months Ended September 30, 2024

(in thousands) Lawson TestEquity
Gexpro
Services

Canada
Branch
Division All Other Consolidated

Net income (loss) $ 18,593 
Income tax expense (benefit) (23,264)
Other income (expense), net (82)
Change in fair value of earnout liabilities 861 
Interest expense 39,780 

Operating income (loss) $ 10,962  $ (1,062) $ 25,096  $ 4,846  $ (3,954) $ 35,888 
Depreciation and amortization 18,131  22,751  11,505  1,824  —  54,211 
Stock-based compensation 3,588  225  —  —  510  4,323 
Severance and acquisition related retention expenses 4,664  17,611  277  45  —  22,597 
Acquisition related costs 6,654  1,538  917  —  (656) 8,453 
Inventory step-up 1,066  —  —  694  —  1,760 
Other non-recurring 337  380  2,152  —  257  3,126 

Adjusted EBITDA $ 45,402  $ 41,443  $ 39,947  $ 7,409  $ (3,843) $ 130,358 

Nine Months Ended September 30, 2023

(in thousands) Lawson TestEquity
Gexpro
Services

Canada
Branch
Division All Other Consolidated

Net income (loss) $ 7,363 
Income tax expense (benefit) 3,637 
Other income (expense), net 2,869 
Change in fair value of earnout liabilities (646)
Interest expense 30,057 

Operating income (loss) $ 27,358  $ (8,183) $ 23,484  $ 4,545  $ (3,924) $ 43,280 
Depreciation and amortization 15,125  18,687  11,960  1,544  —  47,316 
Stock-based compensation 5,441  —  —  —  —  5,441 
Severance and acquisition related retention expenses 430  12,796  39  1  —  13,266 
Acquisition related costs 2,655  5,284  813  —  311  9,063 
Inventory step-up —  2,866  —  —  —  2,866 
Other non-recurring 232  —  72  —  1,620  1,924 

Adjusted EBITDA $ 51,241  $ 31,450  $ 36,368  $ 6,090  $ (1,993) $ 123,156 

Expense (benefit) primarily for stock-based compensation, of which a portion varies with the Company’s stock price.
    Includes severance expense from actions taken in 2024 and 2023 not related to a formal restructuring plan and acquisition related retention expenses for the Hisco

Transaction and the S&S Automotive Transaction.
    Transaction and integration costs related to acquisitions.
    Inventory fair value step-up adjustment for acquisition accounting related to acquisitions completed by Lawson and TestEquity.

Other non-recurring costs consist of certain non-recurring strategic projects and other non-recurring items.

Intersegment Transactions

Segment revenue and Operating income (loss) by reportable segment includes sales to external customers and sales transactions between our segments,
referred to as intersegment revenue, and the impact of those intersegment revenue transactions on operating activities. Reconciliations of segment revenue
and Operating income (loss) to our consolidated results of operations in the unaudited condensed consolidated financial statements are provided in Note 16
– Segment Information within Item 1. Financial Statements.

(1)

(2)

(3)

(4)

(5)

(1)

(2)

(3)

(4)

(5)

(1)    

(2)

(3)

(4)

(5)    
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RESULTS OF OPERATIONS

Three Months Ended September 30, 2024 Compared to Three Months Ended September 30, 2023

Consolidated Results of Operations

Three Months Ended September 30,
2024 2023

(Dollars in thousands) Amount % of Revenue Amount % of Revenue
Revenue

Lawson $ 117,957  25.2% $ 114,477  26.1%
TestEquity 195,244  41.7% 207,657  47.3%
Gexpro Services 116,141  24.8% 103,232  23.5%
Canada Branch Division 39,092  8.4% 13,543  3.1%
Intersegment revenue elimination (415) (0.1)% —  —%

Total Revenue 468,019  100.0% 438,909  100.0%
Cost of goods sold

Lawson 52,609  11.2% 48,395  11.0%
TestEquity 150,958  32.3% 164,589  37.5%
Gexpro Services 79,493  17.0% 72,990  16.6%
Canada Branch Division 26,526  5.7% 7,638  1.7%
Intersegment cost of goods sold elimination (415) (0.1)% —  —%

Total Cost of goods sold 309,171  66.1% 293,612  66.9%
Gross profit 158,848  33.9% 145,297  33.1%
Selling, general and administrative expenses

Lawson 64,622  13.8% 55,439  12.6%
TestEquity 39,957  8.5% 48,095  11.0%
Gexpro Services 25,105  5.4% 22,910  5.2%
Canada Branch Division 10,043  2.1% 4,437  1.0%
All Other 174  —% 1,633  0.4%

Total Selling, general and administrative
expenses 139,901  29.9% 132,514  30.2%

Operating income (loss) 18,947  4.0% 12,783  2.9%
Interest expense (15,160) (3.2)% (12,895) (2.9)%
Change in fair value of earnout liabilities (858) (0.2)% 667  0.2%
Other income (expense), net (15) —% (1,133) (0.3)%

Income (loss) before income taxes 2,914  0.6% (578) (0.1)%
Income tax expense (benefit) (19,007) (4.1)% 990  0.2%

Net income (loss) $ 21,921  4.7% $ (1,568) (0.4)%

Overview of Consolidated Results of Operations

Our consolidated revenue increased $29.1 million in the third quarter of 2024 compared to the third quarter of 2023 primarily driven by $38.1 million
from acquisitions completed in 2024 offset by a decline in organic revenue of $9.0 million or 2.1%. Consolidated gross profit and Selling, general and
administrative expenses also increased over the prior year primarily driven by the inclusion of the ESS, S&S Automotive and Source Atlantic acquisitions
completed in 2024.

Refer to Results by Reportable Segment below for a complete discussion of our results of operations.

36



Table of Contents

Results by Reportable Segment

Lawson Segment
Three Months Ended September 30, Change

(Dollars in thousands) 2024 2023 Amount %
Revenue from external customers $ 117,953  $ 114,477  $ 3,476  3.0 %
Intersegment revenue 4  —  4  — %

Revenue 117,957  114,477  3,480  3.0 %
Cost of goods sold 52,609  48,395  4,214  8.7 %

Gross profit 65,348  66,082  (734) (1.1)%
Selling, general and administrative expenses 64,622  55,439  9,183  16.6 %

Operating income (loss) $ 726  $ 10,643  $ (9,917) (93.2)%
Gross profit margin 55.4 % 57.7 %

Adjusted EBITDA $ 15,473  $ 16,721  $ (1,248) (7.5)%

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.

Revenue and Gross Profit

Revenue increased $3.5 million, or 3.0%, to $118.0 million in the third quarter of 2024 compared to $114.5 million in the third quarter of 2023. The
increase was primarily driven by $13.4 million of revenue generated from the acquisitions completed in 2024 and strengthening sales to the automotive end
market of $0.5 million partially offset by a decline in sales to Lawson’s core, governmental and strategic customers of $10.4 million with fewer sales
representatives.

Gross profit was relatively flat at $65.3 million in the third quarter of 2024 compared to gross profit of $66.1 million in the prior year quarter. Lawson
gross profit as a percent of revenue was 55.4% in the third quarter of 2024 compared to 57.7% in the prior year quarter. The gross profit margin percentage
decrease was primarily the result of the amortization of the fair value step-up of inventory of $0.4 million related to the S&S Automotive Transaction, a
sales mix shift toward larger customers and a lower gross profit margin profile on revenue generated by the 2024 acquisitions compared to its organic
profile.

Selling, General and Administrative Expenses

Selling, general and administrative expenses consist of compensation and support for Lawson sales representatives and expenses to operate Lawson’s
distribution network and overhead expenses.

Selling, general and administrative expenses increased $9.2 million to $64.6 million in the third quarter of 2024 compared to $55.4 million in the prior
year quarter. Approximately $2.5  million of the increased expenses was driven by the acquisitions completed in 2024 and higher depreciation and
amortization, severance expense, stock-based compensation expense and merger and acquisition expenses of $2.5 million, $2.2 million, $1.2 million and
$2.0 million, respectively. These costs were partially offset by a decrease in variable compensation as a result of lower sales.

Adjusted EBITDA

During the three months ended September 30, 2024, Lawson generated Adjusted EBITDA of $15.5 million, a decrease of $1.2 million from the same
period a year ago primarily driven by lower organic revenue and gross profit margin partially offset by contributions of approximately $2.6  million
generated by the acquisitions completed in 2024.

(1)

(1)
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TestEquity Segment
Three Months Ended September 30, Change

(Dollars in thousands) 2024 2023 Amount %
Revenue from external customers $ 195,210  $ 207,657  $ (12,447) (6.0)%
Intersegment revenue 34  —  34  — %

Revenue 195,244  207,657  (12,413) (6.0)%
Cost of goods sold 150,958  164,589  (13,631) (8.3)%

Gross profit 44,286  43,068  1,218  2.8 %
Selling, general and administrative expenses 39,957  48,095  (8,138) (16.9)%

Operating income (loss) $ 4,329  $ (5,027) $ 9,356  (186.1)%
Gross profit margin 22.7 % 20.7 %

Adjusted EBITDA $ 14,384  $ 14,298  $ 86  0.6 %

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.

Revenue and Gross Profit

Revenue decreased $12.4 million, or 6.0%, to $195.2 million in the third quarter of 2024 compared to $207.7 million in the third quarter of 2023. The
decrease was primarily due to a slowdown in the electronics assembly market causing softening in the electronic production supplies end markets.

Gross profit increased $1.2 million to $44.3 million in the third quarter of 2024 compared to gross profit of $43.1 million in the prior year quarter. The
third quarter of 2023 included expense of $2.2 million for the amortization of the fair value step-up of inventory related to the acquisition completed in
2023. TestEquity gross profit as a percent of revenue increased to 22.7% in the third quarter of 2024 compared to 20.7% in the prior year quarter primarily
due to a shift in sales mix and better performance across web channels.

Selling, General and Administrative Expenses

Selling, general and administrative expenses consist of compensation and support for TestEquity’s sales representatives and expenses to operate
TestEquity’s distribution network and overhead expenses.

Selling, general and administrative expenses decreased $8.1 million to $40.0 million in the third quarter of 2024 compared to $48.1 million in the prior
year quarter. The decrease was primarily driven by lower severance and acquisition related retention expenses of $9.1 million and lower variable
compensation of $1.4 million as a result of lower sales partially offset by higher merger and acquisition expenses of $2.4 million.

Adjusted EBITDA

During the three months ended September 30, 2024, TestEquity generated Adjusted EBITDA of $14.4 million, an increase of $0.1 million from the
same period a year ago primarily due to managing its cost structure on lower revenue.

(1)

(1)
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Gexpro Services Segment
Three Months Ended September 30, Change

(Dollars in thousands) 2024 2023 Amount %
Revenue from external customers $ 115,764  $ 103,232  $ 12,532  12.1 %
Intersegment revenue 377  —  377  — %

Revenue 116,141  103,232  12,909  12.5 %
Cost of goods sold 79,493  72,990  6,503  8.9 %

Gross profit 36,648  30,242  6,406  21.2 %
Selling, general and administrative expenses 25,105  22,910  2,195  9.6 %

Operating income (loss) $ 11,543  $ 7,332  $ 4,211  57.4 %
Gross profit margin 31.6 % 29.3 %

Adjusted EBITDA $ 16,396  $ 11,552  $ 4,844  41.9 %

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.

Revenue and Gross Profit

Revenue increased $12.9 million, or 12.5%, to $116.1 million in the third quarter of 2024 compared to $103.2 million in the third quarter of 2023. The
increase in revenue was primarily driven by increased sales in the renewable energy vertical market of $7.2 million and strengthening sales within the
technology vertical market of $3.1 million.

Gross profit increased $6.4 million to $36.6 million in the third quarter of 2024 compared to gross profit of $30.2 million in the prior year quarter.
Gexpro Services gross profit as a percent of revenue was 31.6% in the third quarter of 2024 compared to 29.3% in the prior year quarter primarily driven
by the impact of margin synergies within the renewable energy vertical market, enhanced strategic sourcing, supply chain improvements and end market
sales mix.

Selling, General and Administrative Expenses

Selling, general and administrative expenses consist of sales and marketing expenses primarily relating to compensation, costs associated with
supporting Gexpro Services’ service facilities, overhead expenses within finance, legal, human resources and information technology, and other costs
required to operate Gexpro Services’ business.

Selling, general, and administrative expenses increased $2.2 million to $25.1 million in the third quarter of 2024 compared to $22.9 million in the prior
year quarter. The increase was primarily driven by non-recurring legal costs, higher merger and acquisition expenses of $0.4 million and consulting costs of
$0.5 million.

Adjusted EBITDA

During the three months ended September 30, 2024, Gexpro Services generated Adjusted EBITDA of $16.4 million, an increase of $4.8 million from
the same period a year ago primarily driven by higher organic revenue, gross profit margin management and leveraging its Selling, general, and
administrative expenses.

(1)

(1)
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Canada Branch Division Segment
Three Months Ended September 30, Change

(Dollars in thousands) 2024 2023 Amount %
Revenue from external customers $ 39,092  $ 13,543  $ 25,549  188.7 %
Intersegment revenue —  —  —  — %

Revenue 39,092  13,543  25,549  188.7 %
Cost of goods sold 26,526  7,638  18,888  247.3 %

Gross profit 12,566  5,905  6,661  112.8 %
Selling, general and administrative expenses 10,043  4,437  5,606  126.3 %

Operating income (loss) $ 2,523  $ 1,468  $ 1,055  71.9 %
Gross profit margin 32.1 % 43.6 %

Adjusted EBITDA $ 4,019  $ 2,010  $ 2,009  100.0 %

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.

Revenue and Gross Profit

Revenue increased $25.5 million, or 188.7%, to $39.1 million in the third quarter of 2024 compared to $13.5 million in the third quarter of 2023. The
increase was primarily driven by $24.7 million of additional revenue generated by the acquisition of Source Atlantic and an increase in organic revenue of
$0.8 million.

Gross profit increased $6.7 million to $12.6 million in the third quarter of 2024 compared to gross profit of $5.9 million in the prior year quarter
primarily as a result of additional gross profit of $6.4 million generated by the acquisition of Source Atlantic. Gross profit as a percent of revenue decreased
to 32.1% in the third quarter of 2024 compared to 43.6% in the prior year quarter primarily due to the lower gross profit margin profile of Source Atlantic
as compared to Bolt.

Selling, General and Administrative Expenses

Selling, general and administrative expenses for Canada Branch Division consist of compensation, expenses to operate its distribution network and
branch locations and overhead expenses.

Selling, general and administrative expenses increased $5.6 million to $10.0 million in the third quarter of 2024 compared to $4.4 million in the prior
year quarter. Approximately $5.4 million of the increased expenses was driven by the acquisition of Source Atlantic.

Adjusted EBITDA

During the three months ended September 30, 2024, Canada Branch Division generated Adjusted EBITDA of $4.0 million, an increase of $2.0 million
from the same period a year ago of which approximately $1.9 million was generated from Source Atlantic.

Consolidated Non-operating Income and Expense

Three Months Ended September 30, Change
(Dollars in thousands) 2024 2023 Amount %
Interest expense $ (15,160) $ (12,895) $ (2,265) 17.6 %
Change in fair value of earnout liabilities $ (858) $ 667  $ (1,525) N/M
Other income (expense), net $ (15) $ (1,133) $ 1,118  N/M
Income tax expense (benefit) $ (19,007) $ 990  $ (19,997) N/M

 Not meaningful

(1)

(1)

N/M
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Interest Expense

Interest expense increased $2.3 million in the third quarter of 2024 compared to the prior year quarter primarily due to higher outstanding borrowings
related to the purchase of S&S Automotive and Source Atlantic.

Change in Fair Value of Earnout Liabilities

The $0.9 million expense in the third quarter of 2024 related to the change in fair value of the earnout liabilities associated with the Frontier
acquisition. The $0.7 million benefit in the prior year related to the change in fair value of the earnout liabilities associated with the Frontier acquisition and
the Hisco Transaction.

Other Income (Expense), Net

Other income (expense), net consists of effects of changes in foreign currency exchange rates, interest income, net and other non-operating income and
expenditures. The $1.1 million change in the third quarter of 2024 compared to the same period of 2023 was primarily due to favorable changes in foreign
currency exchange rates.

Income Tax Expense (Benefit)

Income tax benefit was $19.0 million, a (652.3)% effective tax rate for the three months ended September 30, 2024 compared to income tax expense of
$1.0 million and a (171.3)% effective tax rate for the three months ended September 30, 2023. The change in the year-over-year effective tax rate was
primarily due to a change in valuation allowances related to interest expense limitation on deferred tax assets, foreign income and other permanent items.
The income tax benefit recorded in the third quarter of 2024 is based on the estimated year-end effective tax rate. Limitations on the deductibility of interest
expense and other permanent items on a nominal pre-tax income amount is driving the high effective tax rate.
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Nine Months Ended September 30, 2024 Compared to Nine Months Ended September 30, 2023

Consolidated Results of Operations

Nine Months Ended September 30,
2024 2023

(Dollars in thousands) Amount % of Net Sales Amount % of Net Sales
Revenue

Lawson $ 357,261  27.0 % $ 358,903  30.8 %
TestEquity 579,874  43.8 % 451,082  38.7 %
Gexpro Services 321,926  24.3 % 312,523  26.8 %
Canada Branch Division 66,058  5.0 % 42,655  3.7 %
Intersegment revenue elimination (1,478) (0.1)% —  — %

Total Revenue 1,323,641  100.0 % 1,165,163  100.0 %
Cost of goods sold

Lawson 160,450  12.1 % 155,533  13.3 %
TestEquity 447,608  33.8 % 351,417  30.2 %
Gexpro Services 221,341  16.7 % 219,430  18.8 %
Canada Branch Division 41,936  3.2 % 24,592  2.1 %
Intersegment cost of goods sold elimination (1,478) (0.1)% —  — %

Total Cost of goods sold 869,857  65.7 % 750,972  64.5 %
Gross profit 453,784  34.3 % 414,191  35.5 %
Selling, general and administrative expenses

Lawson 185,849  14.0 % 176,012  15.1 %
TestEquity 133,328  10.1 % 107,848  9.3 %
Gexpro Services 75,489  5.7 % 69,609  6.0 %
Canada Branch Division 19,276  1.5 % 13,518  1.2 %
All Other 3,954  0.3 % 3,924  0.3 %

Total Selling, general and administrative
expenses 417,896  31.6 % 370,911  31.8 %

Operating income (loss) 35,888  2.7 % 43,280  3.7 %
Interest expense (39,780) (3.0)% (30,057) (2.6)%
Loss on extinguishment of debt —  — % —  — %
Change in fair value of earnout liabilities (861) (0.1)% 646  0.1 %
Other income (expense), net 82  — % (2,869) (0.2)%

Income (loss) before income taxes (4,671) (0.4)% 11,000  0.9 %
Income tax expense (benefit) (23,264) (1.8)% 3,637  0.3 %

Net income (loss) $ 18,593  1.4 % $ 7,363  0.6 %

Overview of Consolidated Results of Operations

Our consolidated revenue increased $158.5 million in the first nine months of 2024 compared to the first nine months of 2023 primarily driven by an
increase of $211.7 million from acquisitions completed in 2023 and 2024 partially offset by a decline in organic revenue. Consolidated Gross profit and
Selling, general and administrative expenses also increased over the prior year primarily driven by the inclusion of the Hisco, ESS, S&S and Source
Atlantic acquisitions completed in 2023 and 2024.

Refer to Results by Reportable Segment below for a complete discussion of our results of operations.
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Results by Reportable Segment

Lawson Segment
Nine Months Ended September 30, Change

(Dollars in thousands) 2024 2023 Amount %
Revenue from external customers $ 357,204  $ 358,903  $ (1,699) (0.5)%
Intersegment revenue 57  —  57  — %

Revenue 357,261  358,903  (1,642) (0.5)%
Cost of goods sold 160,450  155,533  4,917  3.2 %

Gross profit 196,811  203,370  (6,559) (3.2)%
Selling, general and administrative expenses 185,849  176,012  9,837  5.6 %

Operating income (loss) $ 10,962  $ 27,358  $ (16,396) (59.9)%
Gross profit margin 55.1 % 56.7 %

Adjusted EBITDA $ 45,402  $ 51,241  $ (5,839) (11.4)%

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.

Revenue and Gross Profit

Revenue decreased $1.6 million, or 0.5%, to $357.3 million in the first nine months of 2024 compared to revenue of $358.9 million in the same period
of 2023. The decrease was primarily driven by a decline in sales to Lawson’s core, governmental and strategic customers of $30.5 million with fewer sales
representatives partially offset by $25.8  million of revenue generated from the acquisitions completed in 2024 and strengthening sales within the
automotive end market of $3.1 million.

Gross profit decreased $6.6 million to $196.8 million in the first nine months of 2024 compared to gross profit of $203.4 million in the same period of
2023 primarily due to a shift in sales toward lower margin profile customers and the amortization of the fair value step-up of inventory of $1.1 million
related to the S&S Automotive Transaction. Lawson gross profit as a percent of revenue was 55.1% in the first nine months of 2024 compared to 56.7% in
the prior year period. The gross profit margin percentage decrease was primarily the result of the amortization of the fair value step-up of inventory of $1.1
million related to the S&S Automotive Transaction, a shift in sales toward larger lower margin profile customers and a lower margin profile from the 2024
acquisitions than its organic margin profile.

Selling, General and Administrative Expenses

Selling, general and administrative expenses consist of compensation and support for Lawson sales representatives as well as expenses to operate
Lawson’s distribution network and overhead expenses.

Selling, general and administrative expenses increased $9.8 million to $185.8 million in the first nine months of 2024 compared to $176.0 million in
the same period of 2023. Approximately $6.8 million of the increased expenses was driven by the acquisitions completed in 2024 and higher severance and
merger and acquisition expenses of $4.2 million and $4.0 million, respectively. These costs were partially offset by a decrease in stock-based compensation
expense of $1.9 million and a decrease in variable compensation as a result of lower sales.

Adjusted EBITDA

During the nine months ended September 30, 2024, Lawson generated Adjusted EBITDA of $45.4 million, a decrease of $5.8 million from the same
period a year ago primarily driven by lower organic revenue and gross profit margin partially offset by contributions of approximately $4.0 million
generated by the acquisitions completed in 2024.

(1)

(1)
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TestEquity Segment
Nine Months Ended September 30, Change

(Dollars in thousands) 2024 2023 Amount %
Revenue from external customers $ 579,721  $ 451,082  $ 128,639  28.5 %
Intersegment revenue 153  —  153  — %

Revenue 579,874  451,082  128,792  28.6 %
Cost of goods sold 447,608  351,417  96,191  27.4 %

Gross profit 132,266  99,665  32,601  32.7 %
Selling, general and administrative expenses 133,328  107,848  25,480  23.6 %

Operating income (loss) $ (1,062) $ (8,183) $ 7,121  (87.0)%
Gross profit margin 22.8 % 22.1 %

Adjusted EBITDA $ 41,443  $ 31,450  $ 9,993  31.8 %

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.

Revenue and Gross Profit

Revenue increased $128.8 million, or 28.6%, to $579.9 million in the first nine months of 2024 compared to $451.1 million in the same period in 2023.
The increase was primarily driven by an additional $161.2 million of revenue generated from the Hisco acquisition completed in 2023 partially offset by a
$32.4 million decline in legacy TestEquity revenue due to a slowdown in the electronics assembly market causing softening in the electronic production
supplies end markets.

Gross profit increased $32.6 million to $132.3 million in the first nine months of 2024 compared to $99.7 million in the same period of 2023 primarily
as a result of the inclusion of the acquisition completed in 2023, which generated $40.5 million of additional gross profit during the first nine months of
2024, partially offset by a decrease in gross profit on the decline in legacy TestEquity revenue. TestEquity gross profit as a percent of revenue increased to
22.8% in the first nine months of 2024 compared to 22.1% in the prior year. The first nine months of 2023 included expense of $2.9 million for the
amortization of the fair value step-up of inventory related to the acquisition completed in 2023.

Selling, General and Administrative Expenses

Selling, general and administrative expenses consist of compensation and support for TestEquity’s sales representatives and expenses to operate
TestEquity’s distribution network and overhead expenses.

Selling, general and administrative expenses increased $25.5 million to $133.3 million in the first nine months of 2024 compared to $107.8 million in
the same period of 2023. Approximately $28.5 million of the increased expenses was driven by the acquisition completed in 2023 of which $3.8 million
was related to the Hisco employee retention bonuses. These costs were partially offset by lower merger and acquisition expenses of $3.7 million in the first
nine months of 2024 compared to the same period a year ago.

Adjusted EBITDA

During the nine months ended September 30, 2024, TestEquity generated Adjusted EBITDA of $41.4 million, an increase of $10.0 million, or 31.8%
from the same period a year ago with approximately $16.6 million driven by the acquisition completed in 2023, offset by a reduction of $6.6 million in
legacy TestEquity primarily on lower organic revenue.

(1)

(1)
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Gexpro Services Segment
Nine Months Ended September 30, Change

(Dollars in thousands) 2024 2023 Amount %
Revenue from external customers $ 320,658  $ 312,523  $ 8,135  2.6 %
Intersegment revenue 1,268  —  1,268  — %
Revenue 321,926  312,523  9,403  3.0 %
Cost of goods sold 221,341  219,430  1,911  0.9 %

Gross profit 100,585  93,093  7,492  8.0 %
Selling, general and administrative expenses 75,489  69,609  5,880  8.4 %

Operating income (loss) $ 25,096  $ 23,484  $ 1,612  6.9 %
Gross profit margin 31.2 % 29.8 %

Adjusted EBITDA $ 39,947  $ 36,368  $ 3,579  9.8 %

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.

Revenue and Gross Profit

Revenue increased $9.4 million, or 3.0%, to $321.9 million in the first nine months of 2024 compared to $312.5 million in the same period of 2023.
The increase was primarily driven by increased sales in the renewable energy vertical market of $5.1 million, aerospace and defense vertical market of
$3.3 million and strengthening sales within the technology vertical market of $1.7 million partially offset by softness within the consumer and industrial
vertical market.

Gross profit increased $7.5 million to $100.6 million in the first nine months of 2024 compared to $93.1 million in the same period of 2023. Gexpro
Services’ gross profit as a percent of revenue was 31.2% in the first nine months of 2024 compared to 29.8% in the prior year period driven by strategic
sourcing initiatives, supply chain improvements and end market sales mix.

Selling, General and Administrative Expenses

Selling, general and administrative expenses consist of sales and marketing expenses primarily relating to compensation, costs associated with
supporting Gexpro Services’ service facilities, overhead expenses within finance, legal, human resources and information technology, and other costs
required to operate Gexpro Services’ business.

Selling, general, and administrative expenses increased $5.9 million to $75.5 million in the first nine months of 2024 compared to $69.6 million in the
same period of 2023. The increase was primarily driven by additional consulting costs of $2.1 million to support non-recurring strategic projects, non-
recurring legal fees of $0.9 million and investments to support future growth and additional compensation.

Adjusted EBITDA

During the nine months ended September 30, 2024, Gexpro Services generated Adjusted EBITDA of $39.9 million, an increase of $3.6 million, or
9.8% from the same period a year ago primarily driven by higher organic revenue and managing gross profit margins partially offset by an increase in
Selling, general, and administrative expenses.

(1)

(1)
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Canada Branch Division Segment
Nine Months Ended September 30, Change

(Dollars in thousands) 2024 2023 Amount %
Revenue from external customers $ 66,058  $ 42,655  $ 23,403  54.9 %
Intersegment revenue —  —  —  — %
Revenue 66,058  42,655  23,403  54.9 %
Cost of goods sold 41,936  24,592  17,344  70.5 %

Gross profit 24,122  18,063  6,059  33.5 %
Selling, general and administrative expenses 19,276  13,518  5,758  42.6 %

Operating income (loss) $ 4,846  $ 4,545  $ 301  6.6 %
Gross profit margin 36.5 % 42.3 %

Adjusted EBITDA $ 7,409  $ 6,090  $ 1,319  21.7 %

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.

Revenue and Gross Profit

Revenue increased $23.4 million, or 54.9%, to $66.1 million in the first nine months of 2024 compared to $42.7 million the same period of 2023. The
increase was primarily driven by $24.7 million of additional revenue generated by the acquisition of Source Atlantic partially offset by a decline in organic
revenue of $1.3 million.

Gross profit increased $6.1 million to $24.1 million in the first nine months of 2024 compared to gross profit of $18.1 million in the same period of
2023 primarily as a result of additional gross profit of $6.4 million generated by the acquisition of Source Atlantic. Gross profit as a percent of revenue
decreased to 36.5% in the first nine months of 2024 compared to 42.3% in the prior year primarily due to the lower gross profit margin profile of Source
Atlantic as compared to Bolt.

Selling, General and Administrative Expenses

Selling, general and administrative expenses for Canada Branch Division consist of compensation, expenses to operate its distribution network and
branch locations and overhead expenses.

Selling, general and administrative expenses increased $5.8 million to $19.3 million in the first nine months of 2024 compared to $13.5 million in the
prior year quarter. Approximately $5.4 million of the increased expenses was driven by the acquisition of Source Atlantic.

Adjusted EBITDA

During the first nine months of 2024, Canada Branch Division generated Adjusted EBITDA of $7.4 million, an increase of $1.3 million from the same
period a year ago with an increase of approximately $1.9 million driven by the acquisition of Source Atlantic.

Consolidated Non-operating Income and Expense

Nine Months Ended September 30, Change
(Dollars in thousands) 2024 2023 Amount %
Interest expense $ (39,780) $ (30,057) $ (9,723) 32.3 %
Change in fair value of earnout liabilities $ (861) $ 646  $ (1,507) N/M
Other income (expense), net $ 82  $ (2,869) $ 2,951  N/M
Income tax expense (benefit) $ (23,264) $ 3,637  $ (26,901) (739.6)%

(1)

(1)
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Interest Expense

Interest expense increased $9.7 million in the first nine months of 2024 compared to the same period of 2023 primarily due to an increase in interest
rates and higher outstanding borrowings related to the purchases of Hisco, S&S Automotive and Source Atlantic.

Change in Fair Value of Earnout Liabilities

The $0.9 million expense in the first nine months of 2024 and the $0.6 million benefit in the first nine months of 2023 related to the change in fair
value of the earnout liabilities associated with the Frontier acquisition.

Other Income (Expense), Net

Other income (expense), net consists of effects of changes in foreign currency exchange rates, interest income, net and other non-operating income and
expenditures. The $3.0 million change in the first nine months of 2024 compared to the same period of 2023 was partly due to favorable increases in
interest income and favorable changes in foreign currency exchange rates.

Income Tax Expense (Benefit)

Income tax benefit was $23.3 million, a 498.1% effective tax rate for the first nine months of 2024 compared to an income tax expense of $3.6 million
and a 33.1% effective tax rate for the first nine months of 2023. The change in the year-over-year effective tax rate was primarily due to a change in
valuation allowances related to interest expense limitation deferred tax assets. The income tax benefit recorded in the third quarter of 2024 is based on the
estimated year-end effective tax rate. Limitations on the deductibility of interest expense and other permanent items on a nominal pre-tax income amount is
driving the high effective tax rate.

LIQUIDITY AND CAPITAL RESOURCES

Cash and cash equivalents were $61.3 million on September 30, 2024 compared to $83.9 million on December 31, 2023.

The Company believes its current balances of cash and cash equivalents, availability under its Amended Credit Agreement and cash flows from
operations will be sufficient to meet its liquidity needs for the next twelve months. On August 14, 2024, the Company borrowed $200 million under the
incremental term loan of the Amended Credit Agreement. The Company used a portion of these proceeds to fund the Source Atlantic Transaction. As of
September  30, 2024, the Company had $61.3 million of cash and cash equivalents and $252.2 million of borrowing availability remaining, net of
outstanding letters of credit, under the Amended Credit Agreement.

Our primary short-term and long-term liquidity and capital resource needs are to finance operating expenses, working capital, capital expenditures,
potential business acquisitions, strategic initiatives and general corporate purposes. Our current debt obligations under the Amended Credit Agreement
mature in April 2027. Required principal payments on the Amended Credit Agreement for the next twelve months are $40.3 million. Refer to Note 9 –
Debt within Item 1. Financial Statements for additional information related to our debt obligations. Access to debt capital markets has historically provided
the Company with sources of liquidity, beyond normal operating cash flows. We do not anticipate having difficulty in obtaining financing from those
markets in the future, however, we cannot provide assurance that unforeseen events or events beyond our control (such as a potential tightening of debt
capital markets) will not have a material adverse impact on our liquidity.

Sources and Uses of Cash

The following table presents a summary of our cash flows:
  Nine Months Ended September 30,
(in thousands) 2024 2023 Change
Net cash provided by (used in) operating activities $ 10,736  $ 74,053  $ (63,317)
Net cash provided by (used in) investing activities $ (205,392) $ (266,720) $ 61,328 
Net cash provided by (used in) financing activities $ 171,949  $ 269,295  $ (97,346)

47



Table of Contents

Cash Provided by (Used in) Operating Activities

Net cash provided by operating activities for the nine months ended September 30, 2024 was $10.7 million primarily due to net income including non-
cash items partially offset by payments of $34.6 million related to the Hisco retention bonuses and investments in trade working capital and other net cash
flow items.

Net cash provided by operating activities for the nine months ended September 30, 2023 was $74.1 million, primarily due to net income including non-
cash items, partially offset by investments in trade working capital to support higher sales and other net cash flow items.

Cash Provided by (Used in) Investing Activities

Net cash used in investing activities for the nine months ended September 30, 2024 was $205.4 million, primarily due to the purchase of ESS, S&S
Automotive and Source Atlantic, as well as purchases of property, plant and equipment and rental equipment which was partially offset by the sale of rental
equipment.

Net cash used in investing activities for the nine months ended September 30, 2023 was $266.7 million, primarily due to the Hisco Transaction as well
as purchases of property, plant and equipment and rental equipment which was partially offset by the sale of rental equipment.

Cash Provided by (Used in) Financing Activities

Net cash provided by financing activities for the nine months ended September 30, 2024 was $171.9 million primarily due to borrowings under the
Company’s credit facility partially offset by principal payments on the term loans. In conjunction with the Source Atlantic Transaction, the Company
borrowed $200 million under the incremental term loan facility on August 14, 2024. During the first nine months of 2024, deferred financing costs of $2.1
million were incurred related to the Amended Credit Agreement.

Net cash provided by financing activities for the nine months ended September 30, 2023 was $269.3 million due to borrowings under the Company’s
credit facility and proceeds from the Rights Offering, partially offset by the repayment of previous indebtedness and principal payments on the term loans.
In conjunction with the Hisco Transaction, the Company borrowed $305.0 million under the incremental term loan facility on June 8, 2023 and raised
approximately $100 million through the Rights Offering which closed during the second quarter of 2023. During the first nine months of 2023, deferred
financing costs of $3.4 million were incurred related to the First Amendment dated June 8, 2023 and offering costs of $1.5 million were incurred related to
the Rights Offering.

Financing and Capital Requirements

Credit Facility

On August 14, 2024, in connection with the Source Atlantic Transaction, DSG entered into the Third Amendment, which provided for an additional
$200 million incremental term loan and a $55 million increase in the senior secured revolving credit facility, and permits the Company to increase the
commitments under the credit facility from time to time by up to $300  million in the aggregate, subject to, among other things, receipt of additional
commitments from existing and/or new lenders and pro forma compliance with certain financial covenants.

As amended, the Amended Credit Agreement includes a $255 million senior secured revolving credit facility, a $250 million senior secured initial term
loan facility, $505 million of incremental term loans, and a $50 million senior secured delayed draw term loan facility. Refer to Note 9 – Debt within Item
1. Financial Statements for a description of the Amended Credit Agreement.

On September 30, 2024, we had $752.3 million in outstanding borrowings under the Amended Credit Agreement and $252.2 million of borrowing
availability remaining, net of outstanding letters of credit, under the senior secured revolving credit facility component.

As of September 30, 2024, we were in compliance with all financial covenants under our Amended Credit Agreement. While we were in compliance
with our financial covenants as of September 30, 2024, failure to meet the covenant requirements of the Amended Credit Agreement in future quarters
could lead to higher financing costs and increased restrictions, reduce or
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eliminate our ability to borrow funds, or accelerate the payment of our indebtedness and could have a material adverse effect on our business, financial
condition and results of operations.

Purchase Commitments

As of September 30, 2024, we had contractual commitments to purchase approximately $178.8 million of products from our suppliers and contractors
over the next twelve months.

Capital Expenditures

During the nine months ended September  30, 2024, total capital expenditures for property, plant and equipment and rental equipment were $14.8
million excluding proceeds from the sale of rental equipment. The Company expects to spend approximately $4.0 million to $6.0  million for capital
expenditures during the remainder of 2024 to support ongoing operations.

Stock Repurchase Program

The Company’s Board of Directors previously authorized a stock repurchase program that permits the Company to repurchase its common stock. The
timing and the amount of any repurchases will be determined by management under parameters established by the Board of Directors and depend on
various factors including an evaluation of our stock price, corporate and regulatory requirements, capital availability and other market conditions.

During the first nine months of 2024, the Company repurchased 85,644 shares of DSG common stock under the repurchase program at an average cost
of $30.13 per share for a total cost of $2.6 million. No shares were repurchased during the first nine months of 2023. The remaining availability for stock
repurchases under the program was $26.4 million as of September 30, 2024. See Note 11 – Stockholders’ Equity within Item 1. Financial Statements for
further information.

Retention Bonuses

Under the Purchase Agreement, DSG became obligated to pay $37.5 million in cash or DSG common stock in retention bonuses to certain Hisco
employees that remain employed with Hisco or its affiliates for at least twelve months after the closing of the Hisco Transaction. Pursuant to the Purchase
Agreement, the Company paid $1.8 million of the retention bonuses in 2023 and $34.6 million of the retention bonuses in the first nine months of 2024,
with the remaining balance of $1.1 million to be paid in 2025.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk

Our exposure to market risk for changes in interest rates relate primarily to our floating rate long-term debt obligations. Interest rate risk is the
exposure to loss resulting from changes in the level of interest rates and the spread between different interest rates. These risks are highly sensitive to many
factors, including U.S. monetary and tax policies, U.S. and international economic factors and other factors beyond our control.

The loans under the Amended Credit Agreement bear interest, at the Company’s option, at a rate equal to (i) the Alternate Base Rate or the Canadian
Prime Rate (each as defined in the Amended Credit Agreement), plus, in each case, an additional margin ranging from 0.0% to 1.75% per annum,
depending on the total net leverage ratio of the Company and its restricted subsidiaries as of the most recent determination date under the Amended Credit
Agreement or (ii) the Adjusted Term SOFR Rate or the CORRA Rate (each as defined in the Amended Credit Agreement), plus, in each case, an additional
margin ranging from 1.0% to 2.75% per annum, depending on the total net leverage ratio of the Company and its restricted subsidiaries as of the most
recent determination date under the Amended Credit Agreement. Refer to Note 9 – Debt within Item 1. Financial Statements for information about the
Amended Credit Agreement.

As of September  30, 2024, 100% of our debt was floating rate debt. A hypothetical increase/decrease in interest rates of 100 basis points would
increase/decrease our annual interest expense by approximately $7.5 million. We have not entered into, and currently do not intend to enter into, interest
rate swaps or other derivative financial instruments to mitigate the impact of fluctuations in interest rates.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our senior management, including our Chief Executive Officer and Chief Financial Officer, we
conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-
15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), as of the end of the period covered by this report (the “Evaluation
Date”). Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded as of the Evaluation Date that our disclosure controls
and procedures were effective as of the Evaluation Date.

Changes in Internal Control over Financial Reporting

Given the timing of the Source Atlantic Transaction and the S&S Automotive Transaction and the complexity of systems and business processes, we
intend to exclude Source Atlantic and S&S Automotive from our assessment and report on internal control over financial reporting for the year ending
December 31, 2024. Other than the Source Atlantic Transaction and S&S Automotive Transaction, there were no changes in our internal control over
financial reporting, as defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act, during the quarter ended September 30, 2024 that materially affected,
or are reasonably likely to materially affect, our internal control over financial reporting.

PART II
OTHER INFORMATION

ITEMS 3 and 4 of Part II are not applicable and have been omitted from this report.

ITEM 1. LEGAL PROCEEDINGS

See Note 14 – Commitments and Contingencies to our unaudited condensed consolidated financial statements, included within Item 1. Financial
Statements, which is incorporated herein by reference, for a description of certain of our pending legal proceedings, which are incorporated herein by
reference. In addition, the Company is involved in legal actions that arise in the ordinary course of business. 

ITEM 1A. RISK FACTORS

There have been no material changes from the risk factors disclosed in the “Risk Factors” section in our Annual Report on Form 10-K for the year
ended December 31, 2023.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Unregistered Sales of Equity Securities

The Company did not make any unregistered sales of its equity securities during the third quarter of 2024.

Issuer Purchases of Equity Securities

The Board of Directors previously authorized a stock repurchase program that permits the Company to repurchase DSG common stock from time to
time in open market transactions, privately negotiated transactions or by other methods. During the third quarter of 2024, the Company repurchased 29,800
shares of DSG common stock under the repurchase program at an average cost of $30.12 per share for a total cost of $0.9 million. The Company had $26.4
million of remaining availability under its stock repurchase program as of September 30, 2024. The stock repurchase program does not have an expiration
date.

The following table summarizes repurchases of DSG common stock for the three months ended September 30, 2024 under the repurchase program
described above and excludes shares withheld from employees to satisfy tax withholding requirements on option exercises and other equity-based
transactions.

Period
Total Number of Shares

Purchased
Average Price
Paid per Share

Total Number of Shares
Purchased as Part of

Publicly Announced Plans
or Programs

Approximate Dollar Value
of Shares that May Yet be
Purchased Under the Plans

or Programs
July 1 through July 31, 2024 29,800  $ 30.12  29,800  $ 26,373 
August 1 through August 31, 2024 —  $ —  —  $ — 
September 1 through September 31, 2024 —  $ —  —  $ — 

Total 29,800  29,800 

ITEM 5. OTHER INFORMATION

During the quarter ended September  30, 2024, none of our directors or officers (as defined in Rule 16a-1(f) under the Exchange Act) adopted or
terminated a “Rule 10b5-1 trading arrangement” or a “non-Rule 10b5-1 trading arrangement” (as such terms are defined under Item 408 of Regulation S-
K).
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ITEM 6. EXHIBITS
 

Exhibit # Description of Exhibit
3.1 Third Amended and Restated Certificate of Incorporation of the Company, effective as of August 31, 2023, incorporated by reference to

Exhibit 3.1 to the Company’s Current Report on Form 8-K (File No. 000-10546) filed on September 1, 2023.
3.2 Amended and Restated By-Laws of the Company effective as of May 5, 2022, incorporated by reference to Exhibit 3.2 to the

Company’s Current Report on Form 8-K (File No. 000-10546) filed on May 5, 2022.
10.1† Third Amendment to Amended and Restated Credit Agreement, dated as of August 14, 2024, by and among Distribution Solutions

Group, Inc., the subsidiaries of Distribution Solutions Group, Inc. party thereto, the Lenders party thereto and JPMorgan Chase Bank,
N.A., as Administrative Agent, incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K (File No. 000-
10546) filed on August 16, 2024.

31.1* Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.2* Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32** Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section

906 of the Sarbanes-Oxley Act of 2002
101 The following financial statements from the Quarterly Report on Form 10-Q for the quarter ended September 30, 2024, formatted in

Inline XBRL: (i) Condensed Consolidated Balance Sheets, (ii) Condensed Consolidated Statement of Operations and Comprehensive
Income (Loss), (iii) Condensed Consolidated Statements of Stockholders’ Equity, (iv) Condensed Consolidated Statements of Cash
Flows, and (v) Notes to Condensed Consolidated Financial Statements.

101.INS Inline XBRL Instance Document – the instance document does not appear in the Interactive Data File because its XBRL tags are
embedded within the Inline XBRL document

101.SCH* Inline XBRL Taxonomy Extension Schema Document
101.CAL* Inline XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF* Inline XBRL Taxonomy Extension Definition Linkbase Document
101.LAB* Inline XBRL Taxonomy Extension Label Linkbase Document
101.PRE* Inline XBRL Taxonomy Extension Presentation Linkbase Document

104 The cover page from the Quarterly Report on Form 10-Q for the quarter ended September 30, 2024, formatted in Inline XBRL and
contained in Exhibit 101

† Certain schedules and/or similar attachments omitted pursuant to Item 601(a)(5) of Regulation S-K promulgated by the U.S. Securities and Exchange
Commission. The Company agrees to furnish supplementally a copy of any omitted schedule or similar attachment to the U.S. Securities and Exchange
Commission upon request.
* Filed herewith.
** Furnished herewith.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

 

  DISTRIBUTION SOLUTIONS GROUP, INC.
  (Registrant)

Dated: October 31, 2024   /s/ J. Bryan King

 

J. Bryan King
Chairman, President and Chief Executive Officer


(principal executive officer)

Dated: October 31, 2024   /s/ Ronald J. Knutson

 

Ronald J. Knutson
Executive Vice President, Chief Financial Officer and Treasurer


(principal financial officer)

Dated: October 31, 2024 /s/ David S. Lambert
David S. Lambert
Vice President, Controller and Chief Accounting Officer


(principal accounting officer)
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EXHIBIT 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302

OF THE SARBANES-OXLEY ACT OF 2002
I, J. Bryan King, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Distribution Solutions Group, Inc. (the “registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) for the registrant and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

(a)    Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b)    Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c)    Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)    Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)    Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Date: October 31, 2024     /s/ J. Bryan King     
J. Bryan King
Chairman, President and Chief Executive Officer
(principal executive officer)



EXHIBIT 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302

OF THE SARBANES-OXLEY ACT OF 2002

I, Ronald J. Knutson, certify that:

1.    I have reviewed this Quarterly Report on Form 10-Q of Distribution Solutions Group, Inc. (the “registrant”);

2.    Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.    Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.    The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and internal control over financial reporting (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a)    Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b)    Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c)    Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)    Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal three months (the registrant’s fourth fiscal three months in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5.    The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a)    All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)    Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Date: October 31, 2024     /s/ Ronald J. Knutson
Ronald J. Knutson
Executive Vice President, Chief Financial Officer
and Treasurer
(principal financial officer)



EXHIBIT 32

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350 AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Distribution Solutions Group, Inc. (the “Company”) on Form 10-Q for the period ending September 30,
2024 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned Chief Executive Officer and Chief Financial
Officer of the Company hereby certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002 that based on their
knowledge:

(1)  The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and

(2)  The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company as
of and for the periods covered in the Report.

October 31, 2024

/s/ J. Bryan King
J. Bryan King
Distribution Solutions Group, Inc.
Chairman, President and Chief Executive Officer
(principal executive officer)

/s/ Ronald J. Knutson
Ronald J. Knutson
Distribution Solutions Group, Inc.
Executive Vice President, Chief Financial Officer and Treasurer
(principal financial officer)


