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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;
• 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;
• failure to develop, manage or implement new technology initiatives or business strategies in an effective and compliant manner, including with

respect to artificial intelligence (“AI”);
• the inability to successfully recruit, integrate and retain productive sales representatives;
• failure to retain talented employees, managers and executives;
• difficulties in integrating the business operations of businesses we acquire with our other operations, and/or the failure to successfully combine

those operations within our expected timetable;
• the inability of management to successfully implement changes in operating processes;
• 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, or 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;
• results of income tax audits, sales tax audits or similar proceedings;
• risks arising from our international operations;
• potential limitations on our ability to use our net operating losses and certain other tax attributes;
• public health emergencies;
• 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;
• enhanced tariffs, changes in trade policies and changes in import and export regulations of U.S. and foreign governments;
• 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, 2025.

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)
March 31, 2026 December 31, 2025

ASSETS
Current assets:
Cash and cash equivalents $ 52,729  $ 61,753 
Restricted cash 12,268  13,573 
Accounts receivable, less allowances of $7,181 and $6,472, respectively 306,700  271,331 
Inventories 373,512  353,374 
Prepaid expenses and other current assets 45,699  46,893 

Total current assets 790,908  746,924 
Property, plant and equipment, net 126,792  126,605 
Rental equipment, net 39,230  38,956 
Goodwill 474,529  467,905 
Deferred tax asset, net 2,205  1,196 
Customer relationships intangibles, net 138,569  143,503 
Trade names and other intangibles, net 79,542  82,552 
Cash value of life insurance 21,424  21,567 
Right of use operating lease assets 108,938  111,117 
Other assets 7,867  8,296 

Total assets $ 1,790,004  $ 1,748,621 
LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:
Accounts payable $ 167,929  $ 151,234 
Current portion of long-term debt 35,422  35,470 
Current portion of lease liabilities 20,913  20,624 
Accrued expenses and other current liabilities 76,830  84,137 

Total current liabilities 301,094  291,465 
Long-term debt, less current portion, net 696,668  664,196 
Lease liabilities 96,412  98,821 
Deferred tax liability, net 22,506  20,147 
Other liabilities 25,217  24,645 

Total liabilities 1,141,897  1,099,274 
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 - 47,876,937 and 47,860,312 shares, respectively
Outstanding - 46,192,457 and 46,180,700 shares, respectively 46,192  46,180 

Capital in excess of par value 688,619  686,183 
Retained deficit (33,312) (33,694)
Treasury stock – 1,684,480 and 1,679,612 shares, respectively (44,063) (43,998)
Accumulated other comprehensive income (loss) (9,329) (5,324)

Total stockholders’ equity 648,107  649,347 
Total liabilities and stockholders’ equity $ 1,790,004  $ 1,748,621 

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 March 31,

  2026 2025
Revenue $ 495,995  $ 478,029 
Cost of goods sold 332,656  314,049 
Gross profit 163,339  163,980 

Selling, general and administrative expenses 149,709  143,883 
Operating income (loss) 13,630  20,097 

Interest expense (12,171) (14,215)
Change in fair value of earnout liabilities —  (1,000)
Other income (expense), net (702) 632 

Income (loss) before income taxes 757  5,514 
Income tax expense (benefit) 375  2,253 

Net income (loss) $ 382  $ 3,261 

Basic income (loss) per share of common stock $ 0.01  $ 0.07 

Diluted income (loss) per share of common stock $ 0.01  $ 0.07 

Comprehensive income (loss)
Net income (loss) $ 382  $ 3,261 
Other comprehensive income (loss), net of tax:

Foreign currency translation adjustment (4,005) 1,664 
Other —  — 

Comprehensive income (loss) $ (3,623) $ 4,925 

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, 2026 46,180,700  $ 46,180  $ 686,183  $ (33,694) $ (43,998) $ (5,324) $ 649,347 
Net income (loss) —  —  —  382  —  —  382 
Foreign currency translation adjustment —  —  —  —  —  (4,005) (4,005)
Stock-based compensation —  —  2,448  —  —  —  2,448 
Tax withholdings related to net share
settlements of stock-based
compensation awards 11,757  12  (12) —  (70) —  (70)
Repurchases of common stock —  —  —  —  3  —  3 
Other —  —  —  —  2  —  2 

Balance at March 31, 2026 46,192,457  $ 46,192  $ 688,619  $ (33,312) $ (44,063) $ (9,329) $ 648,107 

 Includes adjustments for net excise tax liability
 Adjustments for rounding

See notes to Condensed Consolidated Financial Statements (Unaudited)

(1)

(2)

(1)

(2)
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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, 2025 46,856,757  $ 46,856  $ 677,473  $ (42,039) $ (19,631) $ (22,116) $ 640,543 
Net income (loss) —  —  —  3,261  —  —  3,261 
Foreign currency translation adjustment —  —  —  —  —  1,664  1,664 
Stock-based compensation —  —  1,571  —  —  —  1,571 
Shares issued 31,810  32  845  —  —  —  877 
Repurchases of common stock (320,638) (321) 321  —  (11,203) —  (11,203)

Balance at March 31, 2025 46,567,929  $ 46,567  $ 680,210  $ (38,778) $ (30,834) $ (20,452) $ 636,713 

 Includes adjustments for net excise tax liability

See notes to Condensed Consolidated Financial Statements (Unaudited)

(1)

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

(Dollars in thousands)
(Unaudited)

Three Months Ended March 31,
  2026 2025
Operating activities

Net income (loss) $ 382  $ 3,261 
Adjustments to reconcile to net cash used in operating activities:

Depreciation and amortization 19,724  19,979 
Amortization of debt issuance costs 439  902 
Stock-based compensation 2,424  974 
Deferred income taxes (31) 476 
Change in fair value of earnout liabilities —  1,000 
(Gain) loss on sale of rental equipment (1,438) (1,026)
(Gain) loss on sale of property, plant and equipment 80  (15)
Charge for step-up of acquired inventory 24  — 
Net realizable value adjustment and write-offs for obsolete and excess inventory 1,135  1,779 
Bad debt expense 1,007  437 

Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable (32,943) (29,587)
Inventories (21,251) (1,822)
Prepaid expenses and other current assets 102  (4,965)
Accounts payable 16,295  7,735 
Accrued expenses and other current liabilities (5,926) (2,957)
Other changes in operating assets and liabilities (382) (933)

Net cash provided by (used in) operating activities (20,359) (4,762)
Investing activities

Purchases of property, plant and equipment (3,364) (5,646)
Proceeds from sale of property, plant and equipment —  990 
Business acquisitions, net of cash acquired (16,241) — 
Purchases of rental equipment (5,548) (2,861)
Proceeds from sale of rental equipment 3,329  2,464 

Net cash provided by (used in) investing activities (21,824) (5,053)
Financing activities

Proceeds from revolving lines of credit 139,496  93,502 
Payments on revolving lines of credit (98,474) (65,334)
Payments on term loans (8,750) (10,063)
Repurchase of common stock 3  (11,203)
Shares repurchased held in treasury (70) — 
Stock option exercises —  877 
Payment of financing lease principal (159) (146)

Net cash provided by (used in) financing activities 32,046  7,633 
Effect of exchange rate changes on cash and cash equivalents (192) 493 
Increase (decrease) in cash, cash equivalents and restricted cash (10,329) (1,689)
Cash, cash equivalents and restricted cash at beginning of period 75,326  81,726 
Cash, cash equivalents and restricted cash at end of period $ 64,997  $ 80,037 

Cash and cash equivalents $ 52,729  $ 65,442 
Restricted cash 12,268  14,595 

Total cash, cash equivalents and restricted cash $ 64,997  $ 80,037 

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)

Three Months Ended March 31,
  2026 2025

Supplemental disclosure of cash flow information
Net cash paid for income taxes $ 2,339  $ 3,240 
Net cash paid for interest $ 11,224  $ 13,312 
Net cash paid for interest on supply chain financing $ 443  $ 571 

Non-cash activities:
Additions of property, plant and equipment included in accounts payable $ 281  $ 279 
Right of use assets obtained in exchange for finance lease liabilities $ 42  $ — 
Right of use assets obtained in exchange for operating lease liabilities $ 2,986  $ 18,414 

See notes to Condensed Consolidated Financial Statements (Unaudited)

9



Table of Contents

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.

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 is a distributor of industrial MRO supplies, safety products, fasteners, power tools and related value-add services to the
Canadian MRO market through the sale of products and services via warehouse shipments and to its walk-up customers through 35 branch locations.

Recent Events

Eastern Valve Acquisition

On March 9, 2026, DSG acquired all of the issued and outstanding stock of Eastern Valve & Control Specialties Ltd. (“Eastern Valve” and the “Eastern
Valve Transaction”). Eastern Valve is located in Paradise, Newfoundland, Canada and supplies and services industrial valve products throughout Atlantic
Canada. The total purchase consideration exchanged was $16.2 million, net of cash acquired of $0.1 million. DSG funded the Eastern Valve Transaction
with borrowings under its Amended Credit Agreement. Refer to Note 3 – Business Acquisitions for additional information about Eastern Valve and the
Eastern Valve Transaction.

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, 2025, 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 months ended March 31,
2026, are not necessarily indicative of the results that may be expected for the year ending December 31, 2026.

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.
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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 March 31, 2026, there was a three day difference in the period end. The consolidated financial statement impact of the three day difference arising
from the different period ends for the quarter ended March  31, 2026 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, 2025. See Note 2 of the 2025 consolidated financial statements included in DSG’s Annual Report on Form 10-K for the year ended
December 31, 2025 for further details of the Company’s significant accounting policies.

Recent Accounting Pronouncements - Adopted

From time to time, the Financial Accounting Standards Board (the “FASB”) or other standards setting bodies issue new accounting pronouncements.
The FASB issues updates to new accounting pronouncements through the issuance of an Accounting Standards Update (“ASU”). The Company does not
discuss recent pronouncements that are not anticipated to have an impact on, or are unrelated to, its consolidated financial condition, results of operations,
cash flows or disclosures.

In July 2025, the FASB issued ASU 2025-05, Financial Instruments-Credit Losses (Topic 326): Measurement of Credit Losses for Accounts
Receivable and Contract Assets, which provides all entities with a practical expedient to assume that current conditions as of the balance sheet date do not
change for the remaining life of the assets. The pronouncement is effective on a prospective basis for interim and annual reporting periods beginning after
December 15, 2025, with early adoption permitted. The Company adopted this guidance on January 1, 2026. The adoption had no material impact on the
Company’s financial condition, results of operations or cash flows.

Recent Accounting Pronouncements - Not Yet Adopted

In November 2024, the FASB issued ASU 2024-03, Income Statement (Topic 220): Reporting Comprehensive Income, which requires disclosure of
disaggregated information about certain income statement expense line items within the notes to the consolidated financial statements. The FASB further
clarified the effective date in January 2025 with the issuance of ASU 2025-01, Income Statement - Reporting Comprehensive Income - Expense
Disaggregation Disclosures (Subtopic 220-40): Clarifying the Effective Date. The pronouncement is effective for annual reporting periods beginning after
December 15, 2026 and interim reporting periods beginning after December 15, 2027, with early adoption permitted. The Company is currently evaluating
the impact of the adoption on its financial statement disclosures.

In September 2025, the FASB issued ASU 2025-06, Intangibles-Goodwill and Other-Internal-Use Software (Subtopic 350-40): Targeted Improvements
to the Accounting for Internal-Use Software, which modernizes the accounting for internal-use software costs by removing all references to prescriptive
and sequential software development stages. The new standard requires entities to consider whether significant development uncertainty has been resolved
before starting to capitalize software costs and aligns disclosure requirements with ASC 360, Property, Plant, and Equipment. The pronouncement is
effective for interim and annual reporting periods beginning after December 15, 2027, and can be applied prospectively, retrospectively, or using a modified
transition method, with early adoption permitted. The Company is currently evaluating the impact of the adoption on its financial statement disclosures.

In December 2025, the FASB issued ASU 2025-11, Interim Reporting (Topic 270): Narrow-Scope Improvements, which is intended to improve the
navigability of the guidance in ASC 270, Interim Reporting, and clarify when it applies. Under the amendments, an entity is subject to ASC 270 if it
provides interim financial statements and notes in accordance with GAAP. ASU 2025-11 also addresses the form and content of such financial statements,
interim disclosures requirements, and establishes a principle under which an entity must disclose events since the end of the last annual reporting period
that have a material impact on the entity. The pronouncement is effective for interim reporting periods within annual reporting periods beginning after
December 15, 2027, and can be applied prospectively or retrospectively, with early adoption permitted. The Company is currently evaluating the impact of
the adoption on its financial statement disclosures.
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Note 3 – Business Acquisitions

DSG and its operating companies acquired one business during the first quarter of 2026. The acquisition was accounted for under ASC 805, the
acquisition method of accounting. 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 acquisition date, and any
adjustments will be recorded in the period in which the adjustments are determined.

On March  9, 2026, DSG acquired all of the issued and outstanding stock of Eastern Valve & Control Specialties Ltd. (“Eastern Valve”), with a
purchase price of approximately $16.2  million, net of cash acquired of $0.1  million. Eastern Valve is located in Paradise, Newfoundland, Canada and
supplies and services industrial valve products throughout Atlantic Canada. Eastern Valve was acquired to expand DSG’s operating footprint in the
Canadian market. The results of operations of Eastern Valve are included within the Canada Branch Division reportable segment. 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 allocation of consideration exchanged to the estimated fair values of assets acquired and liabilities assumed,
including the allocation to other intangible assets acquired:

Eastern Valve

(in thousands)
March 9, 2026

Acquisition Date
Accounts receivable $ 3,027 
Inventory 1,515 
Other current assets 255 
Property, plant and equipment 2,946 
Other intangible assets:

Customer relationships 2,064 
Trade names 1,621 

Deferred tax liability, net of deferred tax asset (1,406)
Accounts payable (1,020)
Accrued expenses and other liabilities (670)
Goodwill 7,909 
Total purchase consideration exchanged, net of cash acquired $ 16,241 

Cash consideration $ 16,241 

Total purchase consideration exchanged, net of cash acquired $ 16,241 

The fair value of accounts receivable approximated the gross contractual value.

Certain estimated values for the Eastern Valve Transaction, including working capital and other adjustments to the initial balance sheet, 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 10 years and 8 years, respectively. Goodwill generated
from Eastern Valve 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.

Unaudited Pro Forma Information

The following table presents estimated unaudited pro forma consolidated financial information for DSG as if our 2026 acquisition of Eastern Valve
disclosed above occurred on January 1, 2025. 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 acquisition been completed on January 1, 2025.

(1)

(1) 
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Three Months Ended March 31,
(in thousands) 2026 2025
Revenue $ 498,444  $ 480,376 
Net income (loss) $ (5,991) $ (25,831)

Actual Results of Business Acquisition

The following table presents actual results attributable to our 2026 acquisition of Eastern Valve that were included in the unaudited condensed
consolidated financial statements for the first quarter of 2026. The results for the business acquired in this acquisition are only included in the following
table for the portion of the three-month period that is subsequent to its March 9, 2026 acquisition date.

Three Months Ended March 31,
(in thousands) 2026 2025
Revenue $ 770  $ — 
Net income (loss) $ 106  $ — 

The Company incurred transaction and integration costs related to completed and contemplated acquisitions of $0.8 million and $0.1 million for the
three months ended March  31, 2026 and 2025, respectively, which are included in Selling, general and administrative expenses in the Unaudited
Condensed Consolidated Statements of Operations and Comprehensive Income (Loss).
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 March 31,
(in thousands) 2026 2025
United States $ 366,236  $ 357,132 
Canada 69,293  67,630 
Europe 17,806  13,831 
Pacific Rim 9,516  7,772 
Latin America 31,233  28,637 
Other 2,498  3,681 
Intersegment revenue elimination (587) (654)

Total revenue $ 495,995  $ 478,029 

See Note 13 – 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 March 31, 2026 and December 31, 2025.
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Rental revenue from operating leases:
Three Months Ended March 31,

(in thousands) 2026 2025
Revenue from operating leases $ 7,694  $ 6,594 

Note 5 – Supplemental Financial Statement Information

Restricted Cash

The Company has agreed to maintain restricted cash of $12.3 million under agreements with outside parties. Escrow accounts were established in
conjunction with certain business acquisitions, to be released upon meeting certain working capital and other post-closing requirements as of the
contractual post-acquisition dates with a balance of $3.7 million at March 31, 2026. The Company is restricted from withdrawing this balance without the
prior consent of the sellers. The remaining restricted cash balance of $8.6 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.

Property, Plant and Equipment, net

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

(in thousands) March 31, 2026 December 31, 2025
Land $ 17,177  $ 16,566 
Buildings and improvements 74,367  67,508 
Machinery and equipment 63,586  62,750 
Capitalized software 22,706  21,492 
Furniture and fixtures 12,246  12,275 
Vehicles 6,811  6,720 
Construction in progress 3,305  8,112 

Total 200,198  195,423 
Accumulated depreciation and amortization (73,406) (68,818)

Property, plant and equipment, net $ 126,792  $ 126,605 

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 twelve 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 March 31,
(in thousands) 2026 2025
Depreciation expense for property, plant and equipment $ 4,380  $ 4,772 
Amortization expense for capitalized software $ 1,126  $ 867 

Rental Equipment, net

Rental equipment, net consisted of the following:

(in thousands) March 31, 2026 December 31, 2025
Rental equipment $ 69,714  $ 68,401 
Accumulated depreciation (30,484) (29,445)

Rental equipment, net $ 39,230  $ 38,956 

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:

(1)

(1)
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Three Months Ended March 31,
(in thousands) 2026 2025
Depreciation expense for rental equipment $ 3,214  $ 2,755 

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

Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities consisted of the following:

(in thousands) March 31, 2026 December 31, 2025
Accrued compensation $ 22,462  $ 29,267 
Accrued and withheld taxes, other than income taxes 9,068  10,263 
Accrued customer rebates 7,808  7,847 
Contract liabilities 7,121  5,207 
Deferred acquisition payments and accrued earnout liabilities 4,712  6,021 
Accrued interest 2,321  1,647 
Accrued health benefits 1,551  1,615 
Accrued severance and acquisition related retention bonus 1,469  1,966 
Accrued stock-based compensation 302  326 
Accrued income taxes 185  793 
Other 19,831  19,185 

Total accrued expenses and other current liabilities $ 76,830  $ 84,137 

Other Liabilities

Other liabilities consisted of the following:
(in thousands) March 31, 2026 December 31, 2025
Security bonus plan $ 7,114  $ 7,165 
Deferred compensation 12,443  12,589 
Other 5,660  4,891 

Total other liabilities $ 25,217  $ 24,645 

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, 2025 $ 192,875  $ 164,880  $ 57,974  $ 52,176  $ 467,905 

Acquisitions —  —  —  7,909  7,909 
Impact of foreign exchange rates (84) —  (280) (921) (1,285)

Balance at March 31, 2026 $ 192,791  $ 164,880  $ 57,694  $ 59,164  $ 474,529 
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Intangible Assets

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

March 31, 2026 December 31, 2025

(in thousands)
Gross Carrying

Amount
Accumulated
Amortization Net Carrying Value

Gross Carrying
Amount

Accumulated
Amortization Net Carrying Value

Trade names $ 142,845  $ (64,655) $ 78,190  $ 141,637  $ (60,640) $ 80,997 
Customer relationships 276,258  (137,689) 138,569  274,844  (131,341) 143,503 
Other 7,899  (6,547) 1,352  7,894  (6,339) 1,555 

Total $ 427,002  $ (208,891) $ 218,111  $ 424,375  $ (198,320) $ 226,055 

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 March 31,
(in thousands) 2026 2025
Amortization expense for intangible assets $ 11,004  $ 11,585 

The estimated aggregate amortization expense for the remaining year 2026 and each of the next four years and thereafter are as follows:

(in thousands) Amortization
Remaining 2026 $ 33,179 
2027 39,072 
2028 34,667 
2029 31,082 
2030 21,278 
Thereafter 58,833 

Total $ 218,111 

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 March 31,
Lease Type Classification 2026 2025
Operating lease expense Operating expenses $ 7,323  $ 6,827 
Financing lease amortization Operating expenses 138  150 
Financing lease interest Interest expense 23  26 

Financing lease expense 161  176 
Sublease income (193) (159)
Net lease cost $ 7,291  $ 6,844 

Includes short-term lease expense, which is immaterial.
The Company subleases excess property to third-party tenants. 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)

(1)    

(2)    
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The value of net assets and liabilities related to our operating and finance leases as of March 31, 2026 and December 31, 2025 was as follows (in
thousands):

Lease Type March 31, 2026 December 31, 2025
Total right of use operating lease assets $ 108,938  $ 111,117 
Total right of use financing lease assets 1,519  1,573 

Total lease assets $ 110,457  $ 112,690 

Total current operating lease obligation $ 20,329  $ 20,030 
Total current financing lease obligation 584  594 

Total current lease obligation $ 20,913  $ 20,624 

Total long-term operating lease obligation $ 95,698  $ 98,022 
Total long-term financing lease obligation 714  799 

Total long-term lease obligation $ 96,412  $ 98,821 

The value of lease liabilities related to our operating and finance leases and sublease income as of March 31, 2026 was as follows (in thousands):

Maturity Date of Lease Liabilities Operating Leases Financing Leases Total Sublease Income
Remaining 2026 $ 20,731  $ 501  $ 21,232  $ 451 
2027 26,689  435  27,124  168 
2028 24,058  297  24,355  74 
2029 20,363  135  20,498  44 
2030 13,722  55  13,777  30 
Thereafter 42,431  1  42,432  — 

Total lease payments 147,994  1,424  149,418  767 
Less: Interest (31,967) (126) (32,093) — 

Present value of lease liabilities $ 116,027  $ 1,298  $ 117,325  $ 767 

The weighted average lease terms and interest rates of leases held as of March 31, 2026 and December 31, 2025 were as follows:
March 31, 2026 December 31, 2025

Operating Leases Finance Leases Operating Leases Finance Leases
Weighted average remaining lease term 6.4 years 3.1 years 6.0 years 3.2 years
Weighted average interest rate 7.4% 7.0% 7.5% 7.1%

The cash outflows of leasing activity for the three months ended March 31, 2026 and 2025 were as follows (in thousands):

Three Months Ended March 31,
Cash Flow Source Classification 2026 2025
Operating cash flows from operating leases Operating activities $ (6,856) $ (6,558)
Operating cash flows from financing leases Operating activities $ (23) $ (26)
Financing cash flows from financing leases Financing activities $ (159) $ (146)

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

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

(in thousands) March 31, 2026 December 31, 2025
Senior secured revolving credit facility $ 44,930  $ 3,948 
Senior secured term loan 691,250  700,000 
Other revolving line of credit 422  470 

Total debt 736,602  704,418 
Less: current portion of long-term debt (35,422) (35,470)
Less: deferred financing costs (4,512) (4,752)

Total long-term debt $ 696,668  $ 664,196 

On December 18, 2025, the Company entered into the Second Amended and Restated Credit Agreement (the “Amended Credit Agreement”), which
amended and restated the Amended and Restated Credit Agreement, dated as of April 1, 2022 (as it had been amended from time to time prior to the date of
the Amended Credit Agreement, the “Original 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.

As amended, the Amended Credit Agreement provides for (i) a $400 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 $700 million senior secured initial term loan facility and (iii) the Company to increase the
commitments thereunder from time to time by up to $500 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 certain financial covenants.

The Amended Credit Agreement requires that the proceeds of any revolving credit facility loans be used for working capital and general corporate
purposes (including, without limitation, permitted acquisitions).

The Company has unused outstanding letters of credit of $4.8 million as of March 31, 2026. Net of these letters of credit, there was $350.2 million of
borrowing availability under the revolving credit facility as of March 31, 2026.

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 0.00% 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 Adjusted Daily Simple SOFR (as defined in the Amended Credit Agreement), plus an additional
margin ranging from 1.00% 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. The Amended Credit Agreement further provides that the additional margin for the period
from the Effective Date (as defined in the Amended Credit Agreement) until delivery of the Company’s financial statements and compliance certificate for
the first full quarter ending after the Effective Date shall be 1.50% per annum for Alternate Base Rate or Canadian Prime Rate loans and 2.50% per annum
for all other loans.

The Amended Credit Agreement requires the Company to pay certain closing fees, arrangement fees, administration fees, commitment fees and letter
of credit fees, including a commitment fee on the daily unused amount of the revolving credit facility that will accrue at a rate ranging from 0.15% to
0.35% per annum, depending on the total net leverage ratio of the Company. These fees are reported as a component of Interest expense in the Unaudited
Condensed Consolidated Statements of Operations and Comprehensive Income (Loss) and vary depending on the total net leverage ratio as defined in the
Amended Credit Agreement. Fees were nominal in 2026 and 2025.

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 $0.4 million and $0.9
million for the three months ended March  31, 2026 and 2025, respectively. As of March  31, 2026, total deferred financing costs net of accumulated
amortization were $8.3 million of which $4.5 million are included in Long-term debt, less current portion, net (related to the senior secured term loan) and
$3.8 million are included in Other assets (related to the senior secured revolving credit facility) in the Unaudited Condensed Consolidated Balance Sheets.
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Each of the loans under the Amended Credit Agreement mature on December 18, 2030, at which time all outstanding loans, together with all accrued
and unpaid interest, must be repaid and the revolving credit facility commitments will terminate. Future maturities of long-term debt are $35.0 million per
year payable in equal quarterly installments during 2026, 2027, 2028 and 2029, with the remaining balance of $604.9 million due in 2030 upon maturity.
The Company is also required to prepay the term loans with the net cash proceeds from any disposition of certain assets (subject to reinvestment rights) or
from the incurrence of any unpermitted debt. The Company may borrow, repay and reborrow the revolving loans until December 18, 2030, prepay any of
the term loans, and terminate any of the commitments, in whole or in part, at any time without premium or penalty, subject to certain conditions and the
reimbursement of certain lender costs in the case of prepayments of certain types of loans.

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 March 31, 2026.

Note 9 – Stock-Based Compensation

The Company recorded stock-based compensation expense of $2.4 million and $1.0 million for the three months ended March 31, 2026 and 2025,
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 $0.3 million as of March 31, 2026
and $0.3 million as of December  31, 2025 was included in Accrued expenses and other current liabilities in the Unaudited Condensed Consolidated
Balance Sheets.

Note 10 – Stockholders’ Equity

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 three months of 2026, no repurchases were made.
During the first three months of 2025, the Company repurchased 320,638 shares of DSG common stock under the repurchase program at an average cost of
$34.94 per share for a total cost of $11.2 million. The remaining availability for stock repurchases under the program was $32.9 million at March 31, 2026.
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Note 11 – Earnings Per Share

The following table provides the computation of basic and diluted earnings per share:

Three Months Ended March 31,
(in thousands, except share and per share data) 2026 2025

Basic income per share:
Net income (loss) $ 382  $ 3,261 
Basic weighted average shares outstanding 46,190,598  46,601,426 
Basic income (loss) per share of common stock $ 0.01  $ 0.07 

Diluted income per share:
Net income (loss) $ 382  $ 3,261 
Basic weighted average shares outstanding 46,190,598  46,601,426 
Effect of dilutive securities 839,682  798,952 
Diluted weighted average shares outstanding 47,030,280  47,400,378 
Diluted income (loss) per share of common stock $ 0.01  $ 0.07 

The securities that were excluded from the calculation of diluted earnings per share because their inclusion would be anti-dilutive were as follows:

Three Months Ended March 31,
2026 2025

Stock options 1,574,783  1,369,868 
Other stock-based awards 1,036  736 

Note 12 – Income Taxes

The Company recorded income tax expense of $0.4 million, a 49.5% effective tax rate for the three months ended March 31, 2026. An income tax
expense of $2.3 million, a 40.9% effective tax rate was recorded for the three months ended March 31, 2025. The effective tax rate for the three months
ended March 31, 2026 differs from the U.S. statutory rate primarily due to state taxes, foreign income and a change in valuation allowances related to
interest expense limitation deferred tax assets and other discrete items. The effective tax rate for the three months ended March 31, 2025 differs from the
U.S. statutory rate primarily due to state taxes, foreign income and a change in valuation allowances related to interest expense limitation deferred tax
assets.

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
March 31, 2026, the Company is subject to U.S. federal income tax examinations for the years 2022 through 2024 and income tax examinations from
various other jurisdictions for the years 2018 through 2024.

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 would subject the company to foreign withholding taxes and may subject the Company to U.S. federal and state taxes.
Determination of the amount of unrecognized deferred tax liability related to indefinitely reinvested profits is not feasible primarily due to the Company’s
legal entity structure and the complexity of U.S. tax laws.

Note 13 – Segment Information

The Company’s CODM is the Chief Executive Officer of DSG. For each reportable segment, the CODM uses segment operating income (loss) to
allocate resources (including employees and financial resources) in a way to manage and grow margins.

The Company has four reporting segments: Lawson, TestEquity, Gexpro Services and Canada Branch Division. A description of our reportable
segments is as follows:
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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 is a distributor of industrial MRO supplies, safety products, fasteners, power tools and related value-add services to the
Canadian MRO market through the sale of products and services via warehouse shipments and to its walk-up customers through 35 branch locations.

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.
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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 March 31,
(in thousands) 2026 2025
Revenue

Lawson $ 123,736  $ 120,462 
TestEquity 204,176  188,773 
Gexpro Services 117,648  118,905 
Canada Branch Division 51,022  50,543 
Intersegment revenue elimination (587) (654)

Total revenue $ 495,995  $ 478,029 

Cost of goods sold
Lawson $ 58,749  $ 52,228 
TestEquity 158,582  147,016 
Gexpro Services 81,891  81,799 
Canada Branch Division 33,812  33,646 
Intersegment cost of goods sold elimination (378) (640)

Total cost of goods sold $ 332,656  $ 314,049 

Selling, general and administrative expenses
Lawson $ 61,931  $ 61,918 
TestEquity 41,547  37,627 
Gexpro Services 27,356  25,865 
Canada Branch Division 16,824  16,246 
All Other 2,051  2,227 

Total operating expenses $ 149,709  $ 143,883 

Operating income (loss)
Lawson $ 3,056  $ 6,316 
TestEquity 4,047  4,130 
Gexpro Services 8,401  11,241 
Canada Branch Division 386  651 
All Other (2,260) (2,241)

Total operating income (loss) $ 13,630  $ 20,097 

Reconciliation to income (loss) before income taxes
Interest expense $ (12,171) $ (14,215)
Change in fair value of earnout liabilities —  (1,000)
Other income (expense), net (702) 632 

Income (loss) before income taxes $ 757  $ 5,514 

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 March 31, 2026
Revenue from external customers $ 123,689  $ 203,764  $ 117,543  $ 50,999  $ —  $ 495,995 
Intersegment revenue 47  412  105  23  (587) — 

Revenue $ 123,736  $ 204,176  $ 117,648  $ 51,022  $ (587) $ 495,995 
Three Months Ended March 31, 2025
Revenue from external customers $ 120,440  $ 188,456  $ 118,593  $ 50,540  $ —  $ 478,029 
Intersegment revenue 22  317  312  3  (654) — 

Revenue $ 120,462  $ 188,773  $ 118,905  $ 50,543  $ (654) $ 478,029 

Total assets by segment and long-lived assets by geographic area were as follows:
(in thousands) March 31, 2026 December 31, 2025
Total assets by segment

Lawson $ 539,809  $ 548,169 
TestEquity 638,485  624,829 
Gexpro Services 371,250  351,552 
Canada Branch Division 224,182  210,625 
All Other 16,278  13,446 

Total $ 1,790,004  $ 1,748,621 

Long-lived assets by geographic area
United States $ 783,709  $ 796,554 
Canada 152,159  142,183 
Europe 30,808  31,006 
Pacific Rim 5,733  5,967 
Latin America 3,058  3,224 
Other —  — 

Total $ 975,467  $ 978,934 

Long-lived assets include property, plant and equipment, rental equipment, goodwill, intangibles, right of use operating lease assets, and other assets.

Refer to Note 4 – Revenue Recognition for disaggregated revenue by geographic area.

(1)

(1)    
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Capital expenditures and depreciation and amortization by segment were as follows:
Three Months Ended March 31,

(in thousands) 2026 2025
Capital expenditures

Lawson $ 1,367  $ 3,976 
TestEquity 6,461  3,188 
Gexpro Services 716  987 
Canada Branch Division 368  356 
All Other —  — 

Total $ 8,912  $ 8,507 

Depreciation and amortization
Lawson $ 6,714  $ 6,552 
TestEquity 8,280  8,128 
Gexpro Services 3,129  3,453 
Canada Branch Division 1,601  1,846 
All Other —  — 

Total $ 19,724  $ 19,979 

Note 14 – Commitments and Contingencies

The Company is a party to various legal proceedings that have arisen in the ordinary course of business. The Company records accruals for loss
contingencies when losses are probable and reasonably estimable. The Company is not currently aware of any litigation matters or loss contingencies that
would reasonably be expected to have a material adverse effect on our business, financial position, results of operations or cash flows.

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 $0.2 million for both the three months ended March 31, 2026 and 2025 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
36.4 million shares of DSG common stock as of March 31, 2026 representing approximately 78.7% of the outstanding shares of DSG common stock as of
March 31, 2026.

Principal Executive Office Lease

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.

Note 16 – Recent Developments

On March 14, 2026, the Company received an unsolicited preliminary, non-binding proposal from LKCM Headwater Investments, LLC, together with
its affiliates and related parties which includes LKCM (the “LKCM Group”), to acquire all of the outstanding shares of the Company’s common stock not
currently owned by LKCM Group for $29.50 per share in cash (the
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“Take-Private Proposal”). As of the date of such filing, LKCM Group, together with its affiliates, beneficially owned approximately 78.7% of the
Company’s outstanding shares of common stock. On April 6, 2026, the Company’s Board of Directors formed a special committee comprised of
independent and disinterested directors (the “Special Committee”) to review, evaluate and negotiate the Proposal and determine the Company’s response
thereto. The Special Committee has retained independent legal counsel and an independent financial advisor to assist it in connection with its review. The
Proposal is preliminary and non-binding and is subject to, among other things, confirmatory due diligence, negotiation and execution of definitive
documentation, and may be modified or withdrawn at any time. There can be no assurance that the Special Committee will recommend the Proposal, that
any definitive agreement will be executed, that any required approvals will be obtained, or that any transaction will be approved or consummated on the
proposed terms, or at all.
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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, 2025.

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

Organization and Structure

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. A
summary of our reportable segments is presented below. For additional details about our segments see Note 1 – Nature of Operations and Basis of
Presentation and Note 13 – 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 is a distributor of industrial MRO supplies, safety products, fasteners, power tools and related value-add services to the
Canadian MRO market through the sale of products and services via warehouse shipments and to its walk-up customers through 35 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

Eastern Valve Acquisition

On March 9, 2026, DSG completed the acquisition of Eastern Valve & Control Specialties Ltd. (“Eastern Valve” and the “Eastern Valve Transaction”).
Eastern Valve is located in Paradise, Newfoundland, Canada, and supplies and services industrial valve products throughout Atlantic Canada. Eastern Valve
was acquired to expand DSG’s operating footprint in the Canadian market.

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 customer bases
and expanding the digital capabilities across our platform.
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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 52.6 in the three months ended March 31, 2026, compared to 50.1 in the
three months ended March 31, 2025.

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

The North American market for test and measurement, industrial, and electronic production supplies is highly fragmented, with competition ranging
from global to regional distributors. We believe TestEquity stands out through its portfolio of specialized brands, technical knowledge, and digital
platforms, each tailored to serve specific needs across the electronics lifecycle. These brands maintain unique identities and address every stage of the
electronics process—from R&D to assembly and ongoing maintenance. This multi-brand approach enables TestEquity to offer an extensive product range,
expert support, and tailored technical solutions, positioning it as a trusted partner across diverse customer requirements.

Revenue growth is fueled by TestEquity’s comprehensive catalog of test and measurement equipment, electronic production supplies, and industrial
tools, supported by a high-touch, consultative sales model. Strategic acquisitions have expanded its customer base and strengthened recurring rental
revenue. We believe that continued investments in e-commerce, rising demand from high-growth sectors like aerospace and telecommunications, and
TestEquity’s strong positioning as a preferred vendor amid supplier consolidation will contribute to sustained momentum and long-term value creation.

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 is a distributor of industrial MRO supplies, safety products, fasteners, power tools and related value-add services to the
Canadian MRO market through the sale of products and services via warehouse shipments and to its walk-up customers through 35 branch locations.
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Canada Branch Division’s strategy is to grow revenue through increasing wallet share with existing customers, via introduction of new product lines
and services in geographic areas that were underserviced previously. Additionally, Canada Branch Division will engage new customers and additional ship-
to locations with its national sales team.

Supply Chain Disruptions and Tariffs

We continue to be affected by rising supplier costs caused by inflation, and increased tariffs, transportation and labor costs. We have instituted various
price increases during 2025 and 2026 in response to rising supplier costs and increased tariffs, transportation and labor costs in order to attempt to manage
our gross profit margins.

Factors Affecting Comparability to Prior Periods

Our results of operations are not directly comparable on a year-over-year basis due to acquisition activity. We account for acquisitions under
Accounting Standards Codification 805, Business Combinations (“ASC 805”). Accordingly, the results of acquisitions are only included subsequent to their
respective acquisition dates. Refer to Note 3 – Business Acquisitions within Item 1. Financial Statements for a description of the acquisition completed in
2026 and the reportable segment in which the acquisition’s results of operations are included.

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,
amortization of fair value step-up resulting from acquisitions and other non-recurring items. Management uses operating income and Adjusted EBITDA to
evaluate the performance of its reportable segments. See Note 13 – Segment Information within Item 1. Financial Statements for additional information
about our reportable segments.

The following table provides 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 months ended March  31, 2026 and 2025. 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.
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Reconciliation of Net Income (Loss) to Non-GAAP Adjusted EBITDA (Unaudited)

Three Months Ended March 31, 2026

(in thousands) Lawson TestEquity
Gexpro
Services

Canada
Branch
Division All Other Consolidated

Net income (loss) $ 382 
Income tax expense (benefit) 375 
Other income (expense), net 702 
Interest expense 12,171 

Operating income (loss) $ 3,056  $ 4,047  $ 8,401  $ 386  $ (2,260) $ 13,630 
Depreciation and amortization 6,714  8,280  3,129  1,601  —  19,724 
Stock-based compensation 938  688  365  —  433  2,424 
Severance and acquisition related retention
expenses 745  181  96  119  —  1,141 
Acquisition related costs 24  50  36  643  —  753 
Inventory step-up —  —  —  24  —  24 
Other non-recurring 92  —  —  45  —  137 

Adjusted EBITDA $ 11,569  $ 13,246  $ 12,027  $ 2,818  $ (1,827) $ 37,833 

Three Months Ended March 31, 2025

(in thousands) Lawson TestEquity
Gexpro
Services

Canada
Branch
Division All Other Consolidated

Net income (loss) $ 3,261 
Income tax expense (benefit) 2,253 
Other income (expense), net (632)
Change in fair value of earnout liabilities 1,000 
Interest expense 14,215 

Operating income (loss) $ 6,316  $ 4,130  $ 11,241  $ 651  $ (2,241) $ 20,097 
Depreciation and amortization 6,552  8,128  3,453  1,846  —  19,979 
Stock-based compensation 523  168  —  —  283  974 
Severance and acquisition related retention
expenses 814  678  16  119  1  1,628 
Acquisition related costs 102  (293) 265  —  34  108 
Inventory step-up —  —  —  —  —  — 
Other non-recurring —  —  —  —  —  — 

Adjusted EBITDA $ 14,307  $ 12,811  $ 14,975  $ 2,616  $ (1,923) $ 42,786 

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

Inventory fair value step-up adjustment for acquisition accounting related to acquisitions completed.
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 13
– 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 March 31, 2026 Compared to Three Months Ended March 31, 2025

Consolidated Results of Operations

Three Months Ended March 31,
2026 2025

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

Lawson $ 123,736  24.9% $ 120,462  25.2%
TestEquity 204,176  41.2% 188,773  39.5%
Gexpro Services 117,648  23.7% 118,905  24.9%
Canada Branch Division 51,022  10.3% 50,543  10.6%
Intersegment revenue elimination (587) (0.1)% (654) (0.2)%

Total Revenue 495,995  100.0% 478,029  100.0%
Cost of goods sold

Lawson 58,749  11.8% 52,228  10.9%
TestEquity 158,582  32.0% 147,016  30.8%
Gexpro Services 81,891  16.5% 81,799  17.1%
Canada Branch Division 33,812  6.8% 33,646  7.0%
Intersegment cost of goods sold elimination (378) —% (640) (0.1)%

Total Cost of goods sold 332,656  67.1% 314,049  65.7%
Gross profit 163,339  32.9% 163,980  34.3%
Selling, general and administrative expenses

Lawson 61,931  12.5% 61,918  13.0%
TestEquity 41,547  8.4% 37,627  7.9%
Gexpro Services 27,356  5.5% 25,865  5.4%
Canada Branch Division 16,824  3.4% 16,246  3.4%
All Other 2,051  0.4% 2,227  0.4%

Total Selling, general and administrative
expenses 149,709  30.2 % 143,883  30.1%

Operating income (loss) 13,630  2.7% 20,097  4.2%
Interest expense (12,171) (2.5)% (14,215) (3.0)%
Change in fair value of earnout liabilities —  —% (1,000) (0.2)%
Other income (expense), net (702) —% 632  0.2%

Income (loss) before income taxes 757  0.2% 5,514  1.2%
Income tax expense (benefit) 375  0.1% 2,253  0.5%

Net income (loss) $ 382  0.1% $ 3,261  0.7%

Overview of Consolidated Results of Operations

Our consolidated revenue increased $18.0 million in the first quarter of 2026 compared to the first quarter of 2025 primarily driven by an increase in
organic revenue of $17.2 million or 3.6%. Consolidated gross profit decreased and Selling, general and administrative expenses increased in the first
quarter of 2026 compared to the prior year quarter, primarily to support the increase in revenue.
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Refer to Results by Reportable Segment below for a complete discussion of our results of operations.

Results by Reportable Segment

Lawson Segment
Three Months Ended March 31, Change

(Dollars in thousands) 2026 2025 Amount %
Revenue from external customers $ 123,689  $ 120,440  $ 3,249  2.7 %
Intersegment revenue 47  22  25  N/M

Revenue 123,736  120,462  3,274  2.7 %
Cost of goods sold 58,749  52,228  6,521  12.5 %

Gross profit 64,987  68,234  (3,247) (4.8)%
Selling, general and administrative expenses 61,931  61,918  13  — %

Operating income (loss) $ 3,056  $ 6,316  $ (3,260) (51.6)%
Gross profit margin 52.5 % 56.6 %

Adjusted EBITDA $ 11,569  $ 14,307  $ (2,738) (19.1)%

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.
 Not meaningful

Revenue and Gross Profit

Revenue increased approximately $3.3 million, or 2.7%, to $123.7 million in the first quarter of 2026 compared to $120.5 million in the first quarter of
2025. The increase was primarily driven by increased sales to Lawson’s strategic and government customers, partially offset by a decline in sales to
Lawson’s core customers.

Gross profit decreased $3.2 million, or 4.8%, to $65.0 million in the first quarter of 2026 compared to gross profit of $68.2 million in the prior year
quarter primarily as a result of a sales mix shift toward lower margin customers, increased vendor costs and higher tariff rates on inbound freight partially
offset by customer price increases. Lawson gross profit as a percentage of revenue was 52.5% in the first quarter of 2026 compared to 56.6% in the prior
year quarter. The gross profit margin percentage decrease was primarily due to a sales mix shift toward lower margin customers, increased vendor costs and
higher tariff rates on inbound freight partially offset by customer price increases.

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 remained flat at $61.9 million in the first quarter of 2026 compared to the prior year quarter.

Adjusted EBITDA

During the three months ended March 31, 2026, Lawson generated Adjusted EBITDA of $11.6 million, or 9.3% of sales. This is a decrease of $2.7
million from the same period a year ago primarily driven by the lower gross profit margin percentage partially offset by increased revenue.

(1)

(1)

N/M
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TestEquity Segment
Three Months Ended March 31, Change

(Dollars in thousands) 2026 2025 Amount %
Revenue from external customers $ 203,764  $ 188,456  $ 15,308  8.1 %
Intersegment revenue 412  317  95  30.0 %

Revenue 204,176  188,773  15,403  8.2 %
Cost of goods sold 158,582  147,016  11,566  7.9 %

Gross profit 45,594  41,757  3,837  9.2 %
Selling, general and administrative expenses 41,547  37,627  3,920  10.4 %

Operating income (loss) $ 4,047  $ 4,130  $ (83) (2.0)%
Gross profit margin 22.3 % 22.1 %

Adjusted EBITDA $ 13,246  $ 12,811  $ 435  3.4 %

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

Revenue and Gross Profit

Revenue increased $15.4 million, or 8.2%, to $204.2 million in the first quarter of 2026 compared to $188.8 million in the first quarter of 2025. The
increase was primarily driven by a $19.0  million increase in revenue from test and measurement, rentals, chambers, refurbished, direct and indirect
electronics production supplies partially offset by a $3.6 million decrease in revenue from fabrication and value added services along with a decrease in
revenue from the Europe region.

Gross profit increased $3.8 million to $45.6 million in the first quarter of 2026 compared to gross profit of $41.8 million in the prior year quarter. The
increase was primarily driven by higher sales. TestEquity gross profit as a percentage of revenue increased to 22.3% in the first quarter of 2026 compared
to 22.1% in the prior year quarter primarily due to lower inventory write-offs.

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 $3.9 million to $41.5 million in the first quarter of 2026 compared to $37.6 million in the prior
year quarter. The increase was primarily driven by an increase in stock-based compensation of $0.5 million, higher acquisition expenses of $0.3 million,
higher salaries, commissions and bonuses as part of strategic leadership investments in 2026 and higher incentive compensation with the increase in
revenue. These were partially offset by lower severance and acquisition related retention expenses of $0.5 million.

Adjusted EBITDA

During the three months ended March 31, 2026, TestEquity generated Adjusted EBITDA of $13.2 million or 6.5% of sales. This is an increase of $0.4
million from the same period a year ago, which was primarily driven by the increase in revenue and gross profit margin while leveraging Selling, general,
and administrative expenses over a higher sales base.

(1)

(1)
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Gexpro Services Segment
Three Months Ended March 31, Change

(Dollars in thousands) 2026 2025 Amount %
Revenue from external customers $ 117,543  $ 118,593  $ (1,050) (0.9)%
Intersegment revenue 105  312  (207) (66.3)%

Revenue 117,648  118,905  (1,257) (1.1)%
Cost of goods sold 81,891  81,799  92  0.1 %

Gross profit 35,757  37,106  (1,349) (3.6)%
Selling, general and administrative expenses 27,356  25,865  1,491  5.8 %

Operating income (loss) $ 8,401  $ 11,241  $ (2,840) (25.3)%
Gross profit margin 30.4 % 31.2 %

Adjusted EBITDA $ 12,027  $ 14,975  $ (2,948) (19.7)%

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

Revenue and Gross Profit

Revenue decreased $1.3 million, or 1.1%, to $117.6 million in the first quarter of 2026 compared to $118.9 million in the first quarter of 2025. The
decrease in revenue was primarily driven by a decline of $4.3 million and $1.5 million in the renewables and aerospace and defense vertical markets,
respectively, partially offset by increases of $3.5 million in the industrial power vertical market and $1.5 million in the consumer and industrial vertical
market. The changes in these vertical markets are inclusive of the pass through of tariff charges of approximately $2.8 million.

Gross profit decreased $1.3 million to $35.8 million in the first quarter of 2026 compared to gross profit of $37.1 million in the prior year quarter,
primarily due to lower revenue. Gexpro Services gross profit as a percentage of revenue decreased to 30.4% in the first quarter of 2026 compared to 31.2%
in the prior year quarter primarily as a result of the pass through of tariff charges of approximately $2.8 million which negatively impacted the gross margin
percentage by approximately 70 basis points.

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 $1.5 million to $27.4 million in the first quarter of 2026 compared to $25.9 million in the prior
year quarter primarily driven by higher medical claim costs and stock-based compensation of $0.4 million.

Adjusted EBITDA

During the three months ended March 31, 2026, Gexpro Services generated Adjusted EBITDA of $12.0 million or 10.2% of sales. This is a decrease of
$2.9 million from the same period a year ago primarily driven by lower revenue.

(1)

(1)
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Canada Branch Division Segment
Three Months Ended March 31, Change

(Dollars in thousands) 2026 2025 Amount %
Revenue from external customers $ 50,999  $ 50,540  $ 459  0.9 %
Intersegment revenue 23  3  20  N/M

Revenue 51,022  50,543  479  0.9 %
Cost of goods sold 33,812  33,646  166  0.5 %

Gross profit 17,210  16,897  313  1.9 %
Selling, general and administrative expenses 16,824  16,246  578  3.6 %

Operating income (loss) $ 386  $ 651  $ (265) (40.7)%
Gross profit margin 33.7 % 33.4 %

Adjusted EBITDA $ 2,818  $ 2,616  $ 202  7.7 %

Refer to the Non-GAAP Adjusted EBITDA section in Overview for a reconciliation of Adjusted EBITDA to operating income.
 Not meaningful

Revenue and Gross Profit

Revenue increased $0.5 million to $51.0 million in the first quarter of 2026 compared to $50.5 million in the first quarter of 2025 primarily driven by
$0.8 million of additional revenue generated by the 2026 acquisition of Eastern Valve.

Gross profit increased $0.3 million to $17.2 million in the first quarter of 2026 compared to gross profit of $16.9 million in the prior year quarter
primarily from the inclusion of additional gross profit of $0.3 million from the acquisition of Eastern Valve. Gross profit as a percentage of revenue
increased slightly to 33.7% in the first quarter of 2026 compared to 33.4% in the prior year quarter.

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 $0.6 million to $16.8 million in the first quarter of 2026 compared to $16.2 million in the prior
year quarter. The increase was primarily driven by approximately $0.1 million of additional expenses from Eastern Valve after its acquisition and higher
acquisition related expenses of $0.6 million.

Adjusted EBITDA

During the three months ended March 31, 2026, Canada Branch Division generated Adjusted EBITDA of $2.8 million, or 5.5% of sales. This is an
increase of $0.2 million from the same period a year ago, primarily driven by approximately $0.1 million of adjusted EBITDA generated by the 2026
acquisition of Eastern Valve.

Consolidated Non-operating Income and Expense

Three Months Ended March 31, Change
(Dollars in thousands) 2026 2025 Amount %
Interest expense $ (12,171) $ (14,215) $ 2,044  (14.4)%
Change in fair value of earnout liabilities $ —  $ (1,000) $ 1,000  (100.0)%
Other income (expense), net $ (702) $ 632  $ (1,334) N/M
Income tax expense (benefit) $ 375  $ 2,253  $ (1,878) (83.4)%

 Not meaningful

(1)

(1)

N/M

N/M
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Interest Expense

Interest expense decreased $2.0 million in the first quarter of 2026 compared to the prior year quarter primarily due to lower average outstanding
borrowings and lower average interest rates in 2026.

Change in Fair Value of Earnout Liabilities

The $1.0 million expense in the first quarter of 2025 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 $1.3 million change in the first quarter of 2026 compared to the same period of 2025 is primarily due to a decrease in the gain on the sale
of property, plant and equipment and unfavorable changes in foreign currency exchange rates.

Income Tax Expense (Benefit)

Income tax expense was $0.4 million, a 49.5% effective tax rate for the three months ended March 31, 2026 compared to an income tax expense of
$2.3 million and a 40.9% effective tax rate for the three months ended March 31, 2025. 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, state taxes and foreign income. The income tax
expense recorded in the first quarter of 2026 is based on the estimated year-end effective tax rate.

LIQUIDITY AND CAPITAL RESOURCES

Cash and cash equivalents were $52.7 million on March 31, 2026 compared to $61.8 million on December 31, 2025.

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. As of March 31, 2026, the Company had $52.7 million of cash and cash
equivalents and $350.2 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 December 2030. Required principal payments on the Amended Credit Agreement for the next twelve months are $35.0 million. Refer to Note 8 –
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 currently 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, including in response to the implementation of new tariffs as part of the U.S. trade policy and any reciprocal or retaliatory tariffs
thereto) 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:
  Three Months Ended March 31,
(in thousands) 2026 2025 Change
Net cash provided by (used in) operating activities $ (20,359) $ (4,762) $ (15,597)
Net cash provided by (used in) investing activities $ (21,824) $ (5,053) $ (16,771)
Net cash provided by (used in) financing activities $ 32,046  $ 7,633  $ 24,413 
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Cash Provided by (Used in) Operating Activities

Net cash used in operating activities for the three months ended March 31, 2026 was $20.4 million primarily due to net income including non-cash
items, partially offset by investments in trade working capital and other net cash flow items.

Net cash used in operating activities for the three months ended March 31, 2025 was $4.8 million, primarily due to net income including non-cash
items offset by investments in trade working capital and other net cash flow items.

Cash Provided by (Used in) Investing Activities

Net used in investing activities for the three months ended March 31, 2026 was $21.8 million, primarily due to the purchase of Eastern Valve, as well
as purchases of property, plant and equipment and rental equipment, partially offset by the sale of property, plant and equipment and rental equipment.

Net cash used in investing activities for the three months ended March 31, 2025 was $5.1 million, primarily due to purchases of property, plant and
equipment and rental equipment which was partially offset by the sale of property, plant and equipment and rental equipment.

Cash Provided by (Used in) Financing Activities

Net cash provided by financing activities for the three months ended March 31, 2026 was $32.0 million primarily due to net borrowings on the
revolving credit facility partially offset by principal payments on the term loans.

Net cash provided by financing activities for the three months ended March  31, 2025 was $7.6 million primarily due to net borrowings on the
revolving credit facility partially offset by principal payments on the term loans and share repurchases.

Financing and Capital Requirements

Credit Facility

The Amended Credit Agreement includes $700 million of term debt and a revolving credit arrangement of $400 million and permits the Company to
increase the commitments under the credit facility from time to time by up to $500 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 8 – Debt within Item
1. Financial Statements for a description of the Amended Credit Agreement.

On March  31, 2026, we had $736.6 million in outstanding borrowings under the Amended Credit Agreement and $350.2 million of borrowing
availability remaining, net of outstanding letters of credit, under the senior secured revolving credit facility component.

As of March 31, 2026, we were in compliance with all financial covenants under our Amended Credit Agreement. While we were in compliance with
our financial covenants as of March 31, 2026, 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 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 March 31, 2026, we had contractual commitments to purchase approximately $277.8 million of products from our suppliers and contractors over
the next twelve months.

Capital Expenditures

During the three months ended March  31, 2026, total net capital expenditures for property, plant and equipment and rental equipment were
$5.6 million including proceeds from the sale of property, plant and equipment and rental equipment. The Company expects to spend approximately $25.0
million to $30.0 million for net capital expenditures during the full fiscal 2026 year to support ongoing operations.
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Stock Repurchase Program

The Company’s Board of Directors previously authorized a stock repurchase program that permits the Company to repurchase DSG 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 three months ended March 31, 2026, no repurchases were made. During the three months ended March 31, 2025, the Company repurchased
320,638 shares of DSG common stock under the repurchase program at an average cost of $34.94 per share for a total cost of $11.2 million. The remaining
availability for stock repurchases under the program was $32.9 million as of March 31, 2026. See Note 10 – Stockholders’ Equity within Item 1. Financial
Statements for further information.

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, 2025. 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.

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.

37



Table of Contents

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.

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 0.00% 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 Adjusted Daily Simple SOFR (each as defined in the Amended Credit Agreement), plus, in each
case, an additional margin ranging from 1.00% 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 8 – Debt within Item 1. Financial Statements for information
about the Amended Credit Agreement.

As of March  31, 2026, 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 $7.4 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 Eastern Valve Transaction and the complexity of systems and business processes, we intend to exclude Eastern Valve from our
assessment and report on internal control over financial reporting for the year ending December 31, 2026. Other than the Eastern Valve 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
March 31, 2026 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

The Company is a party to various legal proceedings that have arisen in the ordinary course of business. While the Company is unable to predict the
outcome of these lawsuits with certainty, it currently believes that the ultimate resolution will not have, either individually or in the aggregate, a material
adverse effect on the Company’s business, consolidated financial position, cash flows, or results of operations.

ITEM 1A. RISK FACTORS
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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, 2025.

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 three months ended March 31, 2026.

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. The stock repurchase program does not have an expiration date.
There were no repurchases of any shares of DSG common stock during the three months ended March 31, 2026.

ITEM 5. OTHER INFORMATION

During the quarter ended March 31, 2026, 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).

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.
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 March 31, 2026, 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 March  31, 2026, formatted in Inline XBRL and
contained in Exhibit 101

* 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: April 30, 2026   /s/ J. Bryan King

 

J. Bryan King
Chairman, President and Chief Executive Officer


(principal executive officer)

Dated: April 30, 2026   /s/ Ronald J. Knutson

 

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


(principal financial officer)

Dated: April 30, 2026 /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: April 30, 2026

/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: April 30, 2026

/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 March 31, 2026 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.

April 30, 2026

/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)


