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To Our Shareholders, Employees, Customers and Suppliers:

Though challenging, 2009
was a year of improvement
for the Coast Distribution

System. The difficult decisions we
made during the past year resulted in better
operating results as compared to 2008.

Significant economic challenges have
impacted our core business. Despite that,
we were able to maintain our position with
our customers by providing a broad base
of high quality, low-cost products, though
at lower volumes given the continued
softness in the purchase and usage of RVs
and boats. The strength of our product
offering enabled Coast to improve 2009
gross margin levels to 18.8 percent,
up from 18.6 percent in the prior year,
despite the lower revenues. In addition,
the significant work we accomplished to
reduce our operating costs enabled us
to reduce SG&A expenses by more than
$8 million as compared to 2008, and
ultimately led to our return to profitability
in 2009.

Year in Review

Industry associations for both RVs and
boats reported the fourth consecutive
year of declining sales and second
consecutive year of significant declines
in shipments. Quantifying these declines,
for example, the Recreational Vehicle
Industry Association (RVIA) reported RV
shipments were down 30.1 percent in
2009, which followed a 32.9 percent year-
over-year decline in 2008. Because of
the continued recessionary pressures,
unstable fuel prices, and constrained
availability of consumer and business
credit, independent RV dealerships - our
primary customer — experienced another
year of declines in unit sales and lot traffic,
which negatively affected our sales.

As we sought to counteract the impact
of the recession on our operations, we
implemented a number of actions to reduce
costs and improve operating efficiencies.
Beginning in the second half of 2008 and
continuing into the first half of 2009, we
reduced staffing levels and implemented a
10 percent, across-the-board reduction in
management compensation and employee
wages. We replaced our costly annual trade
show with a more efficient and effective
online sales program, and restructured our
sales teams to add inside sales focus to

new and existing accounts. We also worked
closely with our vendors and other business
partners to secure discounts and other cost
reductions, further enhancing our ability
to offer products of high quality and low
cost. The strength of our product offering
— coupled with reductions in shipping and
fuel costs, lower warehouse labor and
distribution costs, and a change in product
mix to a greater proportion of higher-margin
products — enabled us to post a modest
increase in gross margin even in the face of
a 22 percent drop in revenues.

In 2009, we experienced the full-year
impact of the combined actions we initiated
in late 2008, generating a significant
improvement in operating expenses.
SG&A costs were reduced by $8 million,
or 30.1 percent over the prior year. This
decline was a driving force in the return to
profitability at Coast in 2009. For the year
ended Dec. 31, 2009, we reported net
income of $99,000, or $0.02 per diluted
share, compared with a net loss of $1.8
million, or $0.41 per diluted share for
2008. Net sales fell to $103.2 million in
2009 compared to $132.2 million in the
prior year.

On the balance sheet, we made
considerable progress in enhancing the
efficient use of our assets and managing
our capital structure. We reduced our
overall working capital investment to
$34.5 million, from $40.4 million in 2008,

which was driven primarily by a $7.7

million reduction in inventory levels. This
improvement in managing our assets
enabled us to reduce our long-term debt
by $7.4 million by year end.

Looking Ahead to 2010

We are expecting another challenging
year in 2010, as the economic concerns
and uncertainties felt among businesses
and consumers have extended into the
current year. Persistent high rates of
unemployment, continued tightness in
the availability of credit for businesses
and consumers, and volatile consumer
sentiment continue. Although the RVIA is
forecasting a positive year in 2010, with
wholesale shipments expected to rise 30
percent over the depressed levels of 2009,
much of this growth may be driven by
restocking of dealer inventories rather than
increased purchases by consumers.

While the level of unit sales for 2010 is still
uncertain, we are convinced that people are
still using the RVs they own and enjoying the
RV lifestyle more than ever. Recent reports
indicate that some RV camps and resorts
are seeing double-digit percentage jumps in
occupancy, with particular strength among
younger consumers with families. This new
trend in usage bodes well for aftermarket
product demand.

Overall, our primary strategic goals for
2010 are to capture additional market
share and improve gross margins by
continuing to focus on our high quality,
low-cost products. This means an
emphasis on further increasing our sales
of higher-margin proprietary products that
are sourced at the lowest cost factories
able to meet our quality requirements.
We will also closely monitor our operating
expenses, particularly SG&A costs, as we
continue working to improve our overall
efficiency.

By pursuing these objectives, we believe
we can achieve a modest improvement in
our operating results in 2010 as compared
to 2009, assuming that economic and
market conditions in the United States
and Canada stabilize and the overall
availability of credit improves. Should
conditions deteriorate, we will be prepared
to implement additional actions to reduce
costs and maintain our operations.

Looking beyond 2010, we're confident
that we have positioned ourselves to gain
considerable earnings leverage when the
market does begin to recover.

We appreciate the continued, active
involvement and considered guidance of
our Board of Directors, as well as the
dedication of our employees. We are also
particularly grateful for the support of our
shareholders, customers and suppliers in
these difficult times. On behalf of the Coast
Distribution System team, we thank you and
look forward to reporting our 2010 results.

Jim Musbach
Chief Executive Officer

Thomas R. McGuire
Executive Chairman



United States Securities and Exchange Commission  washington, D.C. 20549

FORM 10-K

(Mark One)
Annual Report Pursuant To Section 13 or 15(D) Of The Securities Exchange Act Of 1934
For the fiscal year ended December 31, 2009
OR
O Transition Report Pursuant To Section 13 or 15(D) Of The Securities Exchange Act Of 1934 [NO FEE REQUIRED]
For the transition period from to

Commission file number 1-9511

The Coast Distribution System, Inc.

(Exact name of Registrant as specified in its charter)

Delaware 94-2490990

(State or other jurisdiction of incorporation or organization) (L.R.S. Employer Identification No.)
350 Woodview Avenue, Morgan Hill, California 95037

(Address of principal executive offices) (Zip Code)

(408) 782-6686

(Registrant's telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, par value, $.001 per share American Stock Exchange
Preferred Share Purchase Rights, $0.001 per share American Stock Exchange
(Title of Class) (Name of Each Exchange on Which Registered)

Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes O  No X.

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 of 15(d) of the Act. Yes 0  No .

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding
12 months (or for such shorter period that the registrant was required to submit and post such files). Yes 1  No [.

Indicate by check mark if disclosure of delinguent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of Registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part I of this
Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
“accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer OJ Accelerated filer O Non-accelerated filer O3 Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes 0  No K.

The aggregate market value of the outstanding shares of Common Stock held by non-affiliates of Registrant as of June 30, 2009, the
last day of the second quarter of fiscal 2009, which was determined on the basis of the closing price of Registrant’s shares on that date,
was approximately $8,862,000.

As of March 17, 2010, a total of 4,449,431 shares of Registrant's Common Stock were outstanding.



Table of Contents

The Coast Distribution System, Inc.
Annual Report on Form 10-K | For The Year Ended December 31, 2009

Forward LooKIng STateIMENES ................ocooiiiiiiiicei ettt et ettt e e ese et e eb e et b e b e et e eae et e e st en et e et e bt sa et et e 3
Partl
item 1. BUSINESS ..ttt e e e et ae e e e ———eeeeas it aeteae bbbt £ e e et hebe e e et et b e r e e e e raer e e e e s aanaeeesaas 3
Item la. RISK F G 0TS ..ottt et e e ettt e et e e e et e e et e e e b e ettt ae s bb e e bbb e e be e e et e e e nnneeeneees 6
ltem 1b. UNresolVed STaff COMMENTS .....iiiiiiii et e et e e e e et et e e bbb e e e e s et e e e st r e s e s e e aasataee s 10
item 2. Properties .........cccccovevvveeennnn. ettt eeteeeeeeteeeieteeeeeetteeeeohheeeeeteteeeateeeeatbeeeateeeeatheeenheteeaebee e e abeee e n e e e e e re e saben e e ebaeenane s 10
Item 3. LA PrOCEEAINGS ... ettt ettt ettt et et e eab et a4 bt eeaab et e e hb e e e b b e e e h e e b e e e n b e e et bt e nnr e e naba e e natneea 11
Executive Officers of the REGISITANT ...ttt e e eb e et e e sbeaeaeeneeesneneans 11
Part II
ltem 5. Market for the Registrant’s Common Equity, Related Stock Holder Matters & Issuer Purchases of Equity Securities ........ 12
item 6. SeleCted FINANCIAI DAtA......ueiiieiiiieeeeee e bbbttt ettt e e e e e e e e e e e e e e s e e e s e nnaninens 14
ftem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations..........cccoceveviiniiiiceneene 14
MANAZEMENT OVEIVIEW .....viiiieieeii et eetie ettt e et ee et e e ete e st e e e s seesaeeesseeass e e s aesateeesssesbe e et bt abee e bt aanbeesbeesneeenaneenesaane 14
Critical Accounting Policies and Use Of ESHMAES ....vuiiiiiiiiiiieiiiciece ettt et e e e e e ine e e e e annens 16
RESUIS OF OPEIATIONS ...ttt et e e sttt et e e e et e e e e e eatb e e e e s e sanb b et e e e s s asnmsbeteeeesnntneeeeasesneraeees 19
Liquidity and Capital RESOUITES .......ooeeieeeeie ettt ettt e e et e e st e e ettt e s e bt e e satsaessnaaaeansseeennseennnns 21
Seasonality and INFIAHION.........eii e ettt e e e e ettt e e e e sttt e e e e e e sntt b e e e e e stberee e e s ennreeaee e e nenas 22 .
ltem 7a. Quantitative and Qualitative Disclosures About Market RiSK .......c.ooviiioiiiiir e 23
ltem 8. Financial Statements, Supplementary Data.............ooooiiiiiiii it a e aeeaeaan 24
index to Consolidated Financial StatemMENtS...........oii ittt ee e et e e et e e e e e eenneeeeean 24
Report of Burr Pilger Mayer, Inc., Independent Registered Public Accounting Firm .......cccoviciiivinncnieninicecnnces 25
Consolidated Balance Sheets at December 31, 2009 and 2008 .........coooiiiiiiieieeeee et e s 26
Consolidated Statements of Operations for the Years ended December 31, 2009, 2008 and 2007........cccccvveeeeenneee. 27
Consolidated Statements of Cash Flows for the Years ended December 31, 2009, 2008 and 2007.......ccccccevveeennene. 28
Consolidated Statements of Stockholders’ Equity the Years ended December 31, 2009, 2008 and 2007 ................ 29
Notes to Consolidated Financial Statements ...... .o e e 30
Schedule 1l—Valuation and Qualifying Accounts December 31, 2009, 2008 and 2007 .........cccoveveeeieiiiiiereeeenennnn. 39
[tem 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures ............ccccccieviieeeen. 40
[tem 9a (T). CONtrolS @nNd PrOCEAUIES ........o oottt e e e e et e e e e ta e e e natb e e e st s e e ataea s aaneeeantaeannseeanreeenn 40
[tem Ob. O INOIMMATION ...ttt e e e et e e e o e st e e e e e ens e eeaeeen s esteeae e nbaeaaseeaantaeaeeeaannenean 41
Part III
Item 10. Directors And Executive Officers of the Registrant ...t 41
Item 11. EXECUTIVE COMPENSALION ...eiiinieiii ettt ee e et e e e e e e e ea e e s e eaaseb e e sansee e e ebeeesmeeeeesanesasntbeeenasaeansaneesarnennns 46
[tem 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters..................... 50
[tem 13. Certain Relationships and Related Transactions and Director Independence.........c.cvccverieiriccenniecenniceenceesnen 51
item 14. Principal AcCountant FEES @nd SEIVICES .....couuiiiii et ce e et e s e aeree s 52
Part IV :
ftem 15. Exhibits and Financial Statements and SChEQUIES ........ccvuviiiiiie it e 52
SEGNATUIES ..ottt et et s et b b E b e L bt b e e e R bR e R R b r et b e n et n et ene et 53
0T S H 338 0T L USRS 55

Exhibit 21 Subsidiaries of Registrant

Exhibit 23.1  Consent of Burr Pilger Mayer, Inc., Independent Registered Public Accounting Firm

Exhibit 31.1  Certifications of Chief Executive Officer under Section 302 of the Sarbanes-Oxley Act of 2002
Exhibit 31.2  Certifications of Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act of 2002
Exhibit 32.1  Certification of Chief Executive Officer under Section 906 of the Sarbanes-Oxley Act of 2002
Exhibit 32.2  Certification of Chief Financial Officer under Section 906 of the Sarbanes-Oxley Act of 2002



The Coast Distribution System, Inc.

Forward Looking Statements

Statements contained in this Annual Report that are not historical
facts or that discuss our expectations, beliefs or views regarding
our future operations or future financial performance, or financial
or othér trends in our business or markets, constitute “forward-
looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended (the “1933 Act”) and Section
21E of the Securities Exchange Act of 1934, as amended (the
“1934 Act”). Forward-looking statements can be identified by
the fact that they do not relate strictly to historical or current
facts. Often, they include the words such as “believe,” “expect,”
“anticipate,” “intend,” “plan,” “estimate,” “project,” or words of
similar meaning, or future or conditional verbs such: as “will,”
“would,” “should,” “could,” or “may.” The expectations, beliefs
or views regarding our future financial condition or financial
performance or trends in our business or markets that are set
forth in-the forward-looking statements contained -in this Report
are based.on current information and are subject to a number of
risks and uncertainties that could cause our financial condition
or operating results in the future to differ, possibly. significantly,
from those expected at the current time. Those risks and
uncertainties are described in ltem 1A of .Part | of this Report in
the Section entitled “RISK FACTORS" and some of the factors and
uncertainties that can affect our business, financial condition and
results of operations also are set forth in Part 1| of this Report in the
Section entitled “MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS".
Readers of this Report are urged to read the cautionary statements
contained in those Sections of this Report.

Due to these risks and uncertainties, readers are cautioned not to
place undue reliance on forward-looking statements contained in
this Report, which speak only as of the date of this Annual Report.
We undertake no obligation to update or revise any forward-looking
statements, whether as a result of new information, future events
or otherwise, except as may otherwise be required by applicable
law or the rules of the American Stock Exchange.

e

Part ]

Item 1. Business :
References in this Annual Report to “Coast, us,” or “our”
or to the “Company” shall mean The Coast D:stnbutlon System, Inc
and its subsidiaries taken as a whole.

” u " ou

Overview of Our Business

The Coast Distribution System, Inc. is, we believe, one of the
largest wholesale suppliers of replacement parts, supplies and
accessories for recreational vehicles (“RVs”), and boats in North
America. We supply almost 12,000 products and serve more
than 18,000 customers throughout the United States and Canada,
from 13 regional distribution centers in the United States that
‘are located in California, Texas, Oregon, Arizona, Colorado, Utah,

‘consumers that own or use RVs or boats.

Indiana, Pennsylvania, New York, Georgia, Florida and Wisconsin
and 4 regional distribution centers in Canada located, respectively,
in Montreal, Toronto, Calgary and Vancouver. Our customers are
comprised primarily of RV and boat dealers and RV and boating
parts supply stores’and service centers (“Aftermarket Customers”),
which resell the products they purchase from us, ‘at retail, to
Reference is made
to Note G to our Consolidated Financial Statements, contained
in Item 8 of this Report, for certain information regarding the
respective operating results of the Companys operations in the
United States and Canada.

We have introduced into the marketplace a number of products
that have been designed specifically for us by independent product
design firms or product manufacturers and are manufactured for
us, generally on an exclusive “basis, by a number of different
independent manufacturers. We market these products (which are
referred to in this Annual Report as either “proprietary products”
r “Coast branded products”) under our own brand-names in
competition with or, in some cases that are compiementary to,
products from traditional suppliers of RV and boating parts,
supplies and accessories. Due to differences in costs, we generally
are able to realize higher margins on sales of proprietary products
than we are able to realize on sales of competing products. For
additiona! information regarding our proprietary products, see
“Products — Proprietary Products Strategy and Sales” below.
The Company was incorporated in California in June 1977, and
reincorporated in Delaware in April 1998.

The RV and Boating Parts, Suppliés

and Accessories Aftermarkets

Many manufacturers of RV and boating replacement parts,
supplies and accessories rely on independent distributors, such
as the Company, to market and distribute their products or to
augment their own product distribution operations. Distributors
relieve manufacturers of a portion of the costs associated with
distribution of their products while providing geographically
dispersed selling, order processing and delivery capabilities. At
the same time, distributors offer retailers access to a broad line
of products and the convenience of rapid delivery of orders which
reduces the amount of product inventories that retailers must carry
and, therefore, their costs of operations.

The market for RV parts, supplies and accessories distributed
by the Company is comprised of RV dealers and RV supply
stores and service centers. The RV products that we sell include
optional equipment and accessories, such as trailer hitches, air
conditioning units, water heaters and other accessories, and
replacement and repair parts -and maintenance supplies. The
market for the boating parts, supplies and accessories that we sell
is comprised primarily of independent boat dealers that sell boats
and boating parts, supplies and accessories at retail. Independent
boat' dealers primarily purchase replacement parts, boating
supplies and smaller accessories from us.

The Coast Distribution System, Ine. page 3



Products

GENERAL. We carry a full line of almost 12,000 RV and boating
parts, supplies and accessories which we purchase from more
than 400 manufacturers. The RV products that we distribute
include antennae, vents, electrical items, towing equipment and
hitches, appliances such as air conditioners, refrigerators, ranges
and generators, LP gas equipment, portable toilets-and plumbing
parts, hardware and tools, specialized recreational vehicle
housewares, chemicals and supplies, and various accessories,
such as ladders, jacks, fans, load stabilizers, outdoor furniture,
mirrors and compressors. Boating and marine products that we
distribute include boat covers, stainless steel hardware, depth

sounders, anchoars, life jackets and other marine safety equipment

and fishing equipment that are designed primarily for use on
trailer-towable boats.

PROPRIETARY PRODUCTS STRATEGY AND SALES. We have
introduced into the RV and boating aftermarkets, a growing
number of proprietary. products, which are products that are
manufactured specifically for us, often on an exclusive basis,
by a number of different independent manufacturers, based
primarily, but not exclusively, in Asia. The proprietary products
primarily include products that are needed or used by RV and
boating customers on a regular or recurring basis, such as trailer
hitches, plastic wastewater tanks, vent lids, stabilizing jacks
and battery boxes. These products have been designed for
us by independent professional product design firms or by the
independent manufacturers that we have retained to manufacture
the products for us. We market these proprietary products under
our own brand-names in competition with brand name products
from traditional supphers, which usually sell their products to a
number of different distributors and sometimes into other markets.

Generally, the costs to us of purchasing proprietary products are
lower than the costs of purchasing competitive products from
traditional suppliers based in the United States. As a result, our
proprietary products strategy has enabled us, over the years, to
offer our customers lower-priced products, without compromising
quality, and at the same time has enabled us to increase our gross
profit margins. We believe, moreover, that our Coast-branded
proprietary products are gaining greater acceptance among users
of RVs and boats. However, the costs of marketing our proprietary
products generally are greater than for established brand-name
products, which can offset some of the margin advantage we gain
on sales of those products.

EXPANSION INTO NEW MARKETS. During the past several
years we have begun to source from overseas manufacturers, and
market and sell in the United States and Canada, products that
have applications not only in the RV and boating markets, but
also in other markets. We intend to continue our efforts to source
additional products from independent manufacturers, primarily in
Asia, that we can sell into multiple markets domestically, in order to
increase our sales and gross margins and reduce our dependence
on the RV and boating markets. It is too early to predict if this
strategy will prove to be successful. Among other things, we
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have encountered stiff competition in those new markets from
manufacturers and distributors of competing products. A number
of those manufacturers and distributors are larger. and have more
marketing and capital resources than we do and are better known
in those markets than we are. Additionally, we expect that it will
be necessary for us to assume primary responsibility for. marketing
these foreign sourced products to consumers and, in some
instances, for providing warranty service for such products, the
costs of which could offset the margin advantage we enjoy on sales
of these products.

Marketing and Sales

OUR CUSTOMERS. Our customers include primarily (i) RV
dealers, which purchase optional equipment and accessories for
new recreational vehicles and replacement and repair ‘parts for
their service departments, (ii) independent RV supply stores and
service cénters that purchase parts, supplies and accessories
for resale to owners of RVs and for their service centers, and (iii)
independent boat dealers that purchase small accessories for new
boats and replacement parts and boating supplies for resale to
boat owners and operators. We are not dependent on any single
customer for any material portion of our business and no single
customer accounted for more than 2% of our sales in 2009, 2008
or 2007. ‘ '

We have begun to market and sell portable and standby generators
and certain other foreign-sourced products, including some of our
proprietary products, to other distributors, national and regional
home improvement and home accessories chains, catalogue
stores, hardware stores and agricultural equipment outlets, which
operate within the outdoor power eguipment market. However,
to date, our sales to those customers have not been material
in relation to our sales of such products to RV and boating
Aftermarket' Customers and there is no assurance that we will be
successful in penetrating the outdoor power equipment market.

OUR CUSTOMER SERVICE CENTER AND COMPUTERIZED
ORDER ENTRY AND WAREHOUSING SYSTEM. We have
designed and implemented a computer-based order entry and
warehousing system which enables our customers to transmit
orders electronically to our central computers and also enables
us, subject to product availability, to prepare and invoice most
customer orders within 24 hours of receipt.

We also operate a national customer sales and service center
through which our customers can obtain product information and
place orders by telephone using our toll-free telephone numbeérs:
Our customer sales and service center is staffed by sales personn&
who are trained to promote the sale of our products and to handle
customer service issues.

Orders transmitted by customers. either electronically, or via
telephone to the national customer sales and service center,
are input into our computer system and then are electronically
transmitted to the regional distribution center selected by the



customer, where the products are picked, packed and shipped.
At the time.the order is received, the customer is informed, either
by eléectronic confirmation or by the sales person handling the
customer’s call at the customer service center, that the order has
been accepted and whether any items are not currently-in stock.

Distribution

GENERAL. Our regional distribution and warehouse centers in
North America carry an inventory of up to approximately 12,000 RV
and boating parts, supplies and accessories, although the nature
and number of products at each distribution and warehouse center
does vary, based primarily on the historical product sales of each
distribution center to customers in their respective geographic
regions. We rely primarily on independent freight companies to
ship our products to our customers.

We have implemented an mventory management and deployment
system that we designed to lmprove our ability to fill customer
orders from the distribution centers closest to the customer and,
thereby, improve our responsiveness to the customer and at the
same time reduce our costs of service. We track product sales
from each of our distribution and warehouse centers and stock
at each such center only the products which are in relatively high
demand from customers in the region serviced by that distribution
center. At the same time we offer our customers a program by
which we ship products that are not available at the Company’s
distribution center closest to the customer from the next closest of
the Company’s distribution centers which stocks those -products.
This program reduces back-orders that could adversely affect
service levels to our customers and, at the same time, reduces our
costs because it eliminates the need to stock duplicative products
at all of our warehouses.

Arrangements with Manufacturers

GENERAL. The products which we distribute are purchased
from more than 400 different manufacturers. As is typical in
the industry, in most instances we acquire those products on a
purchase order basis and we have no long term supply contracts
or guaranteed price or delivery agreements with manufacturers,
including the manufacturers that produce proprietary products
for us. As a result, short-term inventory shortages can occur. We
sometimes choose to carry only a single manufacturer’s products
for certain of the brand-name product lines that we sell, although
comparable products usually are available from multiple sources.
In addition, we obtain each of our proprietary products from a
single source manufacturer, although in many instances we own
the tooling required for their manufacture.

Dependence on a single manufacturer for any product or line of
related products, however, presents some risks, including the risk
that we will be unable to readily obtain products from alternative
suppliers in the event that a single source supplier encounters
production problems or decides either to enter into an exclusive
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supply arrangement or alliance with a competing distributor or
to vertically integrate its operations to-include the distribution of
its ‘products. Termination of a single source supply refationship
could adversely affect our sales and operating income, possibly
to a significant'extent. See “Risk Factors” in Item 1A of Part | of
this Report. :

Our increased purchases of foreign sourced products subjects us
to foreign currency:risks that could reduce the margin advantage
we would be able to realize on the sales of those products to
our customers in North America. See “RISK FACTORS — Our
financial performance can be adversely affected by currency
fluctuations associated with our operations in Canada. and our
increased reliance on foreign product suppliers.

During the year ended December 31, 2009; none of our suppliers
accounted for more than 5% of our product purchases, except
Airexcel, Inc., which manufacturers and supplies us with Coleman®
brand RV air conditioners, and Thule Towing Systems (formerly
Valley Industries), which supplied us with towing products. The
dollar volume of our purchases of air conditions from Airexcel
and our purchases of towing products from Thule Towing Systems
(“Thule”) accounted for 18% and 5%, respectively, of the total
dollar volume of our product putchases in 2009. By comparison,
product purchases from Airexcel accounted for 15% and 10%
of the total dollar volume of our product purchases in 2008 and
2007, respectively, and product puréhases from Thule accounted
for 6% of the total dollar volume of our product purchases in each
of 2008 and 2007. Purchases of portable and standby generators
from Wuxi Kipor Power Co., Ltd. (“Kipor”), accounted for 6% of the
totat doliar volume of our product purchases in each of 2008 and
2007. No other product suppliers accounted for as much as 5%
of our product purchases in 2008 or 2007.

During 2009, we reduced our purchases of generators from Kipor
and have added an additional supplier of portable and standby
generators, sales of which commenced in the first quarter of 2010.

‘Additionally, we have arranged for a number of towing products

of the types formerly supplied to us by Thule to be manufactured
for us by a foreign source supplier. As a result, we expect our
purchases of towing products from Thule to decline in 2010.
We also have designed and arranged for the manufacture, by a
foreign supplier, of and have begun selling a new line of hitch
products and a new line of electric jacks, primarily for use on travel
trailers. We believe that these products have offer advantages
to consumers over competing hitch and electric jack products
that are currently available in the market. Moreover, these new
products will broaden the range of towing products that we are able
to offer to our RV and boating customers and we believe will have
applications in other markets, as well.

PRODUCT WARRANTIES AND PRODUCT LIABILITY
INSURANCE. We generally do not independently warrant the
products that we distribute and sell. Instead, product manufacturers
generally warrant the products they sell to us and allow us to return
defective products for credit or replacement, including those that

The Coast Distribution System, Inc. page 5



have .been returned to us: by aur customers. However,:we share
the costs of providing warranty services for standby and. portable
generators that we sell with the manufacturers of those products.
The warranty period.is 24 months following the sale of a generator
to a retail .customer. . At December 31, 2009 and 2008, we had
established reserves of $358,000 and $418,000, respectively, for
potential warranty claims with respect to those products. However,
there is no assurance that warranty claims-in the future will not
exceed these amounts. In-the future, we may enter into similar
warranty cost sharing arrangements with respect to othenproducts
that are manufactured for us in Asna -

We also maintain msurance to.. protect us against: product
liability claims relating to all of the products we distribute and
sell. Additionally, we often are able to obtain indemnification
agreements. from our product suppliers to protect us against
product liability claims that,may arise.out-of the use of the products
they. manufacture and. supply to us for resale. 3

'

Competition

We face significant, competntlon There are a number of natlonal
and regional . distributors. of RV and boating parts supphes
and accessaries that compete wuth us. There also are mass
merchandisers, web refailers, catalog houses and national and
regional retail chains, specializing in the sale of RV or boating parts,
supplies and. accessories. that purchase such, products directly
from manufacturers. The mass merchandisers, ‘web retallers and
national and regional chains compete directly with the RV and
boating supply stores and service centers that purchase products
from us. This competition affects both, the volume of our sales: and
the prices we are able to charge our customers for those products.
Additionally, there is no assurance that changes in supply
relationships or new alliances within the RV or boating products
industry will not occur that would further increase, competltlon

We compete on the basis of the quallty speed and reliability of our
service, the breadth of our product lines and on price. We believe
that we,are highly competitive in each of those areas.

As discussed earlier in this Report, we sell portable generators and
certain other products not only in the RV and boating markets, but
also in other markets, such as the putdoor power supply market, in
which we have not previously sold products, We also intend to seek
additional products that we can source from overseas suppliers for
resale into other markets in the United States and Canada. We
expect to encounter intensive competltton from manufacturers
and distributors. of. competing products in those other markets
Many of those cqmpanies are larger and have greater marketlng
and financial resources than we do and are better known than, us
in these markets. Therefore, there is no assurance that we will be
successful in competing against those companies,.

Seasonaltty
Sales of RV and boatlng parts, supplies and accessories are
seasonal. Generally, we have significantly higher sales during the
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six-month -period from March through August-than we do during
the remainder of the year when winter weather conditions. result in
reductions in the purchase and in the usage of RVs and-boats-and,
therefore, also in the demand for our products, by consumers.
Because a substantial portion of our expenses are fixed, operating
income declines and we sometimes incurs losses and must rely
more heavily on borrowings to fund our operations in the winter
months when sales are lower.

Employees

At December 31, 2009, we had apprermate!y 265 full-time
employees which include employees in Canada, as compared to
300 employees as of December 31, 2008. The workforce reductlon
during 2009 was implemented as part of a cost reductnon program
that we commenced in the third quarter of 2008 in response to the
decline in our sales as a result of the ecoriomic recession and the
credit crisis. See “MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS" in
ltem 7 of Part Il of th|s Report.

During the peak summer months, ‘we also erhploy part-time
workers at our regional distribution and warehouse centers. None
of our employees is represented by a labor umon and we beheve
that relatrons wnth our employees are good '

Our Webszte :

Our internet website address is www.coastdistribution.com.. Our
Annual Report to- Stockholders and all of our SEC- filings are
available on-our website, without charge. - Copies of these filings
also are available as soon as reasonably practicable after we have
filed or-furnished these docurnents to the SEC at its website, which
iS WWW.Sec.gov. : .

Item 1A. Risk Factors

Statements contained in. this Annual Report that are not hnstorlcal
facts or that discuss our expectatlons beliefs or views regard~ ng
our future gperations or future financial performance or future
financial condition or trends in our business or markets constitute
“forward-looking statements.” Forward-looking statements contain
estimates or predrctlons ahout our future financial performance
or future financial condutlon or are. statements about our views
regarding financial or market trends that may affect our future
results of operations. Such’ statements are based on current
information available to us and our business is subject to a numbeér
of risks; market congitions and uncertamtles that could cause our
actual operating results or our fmancral performance or ﬁnanc;al
condition in future periods to. dlffer possibly srgnlﬂcantly, from
our current expectations and the estimates that are set forth in
the forward looking statements contained in this Annual Report.
Those risks and uncertainties include, although they are not
limited to, the following: '



Our Business and Financial
Performance are Affected By Economic

Conditions That Affect Consumers

Our sales are affected directly by the level of purchases and
the usage by consumers of RVs and boats which, in turn, is
dependent on the ability and willingness of consumers to spend
money to make purchases of and to use their RVs and boats. As
a result, our sales are affected primarily by (i) the discretionary
income that consumers have to spend, (ii) their confidence about
economic conditions which determines their willingness to spend
their discretionary income, (iii) the availability of and the interest
rates payable on borrowings, including credit card debt, on which
consumers generally rely to finance their purchases of and the
costs of using RVs and boats, and (iv) the availability and prices of
gasoline, which affect the ability and cost of operating and using
their RVs and boats. As a result, our sales and earnings in the past
have been, and our future sales and earnings can be, adversely
affected by the following conditions:

¢ Economic downturns and recessions and rising unemployment,
which result in declines in discretionary income of and a loss of
confidence among consumers about economic conditions and
their own economic well-being and security, which cause them
to reduce their purchases and usage of RVs and boats;

e A tightening in the availability and increases in the costs of
borrowings and consumer credit on which consumers rely to
supplement their own funds when purchasing new and used
RVs and boats and paying to maintain and purchase supplies
and accessories for their RVs and boats; and

® Increases in the prices and shortages in the supply of
gasoline, which increase the costs and sometimes even the
ability and, therefore, the willingness of consumers to purchase
and use RVs and boats.

Our results of operations in 2009 and 2008 illustrate the impact
that adverse economic and market conditions can have on our
business and financial performance. The current economic
recession, which is reported to have begun in late 2007, became
quite severe during the second half of 2008 and continued during
2009 and has had wide-ranging consequences for the economy
as a whole and has created serious and unprecedented difficulties
for the RV and boating industries in particular. The recession
began with dramatic declines in home prices and increases in
mortgage loan delinquencies and home foreclosures that, in turn,
led banks and other lending institutions to significantly curtail the
availability of credit to both businesses and consumers. Those
conditions resulted in a considerable decline in economic activity
throughout the country and sharp and rapid drops in the prices of
stocks and bonds, which led to rapid increases in unemployment
and significant declines in the retirement savings of consumers
that significantly reduced their discretionary income and caused
them to lose confidence in the economy and in their own economic
security. As a result, consumers significantly curtailed their
purchases and usage of RVs and boats which, in turn, significantly
reduced their need for and their purchases of the products we sell.

Due to these conditions :and circumstances, our sales declined
by 22% during the fiscal year ended December 31, 2009, after
declining by 19.5% in 2008. See “MANAGEMENT’S DISCUSSION
AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS” in Part 1l of this Report. These conditions also
adversely impacted other companies in the RV and boating markets
and led to the bankruptcies of well-known RV manufacturers, such
as Fleetwood Enterprises and Monaco Coach, and the sale by
Coachmen Industries of its RV manufacturing business, during the
first.quarter of 2009 and significant declines in sales of other RV
and boating products companies such as Winnebago and West
Marine.

There -still are considerable uncertainties with respect to the
ultimate duration and severity of the current economic recession
and credit crisis. As a result, we expect that consumers will
continue to be reluctant to increase their spending generally or
their purchases and usage of RVs and boats, in particular, at least
during the first half of 2010. Consequently, we have focused. our
efforts on gaining market share, increasing our profit margins and
reducing our costs in order to offset the effects that these economic
and market conditions could have on our results of operations
during 2010. However, due those uncertaintigs, it is not possible
to predict, with. any degree of accuracy, whether or not these
programs will enable us to achieve improvements in our operating
results in 2010, as compared to 2009. and we could incur losses
in 2010. For a more detailed discussion of how these economic
conditions affected our results of operation and financial condition
in 2009, see “MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS” below,
in Part Il of this Report.

The Current Economic Recession and
Credit Crisis Could Have Longer Term
Adverse Consequences for Our Business

and Future Financial Performance 4
The current economic recession and credit crisis have led to

the closure or bankruptcies of many RV and boating dealers

and a number of well-known RV manufacturers which could
significantly reduce the size of the RV and boating markets

and the number of our Aftermarket Customers and, therefore,
adversely affect our business, sales, gross profit margins and
future financial performance. In addition, the spending habits of
consumers who purchase and use RVs and boats may change
as a result of the current economic recession and credit crisis,
because consumers may choose, even after the economy
recovers, to reduce their spending and use of consumer

credit, which could result in a decline in their purchases and-
usage of RVs and boats and, therefore, in their need for and
purchases of the products we sell. Also, owners.of RVs and
boats may increasingly choose to purchase RV and boating
parts, supplies and accessories from lower cost sellers, such as
mass merchandisers and web-based retailers, instead. of from .
mdependent dealers, supply stores and service centers that
comprise our Aftermarket customers that purchase products from
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us, which could adversely affect our market share, pricing, and
sales revenues and, as a result, our.future financial performance.

Our Business is Seasonal and Our
Financial Performance Can Be Adversely
Affected by Unusual Weather Conditions '
Our business is seasonal, because consumers generally increase
their purchases and usage of RVs and boats and, therefore,
increase their purchases of the products we sell, primarily in ‘the
spring and summer months, which coincide with our secorid and
third fiscal quarters; whereas, such purchases and usage declines
in the late fall and in the winter months, which coincide with the
fourth and first quarters of our"frscal year. As a result, as a general
rule our sales are hlgher and our financial performance is better
in our second and third fiscal ‘quatters than in our fourth and first
fiscal quarters, during which we often incur losses.

However, the occurfence of unusually severe or extended winter
weatHer conditions can adversely ‘affect our operating- results
in our second and third fiscal quarters, ‘and can lead to more
severe swings ‘in our sales and financial pérformance, because
such conditions can have the effect of reducing the usage of
RV and boats for ‘periods extending beyond ‘the ordinary winter
months or to regions that ordinarily encounter milder winter
weather conditions. = Additionally, extended periods of unusually
sévere weather conditions sometimes also occur during the winter
months, whréh can ‘cause year—over-year dechnes in our sales in
the first or fourth quarters of the year. '

We Rely Heavily on Bank Borr-'owings" |
in the Operation of Our Business,
Which Makes Us More Vulnerable to

Adverse Changes in Economic Conditions
We rely heavily on bank borrowings to fund our working capital
requirements and capital expenditures. Our outstanding borroWings
create additional risks -for our business.  Among other things, we
may find it moré difficult'to obtain additional financing to fund
expansion or take advantage of othér business opportunities, and
we use a substantial portion ‘of our cash flow from operatioris to
pay the principal 'of arid interest onour debt. Our éxisting debt
also makes us more vulrierable to general economic downturns
and competitive pressures, which’ cottd. cause us to fall to meet
flnanCIaI covenants in our bank’ |oan agreement ‘

Risks of Our Reliance on Sol'e Sources

of Supply for Certain of Our Products

We sometimes ‘choose to carry only a’single manufacturer’s
products fof certain of the third party brand-name product lines
that we sell. In addition, we obtain ‘each of our proprletary products
from 4 single source manufacturér although in ‘rhany instances we
own the tooling required for 'their manufacture. Dependence on
a smgte manufacturer for any product or line of related products
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however, presents some risks, including the risk that we will be
unable to readily obtain alternative product supply sources in the
event that a single source supplier (i) encounters quality or other
manufacturing problems, or (ii) decides to enter into an exclusive
supply-arrangement or alliance with a compéting distributor, or to
vertically-integrate its operations to in¢lude not only manufacturing,
but also distribution, of its:products. ' If any of our single source
suppliers were to encounter any manufacturing-‘problems -or
disruptions or terminate our supply relationship; our-sales and
earnings could decline, possibly to a significant extent.

Our Financial Results Can Be
and Sometimes Have Been Adversely
Affected by Changes in Supply

Relationshipsin Our Markets

As is the customary. practice. in our markets, in most instances we
do not have long term supply contracts with our product suppliers.
As a result, product suppliers are free to change the terms on
which they sell us products or to discontinue supplying us with
products altogether, because they may choose to distribute their
products directly to aftermarket dealérs or retailers or because they
might choose to establish exclusive supply relatioriship$ with other
distributors. Additionally, manufacturers of new RVs and boats
may choose to incorporate optional equipment on, their RVs and
boats at the time of manufacture that, historically, were provided
to their dealers by dlstrlbutors such as the Company, Any of these
occurrences could: result in mcreased competition in our markets
or could reduce the number of products we are able to offer our
customers, which could cause our sales to decline and couId result
in lower margms and in reduced earnings.

Our Financial Performance ‘

is Subject to Risks Arising Out of Our
Proprietary Products Strategy =~

In ofder t& increase our sales and reduce our tosts of sales and,
thereby increase our profitability, we have introduced into the RV
and boating markets a growing number of ‘proprietary ‘products,
which are manufactured specifically for us, generally-on an
exclusive basis, by a number of different manufacturers, prrmar||y
based in Asia. = More recently, we have begun ‘sourcing and
purchasing, from overseas supp1|ers and marketing and selling a
number of new products, suchias portable and standby geterators,
into new markets. While we are gaining experience in marketing
and ‘selling ‘such’ products there 'is no assurance that these
products will gain acceptance among cistomers in those markets.
We also have encountered stiff competition from’ compahies that
manufacture or sell competing products in those same markets.
Many of those companies are larger, more established and better
‘known and have greater financial and marketing resources than
We have. Also, we have greater responsibilities in marketing and
providing warranty protection and 'service fof these products, as
't:ompared to the products we source from traditional suppliers for
resale in"the RV or boating markets. There is no assurance that
we will be SUccessful in marketing and selling these products, and



the costs we incur in doing so may reduce our earnings or possibly
even cause us to incur losses and we could encounter liabilities
for possible warranty clalms related to the proprietary products
we sell. i

Our Financial Performance and Cash

Flows Can Be Adversely Affected by
Currency Fluctuations Associated with Our
Operations in Canada and Our Increased
Reliance on Foreign Product Suppliers.

CURRENCY RISKS ASSOCIATED WITH OUR CANADIAN
OPERATIONS. Our wholly-owned Canadian subsidiary accounts
for approximately 24% of our annual net sales. That subsidiary
purchases a substantial portion of the products it sells from
manufacturers in the United States and pays for those products in
U.S. dollars, but sells those products to its customers in Canadian
dollars. In the event the Canadian dollar weakens in relation to the
U.S. dollar, the costs of these products to our Canadian subsndlary
would increase, thereby reducing its gross margin, unless it is able

to pass the higher costs on to its customers by raising its prices’

without adversely affecting its sales volume. If our Canadian
subsidiary is unable to pass the higher costs on to its customers,
our gross profits, operating income and cash flows would decline
during any.periods when there are declines in the value of the
Canadian dollar in relation to the U.S. dollar.

CURRENCY. AND OTHER RISKS ASSOCIATED WITH . QUR
PURCHASES OF FOREIGN SOURCED PRODUCTS. As we
increase our reliance on foreign suppliers, we may become
increasingly vulnerable to the effects of political instability and
adverse economic conditions in the countries in which those
suppliers are located. Additionally, purchases of products -in
foreign countries create currency risks for us. In those instances
when we pay for foreign sourced products in U.S. dollars, a
weakening U.S. dollar may lead foreign suppliers to increase
the prices they charge us for their products in order to mitigate
their currency exchange risks. In those countries where we buy
products in the local currency, to the extent it becomes necessary
for us to convert U.S. dollars into the local currency in order to
pay for those products, a weakening dollar would make the local
currency more expensive for us, thereby increasing the costs to us
of purchasing those products. As a result, a weakening U.S. doliar
will have the effect of reducing the margin advantage that we could
otherwise realize on resales of foreign sourced products in North
America, unless we are able to pass along the higher costs to our
customers without adversely affecting our sales volume. If we are
unable to pass such higher costs on to our customers, our gross
profits and operating income and our cash flows would decline.

When appropriate, we may attempt to limit our exposure to
exchange rate changes by entering into currency exchange
contracts. There is no assurance that we will hedge or will be able
to hedge such foreign currency exchange risk or that our hedges
will be successful. Our currency exchange gains or losses (net of

hedges) may materially and adversely impact our cash flows and
earnings.

We Are Subject to Product Lzabzltty Risks
Although we do not. manufacture any of the products we sell, it
is not uncommon for us to be named as.an additional defendant
in product liability lawsuits brought against the manufacturers of
the products we sell. To protect ourselves from liability, we have
beeni able in many instances to obtain indemnification agreements
from these manufacturers or to be named as additional insureds
under their product liability insurance policies. Nevertheless, we
also maintain our own product liability insurance.. We also conduct
quality control testing, at our own product testing labaratories in
the United States, of proprietary. products that we import from
Asia. However, although we have never incurred any material
product liabilities. in excess of the insurance coverages that we
have obtained under policies of insurance maintained either by
product manufacturers or by us, there is no assurance that we will
not incur, in the futyre, product liabilities in amounts that materially
exceed the insurance coverage and indemnification protections
that we have and which, as a result, could adversely affect our
results.of operations or financial condition. Moreover, the risks of
incurring liabilities for product defects has increased as a result of
our proprietary products strategy, because many of the suppliers of
those products are jocated overseas, making us a more attractive
target for product liability claims.

Risks of Pdtent Infringement Claims :
We design, or have independent  product desngn firms or
manufacturers, de5|gn and engineer, a number of the propnetary
products and other foreign sourced products that we introduce
into the marketplace. From time to time manufacturers of
competing products have threatened and on occasion suits have
been brought against us claiming that some of our proprietary or
foreign sourced products infringe their patents. We retain a patent
law firm to review all new products that we plan to introduce info
the market for potential patent infringements and that firm works
in concert with our product design engineers and independent
design firms or manufacturers to énsure that our products do not
infringe on patents or other proprietary rights held by competitors.
To date we have not incurred any material liability as a result of any
patent infringement claims that have been threatened or asserted
against us. However, there can be no assurance that we will not
incur liability for patent infringement in the future. Additionally, the
filing of a patent infringement suit may require us to halt sales or to
redesign newly introduced products to avoid patent infringement
liability, which could reduce our sales and increase our costs and,
thereby, adversely affect our results of operations. -

We Face Substantial Competition
That Could Lead to Declines in'Net Sales or

Reductions in Our Gross Profits
We face significant competition in each of our markets which can
adversely affect our sales, profit margins and operating results.
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In our RV and boating- products markets we face competition
not only from other wholesale distributors, but also from mass
merchandisers, web retailers, catalog houses and national and
regional retail chains that sell RV or boating parts, supplies and
accessories and, due to their size and financial resources, are
able to purchase such products directly from manufacturers ‘at
prices comparable to the prices at which we are able to purchase
such products from those same or competing manufacturers. The
mass merchandisers, web retailers, and national and regional
chains compete directly with the RV and boating dealers, supply
stores and service centers'that purchase products from us and,
therefore, their pricing decisions and the breadth of the products
they sell can affect both the volume of our sales and the prices
we are able to charge our customers for the same or competing
products. Moreover, price competition, particularly from such
mass merchandisers and national chains, has been increasing
as they seek to maintain and increase their market shares in
the current difficult economy. As a result, in order' to remain
competitive it could become necessary for us to reduice our prices,
including the prices at ‘which we sell our proprietary and brand
name products, in which event we could tose the price and margin
advantages that we have gained from the sale of those products.
On the other hand, if we match our competitors’ price reductions,
our gross profits and gross margin could be adversely affected.
Additionally, we face stiff competition in the sale of portable and
standby power gerierators and other products in the outdoor power
equipment market from manufacturers and suppliers of competing
products, some of which are larger, have greater marketing and
capital resources and are better-known in that market, which could
force us to reduce our pnces for or prevent us from increasing our
sales of those products and could cause us to incur losses as a
result of our efforts to sell products in markets other than the RV
and boating markets.

Risk That Our Deferred
Tax Asset May Not Be Fully Realized

We have recorded, on our balance sheet, a “deferred tax asset”
which consists of tax credit and tax loss carryforwards ‘and tax
deductions (“tax benefits”) that are available to reduce income
taxes that we would. otherwise have to pay on our taxable income
that we generate in future periods. Under appllcable federal and
state income tax laws and regulatrons such tax benefits will expire
at various dates in the future if not used to offset taxes on taxable
income by such dates Accordingly, our ability to fully use this
deferred tax asset to reduce our tax liabilities in the future depends
on the amount of taxable income that we are able to generate
prior to such expiration dates. If we determine that jt is no longer
more likely than not that we will be able to fully utilize the deferred
tax asset, we would be required to establish a non-cash valuation
allowance to reduce the recorded amount of the deferred tax asset
to the amount of the tax benefits we believe we will be able to use
prior to their expiration dates. Such an allowance is established
by an operating charge which will have the effect of increasing
our provision for income taxes or reducing any income tax benefit
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in the fiscal period in which that allowance is established. At
Decembier 31, 2009, we had a valuation allowance in the-amount
of nearly $1.2 million which has reduced the carrying value of our
deferred tax asset to $2.8 million. There is no assurance, however,
that we will be able to fully utilize this deferred tax asset as that will
depend on our future operating results.

Moreover, if we are not able to generate taxable income in the
future that will enable us to fully utilize this deferred tax asset, it
could become necessary for us to increase the valuation allowance
in future periods, which would have the effect of increasing our
income tax provision or reducing any income tax benefit that we
would record in our statements of operations. .

Other Risks and Uncertainties

Additional risks and uncertainties that could affect our
future financial performance or future' financial condition are
discussed below in Part Il of this Report in the section entitled
“MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS" and you are urged
to read that sectron as weII

Due to theSe and other possible uncertainties and risks, readers
are cautioned not to place uhdue reliance on forward-looking
Statements contained in this Report, which speak only as of the
date of this Annual Report. We also disclaim any obligation to
update forward-looking information contained in this Report,
whether as a result of new information, future events or otherwise,
except as may otherwise be reg uired by applrcab!e law or'the rules
of the American Stock Exchange

Item 1B. Unresolved”Staff Comments
None

«

Item 2.. Properties
We operate 13 regional distribution centers in 12 states in the
United States and 4 regional. distribution centers, each located in a
different Province in Canada. All of these facilities are leased under
triple net leases which require us to pay, in addition to rent, real
property taxes, insurance and maintenance costs. The following
table sets forth certain information regarding those facilities.



Locations Square Footage Lease Expiration Dates
UNITED STATES:

Wilsonville, Oregon 57,0b0 December 31, 2011
Visalia, Califorﬁia " 230,300 December 31, 2016
Fort WoftH, Texas 58,700 October 31, 2011
San Antonio, Texas 27,300 October 31, 2013
Denver, Colorado 50,000 January 31, 2011
Elkhart, Indiana 109,700 January 31, 2017
Lancaster, Plenn'syWania 54,900 ) December 31, 2011
Atlanta, Georgia 65,800 August 31, 2014
Tampa, Florida 38,000 June 30,2013
Gilbert, Arizora 134700 March 31, 2012
Sait Lake City, Utah 30,400 October 31, 2013
Johnstown, New York 52,500 November 30, 2012
Eau Claire, Wisconsin 36,000 January 31, 2012
CANADA:

St. Bruno, Quebec 59,600 January 31, 2021
Orillia, Ontario 36,500 November 30, 2011
Calgary, Alberta 41,200 January 31, 2016
Langley, British Columbia 22,800 May 31, 2011

Our executive offices are located in Morgan Hill, California, a
suburb of San Jose, where we lease 26,000 square feet of office
space. Our address at that location is 350 Woodview Avenue,
Morgan Hill, California 95037, where our telephone number is
(408) 782-6686.

We lease 18,100 square feet of space in Elkhart, Indiana where
we maintain a product testing facility. We also lease 2,000 square
feet of office space in Seattle, Washington where we maintain a
sales office.

Item 3. Legal Proceedings

From time to time we are named as a defendant, sometimes along
with product manufacturers and others, in product liability and
personal injury litigation. We believe that this type of litigation is
incidental to our operations, and since we have insurance, and
in many instances also indemnities from the manufacturers from
which we obtain our products. On two occasions, we were named
as a defendant in patent infringement litigation brought against
manufacturers of certain of our proprietary products. To date we
have not incurred any material liabilities in any product liability,
personal injury or patent litigation and there is no legal action
presently pending against us that we believe is likely to have a
material adverse effect on our financial condition or results of
operations.

Executive Officers Of Registrant

ey

Name ST hge ?Pdsl'tions with Compariy
Thomas R. McGuire 6§, v Executlve Chalrman and Chalrman of the Board of Directors
James Musbach ' ’59 : Pre5|dent Chief Executive Officer anda D»rector )
Sandra A. Knell '5‘2 Executive Vice President,

Chief Financial Officer and Secretary
David A. Berger 55 Executive Vice President — Operations

Dennis A. Castagnola - 62 Executive Vice President — Proprietary. Products

Set forth below is certam information regardlng the Company’s
executive officers. :

T'honia’s"R. Mecguire. Mr. McGuire is a founder of the Company
and has been its Chairman of the Board since the Company’s
inception in 1977. ‘Mr. McGuire also served as the Company’s
Chief Executive Officer from 1997 until April 2008, when he
relinquished that position upon Mr. Musbach’s promotion to Chief
Executive Officer. Mr. McGuire retains the position of Executive
Chairman of the Company and continues as Chairman of the
Board of Directors.

James Musbach. Mr. Musbach, who had served as President
of Coast from 1994 to 1995, rejoined the Company in September
2006 as its President and Chief Operating Officer. Mr. Musbach
was promoted to the position of Chief Fxecutive Officer of the
Company effective April 7, 2008. Between 1995 and his return
to Coast, Mr. Musbach held various management positions with
Raytek Corporation, a manufacturer of infrared non-contact
temperature measurement tools, sensors and systems, most
recently serving as an Executive Vice President of Raytek and the
General Manager of Raytek’s Portable Products Division.

Sandra A. Knell. Mrs. Knell has been the Company’s Executive
Vice President, Chief Financial Officer anid Secretary since August
1985. ‘From 1984 until she joined the Company, Mrs. Knell was
an Audit Manager, and for the prior four years was a senior and
staff accountant, with Grant Thornton LLP. Mrs. Knell is a Certified
Public Accountant.

David A. Berger. Mr. Berger has served as an Executive Vice
President of the Company since May 1988. From August 1986 to
May 1988, Mr. Berger was Senior Vice President — Purchasing of
the Company.- For the prior 14 years he held various management
positions with C/P Products Corp., a distributor. of recreational
vehlcle par‘(s and accessories that we acquired in 1985

Dennis A. Castagnola Mr. Castagnola was. appointed to
his current position of Executive Vice President — Proprietary
Products in -August 2007. From. November. 2000 to.August
2007, he served as Executive Vice President — Sales and, for
the prior -25 years,; he held various management positions with
the Company, including Vice President/Division Manager of the
Company'’s Portland, Oregon distribution center.
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Part II

Item 5. Market For The Registrant's Common
Equity, Related Stock Holder Matters And

Issuer Purchases Of Equity Securities
Our shares of common stock are listed and trade on the American
Stock Exchange under the trading symbol “CRV.” '

The following table sets forth, for the calendar quarters indicated,
(i) the range of the high and low per share sales prices of our
common stock as reported by the American Stock Exchange-and
(ii) the cash dividends per share that we paid to our stockholders.

Sales Prices Cash

_per Share Dividends per

High Low Share
2009 :
First Quarter R $163 ' $067 -
Second Quarter k 3.27 0.87 -
Third Quarter ‘ 3.80 175 -
Fourth Quarter 457 289 -
2008 ) '
First Quarter $6.20 $4.90 $0.07
Second Quarter ' " B90 285 " 0.03
Thitd Quarter B 4.09 260 - 0.03
Fourth Quarter 305 - 075 0.00"

On March 17, 2010 the closing per sharé price of our cemmon
stock on the American Stock Exchange was $4.20 and there were
approximately 700 holders of record of the Company's shares.

.

Dividend Policy

In January 2005, our Board of Directors adopted a cash dividend
policy that provided for the payment of. quarterly cash dividends,
each. in. the amount of $0.04 per.common share. In January
2006, our Board of Directors increased the regular quarterly cash
dividend to $0.05 per share and;.in August 2006, -our Board. of
Directors further increased that cash dividend to $0.07 per share
per quarter.

in June 2008, our Board of Directors modified the dividend policy
to reduce the quarterly cash. dividends to $0.03 per share and, in
November 2008, the Board decided to suspend the payment.of
cash dividends entirely in order to preserve cash for the.Company’s
operations in. response:to the economic recession and the.credit
crisis. In addition, the recent amendments to the terms of our
revolving bank credit facility . prohibit us-from paying any cash
dividends without the consent of the bank lender. As a resuit, we do
not expect to pay cash dividends at least for the foreseeable future.

No cash dividends were paid in 2009. Cash dividehds péid to our

stockholders in 2008 and 2007 totaled $578,000 and $1,240,000,
respectively.
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Repurchases of Common Stock

During 2005, we publicly announced the authorization by our
Board of Directors of a stock repurchase program authorized the
Company to repurchase, in the aggregate, up to of $2,940,000 of
shares of our common stock in open market or private transactions
in accordance with the applicable rules of the Securities and
Exchange Commission. Pursuant to that program we purchased
a total of 248 shares of our common stock in 2008, and a total of
78,183 shares in 2007. We did not make any share repurchases
during 2009 and we are prohibited by our revolving bank line
of credit agreement from making any additional purchases of
shares without the prior approval of the bank lender. As a result,
we do not expect to make any share repurchases at least for the
foreseeable future.
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Stock Price Performance Graph ‘ :

The following graph presents a five-year comparison of cumulative total returns for-(i) Coast, (ii).an index compnsed of companies W|th|n
the recreational products markets that were selected by us (the “Peer Group”), and (iii) the'NYSE American Stock Exchange composite
index (the “AMEX Composite”). The Peer Group consists of Brunswick Corporation, Thor.Industries, and Winnebago'Industries, Inc.,
which, during the past five years, were manufacturers of recreational vehicles or boats, TriMas Corporation, which manufactures RV and
trailer products, and West Marine Inc. which sells boating parts, supplies and accessories both at whotesale and- at retail. - The data for
the graph was obtained from Research Data Group, Inc. In 2008, the Peer Group included Coachmen Industries, Inc. and Fleetwood
Enterprises, Inc. However, neither of those companies are included in the 2009 Peer Group, because in 2009 Coachmen ceased
manufactunng recreational vehicles and, Fleetwood Enterprises filed for bankruptcy protectlon under the Federal Bankruptcy Act. Those
companies have been replaced by Thor Industries and TriMas Corporation, which were not part of the Peer Group in 2008.

The stock performance graph assumes that $100 was invested, at the end of fiscal 2004, in Coast's shares and in the shares of the
companies comprising the Peer Group Index and the Amex Composite Index and that any dividends issued for the indicated periods were
reinvested. Stockholder returns shown in the performance graph are not necessarily indicative of future stock performance.
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150 o® .,
...-"‘, '.. ]
125— ..OQ... ... ‘....
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0 H
2004 2005 2006 2007 2008 2009
At December 31,
2004 2005 2006 2007 2008 2009
Coast Distribution 100.00 104.56 124.39 88.15 1593 60.46
Peer Group Index 100.00 88.50 83.62 58.10 18.21 47.22
Amex Compositerindex 10000 .. =  #12635 . 149.75 . 177.79. - 106.78 - 147.27

Equity Compensation Plans
Certain information, as of December 31, 2009, ‘with respect to our equity compensation plans is set forth in Item 12, in Part lll, of this
Report and is mcorporated herein by this reference.
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Item 6. Selected Fmanclal Data

The selected operating data set forth: below for the fiscal years ended December 31, 2009 2008 and 2007, and the selected balance. sheet
data at December 31, 2009 and 2008, are derived from the Company's audited consolidated financial statements included elsewhere in
this Report and' should be read:in.conjunction with those financial statements and “MANAGEMENT’S DISCLISSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS” set forth in Item 7. of this: Report. . The selected. operating data for-the fiscal
years ended December 31, 2006 and:2005, and-the selected balance sheet data at December:31, 2007, 2006 and 2005 are derlved@
from the Companys audited consplidated financial statements whlch are not included in this Report

Fa ~

N s AR } . d Ci . § Pt .

Vi Year Ended Decembér 31

oo e i £ 2009 © 2008 " 2007 g 2006 - 2005
(In thousands, except per share data)
Operating Data: o ' T o R ' I :
Net'Sales o ' $ 103,201 ' $132,337 $164,293 © $179,103 T 8176341
Cost of sales (including distribuitiori costs) ® " 83,754 107625 " 133578 145,051 - 143,732
Gross margin . o R 19,447 24612 ) 30715 33,602 ) 32,609
Selling, general and administrative expenses 18,552 26,559 28,065 27,160 24,932 ‘
Operating income {loss) 895 (1,947) 2,650 5 6,442 7,677 .
Equity in net earnings of affiliated companies 201 147 179 147 90
Other income (expense) )
Interest expense (624) (1,409) (2,098) (1,617) . (1,308)
Other (268) @ (156) (141) ) 30
‘ i (892) (1,417) (2,254) (1,758) (1,278)
Earnings (loss) before income taxes 204 (3,217) 575 4,831 6,489 .
Income tax provision (i)enefit) * 105 oo (1,378) 360 1,858 2,732
Net earnings (loss) L $99 $(1,839) B $215 ° $2973 $3,757
Net earnings {loss) per diluted share $0.02 ’ $(041) - . $005 - $0.64 $0.79
Shares used in computation of net earnings (loss) per share - - 4494 4446 4526 4616 4,745
i :
I Year Ended Decembeiv»31. :
S 2009 2008 : 2007 : 2006 2005

(In thousands, except per share data)

Balance Sheet Data: ) A '

Working Capital $ 34,524 $40,394 $ 52,575 $ 52,704 $ 46,888
Total assets - - . R - 45472 g - 52,459 - 69,307 - 69,494 63,533
Long-term obligations 9,637 ’ 17,078 . 24,665 24,350 19,746 |
Stockholders’ equity 29,632 28,220 32,491 31,847 30,421 .
Book value per share  _ e $6.59 .$635 . $718 . ... %69 %641
Dividends per share $_ $0.13 $0.28 $0.24 $0.16

(1) Distribution costs consist primarily of warehouse rent, labor and supply costs and product shipﬁing costs.
(2):See Note | to the Compapy's Consolidated Financial Statements. —
(3) Exclusive of current portion. For additional information regarding long- term ob/lgat:ons see Note D to the Companys Conso//dated F/nam:/a/ Statements

i
n

Item 7. Management’s Discussion And Analysis Of Financial Condition And Rg_sq_l_tsQf‘Opgvratigné

Management Overview

We believe that Coast is one of the largest wholesale suppliers of replacement parts, supplies and accessories: for recreatiorial vehicles
(“Rvs”) and -boats in North ‘America. We supply more than. 12,000 produtts and serve more than-18,000 customers' throughout the
United States and Canada, from 13 regional distribution centers in the United States and 4 regional distribution centers in Canada. Our

sales are made to retail parts and supplies stores, service and repair establishments and new and used RV and boat dealers (collectively,
“Aftermarket Customers”).
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FACTORS GENERALLY AFFECTING SALES OF RV AND BOATING PRODUCTS. Our sales are affected primarily by (i) the usage of RVs
and boats by the consumers to whom our Aftermarket Customers sell our products, because such usage affects the consumers’ needs
for and purchases of replacement parts, repair services and supplies, and (ii) sales of new and used RVs and boats, because consumers
often “accessorize” their RVs and boats at or shortly after the time of purchase. :

The usage and the purchase, by consumers, of RVs and boats depend in large measure, upon the extent of dlscret|onary income avallable
to consumers, their confidence about economic conditions (which affects their willingness to use and purchase RVs and boats) and the
availability and the costs of credit that our Aftermarket Customers rely upon to purchase products from us and which consumers often
use to finance their purchases of RVs and boats. As a result, recessionary conditions and a tightening in the avajlability or increases
in the costs of borrowings te consumers often lead to declines in the purchase and, to a lesser extent, in the usage, of RVs and boats.
Additionally, increases in the prices and shortages in the supply of gasoline can lead to declines in the usage and purchases of RVs and
boats, because these conditions increase the consumers’ “costs and the difficulties of using their RVs and boats. Weather conditions also
can affect our operating results, because unusually severe or extended winter weather conditions can reduce the usage of RVs-and boats
for periods extending beyond the ordinary winter months or to regions that ordinarily encounter milder winter weather conditions and can
cause period-to-period fluctuations in our sales and financial performance. As a result, our sales and operating results canibe, and in the
past have been, affected by recessionary economic conditions, tightening in the availability and increases in the costs of consumer and
business financing, shortages in the supply and increases in the prices of gasoline and unusually adverse weather conditions. See “RISK
FACTORS” in item A, in Part |, of this Report.

OVERVIEW OF FISCAL 2009 OPERATING RESULTS. The following table provides information comparing our results‘of operations in
the fiscal year ended December 31, 2009 to our results of operation in fiscal 2008 and fiscal 2007 Dollars are in thOUSands except per

share data.
Year Ended December 31, )
" Increase (Decrease) . . Increae (Decrease):

2009 2008 2007 - 2009 vs. 2008 --2008 vs. 2007

Amount Amount Amount Amount . Percent . Amount Percent
NetSales - : $103,201 $ 132,237 $164203  $(29,036) (200% *©  $(320%6)  °  (195%
Gross profits . 19,447 24,612 30,715 (5,165) 21.0)% (6,103) (19.9)%
SG&A expenses ) . 18,552 26,559 : 28,065 ) (8,007) (30.1)% (1,506) (5.4)%
Operating income (loss) . 895 (1,947) 2,650 2,842 146.0% e (4,597) : (173.5)%
Interest expense 624 1,409 2,098 : (785) - ‘ (55.7)% (689) (32.8)%
Earnings (loss) before income taxes 204 (3,217) 575 3421 106.3% ©(3,792) | (659.5)%
Income tax provision (benefit) 105 (1,378) 360 1,483 © 107.6% (1,738) : (482.8)%
Net earnings {loss) : =] .- (1,839) 215 © 1,938 105.4% (2,054) (955.3)%

Net earnings (loss) per share-diluted . 002 (0.41) 0.05 0.43 : 104.9% (0.46) " (9200)%

As indicated in the table above, our sales decreased in the year ended December 31, 2009 as compared to 2008. That decrease.was
primarily attributable to the continuance of the economic recession and rising rates of unemployment, coupled with reductions in the
availability of credit, in the United States and Canada during 2009, which caused a decline in consumer confidence and significant
reductions in dlscretnonary spending by consumers on which purchases and the usage of RVs and boats, and the demand for the products
we sell, depend. :

Notwithstanding these economic and. market conditions and their adverse impact on our sales, we were able to increase our operating
income, pre-tax earnings and our net earnings during the year ended December 31, 2009 by $2.8 miillion, $3:4 million and $1.9 million,
respectively, to $0.9 million, $0.2 million and $0.1 million, respectively, from an operating loss of $1.9 million, a pre-tax loss of $3.2 million
and a net loss of $1.8 million in 2008. These improvements in our operating results in 2009 were primarily attributable to (i) a modest
increase in our gross margin and (ii) reductions in selling, general and administrative (“SG&A”) expenses and in our interest expense. -
» Gross Margin. We were able to achieve a modest increase our gross margin in 2009 to 18.8%, from 18.6% in 2008, despite the
decline in net sales, primarily as a result of (i) a reduction in shipping costs due to decreases in the price of fuel; (ii) a reduction in
. cash discounts and rebates offered to our customers, (iii) a change in'the mix of products sold to a greater proportlon of higher- margm
products sourced from Asia, and (iv) reductions in warehouse labor and other distribution costs.
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» Operating Expenses.: We implemented a number  of
- meastres to -reduce our SG&A - expenses;: beginning in the
third quarter of 2008, when it became apparent that the
economic recession had become more severe and‘would
continue well into 2009. Among other things, we implemented

staff reductions and a 10% across-the-board ‘reduction in -
Our 2009 -

management compensation and employee wages.

- operating results reflect the.first full 'year.of the positive effects
of the cost cutting measures implemented in 2008, by which we’
were able to reduce SG&A expenses by $8.0 mﬂllon or 30 2%,
over 2008. !

e Interest Expense. We teduced our interest expense .in

. the year ended December 31, 2009 by $0.8 million, or 55.7%,
to $0.6 million, from $1.4.million in 2008, as a result of (i)
reductions in inventory.and in other working capital requirements
that enabled- usito reduce our reliance on bank borrowings; and
(ii) lower market rates of interest which determine the rate of
interest charged on our bank borrowings.

Ty

OUTLOOK FOR: 2010 The contlnumg concerns and uncertainties .

among businesses and consumers regarding the ultimate severity
and duration of the economic recession, persistent high rates of,

unemployment and the limited availability of small business and .

consumer-financing.have continued into.2010. We expect these

conditions to continué-to adversely affect the- purchase and usage‘?'
by consumers of RVs and boats and, therefore alsothe purchases, :

both by consumers and our Aftermarket Customers of the products
that we sell, during 2010.

In addition; our bank loan agreement was amended during 2009,
largely: due to the tightening of available business credit and the
impact of the economic recession on our operating results. That
amendment reduced.the maximum amount of borrowings we can
obtain under our revolving bank credit line and increased the costs
to us of such borrowings. These amendments also may adversely
affect our net sales because we may.not be able.ta purchase as
much inventory of the products we sell, which could adversely
affect-our servicelevels to -our customers, and we may have to
tighten the credit that we can extend to our Aftermarket Customers
in cohnection wrth their purchases of products from us. \

Our strategrc goals for 2010 are to capture additional market share
in order to offset declines in net sales attributable to these difficult

economic and market-conditions, and to improve our gross. margin,
despite these :conditions, primarily by continuing to increase ouf :

sales of higher-margin. proprietary praducts. and .-other foreign

sourced products. In addition, in response to this difficult economic -

climate, we are -continuing ta monitor our SG&A expenses. As a
result, we believe that we can achieve a modest improvement in
our operating results in 2010, as compared to 2009; assuming that
economic and market conditions:in the United ‘States and Canada
stahilize and the availability of credit to businesses and consumers:

increases. On the other hand, if such conditions do not begin to -

improve in 2010, it may become necessary for us to implement
additional cost-cutting measures, which could include the closing of
one or more of our distribution centers.
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.. Bue to.the risks in. the economy and:in our: business and the

“'most of our assets at the lower of cost or fair value.

uncertainties that exist regarding future economic and market
conditions, it is.not possible to predict with-any degree. of accuracy

. whether we will succeed in achieving our:goals for 2010. See

“RISK FACTORS" in Item 1A of Part | of this Report for a discussion
of some of those risks and: uncertalntres‘

Critical Accounting

Policies and Use of Esttmates

GENERAL.' In accordance with accountlng pruncrples generally
accepted in the United States of Amerrca (“GAAP"), we record
In the case
of some of our assets, pnnupally accounts receivable, invéntories
and deferred income taxes we make adJustments to their’ cost
or fair values t6 arrive at what we expect to be able to collect
on outstanding accounts rece;vables the _amoupnts for whrch
we expect to be able to sell our inventories and the amount of
available tax loss and credit carryforwards, and deductions that
we will be able to use to reduce our future’ income tax liability.
Those adjustments are made on the basis of a numbet of different
factors, including judgments or assumptions we make regardlng
economic and-market conditions and-trends- and their ‘impact on
ourfinancial performance, and those judgments and assumptions
are, in turn, based on current information available to us. If those

. conditions or trends were %0 change in ways that we did not expect,

then based on our assessment of how those changes will affect the
prospects for realizing the values at which we have recorded these
assets, we may be required, pursuant to GAAP, to further adjust
the carrying values at which we record these assets for financial
reporting purposes.- Any resulting downward adjustments are
commonly referred to-as “write-downs” of the assets affected by
the changed conditions.

It is our practice to establish reserves or allowances- against
which we are able to charge any such downward adjustments or

““write-downs” to these assets.  Examples include an affowance

established for uncollectible accounts receivable (sometimes

“referred to'as “bad" debt reserves ), an aﬂowance for inventory

" obsolescénce and 4 vatuation allowance agarrtst our deferred tax

asset to therextent necessary to’ reduce’ its carrylng value to the

" amount of that asset that we believe we are likely to be able to use

to reduce our income tax liability in future periods: The amounts
at which those allowances are established and _maintained are
based 'oh our hlstorlcaT experlence and also on'cur assumptlons
and Judgments about economlc or tarket' t:ondltrons or trends
and any other factors that could” affect the values at which we
had recorded such assets We perlodlcally increase or replenlsh
the allowances following write-dowris ‘of uncdllettible accotints or
to take account of increased risks due to changes in economic
or market conditions or trends InCreases in the atlbwahces are

' effectuated By charges to’ mcome or increases in expense in the

" periods' when those alI0wances are ificredsed. As a result, our

judgmientts or assumptitns abotit market and economic conditions
or trends and about their effects on our financial performance
can and will affect not only the amounts at which we record these
assets on our balance sheet, but also our results of operations.



The decisions as to the timing of (i) adjustments or write-downs
of this'nature and (ii) the increases we make to-our reserves, also
require subjective evaluations or assessments about the effects
and duration of changes .in economic or market conditions or
trends. For example, it is difficult to predict whether events or
changes in economic or market conditions, such as increasing
gasoline prices or interest rates or economic downturns, will be
of short or long-term duration, and it is not uncommon . for it
to take some time after the onset of such changes for their full
effects on our business to be recognized. Therefore, we make
such estimates based upon the information available to us at that
time and reevaluate and adjust the reserves and allowances for
potential write-downs on a quarterly basis.

Under GAAP, most businesses also must make -estimates - or
judgments regarding the periods during which sales are recorded
and also the amounts at which they are recorded. Those estimates
and judgments will depend on such factors as the steps or actions
that a business must take to complete a sale of products to or to
perform services for a customer and the circumstances under
which a customer would be entitled to return the products or reject
or adjust the payment for the services rendered to it. Additionaily,
in the case of a-business that grants its customers contractual
rights to return products sold to them, GAAP requires that a
reserve or allowance be established for product returns by means
of a reduction in the amount at which its sales are recorded, based
primarily on the nature, extensiveness and duration of those rights
and historical return experience.

In making our estimates and assumptions we follow GAAP and
accounting practices applicable to our business that we believe
will enable us-to make fair and consistent estimates of the carrying
value of those assets and to establish adequate reserves or
allowances for downward adjustments in those values that we may
have to make in future periods.

OUR CRITICAL ACCOUNTING POLICIES. Set forth below is a
summary of the accounting policies that we believe are material
to an understanding of our financial condition and results of
operations that are discussed below.

Revenue Recognition

and the Allowance for Product Returns

We recognize revenue from the sale of a product upon its shipment
to the customer. Shipping and handling costs that are billed to our
customers are included in revenue and our shipping and handling
costs are included in. costs of sales. We provide our customers
with limited rights to return products that we sell to them. We
establish an allowance for potential returns that reduces the
amounts of our reported sales. We estimate the allowance based
on historical experience with returns of like products and current
economic and market conditions .and trends, which can affect the
level at which customers submit product for return.

—

Accounts Receivable

and the Allowance for Doubtful Accounts -

In the normal course of our business we extend 30 day payment
terms to our customers and, due to the seasonality of our business,
during late fall and winter we sometimes grant payment terms of
longer duration to those of our customers that have good credit
records. We regularly review.our customersaccounts and estimate
the amount of, and establish an allowance for, uncollectible
accounts receivable in each reporting period. - The amount of the
allowance is based on several factors, including the age of unpaid
amounts, a review of significant past due accounts-and current
economic and market trends that can affect the ability of customers
to keep their accounts current. Estimates of uncollectible amounts
are reviewed periodically to determine if the allowance should
be increased, and any increases are recorded in the accounting
period in which the events or circumstances that require such
increases become known. For example, if the financial condition
of some of our customers or economic or market conditions were
to deteriorate, adversely affecting the:ability of customers to make
payments to us on a timely basis, it could become necessary for
us to increase the allowance for uncollectible accounts. Since the
allowance is increased or replenished by recording a charge which
is included in, and has the effect of increasing, selling, general and
administrative expenses, an increase in the allowance will reduce
income in the period when the increase is recorded.

Inventory and Reserve

for Excess, Slow-Moving and Obsolete Inventory

We are a wholesale distributor and not a manufacturer of products
and, therefore, all of our inventory consists of finished goods.
Inventories are valued at the lower of cost (first-in, first-out) or net
realizable value and that value is reduced by an allowance for excess
and slowing-moving-or obsolete inventories. - The amount of the
allowance is determined on the basis of historical experience with
different product lines and estimates or assumptions concerning
future economic and market conditions and trends. If there is an
economic downturn or a decline in sales, causing inventories of
some product lines to accumulate, it may become necessary for us
to increase the allowance. Other factors that can require increases
in the allowance or inventory write downs are reductions in pricing
or introduction of new or competitive products by manufacturers;
however, due to the relative maturity of the markets in which we
operate, usually these are not significant factors. Increases in this
allowance also will cause a decline in operating results as such
increases are effectuated by charges against income. Our reserves
for excess and obsolete inventory were $1,796,000 at December
31, 2009, as compared to $2,341,000 at December 31, 2008. i

Deferred Tax Asset and Valuation Allowance

We record as a “deferred tax asset” on our balance sheet an
amount equal to the tax credit and tax loss carryforwards and
tax deductions (“tax benefits”) that we: believe will be available to
us to offset or reduce the amounts of our income taxes in future
periods. Under applicable federal and state income tax:laws
and regulations, such fax benefits will expire if not used within
specified periods of time. Accordingly, the ability to fully use our
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deferred tax asset depends on the amount of taxable income that
we generate during those time periods. - At least once-each year,
we make estimates of future taxable income that we believe we are
likely to generate ‘during thase; future periods. If we conclude, on
the basis of those estimates and the aggregate amount of the tax
benefits available to us, that it is more likely than not that we wili
be able to fully utilize those tax-benefits prior to their expiration, we
recognize the deferred tax asset in full-on-our balance sheet. On
the other hand-if we conclude-on the basis of those estimates and
the aggregate amount of the tax benefits available to us that it is
more likely that.than not that we will be unable to utilize those tax
benefits in their entirety prior to their expiration, then, we would
establish (or increase any existing) valuation allowance to reduce
the deferred tax asset on our balance sheet to the amount that we
believe we will be able to utilize. That reduction is implemented
by recognizing a non-cash charge that would have the effect
of increasing the pravision, or reducing any credit, for income
taxes that would be recorded in our statement of operations. At
December 31, 2009 and-December 31, -2008, the aggregate
amounts of our net deferred tax asset were. approximately $2 8
million and $3 O million, respectlvely :

Long-Lived Assets =

Long-lived assets are reviewed for possmle |mpa|rment at least
annually or if and when events or changes in circumstances
indicate the carrying amount of any of those assets may not be
recoverable in full, by comparing the fair ‘value of the Iong-hved
asset to its; carrymg amount: :

Foretgn Currency Translation

The financial position and results of operations of our Canadian
and other foreign subsidiaries are measured using lacal currency
as the functional currency. Assets and liabilities of each: foreign
subsidiary are translated into U.S. dollars at the rate.of exchange in
effect at the end of each reporting period. Revenues and expenses
are transiated into- U.S. dollars at the average exchange rate for the
reporting period. Foreign currency-translation gains and losses
not-impacting cash flows are credited to or charged against.-other

comprehensive earnings. Foreign currency translation-gains and

fosses. arising from cash transactions are credited to.or charged
against current earnlngs IR

Stock Based Compensatwn

The Company accounts for stock based compensatton in
accordance with . ASC 718, Stock Compensation, which requires
the recognition of -the: fair value of stock compensation as an
expense in the calculation of 'net income (loss). . The Company
recognizes stock compensation expense in the period in which the
employee is required to provide service, which is geperally over the
vesting period of the individual equity instruments. . Stock optiors
issued in lieu of cash to. non-employees for services performed
are.-recorded at the fair value of the options at the time they are
issued and are expensed as service is provided. Stock based
compensation expense in- the, years ended December 31, 2009
and 2008 totaled $230,000 and $231,000, respectively.
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Warranty Costs

We generally do not independently warrant the products that we
distribute. Instead; in almost all cases, the manufacturers of the
products that we distribute warrant the products and allow us to
return defective products, including those that have been returned
to us by our customers. However, we sell a line of portable and
standby generators under a product supply arrangement which
obligates us to provide warranty services for these products and to
share the costs of providing those services with the manufacturer.
The duration of the warranty period for these products is 24
months following the sale of the product to a retail customer. We
established warranty reserves for these products of $358,000 and
$418,000 at December 31, 2009 and 2008, respectively. Those
amounts were determined on the basis of a number of factors,
including our estimates of future sales of the products that we
warrant and our historical and expected future warranty -claims
experience. .In the event changes occur in the conditions or
circumstances upon which those assumptions and estimates were
made, it could become necessary for us to increase the reserve by
means of a charge to our income.

RECENT ACCOUNTI NG PRONOUNCEMENTS. With the exception
of those discussed below, there have been no recent accounting
pronouncements or changes. in accounting - pronouncements
during the year ended December 31, 2009, that:we believe are of
significance, or potential sigmﬂcance to the Company based upon
current operations.

In June 2009, the FASB established the FASB Accounting
Standards Codification (“Codification”) as the source of authoritative
accounting principles recognized by the FASB to be applied in the
preparation of financial statements in conformity with- GAAP. "It
also explicitly recognizes rules and interpretive releases of the
SEC under federal securities laws as authoritative GAAP for SEC
registrants. We adopted this Codification in.the three months
ended September 30, 2009. Adoption of this Codification has
not had a material effect oh-our financial condltoon results of
operatlons or cash flows.

In December 2007, the FASB issued guidance that establishes
new accounting and reporting standards with respect to an entity’s
non-controlling interest in a subsidiary and for the deconsolidation
of a subsidiary. This guidance requires that a -non-controlling
minority interest in a subsidiary be reported by its parent entity
as equity, rather than as a liability, on the parent entity's balance
sheet. Additionally, this guidance requires disclosure with respect
to the consolidated net income attributable to the parent entity and
to 'the non-controlling interest in a. subsidiary, respectively; to be
set forth on the face of the parent entity's income statement. ' The
guidance became effective for fiscal years beginning on or after
December 15, 2008. We adopted the guidance effective as of
January 1, 2009. That adoption has not had-a material effect on
our financial condition, results of operations or cash flows.

In June 2009, the FASB issued new guidance which provides
for the elimination of the concept of qualifying special purpose



entities. [t also replaces the quantitative-based risks and rewards
calculation for determining which senterprise has a eontrolling

financial interest in a variable interest entity!with an approach

focused on identifying which enterprise has (i) the power to direct
the activities of the variable interest entity, (ii) the right to receive
benefits from that entity and (iii) the obligationito' abserbsanydosses
incurred by such an entity. Additionally, the guidance requires
an ongoing assessment of whether a company is the primary
beneficiary of a variable interest entity. The guidance became
effective for the Company on January 1, 2010. We do not expect
the adoption of this guidance to have a material effect on-our
financial condition, results of operation or cash flows.

Effective. April 1, 2009, we adopted the FASB's guidance on
subsequent events. That gurdance is intended to establish general
standards of accountmg for, and disclosure of, material events that
occur after the balance sheet date but before flnancral statements
are issued.

In October 2009, the FASB amended its rules regarding the
accounting for multiple element revenue arrangements.. The
objective of the amendment is to allow vendors to account for
revenue for different deliverablés separately as opposed to part of
a combined unit when those deliverables are provided at different
times. Specifically, this amendment addresses how 1o separate
deliverables and simplifies the process of allocating révenue to the
different deliverables-when more than one-deliverable exists: The
new rules are effectivefor us beginning January 1, 2011. We are
in the process of evaluating the impact that this amendment will
have on our Consolidated Financial Statements.

In January 2010, we adopted the applicable sections of the
FASB's- guidance on earnings per share that addresses whether
instruments granted in share-based payment transactions are
participating securities. These sections conclude that unvested
share-based payment awards that contain nonforfeitable rights to
dividends or dividend equivalents (whether paid or unpaid) are
patticipating securities and shall be included-in-the computation of
basic earnings per share pursuant to the‘two-class method. We do
not believe that the adoption of these applicable sections will have
a material effect'on our financial condition, results of operatrons
ar cash flows. " : L

In January- 2010, the -FASB issued new guidance for improving
disclosures about Fair Value Measurements. This” guidance
requires new disclosures regarding transfers -in. and out of
Level 1t and Level 2 fair:vallie measurements,as well: as
requiring " the presentation, on a' gross Basis, of inférmation
about purchases, sales, ‘issuances and settlements: in Level 3
fair value measurements. This guidance-also clarifies existing
disclosures regarding the level of disaggregation, inputs “and
valuation techniques. This guidance is effective for interim and
annual reporting periods beginning after December 15, 2009 and
will be effective for the:Company on March 31, 2010. Disclosures
about purchases, salés, issuanceés and settlements in- theroll
forward of activity if: Level 8 fair-value measurements dre effective
for fiscal years beginning after December 15, 2010 and will be
effective for the Company on March 31, 2010.

Results of Operations

The following table sets forth certain financial data, expressed asa
percentage of net sales, derived from our-statements of operatlons
for the respectrve periods mdrcated below

Year Ended December 31

2009 2008 2007

Net sales - P 100.0% ..100.0% 100.0%
Cost of sales 81.1 81.4 81.3
Gross profit . 189 186 187
SG&A expenses ' 180 20.1 17.1
- Operating income {loss) -+~ - 09 ‘ (s - S 16
Interest expense : 06 o1 ©1.3
Earnings, (loss) before-taxes 02 - 2.4) . 03
Income tax. provision (benefit) i 0.1 . (LO) 02

9% 0.1%

Net earnings (loss) ) 0.1%

NET SALES. Net sales consist of revenues from the sales of the
products we supply or distribute, net of an allowance for product
returns. The followmg table sets forth certain information regarding
the déereases in our'net sales’in frscal 2009 and 2(508 Dollars in
the table are |n thousar?ds '

% Change

. % Change . ‘
2009 2008 2009 vs. 2008 2007 2008 vs: 2007
T$103201  $132237  (200%  $164293  (19.5)%

The decreases in net sales in 2009 and 2008, in each case as
compared to the |mmedrately preceding year, were" primarily
attributable to declines in purchases and in the usage of RVs and
boats. . Those declines were primarily attributable to the economic
récession, the resulting high levels of unemployment, and the
credit crisis in the United States and Canada during 2008 ‘and
2009 ‘These conditions combined to reduce disposable income
of ‘and confidence among consumers about the future which, in
turn have caused consumers to reduce their purchases and therr
usage of RVs and boats and, as a result, therr purchases of the

* products we ‘sell.

GROSS MARGIN. Gross profit is calculated by subtracting the
costs of sales from net sales. Costs of sales consist primarily of
the amounts paid to manufacturers and suppliers for the products
that we purchase for resale, inbound freught charges, merchandlse
recervmg, handhng and storage costs, and out-bound freight
charges. Gross margin is gross proﬁts stated as a percentage of
net sales !

. 2009 - 2008 2007

_ (Dellars in thousands)
Gross profit ©$19447  $24612 '$30715- ¢ -
Gross margin 18.8% 18.6% 18.7%
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Due to decrease in our net sales in 2009, gross profits declined
by nearly $5.2 million, or 21.0%, in 2009 as compared to 2008.
Notwithstanding that decline, our gross.margin improved to 18.8%
in 2009 from 18.6% in 2008, due to a combination of factors,
including (i) a reduction in shipping costs due to decreases in the
price of fuel; (i) a reduction in cash discounts and rebates ‘offered
to our custorners, iii) a change in the mix of products sold to a
greater proportion of higher-margin products sourced from Asia,
and (v) reductions in warehouse labor and other distribution costs.

The decline in gross profits in 2008 also was attributable to the
decrease in net sales in that year as compared to 2007. However,
despite that decline in the dollar amount of gross profits in 2008, our
gross margin remained largely unchanged in 2008, as compared
to 2007, due primarily to (i) price increases that we implemented
on selected products; (ii) a change in the mix of products sold to
a greater proportion of higher-margin products sourced from Asia
and (iii) the strengthening of the Canadian dollar, which resulted
in a reduction in the costs of products purchased by our Canadian
subsidiary and, therefore, an increases in its gross margin., ..

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES.
Selling, general and administrative (“SG&A”) expenses consist
primarily of selling and marketing costs, and administrative labor
and other administrative expenses, professional fees, insuranée
and the provision made for uncollectible accounts.

2009 . 2008 2007

(Dollars in thousands)
SG&A expenses $ 18,552 $ 26,559 $ 28,065
As a percentage of net sales ) 18.0% 20.0% 17.1%

We reduced our SG&A expenses in absolute dollars by $8,007, 000
or 30. 2% in 2009, as compared to 2008. In addition, desprte the

decline in net sales in 2009, our SG&A expenses also declined

asa percentage of net sales in 2009. These reductions in SG&A
expenses in 2009 reflect a full year of the positive effects of cost
cutting measures that we implemented in the second half of 2008
in response to the worsening of the economic recession and the
credit crisis, including (i) workforce reductions, (ii) reductions in
management salaries and employee wages, and (iii) reductlons in
selling and marketing and other admlnrstratrve expenses.,

In 2008, we were able to reduce our SG&A expenses in absolute
dollars by $1,506,000 or 5.4%, as compared to 2007, prlmarrly
as ‘a result of the |mplementat|on of those same cost cuttlng
measures, beginning in the third quarter of the year, in response
to the worsening of the economic recession and credit crisis that
resulted in the decline in oeur net sales in-2008. ‘However, -as a
percentage of net sales, SG&A expenses rose to 20.0% in 2008 as
compared to 17.1% in 2007, because those cost cutting measures
were not able to fully offset the decline in net sales in 2008.
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The majority of our corporate overhead costs are incurred in the
United States. A portion of those costs are allocated to our foreign
operations to the extent that they directly benefit from the expenses
rncurred . . .

OPERATING INCOME (LOSS)

2009 2008 2007

" - (Dollars in thousands)
Operating income (loss) - - . $895 $(1,947) $ 2,650
As a percentage of net sales ) 09.% \ (1.5)% 1.6%

We generated operating income of $0.9 million in 2009, an
improyement of $2.8 million from the loss from operations of $1.9
million incurréd in 2008. ‘That rmprovement was the result of the
increase in gross margin and the reduction in SG&A expenses,
which more than offset the effects on our operatrng results of the
decrease in net sales in 2009

The loss from oper‘ations in 2008 was due primarily to the
decreases in net sales and gross proﬂts which more than offset
the reduction in SG&A expenses in 2008.

OTHER EXPENSE

Year épded December 31,

2009 2008 - 2007
{Dollars in thousands)
Other expense
" Interest expefise : - $e6M $1,409 : $2,098
" Other expense . ..268 " 8 - 156
v Total - e $ 892 *$ 1417 $ 2,254

0.9% 1.1% 1.3%

The largest component of other expense is the interest expense
that- we incur on borrowings. The ather component of other
expense consists primarily of foreign currency gains or losses and
gains or.losses on disposal of assets. Interest expense decreased
by $785,000, or 56%, in 2009, as compared to 2Q08: and by
$689,000, or 33% in 2008, as compared to 2007. These decreases
were primarily the result of reductions :in-our. average outstanding
borrowings and decreases in the average rate of .interest charged
on borrowings under our. revolving bank-line of credit. We were
able to reduce our average outstanding ‘borrowings in both 2009
and 2008; primarily as a result of reductions (i) in inventories due
not only to the decrease in net sales, but also to efficiencies we
achieved in-our warehouse and distribution-operations, and (ii)
in accounts receivable due to the decline in net sales-and our
implementation of more stringent credit standards. in response to
the economic recession. The interest rate on our bank borrowings
is-tied to market rates of interest and the decrease in the rates of
interest charged on-our bank borrowings during 2009 and 2008
were primarily attributable to interest rate reductions implemented

BT



by the Board of Governors of the Federal Reserve System in
response to the economic recession, which ted -most :banks
(including our bank lender)to reduce their-prime interest rates.

INCOME TAX PROVISION (BENEFIT)

‘tear Ended Decen‘:l;er 31,
2009 2008 2007
“(Dollars in thousands). ~ ., %%

Income tax provision (benefit) %105 $(1378)  $360
As a percentage of net sales 0.1% (1.0)%" 0.2%
Effective tax rate 51.5% 626%

42.8%

Our effective income tax rate is affected primarily by the amount
of our expenses that are not deductible for income tax purposes,
such as stock based.compensation expense, and by varying tax
rates on income generated by our foreign subsidiaries, because tax
rates in their respective countries, vary, :sometimes. consrderabty,
from income tax rates in the United States. . yoos :

Due to the pre-tax profits that we generated in 2009, we r.ecordeo a
provision for income taxes of $105,000 for 2009, as compared to a
tax benefit of nearly $1.4 million in 2008, See “Critical Accounting

Policies and Use of Estimates — Our Accounting Pohcres -

Deferred Tax Asset and Valuation Allowance "

Liquidity and Capital Resources

WORKING CAPITAL, LIQUIDITY AND CASH FLOWS. We finance
our working capital requirements for our operations primarily with
borrowings under a revolving bank line of ‘eredit:and internally
generated funds. See “Sources and Uses of Cash™ below:

The bank line of credit provides' that we: may borrow up'to the
lesser of (i) $25,000,000, or (i) ari: amount equal to-80% of
eligible accounts receivable and 50% of eligible inventory. Interest
on our borrowings under the revolving line of credit is payable at
the bank’s prime rate plus 2.25% or, at our option (but subjéct
to certain limitations), at LIBOR plus 4.00% per:annum;:: The
maturity date of the bank line of credit is July 10, 2011, which-(as
previously reported) was extended from May 10, 2010 pursuant to
an amendment agreement entered into with the bank lender on
November 30, 2009. P g :

The revolving bank line of credit-agreement contains a quarterly
pre-tax income cavenant through March 2010 and a fixed charge
covenant beginning June 2010. At December 31, 2009 we were,
and we expect that at March 31, 2010 we will be, in compliance
with the quarterly .pre-tax income covenant.
coverage ratio will require us to achieve a fixed charge cqverage
ratio of at least (i) 1.10-to-1.0 for the six. manths ending June 30,
2010, (i) 2.20-t0-1.0 for the nine months-ending: September 30;
2010 and {iii) 1.05-te-1.0 for the year ending December 31, 2010
and for rolling-12 month periods endrng on the last-day of each
fiscal quarter thereafter. - o

The fixed. charge

At March 18, 2010, outstanding borrowings under the revolving
credit. facility totated $10,760,000.:"--Our bank borrowings are
secured. by substantially all of our consolidated assets and rank
senior in priority to any other indebtedness that the Company may
incur.

Due to the nature of our business, our primary need for working
capital is to finance our accounts receivabig and our purchases
of inventory: Typically we bill our customers n an open account
basis with 1%, 10 day, net 30-day terms. During late fall and
in winter, however, we sometimes provide our most creditworthy
customers with payment terms of longer duration and, as a result,
we generally use a greater proportion of our borrowing availability
during the first and fourth quarters of each year than durrng other
parts of the year

SOURCES AND USES OF CASH. We generally use cash for, rather
than generate cash from, operations’ in the first half of the year
because we build lnventorres and accounts receivables mcrease‘
as' our customers begln increasing thelr product purchases prior to
and in antmpatnon of the Spnng and sufnmer selllng seasons See
“ Seasona//ty and lnﬂat/on below.

Cash Provided by Operations in 2009

Dunng 2009, “‘our operations provided cash of $10.2 mrlhon
compnsed of a $7 7 million reduction in inventory, a $1.6 million
redUCtIon in prepaid expenses ‘non-cash expenses of $1.1 million,
a $0. 5 mllllon reduction in accounts recelvable and net earnlngs
of $0.1 mitllon net of cash Used to' fund’ $06 million reduction in
accounts payable and $0.3 million Feductioh in accrued liabilities.
Cash Used by Flnancmg Activities in 2000: Dunng 2009, we used
nearly $7.5 million, of cash for fmancmg actiwtles principally to
fund the repayment of long terrh debt under our revolving ‘bank
line of credit.

Cash }'lows Used in Investmg Acttvmes in 2009 ,

We’ used $O3 mI“IOﬂ of cash in mvestrng activities in 2009,
prrncrpaNy to-fund caprtal expendrtures pnmanly for warehouse,
testing ar}d desrgn and computer equrprnent J

CONTRACTUAL OBLIGATIONS

Lease OBligations . '

We ledse our facilities and certarn of our equrpment under non-
cancelable oper&rng léases. Ih’'2009, rent expense under all
operatrng Ieases tOtaIed approx|mately $4 5 million. The followrng
table, sets forth our futureL operating Iease t:ommrtments (in
thousands of dollars) as of Decembér 31, 2009:"

At

Year Ending December 31,

2010 $ 4,564
2011 3,853
2012 : C T 2,878
201 . ., _ o 23%0
014 . ‘ , 2,050
Tﬁereaﬂer o ) i 5,273

$20,795
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Total and Maturity of Contractual Obligations

The following table seéts: forth the. total. and the-maturities of 'our
contractual obllgatlohs tn thousands of dollars, at December 31,
2009: e ¢ o o

Maturities .of Contractual Obligations

Contractual B Total of Less ‘More
Obligations at ° ‘Contractual®  than - 23 . 45" ‘than
Dec. 3%,-2009: , - Obligations 1 Year Years Years, $. Years
Long+erm debt oblgations $9,637 . $—  $9,637 $— S
Capifal Jease obligations - J12 112 e —

Operating lease obligations _2_.19_0 5 ..._.53.4_ _é.é&,_ __‘l..ﬁl_ _§L3_
Totals .. $30544 - $4676 . $16.165 $4430 | $5273

(1) Consists primarily of borrowings under our bank credit facility, which matures in July 201 .1 N
Our long term debt obllgatlons conS|st pnmarlly of borrowmgs
under our long. term revolving bank credit facility. It is not possible
to. calculate future estlmated mterest payments on those borrowrng
predictably, because the amounts of such borrowings fluctuate
throughout the year depending oh Qur. Ilquldlty needs which
can vary widely primarily due to the seasonality of our business
and the effects of prevallmg economic ¢onditions on the demand
for and the purchases 'of oiir. products. by customers Also the
interest rate on those borrqwrngs is determlned by reference to' the
banks pnme rate or l,lBOR which also.can and often do fluctuate
durlng‘ the’ year Aadltlonally, the formulas for determlnlng ‘the
sfsecrfuc lnterest rate that wull apply to such borrowmgs can, change
from’ year ‘to year. Set forth abave, under the captjon “Financial
Condltlon Liquidity, and Capltal Resources" are the formulas for
determlnmg the ;nterest rates that will’ apply to those borrowmgs
dunng the fiscal year enqlng December 31, 2010.

Dividend Policy and Dividend Payments ‘

In the first quarter of 2005, .our Board of Directors, adopted a
dividend policy, that provtded for the payment o quarterly cash
le|dends to our stockholders in the amount of $0.04. pgr Share.
The amounts of the qu,arterly leldends were mcreased by .our
Board of Directors to $0.05 per share in 2006 and to $0.07 per
share in 2007. In 2008, 2007 and 2006 we paid, total.cgsh
dividends of $578,000, $1,241,000 and $1,064,000, respectuvely
In. November 2008, our Board. of Drrectors suspended the
payment of cash dJ vrdends in order to preserve cash for operatlons
in response to the worsening of the econamic recesslon and the
tlghtemng of credit. by banks and other lending mstltutlons to
businesses, as well as consumers, Ag’dltlonally, our revolving bank
line of credit agreement prohlblts us from paymg cash dividends
Without the ‘prior approvar of 6ur bank lehder. As a résult, we do
not anticipate paying cash leldends at least for the foréseeable
future.

Share Repurchases
In 2005, our Board of Directors adopted a share repurchase
programs authorizing us to repurchase up to an aggregate of

$2 940,000 of our shares of common stock in open market or
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private transactions. We made no share repurchases pursuant to
those :programs during 2009. - During 2008 and 2007, we made
share repurchases totaling $1,000 and $485,000. respectively.
Our revolving bank line of credit agreement prohibits us from
repurchasing our shares withous the. prior approval of “out”bank
lender. As a result, we do not anticipate resuming purchases of
our shares at Ieast for the foreseeable future. '

EXPECTED USES AND SOURCES OF FUNDS. We expect to
make capital expendltures in 2010 that we estimate will range from
$300,000 to $400,000. We expect that these expenditures will be
of a recurring nature, for such purposes as the replacement and
upgrading of warehouse or computer equipment in the ordinary
course of our busmess
H I 5 HLE
We expe’ct 6 be able to fund these expenditures and our working
eapital'requirements with-borrowings under ourrevolving bank line
of ¢redit and internally generated funds, assuming that there is not
a furthérdworsening of the econemi¢ recession-in 2010. See ltem
1A of PART | of this Report ‘@bove,-entitled “RISK FACTORS —
Our business and financial performance are affected by economic
condfitions — We r&ly heavily on:bank borrowings in the operation
of our. business, which makes u$ more vilnerable to adverse
thanges in.econoric conditions” in Part | of this Report.
sl [T .

We will continue to explorg opportunities to:increase our sates and
our market share and to improve our profit margins by, among
other things, establishing new product supply relationships that
enable us to increase the products that we source from lower cost,
but high quality, overseas suppliers; inciuding product suppliers in
Asia, and to invest:in tooling needed for such products. We.also
may: seek to take advantage of other growth opportunities if and
when they may arise. As-a result, we may-have occasion in the
future to use internally generated funds or bank borrowings for
these purposes. There is,no assurance, however, that, if required,
w__e wilt:be able to obtain 'bank, borrowings for these purposes.

st

Seas,onaltty and Inf[atz.on

SEASONALITY. - We generate significantly. higher:sales dun’ ing-the
six-rhonth period from March'through ‘August, when usage of RVs
and boats are at'their peak, than we do ‘during the remainder ofthe
year when weather cohditions are not optimal for outdoor activities.
Because a substantial portion our expenses are fixed, operating
income declines and we may incur losses, and must rely more
heavily on borrowings.to fund- operating:requirements, during the
period fr‘om September through February wheh our sales are Iower

The' following tables presents unaudlted quarterly fmanmal
inforration for: each ofthe- fiscal "years ended December 31,
2009 and 2008. "This infermation has been prepared by us on
a basis consistent ‘with: our-audited financial statements included
elsewhere in this Report:* The information includes all necessary
adjustments, consisting only of normal recurrifig adjustments, that
managemeht considers necessary: for a fair presentation of the
unaudited quarterly operating results when read in:conjunction



with the consolidated financial statements and notes thereto-

included elsewhere in this Report. These quarterly operating
results are not necessarily indicative of results that may be
expected in future periods.

March 31, June 30, September 30, December 31,
2009 2009 2009 2009
(Unaudited)
Revenues $ 23,196 $33,138 $ 29,596 $ 17,269
Gross profit 4,323 6,628 6,132 2,364
Net earnings (loss) (888) 1,162 920 (1,077)
Net earnings (loss) .
per share - diluted (0.20) 0.26 0.20 (0.24)
March 31, June 30,  September 30, December 31,
2008 2008 2008 2008
(Unaudited)
Revenues $ 39,468 $41,217 $ 34,683 $ 16,869
Gross profit 7912 8,826 6,197 1,677
Net earnings (loss) (850) 1,561 (290) (2,260)
Net earnings (loss)
per share - diluted (0.19) 035 (0.07) - (051

As the above table indicates, the economic recession and the
tightening in the availability of business and consumer credit had
a particularly adverse effect on our sales during 2009. We were
able to offset the effect of this sales decline by increasing our gross
margin and reducing our operating expenses.

INFLATION. Generally, we have been able to pass inflationary
price increases on to our customers. However, inflation also may
cause or may be accompanied by increases in gasoline prices and
interest rates. Such increases, or even the prospect of increases
in the price or shortages in the supply of gasoline, can adversely
affect the purchase and usage of RVs and boats, which can result
in a decline in the demand for our products.

Item 7A. Quantitative And

Qualitative Disclosures About Market Risk

Our exposure to market risk with respect to financial instruments
is primarily related to changes in -interest rates with respect to
borrowing activities, which may adversely affect our financial
position, results of operations and cash flows. In seeking to
minimize the risks from interest rate fluctuations, we manage
exposures through our regular operating and financing activities.
The fair value of borrowings under our revolving credit facility
approximates the carrying value of such obligations. As of
December 31, 2009, we had outstanding borrowings under our
revolving bank line of credit of $3.6 million.

{H

. We have substantial sales- operations in Ganada and as: a result,
our earnings, ¢ash flows.and financial position can be affected by

movements in the Canadian dollar exchange rate. Consequently,
we are exposed td ‘market risk from “foreign ¢urrency fluctuations
associated with our Canadian operations and our Canadian
currency denominated debt. Therefore, from time to time, we may
hedge the net investment of our foreign operations in Canada-by
purchasing foreign exchange derivatives, such as purchased put
option contracts, to mitigate the risk of changes in value of our net
investment in our Canadian subsidiary that can occur as a result
of changes in currency exchange rates. As of December 31, 2009
we held no foreign currency derivatives. We do not use financial
instruments for.trading or other speculative purposes.
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Report of Independent Registered Public Accounting Firm

, ‘ , |

To the Board of Directors and Stockholders of The Coast Distribution System, Inc. =~

We have audited the accompanying consolidated balance sheets of The Coast Distribution System, Inc. and Subsidiaries (the “Company”)
as of December 31, 2009 and 2008, and the related statements of operations, stockholders’ equity, and cash flows for the three years inthe
period ended December 31, 2009. Our audits also included the financial statement schedule listed in Item 15(a) (2). These consolidated
financial statements and financial statement schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its internal control over
financiat reporting. Our audit included consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the company’s internal
control over financial reporting.  Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the
Company as of December 31, 2009 and 2008 and the results of their operations and their cash flows in each of the years in the.three
year period ended December 31, 2009 in conformity with accounting principles generally accepted in the United States of America. Also,
in our opinion, the related financial statement schedule when considered in relation to the basic consolidated financial statements taken
as a whole, presents fairly, in all material respects the information set forth therein. - :

/s/ BURR PILGER MAYER, INC.

Burr Pilger Mayer, Inc.
San Francisco, California
March 29, 2010
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Consolidated Balance Sheets R
“

v (Dollars in thousands, Except per share data)
As of December 31,

2009 '+ 2008
iy . . R -
ASSETS ) . z
Current Assets ' . : [ ‘ ' . PERTE L g At . .
Cash [ ’ TR . [ A L oo $5561 : $ 1,860
Accounts receivable (less allowance for doubtful accounts of $740 in 2009 and $1,399 in 2008) 8,831 9,333
i Inventories S et : Cor - < . r 22,985 . - .30,710
‘ Prepaid expenses oL : : : T ' ; ’ 804 X ~ 766
“ Deferred income taxes i . it R : R . 1908 2,301
Incomé tax refunds receivable . ’ : T T L 638 . 2,299 .
Derivative financial instrument | . o ! ’ o = ‘ 286
Total current assets . . ‘o v e 40,727 e . 47,555
Property, Plant and Equipment . . $o . Lo 2,192 ] 112,785
Other Assets e i ' , S ‘ . [ i 2,553 : ‘ 2,119
' $ 45,472 $ 52,459
LIABILITIES - -
Current Liabilities i ’ S : ' ; . A Y . :
Accounts payable - G : LN . o b N $2942 - - © . $3557
-Aderued liabilities . . 1 ' ‘ - ‘ ’ - L 3,148 : 3,469
* Current maturities of long-term-obligations ' - ) Loy : P : 112 o ..135
Total current liabilities ' ; . : ‘ '6,203. T 7,161
Long-Term Obligations 9,637 17,078
Commitments
Stockholders' Equity ) r )
Preferred stock, $.001 par value; authorized: 2,000,000 shares; none issued or outstanding: ’ — ‘ —
Common stock, $.001 par value; authorized: 10,000,0000 shares; 4,449,431 issued Lo
as of December 31, 2009 and 2008 16,367 T 16,137
Accumulated other comprehensive earnings 1,114 2 31
Retained earnings 12,151 12,052
Total Stockholders Equity 29,632 28,220

$ 45,472 $ 52,459

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Operations
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(Dollars in thousands, except per share data)
As of December 31,

2009 2008 2007

Net sales $ 103,201 $ 132,237 " $164,293
Cost of products sold (including distribution costs) 83,754 107,625 133,578

Gross margin : 19,447 24,612 30,715
Selling, general and administrative expenses . 18,552 26,559 28,065

Operating income (loss) 8395 (1,947) 2,650
Equity in net earnings of affiliated companies ) 201 ' 147 179
Other Income (expense) . .

Interest expense . (624) (1,409) (2,098)

Other (268) 8) ' (156)
Earnings (loss) before income taxes 204 (3,217) 575
Income tax provision (benefit) 105 (1,378) - 360 -

Net earnings (loss) . $99 $(1,839) $ 215

Basic earnings (loss) per share $0.02 © - $(04)) $ 0.05
Diluted earnings (loss) per share $0.02 $ (0.41) $0.05
Dividends paid per share . $0.00 $0.13 $0.26

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Cash Flows
“

n (Dollars in thousands, except per share déta)

: As of December 31,
bt . 2009 . 2008 2007
Cash flows from operating activities: .
Net earnings (loss) . $99 ' $(1,839) ‘ $215
Adjustments to reconcile net earnings (loss) fo net cash provided by operating activities
Depreciation . 814 941 881
Amortization : 36 22 42
(Gain) Loss from sale of property and equipment 15 82 $Y)
Equity in net earnings of affiliated companies, net of distributions (175) (102) (134)
Stock based compensation expense : 230 231 . 214
Deferred income taxes 215 (865) (145)
Change in assets and liabilities: .
Accounts receivable S 502 5,556 . (696)
Inventory 7,725 14,317 1,615
Prepaids and income tax refunds receivable 1,627 (1,454) 406
Accounts payable L (615) (4,915) . (759)
Accrued liabilities : (320) 45 (293)
- .. e - _..8919 e 13,549 273 ..
Net cash provided by (used in) operating activities 10,153 o 12,019 1,345
Cash flows from investing activities:
Proceeds from saie of property and equipment 4 1 13
(Increase) decrease in other assets ' (250) (118) 69
Capital expenditures (166) (428) (1,790)
Tax benefit from settlement of derivative instrument 117 — —
Cash paid for derivative instrument (44) (265) —
Net cash used in investing activities (339) (810) (1,708)
Cash flows from financing activities:
Borrowings under notes payable and line-of credit agreements 102,150 164,273 209,049
Repayments under notes payable and fine-of credit agreements (109,479} (171,725) (208,609)
Repayments of long-term debt (135) (125) (138)
Issuance of common stock under employee stock purchase and stock option plans — 42 434
Retirement of common stock — (1) (485)
Dividends paid — (578) (1,241)
Net cash provided by (used in) financing activities (7,464) (8,114) (990)
Effect of exchange rate changes on cash 1,351 (2,025) 1,422
Net increase (decrease) in cash 3,701 1,070 69
Cash beginning of year 1,860 790 721
Cash end of year $ 5,561 $ 1,860 $ 790
Supplemental disclosures of cash flow information: - - -
Cash paid during the year for:
Interest $ 637 $1,394 $ 2,063
Income taxes (2,146) 1,163 75

The accompanying notes are an integral part of these financial statements.
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Consolidated Statement of Stockholders’ Equity

3 i E R RS
) e ‘ (Dollars in thousands) : :
C ~ Accumulated
s e . 2 Retained Other Comprehensive
Common Stock Earnings Income (Loss). -~ . Total -

Balance at January 1, 2007 4,415,547 $ 15,702 $ 15,549 $ 650 ' $ 31,847
Net earnings for the year : - - 215 - 215
Foreign currency transtation adjustments ) ) - ) — o k 1,507 1,507
Comprehensive earnings for the year s . : ' 1,722
Issuance of common stock under emp!oyee stock purchase and option plans 102,831 . 434\ ' — — 434 )
Retirement of common stock . o . (78,153) - (485) - a = (485) .
Dividends paid ) h — 4 — (1,241) B — ,. L (1,24D)
Stock Based Compensation S —— 214 — — 214

Balance at December 31, 2007 4,439,225 15,865 ) 14,469 2,157 . 32,491
Net earnings for the year —_ — - (1,839) - (1,839)
Foreign currency translation adjust_lmentsl ‘ — — — (2,147) (2,147
Derivative — change in fair value 21 21
Comprehenswe earmngs for the year (3,965)
Issuance of common stock under employee stock purchase and optlon plans ’ 10,454 42 — — 42
Retirement of common stock ) ©(248) (1) L - o}
Dividends paid ‘ - - |, ©78) - (578)
Stock Based Compensation S = 231 o~ — 231

Balance at December 31, 2008 4,449,431 16,137 oy ' 12,052 31 28,220
Net loss for the year = 99 — 9
Foreign currency translation adjustments . - — — i - 1,295 1,295
Comprehensive ea'rhings for thé year ,'_ . . . ’ L Ny : . (212), © (212
Derivative — charge in falr value ' - _ ' . L . 1,182
Issuance of common stock under employee stock purchase and optton plans — — ) - D —
Retirement of common stock . . —_ .- ' .- ' . - . - -
D|V|dends paid ) S ) ) - o — - — —
Stock Based Compensatlon S ) ' ) ‘ ) — 230 - — § 230

Balance at December 31, 2009 o . 4,449,431 $ 16,367 $ 12,151 $1,114 $ 29,632

The accompanying notes are an integral part,of these financial statements.
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Notes to Consolidated Financial Statements = -

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the srgnrfrcant dccbunting “policies consistently
applied in the preparation of the accompanying consohdated

financial statements foltows: EE e

1. Principles of Consolidation. The Company consolidates
the accounts of its wholly-owned subsidiaries, The Coast
Distribution System (Canada) Inc. (“Coast Canada”) and Eur-
Asia Recreational Vehicle Accessories Taiwan Cornpany (“Coast
Taiwan”). Investments in unconsolidated affiliates are “sccounted
for by the equity method. All material intercompany transactions
have been eliminated.

2. Inventories. We are a wholesale distributor, 2nd not a
manufacturer or products and, therefo‘re, all of our inventory
consists of finished goods. Inventories are stated at the lower
of cost (determined on a first-in, first-out basis) or net realizable
value. We regularly assess the appropriateness of the inventory
valuations with particular attention to obsolete, slow-moving
and non-saleable inventory. Inventories consist primarily of
replacement parts, supplies and accessories held for resale. At
December 31, 2009 and-2008, our reserve for excess and obsolete
inventory was $1,796,000 and $2, 341,000, respectlvely

3. Property, Plant and Equipment. Property, plant and
equipment are stated at cost less accumulated depreciation
and amortization. Depreciation and amortization are provided
for in amounts sufficient to relate the cost of depreciable assets
to operations over their estimated service lives, principally on
a straight-line basis. The estimated lives used in determmlng
deprecratlon and amortization are:

Buildings and improvements 12-40 y’earsu ,
"Warehouse and office equipment ~ " T 57 years
Automobiles 3 -5 years

Leasehold improvements are amortized over the lives of the
respective leases or the service lives of the improvements,
whichever is shorter. Currently the amortization periods range from
5to 15 years.

4. Revenue Recognition. Revenue from sales of products is
recognized upon shipment. Shipping and handling costs that are
billed to our customers are included in revenue. We provide our
customers with a limited right of return. We establish an allowance
for potential returns which reduces the amounts of our reported
sales. We estimate the allowance based on historical experience
with returns of like products and current economic data, which can
affect the level at which customers submit product returns.

5. Segment Reporting. We have one operating segment,
which is the distribution of recreational vehicle and boating
replacement parts, supplies and accessories. We distribute our
recreational vehicle and boating products from 17 distribution
centers located throughout the United States and Canada. No
single customer accounted for 10% or more of our net sales in
2009, 2008 or 2007.
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6. Long-Lived Assets. Long-lived assets are” reviewed for
possible impairment at least annually or, more frequently, if and
when events or changes in circumstances indicate the carrying
*amount of any of those assets may not be recoverable in full,
by comparing the fair value of the long-lived asset to rts carrying
amount

7. Foreign Currency Translation. Exchange adjustments
resulting from foreign currency transactions are’ generally
recognized in net earnings, whereds’ adjustments resulting from
the'translation of financial statements are refigcted as a separate
component of stockholders’ equity. The functional currency of our
Caradian subsidiary is the Canadian dollar.

8. Derivative Financial Instruments. We sometimes use
derivatives to partially offset our exposure to fluctuatlons in certain
foreign currencies. We do not enter into derivatives for speculative
or trading purposes. Derivatives are reCorded at fair value on the
balance sheet and gains or losses fesulting from changes in fair
Value of the derivative are recorded based on thé derivative’ S hedge
desrgnatlon

Net Investment Hedges

As a part of our risk management polrcy, we hedge certain
portions of our net investment in our forergn operatlons We have
elected to designate those hedges for special hedge accountlng
treatment as net investment hedges. Thé derivatives are held
at fair value on the balance ‘shieet, with the effective” portron of
the hedge, including the time value of holding the mvestment
aceounted for as an offset to the foreign currency translatron
-effects accounted for as adjustments to AcCurmnulative” Other
Cormprehensive Income. We recorded $(212,165) and $20,615 in

-~ Aceumulated-Bther Comprehensive- Income (Loss) in-fiscal 2009

and 2008, respectively<as a-result of the change in' fair vaiue-of
these instruments. We did not enter into any hedges prior to fiscal
2008. There were no material amounts of ineffectiveness recorded
during either fiscal 2009 or fiscal 2008. No derivative contracts
were in place at December 31, 2009. As of December 31, 2008
we held derivative contracts to buy Canadian Dollars at fixed strike
prices with a notional value of $4,180,000 United States Doillars.

We have used foreign exchange put option contracts to hedge
our net investment in our Canadian subsidiary from changes
in Canadian Dollar exchange rate movements. These foreign
exchange option contracts, carried at fair value, usually have a
maturity of 12 months or less.

We documented all hedging relationships at the inception of
the hedge and have ensured that hedges are highly effective in
offsetting changes in the value of net investment of its foreign
subsidiaries. We record all changes in the value of these net
investment hedges in Accumulated Other Comprehensive Income
unless and until such time that there is a substantial liquidation of
the subsidiary, when the amounts recorded in Accumulated Other
Comprehensive Income would be recognized currently in income.
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9. Income Taxes. We provide a deferred tax expense or benefit
equal to the net change in the deferred tax liability or asset duririg
the year. Deferred income taxes -represent tax deductions and
tax loss carryforwards and future net tax: effects resulting’ from
temporary- differences between the financial statement and tax
basis of assets and liabilities, using enacted tax rates. A valuation
allowance is provided against deferred tax assets if and to the
extent we determine that it is not more likely than not that the
deferred tax asset will be realized in full.

10. Use of Estimates. In preparing financial statements in
conformity with accounting principles generally accepted in the
United States of America (“GAAP"),-management is required to
make estimates and assumptions that affect the reported amounts
of assets and liabilities and the disclosure of contingent assets
and liabilities at the date of the financial statements, as well as
revenues and expenses during the reporting period. Actual results
could differ from those estimates.

11. Earnings (loss) per Share. Basic earnings (loss) per share
for any period are computed using the weighted average number of
common shares outstanding during that period. Diluted earnings
per share are computed using the weighted average number of
common and potentially dilutive securities outstanding during the
period. Potentially dilutive securities consist of the incremental
common shares issuable upon exercise of stock options (using the
treasury stock method). Potentially dilutive securities are excluded
from the computation if their effect is anti-dilutive.

Options to purchase 452,000 shares in 2009 were excluded
from the computation of diluted earnings per share because
the respective exercise prices per share of those options were
greater than the average market price of our shares of common
stock during the year, or because by including the unvested
compensation expense associated with the options, the calculation
of common stock equivalents under the treasury method would
be anti-dilutive. Options to purchase 597,333 shares in 2008
were excluded from the computation of diluted earnings per share
because the Company incurred a loss for 2008 and the inclusion
of the shares would have been anti-dilutive. Options to purchase
278,000 shares in 2007 were excluded from the computation of
diluted earnings per share because the respective exercise prices
per share of those options were greater than the average market
price of our shares of common stock during that year.

12. Fair Value Measurement of Financial Assets and
Liabilities. We apply fair value accounting for -all financial
assets and liabilities and non-financial assets and liabilities
that are recognized or disclosed at fair value in the financial
statements on a recurring basis. We' define fair value as the
price that would be received from. selling ah asset or paid to
transfer a liability in an orderly transaction between market
participants at the measurement date. When determining the fair
value measurements for assets and liabilities that are required
to be recorded at fair value, we consider the principal or most
advantageous market in which we would transact and the market-

R e e

based risk measurements or assumptions that market. participants
would use in pricing the asset or liability, such as inherent risk,
transfer restrictions and credit risk. . .

GAAP establishes a three-tier fair vélue hierarchy, which prioritizes
the inputs-used in measuring the fair values-of financial and non-
financial assets and liabilities, . These tiers consist of:-

Level 1: Quoted market prices in active markets for |dent|ca|
assets or liabilities

Observable market based inputs or unobservable
inputs that are corroborated by market data
Unobservable inputs that are not corroborated by

market data

Level 2:

Level 3:

The followmg table .summarizes the fair value measurements
(in thousands of dollars), of our financial assets (cash, cash
equivalents and a derivative instrument that we purchased to
hedge our foreign currency risk in Canada):

At December 31, 2009

- Quoted market - Significant other
prices in active observable-
: Total . markets (Level 1) inputs (Level 2)
Derivative Asset $— $— : $—

Cash and Cash Equivalepts  § 5,561 $ 5,561 S —

At December 31, 2008

Quoted market Significant other
prices in active " observable
Total - markets (Level 1). inputs (Level 2)
Derivative Asset $286 $— ' . $286
Cash and Cash Equivalents =~ -$ 1,860 $ 1,860 ‘ $—

We use the income approach to value derivatives, using observable
Level 2 market expectations at measurement date and standard
valuation techniques to convert future amounts to a single
discounted present amount, assuming that participants are
motivated-but not compelled to transact. Level 2 inputs are limited
to quoted prices that are observable for the asset and liabilities,
which include interest rate and credit risk. We have used mid
market pricing as a practical expedient for fair value measurements.
Key inputs for currency derivatives are the spot rate, option strike,
interest rates, volatilities, and credit derivative markets. The spot
rate for each currency is the same spot rate used for all balance
sheet translations at the measurement date and sourced from
the Wall Street Journal. Six month credit default swap spreads
identified per counterparty at month end in Bloomberg are used
to discount derivative assets all of which have tenors less than
12 months. When applicable, we discount derivative liabilities to
reflect the potential credit risk to counterparties and have used the
spread over LIBOR on the most recent corporate borrowing rate.

The Coast Distribution System, Ine. page 31



Notes to Consolidated Financial Statements

18. Accounts Receivable and the Allowance for Doubtful
Accounts. The majority: of our accounts receivable arerdue from
RV and boat dealers, supply stores and service:centers. - Credit
is extended to a customer based on evaluation of its financial
condition and, generally, collateral-ls not requiredi We maintain
allowances for ‘doubtful accounts for estimated losses 'that' would
result from the inability of customers to make required payments
on their accounts. We regularly evaluate the adequacy of the
allowance for doubtful accounts. We estlmate potential losses
on our accounts receivable on the basis of the aging of accounts
receivable balances a review of significant past due accounts, and
our historical wrlte off experience, net of recoveries. If the financial
condition of our ‘customers were to deteriorate, whether due to
deteriorating economic conditions generally or otherwise, adversely
affecting their ability to make payments, we would make additional
prowsnons to increase the allowance for doubtful accounts.

14. Stock Based Compensatzon The Company accounts for
stock based compensation in accordance with ASC 718, Stock
Compensatlon which requires the recognltlon of the fair value
of stock compensatlan as; an. expense in the calculation of net
income (loss). The:- Company recognizes stock compensation
expense in the period in which the employee is required to provide
service, which is generally over the vesting period of the individual
equity instruments. Stock options issued 4n lieu of cash to non-
employees for sérvices performed are recorded at the fair value of
the options at the t|me they are |ssued and are expensed as serwce
is provided. ~ B

15. Warra'niy Costs. We generally do not independently warrant
the products that wé distribute. Instead, the manufacturers of the
products that we distribute warrant the. products and allow us to
return defective products, including those that have been returned
to us-by our customers. However,-we sell a‘line of portabie and
standby generators under a product supply arrangement which
obligates us to provide warranty services for these products and to
share the costs of providing those services with the manufacturer.
The warranty period-is 24 months following the sale of the product
to a retail customer..-Accordingly, we maintained a warranty reserve
for:these products of $358,000 and $418,000 at December 31,
2009 and 2008, respectively. The actual amounts that we may
become obligated to pay with respect to warranty claims on these
products may differ from the amounts that were set aside in those
reserves, because the reserves have been established on the basis
not only of experience, but also on estimates that we have made
regarding expected warranty. returns and costs in the future and
actual warranty experience may differ from those estimates.

We -do maintain insurance to protect us against product liability
claims relating toall* of the products we distribute and sell,
including the-generator products.

16. Recent Accounting Pronouncements. With the exception
of those discussed below, there have been norecent accounting
pronouncements or changes in accounting pronouncements
during the year ended December 31, 2009, that we believe are of
.significance, or potential significance to the Company based upon
current operations.
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In June 2009, the FASB established the FASB- Accounting
Standards Codification (“Codification”) as the source of authoritative
accounting principles recognized by the FASB to be applied in the
preparation -of financial statements in. conformity with GAAP. It
also explicitly recognizes rules .and interpretive releases of the
SEC under federal securities laws .as authoritative GAAP for. SEC
registrants. We-adopted this Codification in the three months
ended September 30, 2009. Adoption of this. Codification has
not had a material effect on our financial condition, results of
operations or cash flows.

in December 2007, the FASB .issued guidance that establishes
new accounting and reporting.standards with respect to.an entity’s
non-controlling interest.in a.subsidiary and for the deconsolidation
of a subsidiary: This guidance requires that a -non-controlling
minority interest in a subsidiary be reported by its parent entity
as equity, rather than as.a. liability, on the -parent entity's balance
sheet. Additionally, this guidance requires disclosure with respect
to the consolidated net income attributable to the parent entity and
to the non-controlling interest in a subsidiary, respectively, to be
set forth on the face of the parent entity's income statement. The
guidance - became effective for fiscal years beginning on or after
Degember 15, 2008. We adopted the guidance effective ‘as of
January 1, 2009. That adoption has not had a material effect on
our financial condition, results of operations or cash flows.

In June 2009, the FASB issued new guidance which provides
for the elimination of the concept of .qualifying special purpose
entities. It also replaces the quantitative-based risks and rewards
calculation for determining which enterprise has -a controlling
financial interest in a variable interest entity with an approach
focused: on identifying which enterprise has (i) the power to.direct
the activities of the variable interest entity, (ii) the right to receive
benefits from that entity and (iii) the obligation to absorb any losses
incurred by such amn entity. Additionally, the guidance requires
an ongoing assessment of whether a company is the primary
beneficiary of a variable interest entity. The guidance became
effective for the Company on January 1, 2010. We do not expect
the adoption of this guidance to have a material effect on.our
financial condition, results of operation or cash fiows.

Effective April 1, 2009, we adopted the FASB's guidance op
subsequent-events. That guidance is intended to establish. general
standards of accounting far, and disclosure of, material events:that
occur after the balance sheet date but before flnanC|a| statements
areissueds = . .. ,

ln October 2009; the 'FASB amended its rules regarding the
accounting for multiple: element revenue arrangements. The
objective of the amendment is to allow vendors to account for
revenue for different deliverables separately as opposed to part of
a combined unit'when those deliverables are provided at different
times. Specifically, this amendment addresses how to separate
deliverables and simplifies.the process of allocating revenue to the
different deliverables when more than: one deliverable exists. The



Notes to Consolidated Financial Statements

% "

=

new rules are effective for us beginning January-1, 2011. We are
in the process of evaluating-the: impact that this amendment wilt
have on our Consolidated Financial Statements. = )
In January 2010, we édbp'ted the applicable sections of the
FASB's guidance on earnings per share that addresses whether
instruments granted in Share-based payment transactions ‘are
participating -securities. These 'sections conclude that unvested
share-based payment awards that contain nonforfeitable rights to
dividends or dividend equivalents (whether paid or unpaid) are
participating securities and shatl be included in the computation of
basic earnings per share pursuant to the two-class method. We do
not believe that the adoption of these applicable sections will have
a material effect on our financial condition, results of operations
or cash flows.

In January 2010, the FASB issued new guidance for improving
disclosures about Fair Value Measurements.  This guidance
requires new disclosures regarding transfers in and out of
Level 1 and Level 2 fair value measurements, as well as
requiring the presentation, on a gross. basis, of information
about purchases, sales, issuances and settlements in Level 3
fair value measurements. This guidance also clarifies -existing

disclosures. regarding the level of disaggregation, inputs and

valuation techniques. * This guidance ‘is effective for interim and
annual reporting periods beginning after-December 15, 2009 and
will be effective for the Company on March 31, 2010. ‘Disclosures
about purchases, sales, issuances and settlements in the roll
forward of activity in Level 3 fair value measurements are effective
for fiscal years beginning after December 15,-2010:and- will be
effective for the Company on March 31, 2010.

NOTE B: PROPERTY, PLANT AND EQUIPMENT
Property and equipment consist of the following at December 31:

' 2009 2008

(In thousands)
Warehouse equipment $ 5,530 $5441
Office equipment 6,019 5971
Leasehold improvements 1,657 : 1,570
Automobiles 252 209
13,458 13,191

Less accumulated depreciation and amortization (11,266) TT(10,408)

' ’ T $2,1927 ~$2,785

4

NOTE .C:'LONG-TERM OBLIGATIONS
Long-term obligations ‘consist of the following at December 31:

2009 2008
(In thousands)
Secured notes payable to bank due May 31, 2011 * $ 9,637 '$16,966
Capital lease obligations - i : i 112 ' 247
o ; © 9,749 17,213
Current portion 112 C 135
P o $17,078

$9,637

RN

Secuied Notes Payable to Bank .
The secured notes payable to bank evidence borrowings under a
revolving credit facility which are collateralized by substantially all
of our assets.” The maturity date of the revolving cfedit facility is
July 10,2011. The credit line agreement permits usto borrow up
to the lesser of (i) $25,000,000, or (ii) an amount equal to 80%
of the value of our eligible accounts receivable and 50% of the
value' of our eligible inventory. " Interest is payablé at the bank’s
prime rate (3.25% at December-31, 2008) plus 2.25% or, at-the
Company’s option but subject to certain limitations, borrowings will
bear interest at the bank’s: LIBOR rate ( 23125% at'December 31
2009) plus 4%

The credlt line agreement with the bank contains cértain financial
covenants, including a quarterly pre-tax income covenant through
March 2010 and a*fixed charges coverant-beginning June 2010.
That agreement also prohibits us from ‘paying-cash dividends or
repurchasing our shares wuthout the prror aperova| of « the bank
lender :

NOTE D: COMMITMENTS

Operatmg Leases

We lease our corporate offices, warehouse facilities, and some of
our office equipmeht. These leases are ‘classified as operating
leases as they do not meet the required ‘capitalization criteria. The
offlce and warehouse leases expire over the next twelve years.

Mlnlmum future rental commitments under non- cancelable
operating leases as of December 31, 2009, in thousands of dollars,
are as follows:

Year Ending December 31,

2010 $ 4,564
2011 3,853
2012 2,675
2013 2,380
2014 2,050
Thereafter 5,273

$ 20,795
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Rent expense charged to operatiohs amounted to $4,519,000%in
2009, $4,492,000 in 2008, and $4,445,000 in 2007.

Legal Proceedings T oo :
The Company is subjéct to legal proceedings, claims and litigation
arising in the ordinary course of business, including product
liability and personal, injury and intellectual property litigation.
While the outcome of currently pending litigation is not yet
determinable, based on the information currently available to us,
we do not expect that any liabilities or costs that might be incurred
to resolve these matters will have a material adverse effect on our
fvnancnal condmon results of operatlons or cash rows

NOTE E: STOCK OPTIONS AND STOCK PURCHASE PLANS

In August 2008, our shareholders approved the 2008 . Equity -

Incentive Plan (the “2008 Plan”), which provides for the grant of
equity incentjves, consisting-of options, stock appreciation rights,
restricted -stock and restricted stock units, to officers, .other key
employees, directors and consultants. The 2008 Plan initially
set aside, for the grant of such equity incentives, 300,000 shares
of our common stock, plus an -additional 41,500 shares which
was equal to the total of the shares that were then available for
the grant .of new options under our previously approved stock
incentive plans. At the same time, those 41,500 shares. ceased
to be issuable under those plans. Options to purchase a total, of
196,000 shares of our common stock granted under the 2008 plan
were outstanding at December 31, 2009.

Optiens to purchase 511,667 shares of our common stock granted
under - previous. plans were eutstanding- December. 31, 2009.
The 2008 Plan provides that if any of those options expire or are
terminated, rather than being exercised, the shares that had been
issuable under those options will thereupon become available for
the grant of equity incentives under the 2008 Plan. :

The fair value of each option was estimated as of the date of
grant using.a binomial mode|.. This model incorporates certain
assumptions including a risk-free market interest rate, expected
dividend yield of the underlying common stack, expected option
life and expected volatility in the market value of the underlying
common stock. » i
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We used the following: assumptions in estimating the fair value of
the options issued in the penods mdicated belovw

Year Ended December 31,

LT 2008 2008 2007
“ -

Stock Option Plans - - : n
Expected volatility. 57.0% . 42.0% 46.0%, *
Risk free interest. rates : 1 176% 2.6% 4.5%
Expected dividend yields N 54% . - 3.6%.
Expected lives, 3 years: - 3years - . 4-years
Stock Purchase Plan @. - P . .
Expected. volatility . e g NAA © NA 40.0%
Risk free interest rates o N/A . NA; . 49%
Expected dividend yields N/A N/A 3.6%
Expected lives N/A N/A 1 year

(1) As noted above rhe Stock Purchase Plan exp:red in 2007 and therefore na stock .
based comoensatlon awards were grahted under the" F;/an i 2008 or 2009

Expected volatllmes are -hased on the historical . volatlllty of .the
Company’s common stock.. The risk frée interest rate is based
upon market yields for United States Treasury debt securities. The
expected. dividend yield is based upon the Company’s dividend
policy and the fair.market value of the Company'’s shares at the

* time of grant. Expected lives are based on’several factors including

the average holding period of outstanding options, their- remamlng
terms and the cycle of our Iong range business plan.

The followmg table: summanzes stock option activity dunng the
years ended ‘December 31, 2009 and 2008 .

ST . Year Endadl?pcemher,al 2009 (

Weighted-
Weighted- ~  Average . '
Average Remaining  Aggregate
~e . - . . Exercise Contractual. _ Intrinsic
N Shares Price Term Value
Outstanding at Dec. 31, 2008 597,333 $6.26
Granted 193,000 1.14
Exercised . L= -
Forfeited (82,666) 5.13 )
Outstanding at Dec.31, 2009 707,667 $4.99 40years  $ 1,031,000
Exercisable at Dec. 31, 2009 339,167 $6.08 3.7 years $ 620,000
Year Ended December 31, 2008
T : : Welghted-
Weighted- Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term Value
Outstanding at Dec. 31, 2007 488,333 $6.51
Granted 113,000 5.05
Exercised — 3.13 '
Forfeited (4,000) —
Outstanding at Dec. 31, 2008 597,333 $6.26 4.4 years $ 800
Exercisable at Dec. 31, 2008 237,833 $5.27 4.2 years $ 800
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The aggregate intrinsic value in each of the tables abave represents the total pre-tax intrinsic value (the aggregate difference between the
closing stock price of the Company's common stock on December 31, 2009 or 2008, respectively, and the exercise price for in-the-money
options that would have been received by the option hglders if all in-the-money optlons had been exercrsed on- December 31, 2009 or
2008, respectively. There were no options exercised during 2009 or 2008. ) oty

The weighted-average grant-date values of options granted during the years ended December 31 2009 and 2008 were $0 64 and $1. 33
respectively. Co

A summary of the status of the Company’s nonvested stock optlons as of December 31 2007 and changes durlng the years ended
December 31, 2009 and 2008 is presented below: " -

" Weighted

Weighted , . . R

Average Grant ’ o ) Average Grant

Shares Date Fair Value - Shares " Date Fair Value
Nonvested at December 31, 2008 369,500 $2.11 Nonvested at December 31,2007 364,500 - $244
Granted 3 ‘ - 193,000 0.63 Granted o 113,000 1.33
Vested (159,650) 2.02 Vested (108,000) 2.37
Forfeited (243500 ~ 7 199 Forfeited — -
Nonvested at December 31, 2009 368,500 $1.38 Nonvested at December 31, 2008 359,500 $2.11

As of December 31 2009 and 2008, there was $289,700 and $407,300, respectively, of total uprecognized compensation cost related
‘to nonvested options granted under the Company's option plans. At December 31, 2009 and 2008, those costs were expected to be
recognized over a weighted average period of 1.3 years and 1.6 years, respectively.

A summary of the Company’s stock option plans is presented below:

2009 2008 ' - 2007

Weighted Weighted Weighted

Average Average sw 5. .. Average

Exercise ) Exercise v " Exercise

Shares Price Shares " Price - ; Shares' "Price
H e —

Outstanding at beginning of year 597,333 $6.26 488,333 $6.51 437,333 $5.16
Granted . 193,000 1.14 - 113,000 - -e- BOB e 158,000 - .- 8.16
Exercised - — — . (4,000) v 0 43013) (93,000) (3.19)
Forfeited | (82,666) $(513) - - $— (14,000) $ (5.06)
Qutstanding at end of year 707,667 $4.99 597,333 i $6.26 488,333 $6.51
Exercisable at end of year 339,167 $6.08 237,833 T.$527 133,833 $4.35
Weighted average fair value per option granted $064 $133 : $257

The following information applies to options outstanding at December 31, 2008:

Weighted
s e : . Weighted Average Average Remaining Weighted Average
Range Outstanding Options Exercise Price Contractual Life (Years) Option Exercisable Exercise Price
$0.63 - $3.50 263,667 $1.56 3 75,667 $258
$4.75 - $9.80 444,000 $7.03 4 263,500 $7.09
$0.63 -$9.80 707,667 $499 4 339,167 $6.08

As of December 31, 2009, a total of 682,621 shares of our common stock were subject to outstanding stock options that were exercisable
or were expected to become exercisable in the future.
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NOTE F: EMPLOYEE BENEFIT PLAN

The Company has*a profit sharing plan. in ‘which all full-tlme
employees are eligible-to participate beginning the first: quarter
following the completion of three months of employment with the
Company or any of its subsidiaries. This plan allows participants
to make pretax contributions and apply for and secure loans from
theiraccount. The plan permits the Company to make discretionary
contributions to be determined annually by the Company’s Board
of Directors or Compensation Committee.” The Company made no
contributions to the plan in 2007, 2008 or 2009.

NOTE G: FOREIGN OPERATIONS
A summary of the Company’s operations by geographic area is
presented below for the years ended December 31:

2009 2008 2007
(In thousands)

Sales to external customers

United States $ 78,345 $95,788 $ 121,889
Canada 24,856 36,449 42,404
Other - .. S = T

Operating income
Wnited States- '$(198) - $(3,116) - $(366)
Canada_ . - 1,037 978 3,012
Other 56 191 4

Identifiable assets '
United States $ 33,163 $ 42,258 $ 54,993
Canada 11,403 9,784 13,463

* Other : e e 906 © 417 ¢ 851

NOTE H: INCOME TAXES
Pretax income for the years endlng December 31, 2009, 2008 and
2007 was taxed under the following jurisdictions:

‘Year Ended December 31,
2009 2008 2007
(In thousands) N

Domestic $ (691) $ (4,222) $ (1,969)
Foreign s Come 895 1,005 2,544
$ 204 $(3,217) $ 575
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The provision for income taxes is summarized as follows for the
year ended December 31:

Year Ended December 31,
2009 2008 2007
. (In thousands)

Current:
Federal $(1) $ (726) $ (519)
State - 85 a1y 42
Foreign : 317 318 “'980
L A - 201  (519) 503
Defqgred;

., Federat $ (231) $ (517) $(73)
State - (43) (422) 13
Foreign (22) 80 (83)

$ (296) $ (859) $(143)
N $ 105 $(1,378) $ 360

Deferred tax assets (liabilities) are comprised of the-following -at
December 31:

L RIS Ha

N 2009 - 2008

(In thousands) L
Deferred tax assets
Inventory $1,358 B $1,507
Bad debt provision 208 402
Property, plant and equipment 54 50
Deferred credits 1,245 1,280
Loss carryforwards 908 729
Rent 176 - : 179
Other 238 280
Gross deferred tax assets 4,187 4,427
Less valuation allowance (1,161) (1,166)
_$302%6 _$3261
Deferred tax liabilifies T
Investment in affiliates $ (10 $(20)
Property, plant and equipment (139) (157)
" Unremitted earfings of foreign affiliates 78)" : (70)
Gross. deferred. tax liabilities ... (227) . . . (247) .

Net deferred tax assets(1)

_sar%  _s304

“

.(1) [e2 the{‘ot'aI deferred tax assets, $1,908,000 and $2,301,000 in 2009 and 2008,

respectively, is included in current assets and $891,000 and $713,000 in 2009 and 2008,
respectively, of long term deferred income taxes is included in other long term assets.
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A reconciliation between actual tax expense for the year and
expected tax expense is as follows:

A reconciliation of the beginning and ending amount of
unrecognized tax benefits is as follows: :

2009 2008 2007
(In thousands)

Earnings before income taxes $ 204 $(3,217) $ 575
Expected income tax expense at 34% $ 69 $ (1,094) $ 196
Difference in rates on earnings

of foreign operations (19) 63 55
Stock based compensation and

other nondeductible expenses 95 173 172
State taxes and credits (net of federal benefit) (5 (1,571) (41)
Change in valuation allowance (5) 1,100 —
Unremitted earnings of foreign subsidiaries 8 (3) 12
Exclusion of earnings of foreign affiliates (58) (38) (49)
Other 20 (8 15
Income tax provision . $ 105 $(1,378) $ 360

Deferred income taxes have been provided on the undistributed
earnings of certain foreign subsidiaries where it is contemplated
that earnings will not be reinvested.

The total of the operating loss carryforwards available for
federal and state income tax purposes at December 31, 2009
were $1,605,000 and $4,625,000, respectively. The earliest
carryforwards begin to expire in 2012. At December 31, 20089,
foreign tax credit carryforwards available for federal income tax
purposes totaled $66,000, which expire in 2015. State targeted
tax area credit carryforwards of $1,245,000 are available with no
expiration dates.

It is our policy to classify interest and penalties as a component
of tax expense. At December, 31, 2009 we had $241,000 of
unrecognized tax benefits of which $33,000 impacted the effective
tax rate. Interest and penalties were $90,000 as of December 31,
2009, of which $75,000 was included in the balance sheet and
$15,000 was included as an expense in the current year income
statement as unrecognized tax benefits.

The Company or one of its subsidiaries files income tax returns in
the US federal jurisdiction, various states, and foreign jurisdictions.
With few exceptions, we are no longer subject to tax examinations
by taxing authorities for years before 2004. We do not anticipate
total unrecognized tax benefits will change significantly during the
year ending December 31, 2010 due to the expiration of statutes
of limitations.

Unrecognized Tax Benefits (in thousands): 2009 2008
Balance as of January 1, $ 208 $179
Additions for tax positions related to the current year 33 29
Additions for tax positions related to prior years —_ —
Reductions for tax positions of prior years — —
Settlements — —
Balance as of December 31, $241 $ 208

NOTE I: EARNINGS PER SHARE

We calculate basic earnings per share (EPS). of common stock
by dividing the Company’s net income by the weighted-average
number of common shares outstanding for the period. The
calculation of diluted EPS assumes the issuance of common stock
for all potentially dilutive share equivalents outstanding. Set forth
below are the computations for basic and diluted earnings fper
share:

Year Erided December 31,

2009 2008 2007
(In thousands)
Numerator:
Net earnings {loss) $99 $(1,839) $215
Denominator:
Weighted average shares outstanding 4,449 4,446 4,429
Dilutive effect of stock options 45 — 97
Denominator for diluted earnings per share 4,494 4,446 4526

NOTE J: ACCRUED LIABILITIES
Accrued liabilities consist of the following at December 31:

2009 2008
{In thousands)
Payroll and related benefits $524 $ 704
Rent 489 483
Income and other taxes 707 373
Other ’ 1,429 - 1909
$3,149 $ 3,469
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NOTE K: SIGNIFICANT CONCENTRATIONS ' o St
Our ability to satisfy demand for our products may be limited by
the.availability. of those products from our suppliers.. We purchase o A
air conditioners from Airxcel, Inc. (“Airxcel”).. Those purchases
accounted for approximately 18%, 15%, and 10% of our total

product purchases in 2009, 2008, and 2007, respectively. We
purchase towing products from- Thule Towing Systems, LLC.
(“Thule”), formerly known as Valley Industries, Inc. Those
purchases amounted to 5%, 6% and 6% of our total product
purchases in 2009, 2008, and 2007, respectively. We purchase
generators “from WUXI Kipor Power Co. Ltd. -These purchases
-accounted for-6% .of our total product purchases in-each .of 2008

and 2007.

R R L O |
Concentratton of CreditRisk . .~ . .. e, . '
We maintain.bank accounts with high quality fmancnal mshtuﬂons .
ta: minimize credit- risk. - However, our deposit balances may o , -
penodlcally exceed federal depos:t msurance i|m|ts '

NOTE L: QUARTERLY FINANCIAL | DATA . . e e

M@[ch June 30, Sept. 30, Dec. 31,
2009. . 2009 2009 2009 N
J“ o (Unaudited) o a
Revenues $ 23,198 $ 33,138 $ 29,596 $ 17,269 RN Tt AR ERN e
Gross profit o 4,323 - 6,628 6,132 . 2,364 s T =
Net earnings (loss) (888) 1,162 902 +(1,077) ' o e 0 coxel
Net earnings (loss) ) o : : S - ' ol
per share — diluted (0.20) 0.26 020 . . (0.29) o R
_ March 31, Ju,ne Tk Sept 30,  Dec. 31, v ' - L o
R 2008 - - 2008 -2008 2008 ' i R e e
) ; (Unaudited) T
o PN X i -\
Revenues’ $39468 - $41217 $ 34,683 $ 16,869 e
Gross profit ‘ 7912 8,826 6,197 1,677 , 1 (
Net earnings (loss) (850) 1,561 (290) (2,260)
Net earnings (loss) N - i
per share — diluted 0.19). . 0.35 (0.07) (0.51)
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Al

Valuation and Qualifying Accounts: December 31, 2007, 2008 and 2009

Description Balance at Beginning of Period Additions Deductions Balance at End of Period
e B

Allowance for doubtful accounts: .

Year Ended December 31, 2007 $1,376,000 - $ 499,556 $ 371,556 $ 1,504,000

Year Ended December 31, 2008 $ 1,504,000 $ 601,506 $ 706,506 $ 1,399,000

Year Ended December 31, 2009 $ 1,399,000 $— $ 659,000 $ 740,000
Description Balance at Beginning of Period Additions Deductions® - Balance at End of Period "
Aliowance for obsolete or slow-moving inventory: . ) o

Year Ended December 31, 2007 $ 2,760,000 $ 236,000 $ 426,000 \ $ 2,579,00Q

Year Ended December 31, 2008 $ 2,570,000 $ 130,000 $ 359,000 $ 2,341,00Q

Year Ended December 31, 2009 $ 2,341,000 s — $ 545,000 $ 1,796,000

1 L ]

Description Balance at Beginning of Period Additions Deductions® Balance at End of Period .
Valuation allowance for deferred tax assets:

Year Ended December 31, 2007 $ 66,000 $— $— $ 66,000

Year Ended December 31, 2008 $ 66,000 $ 1,100,000 $— $ 1,166,000

Year Ended December 31, 2009 $ 1,166,000 $— $ 5,000 * $1,161,000.

(1) Net operating loss carryforwards used or expired.
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Item 9. Changes in and Disagreements
with Accountants on Accounting

and Financial Disclosures
None.

item QA(T);. Confrols and Procedurés

Disclosure Controls and Procedure

We maintain disclosure controls and procedures that are designed
to ensure that information required to be disclosed in our
reports under the Securities Exchange Act of 1934, as amended
(the “Exchange Act”) is recorded, pracessed, summarized and
reported within the time periods specified in the rules and forms
of the Securities and Exchange Commission (the “SEC"), and
that such information is accumulated and communicated to our
management, including our Chief Executive Officer and Chief
Financial Officer, to allow timely decisjons regarding required

disclosure. - In-designing-and evaluating-our-disclosure controls -

and procedures, our management recognized that any system
of controls and procedures, no matter how well designed and
operated, can provide only reasonable assurance of achieving
the desired control objectives, as ours are designed to de, and
management netessarily was required to dpfly its judgment-in
evaluating the cost-benefit relationship of possible controls and
procedures.

In accordance with SEC rules, an evaluation was performed under
the supervision and ‘with the participation of our Chief Executive
Officer and Chief Financial Officer of the effectiveness, as of
December 31, 2009, of the Company’s disclosure controls and
procedures (as defined in Rule 13a-15(e) under the Exchange
Act). Based on that evaluation, our Chief Executive Officer and
Chief Financial Officer concluded that, as of December 31, 2009,
the Company’s disclosure controls and procedures were effective
to provide reasonable assurance that information required to be
disclosed in our reports that we file under the Exchange Act is
recorded, processed, summarized and reported within the time
periods specified in the SEC's rules and forms and that such
information is accumulated and communicated to management,
including our Chief Executive Officer and Chief Financial Officer, to
allow timely decisions regarding required disclosure.

Changes in Internal Control

Over Financial Reporting

There were no changes in our internal control over financial
reporting that occurred during the quarter ended December 31,
2009, that has materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.

page 40 2009 Annual Report

Management’s Report on Internal

Control Over Financial Reporting '
Management of The Coast Distribution System, Inc. is responsible
for establishing and maintaining adequate ‘internal control over

financial reporting as defined in Rules 13a-15(f) and 15d-15(f)

under the Securities' Exchange Act of 1934. - Our-internal
control"over financial reporting is a process designed to" provide
reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes
in accordance with accounting principles generally accepted in-the
United States of America. Internal control over financial reporting

- includes those written pdlicies and procedures that:

* pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of
our assets; e : : . -

* provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial ‘statements in
accordance with accounting principles generally accepted in the
United States of America; '

~ * provide reasonable assurance that our’ receipts and
expenditures are being made only in accordance with
authorization of our management and board of directors; and

* provide reasonable assurance regarding prevention or timely
detection of unauthorized ‘acquisition, use or disposition of
assets that could have a material effect on our consolidated
financial statements.

Internal control over financial reporting includes the controls
themselves, monitoring and Internal auditing practices and actions
taken to correct deficiencies as identified.

Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are
subject to the risks that controls may become inadequate because
of changes in conditions or because the degree of compliance with
the policies or procedures may deteriorate.

Management’s Assessment

and Determination

Our management assessed the effectiveness of the Company's
internal control over financial reporting as of December 31, 2009,
based on criteria for effective internal control over financial reporting
described in “Internal Control — Integrated Framework” issued
by the Committee of Sponsoring Organizations of the Treadway
Commission. Management's assessment included an evaluation
of the design and the testing of the operational effectiveness of the
Company’s internal control over financial reporting. Management
reviewed the results of its assessment with the Audit Committee of
the Company’s Board of Directors.
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Based on this assessment, management determined that The Coast Distribution System, Inc. maintained effective internal control aver
financial reporting as of December 31, 2009.

This Annual Report on Form 10-K does not include an attestation report of the Company’s registered public accounting firm regarding
internal control over financial reporting. Management'’s report was not subject to attestation by the Company’s registered public accounting
firm pursuant to temporary rules of the Securities and Exchange Commission that permit the Company to provide only management’s
report in this Annual Report.

Item 9B. Other Information
None.

Part III
Item 10. Directors and Executive Officers of the Registrant and Corporate Governance

Directors of Registrant

The Board of Directors is divided into three classes. The Directors in each Class stand for eIectlon in successive years, for a term of three
years. Robert S. Throop and Leonard P. Danna are the Class | Directors; John.W. Casey and James Musbach are the Class Il Directors;
and Thomas R. McGuire and Ben A. Frydman are the Class |1l Directors. Set forth below is information regarding the Company’s Directors:

Name Age Position Director Since Current Term Expires

Class | Directors: s
Robert S. Throop 72 Director 1995 2010

Leonard P. Danna 57 Director 2003 2010

Class 11 Directors:
John W. Casey . 68 Director 1998 ) 2011
James Musbach 60 President, Chief Executive Officer and Director 2007 2011

Class Il Directors:
Thomas R. McGuire 66 Executive Chairman and Chairman of the Board 1977 2012
Ben A. Frydman 63 Director 1988 2012

CLASS | DIRECTORS

Robert S. Throop has served as a director of the Company since 1995. Until his retirement in late 1996, and for more than the
prior five years, Mr. Throop was the Chairman and Chief Executive Officer of Anthem Electronics, Inc., which is a national distributor
of semiconductor and computer products and was, during Mr. Throop's tenure as its Chairman and CEO, a New York Stock Exchange
listed company. Mr. Throop served as a director of the Manitowoc Company, a publicly traded company that is a leading manufacturer
of industrial cranes, until he retired from its board in 2007. Mr. Throop also is a director of Azerity, which is a privately owned business.
Having been the CEO of a publicly owned national distribution company for many years, Mr. Throop brings to the Board a wealth of
knowledge regarding the management and operation and the risks faced by product distribution companies.

Leonard P. Danna has served as a director of the Company and Chairman of the Audit Committee of the Board of Directors since
November 2003. Mr. Danna is, and since April 1999 has been, an audit partner with the accounting firm of Vavrinek, Trine Day & Co.,
LLP. From August 1985 to April 1999, Mr. Danna was an audit partner with Grant Thornton LLP. As a result of his accounting experience,
Mr. Danna is familiar with financial reporting requirements applicable to and financial issues faced by publicly traded companies, making
him an effective member of Audit Committee, of which he is the Chairman.
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CLASS II'DIRECTORS

John W. Casey has served as a director of the Company since
August 1998. From 1980.and until his retirement in 1994, Mr.

Casey was President and Chief Executive Officer of. Shurflo Pump '

Mfg. Company (“Shurﬂo") WhICh is engaged in the manufacture
and sale of pumps used in pumping and circulating water or
other liquids in a variety of products and equipment, including in
recreational vehicles (“RVs”) and soft drink dispensing machines.
Mr. Casey also serves as a trustee of the Deschutes Land Trust.
Having been the CEO of Shurflo, which is a supplier of products
to the RV manufacturers and distributors, Mr. Casey brings to the
Board considerable knowledge regarding the RV market generally
and also the perspective of an aftermarket product manufacturer
and supplier to the RV industry, which is valuable to the Board
and management due to the Company's reliance on such
manufacturers and suppliers for the products it sells.

James Musbach is &néh since Aprfi 2008 has been the: Chief -

Executive Officer of the Company. From September 2006 until
his promotion to CEO in 2008, Mr. Musbach was the Company’s
President and Chief Operating Officer and since November
2007 has been a member of the Board ‘of Directors. - From
1995 until 2004, Mr. Musbach was Executive Vice President

of Raytek’-Corporation, -a manufacturer of infrared non-contact -

temperature measurement tools, sensors and systems and,
while at Réytek Mr. Musbach also served as General Manager of
Raytek’s Portable Products Division and, in that capacity, directed
that Division’s global operations. Prior to joining Raytek, Mr.
Musbach held various executive positions, including Executive Vice
President and General Manager and Vice President of Sales and
Marketing, with Import Parts America, a North America automotive
aftermarket importer and distributor with relationships in Asia and
Europe. As a result, Mr. Musbach has extensive experience and
knowledge about managing and growing businesses, managing
foreign business relationships and developing and implementing
product marketing and distribution programs. Such knowledge
and experience already have been and will continue to be of
considerable importance to the Company in implementing and
expanding its proprietary products strategy and its initiative to sell
products not only into the RV and bdatifig markéts, but also other
markets, such as the outdoor power equipment market.

CLASS Il DIRECTORS

Thomas R. Mc¢Guire is a founder of the Company and has been
Chairman of the Board of the Company since its |nceptnon in 1977.
Mr. McGuire also served as the Company’s Chief Executive Offlcer
from 1977 until Aprll 2@08 when he relinquished that posmon
upon Mr. Musbach’s promation to CEO. Mr. McGuire retains the
position of Executive Chairman of the Company and continues as

Chairman of the Board of Directors, Having been the Company’s

founder and CEO and havmg been the principal architect of its
growth strategies, Mr. McGuire brings a ‘wealth of knowledge to the

Board regarding the Companys operations, markets and growth

strategies.
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Ben A. Frydman has served as a director of the Company since
1988. Mr. Frydman is, and for more than the past thirty years has
been, engaged in the private practice of law, as a member and

" “shareholder of Stradling Yocca Carlson & Rauth,'a Professional

Corporation, ‘which provided legal services to the ‘Company in
2009 and is providing legal services to the Company in. 2010.
Mr. Frydman received a Bachelor’s Degree from UCLA in 1968
and graduated with honors with a J.D. Degree from Harvard Law
School in 1973. Mr. Frydman has been the Company’s outside
counsel since 1983 and, in that capacity, has been an.advisor to
management and the Board in corinection’ with \Artually all of the
Company’s major corporate transactions and acquisitions and the
implementation of its growth strategy. As a result, he has a keen
knowledge of the Company’s business and the management of
business risks that the Company encounters in connection with its
operations and growth strategies. )

Executive Officers of Registrant -
Information regarding the Executive Officers of the Registrant is set
forth in Part | of this Report.

- Family Relatibnships

-There are no family ‘relationships among any of the directors or

executive officers of the Company.

The Board Of Directors

ROLE OF THE BOARD OF DIRECTORS. In accordance with
Delaware law and our Bylaws, the Board of Directors oversees:the
management of the business and affairs of the Company. - The
members of the Board keep informed about our business through
discussions with management of the Company, by reviewing
analyses and reports sent to them by management and outside

sconsuitants, and by participating in Board and in Board committee

meetings.
Our Board members are encouraged to prepare for and to attend
all meetings of the Board and the Board committees of which they

. are members and all stockholder meetings. During the fiscal year
) .ended Decemiber 31, 2009, the Board of Directors of the Company
" held a fotal of six meetings and all of the directors attended at least

80% of the total of those meetings and the meetings of the Board
committees on which they served during 2009." All of our .
directors also attendéd the 2009 Arinual Meeting of Stockholders.

Committees of the Board of Directors
The Board has two standmg committees: an Audit’ Commlttee and
a Compensation Cormmittee. lnformatlon regarding the members

* of ‘each of those Cormmittees and their responsibilities and the

number of meetings held by those Committees in 2009 is set forth

‘below. The Board of Directors, as a wHole; furctions as the Board

Nominating Committee.



AUDIT COMMITTEE AND FINANCIAL EXPERTS. The members
of the Audit Committee are-Leonard P. Danna, its Chairman, and
Robert S. Throop and John-W. Casey. -The Board of Directors
has determined that all of the members of .the ‘Audit Committee
are independent within the'meaning of the AMEX fisted: company
rules and the enhanced ‘independence requirements for audit
committee members contained in Rule 10A-3 under the Securities
Exchange Act of 1934, as amended.Our Board of: Directors also
has determined that each of Messrs. Danna and Throop meets
the definition of “audit committee. financial expert” adopted:by
the Securities and.Excharige Commission (the “SEC”).". The Audit
Committee has a written charter that specifies its responsibilities,
which include oversight of the financial reporting process and
system of internal accounting controls: of..the Company, and
appointment and oversight of the.independent-registered public
accounting firm engaged to audit the Company's financial
statements. Interested stockholders can obtain & copy: of that
charter at our Internet-website at. www.coastdistributionicom. To
ensure independence, the Audit. Committee meets separately with
our outside auditors and.members; of management, respectively.
The Audit Committee held a total of four meetings. during fiscal
2009. " SR : |
COMPENSATION EOMMITTEE The mem bersofthe Compensatron
Committee are John W. -Casey, who: serves as the.Committee's
Chairman, and Robert S. Throop and Leonard P. Danna,. each
of whom is an independent director (as defined in the AMEX
listed company rules): The Compensation Committee (i) sets the
salaries of the Company's-executive officers, (ii) adopts. incentive
compensation-and other benmefit plans for our executive: officers,
and sets.the performance targets and determines the incentive
compensation awards under managenient bonus programs;.and
(iii) administers the Company's stock:incentive planis. and-thakes
determinations with respect to the granting and terms of stock
options and restricted shares granted ‘under those plans. The
Compensation Committee operates under a charter that sets forth
the role and responsibilities of the Committee. A copy: of that
charter, which. complies . with. applicable AMEX listed' company
rules, is accessible at.our website at www.coastdistribution.cem.
The Compensation Committee held two meetings during fiscat
2009.

NOMINATING COMMITTEE. The Board of Directors has decided
that the full Board' should perform the functions of a nominating
committee for the Company. It made that decision bécause
the Board believes that selécting new Board nominees is one of
the most important responsibiiities thé Board members Have to_
our stockholders and, for that redsom, all of the members of-the
Board should have the'right and’ responsrbillty to participate in
the selection process. Addltronally, each of the ‘Board- members,
other than Messrs. McGuire and Musbach, is an “independent
director” within the meaning of thé AMEX listed company rules that
are applicable to membership on Board Nommatmg ‘Committees
and Mr. McGuire is the largest stockholder of the Company anhd
Mr. Musbach is the Company’s CEQ and, in the opinion of the
independent directors, they should have a role in the deliberations
of the Board relating to the selection of directors. The Board

has decided, however, that actions of the Bgard, inits role as
Nominating.Committee, can be taken only with the affirmative vote
of a majorrty of the mdependent drrectors on the Board. -

The Boards prrmary responsnb;hty when actlng as. Nomrnatnng
Committee, is to identify and screen new candidates for::.Board
membership. Our Board of Directors has adopted a charter setting
forth: the respopasibilities of the Board when acting as Nominating
Committee. ; A copy of that charter, which complies with-applicable
AMEX listed company: rules, is-accessible at our website at www.
coastdistribution.com. The:Board held .ane- meeting durmg 2009
in-its role-as Nomrnatlng Committee.. - : R

[N
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Corporate Governance

Corporate Governance Guzdelines

Our Directors believe that sound governance poIrues and ’practrces
provide an important framework to assist them in fulfllllng their
duties tp the, Company’s stockholders In May 2004, our Board
adopted ‘the fotlowmg governange guldelmes whlch chude a
numbey of pohues ‘and practices under whrch our Board has
operated for some tlme together wrth concepts suggested by
various authorltles rn corporate governance and the reqwrements
under the AMEX listed company rules and the Sarbanes Oxley
Act of 2002."' Some of the principal subjects covered by those
guidelines include:

o Director Qualifications. Candidates for election to the
Board .wil] be evaluated on the.basis of -each -candidate’s
wipdependence and freedom from conflicts of -intgrest,
<. experience, knowledge, skills, expertise, integrity; ability tg make
independent analytical inqiries; his or her.understanding.of our
-business and the business. emvironment -in; which we operate;
+, ang, his or_her ability and willingness, to. devote adequate time
-ang effart to Board respensibilities.

e Independence and Responsibilities of Directors. A
majority of .the Directors,. but in no event. less than three
directors, will be independent directors (as defined in the AMEX
listed company rules). Additionally, Directors are expected
to act in the best intérests of all" stockholders; develop and
- maintain a..sound understanding of our ;business ang the
industry in which we operate; prepare fqr and attend Board and
Board committee meetings; and provide active, objective and
"constructrve partltipatronatthose mieetings. 30

e Dtrector Access ‘10 Mahagément Drréctors are tobe

permitted access to members of management'and members: of
. management are to _provide Board presentations regarding the
’ functlonat areas of our, busrness for which they are responslble
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¢ Adequate Funding for the Board andtts Committees.
The Company will provide the funding necessary to enable
the Board of Directors and each -of its committees to retain
independent advisors as the Board, or such committees

" acting independently of the- Board deem. to be necessary or
appropnate

'¢ Director Partzczpatton in Continuing Education
Programs. New directors will-participate in programs designed

“to familiarize them with our business, strategic plans, significant
financial, accounting and risk management issues, compliance
programs, conflicts policies, code of business conduct and
corporate governance guidelines. In addition, each incumbent
director is expected to participate in continuing education
programs relating to developments in the Companys business
and to corporate governance.

¢ Annual Performance Evaluations. The Board and each
Board committee will conduct an annual self-assessment of its
performance;

o Executive Sesszons Wzthout Management The
Jndependenf directors 'of the Board will hold separate sessions,
' outsnde the presence of management, to consider and evaluate
the perfOrmance of the Company and its management and suich
other matters as they deem approprlat‘e In addition, the Audit
Commlttee shall meet separately with the Company’s 'outside
auditors.

Director Independence and Diversity

As discussed’ above, Coast's corporateé governance guidelines
require that the Board be comprised of ‘at least a ‘majority
of independent -directors. - For a director to be considered
independent,-the Board must affirmatively determine that he does
not have any direct oFindirect rmaterial relationship with Coast that,
in the opinion of the Board; would interfere with the exercise of that
director's independent judgment in carrying out his responsibilities
asa director.

A director will not be deemed to be an independent director if,
W|th|n the precedmg three years:

. The dlrector was employed by Coast;

"e An immediate family member of the director was employed as
an eXecutiVe officer of Coast; -

® The director was employed by or affiliated with,- or an

immediate family member of the director was employed in a

- professional capacity by or.affiligted with, Coast's independent
. registered public accounting firm;

¢ A present Coast executive offlcer was on the compensatmn

" committée of the board" of directors of a company that
concurrently employed the Coast director, or an immediate
family member of the director, as an executive officer;
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* The director, or an.immediate family-member of the director,
received more than $60,000 in direct compensation from Coast
during any month period within the preceding three years, other
than director and committee fees and any deferred compensation
for prior service (provided such deferred compensation is: not
contingent in any way on contmued service with the Company) or

¢ The director, or an immediate family member of the director,
is a partner, executive officer, or controlling stockholder -of
another company or professional ertity (including any law firm
or investment banking firm) to which Coast made, or from which
Coast received, payments for property or services in the current
or any of the past three fiscal years that exceeded the greater
of (i) 5%. of consolidated gross revenues of that company or
professional entity for that year, or (ii) $200,000.

On the basis of the above criteria, the Board has determined that
four of the Company’s six- directors are independent, including
Mr. Frydman. As Messrs. McGuire and Musbach are executive
officers of the Company, they are not deemed to be independent
directors under the criteria. set forth above. In determining that
Mr. Frydman is independent, the other independent directors
considered the fact that Mr. Frydman is a stockholder in the law
firm of Stradling Yocca Carison &:Rauthi which prévided legal
services to Coast during the past three years and is providing legal
services to Coast in 2010.

However, on the basis of the criteria set forth above and their
evaluation of Mr. Frydman's past ‘performance as a director, the
other independent directors determined that his relationship. did
not interfere with the exercise ‘of his independent judgment in
carrying out his responsibilities as a director of Coast Distribution.
The Board of Directors believes that differences in experience,
knowledge, skills and viewpoints enhance the Board of Directors’
performance. Accordingly, in its capacity. as the Nominating
Committee, the Board considers such diversity in selecting,
evaluating and recommending proposed Board nominees.
However, the Board of Directors has not implemented a formal
policy with respect to the consideration of dwersuty for the
composition of the' Board of Directors. .

Code of Business.Conduct . . STy
We-have adopteda Code of Business Conduct for our offtcers and
employees that has been approved by the Board of Directors. The
Code sets forth specific ethical policies and principles that apply
to our Chief. Executive Officer, Executive Chairman, Chief Financial
Officer and other key accounting and financial personnel. A copy
of our Code of Business Conduct is posted on our Internet website
at www.coastdistribution.com. We also .intend to disclose, on
that website, any amendments to the Code and any waivers of its
requirements that may be granted to our.Chief Executive Officer,
Executive Chairman or Chief Financial Officer.  To date, no such
waivers have been granted.



Communications with the Board
Stockholders and other parties interested in communicating with
the non-management directors as a group may do so by wtiting to

the Corporate Secretary, The Coast Distribution System, Inc., 350 ‘

Woodview Avenue, Morgan Hill, California 95037. The Corporate
Secretary will review and forward to the appropriate member or
members of the Board copies of all such correspondence that, in
the opinion of the Corporate Secretary, deals with the functions
of the Board or its committees or that she otherwise determines
requires their attention. Concerns relating to accounting, internal
controls or auditing matters will be brought promptly to the attention
of the Chairman of the Audit Committee and will be handled in
accordance with procedures established by that Committee.

The Audit Committee also has established a_“financial integrity
hotline” for (i) Company employees and others to be able to
communicate, anonymously, to the Audit Committee any concerns
or issues they may have regarding accounting or -auditing
matters and (ii) for the receipt, retention and treatment of those
communications and any complaints received with respect to such
matters.

Nomination of Directors

In identifying candidates for membership on the Board, the
directors will seek recommendations from existing Board members
and executive officers. In addition, the Board will consider any
candidates that may be recommended by any of the Company's
stockholders who make those recommendations in accordance
with the procedures described below. The Board also has the
authority to engage an executive search firm and other advisors
as it deems appropriate to assist it in identifying qualified Board
candidates. In assessing and selecting new candidates for Board
membership, the Board of Directors will consider such-factors,
among others, as the candidate’s independence and freedom from
conflicts of interest, experience, knowledge, skills and expertise,
as demonstrated by past employment and board experience and
the candidate’s reputation for integrity. When selecting a nominee
from among candidates considered by the Board, it will conduct
background inquiries of and interviews with the candidates the
Board members believe are best qualified to serve as directors
of the Company. The Board members will consider a number of
factors in making their selection of a nominee from among those
candidates, including, among others, whether the candidate has
the ability, willingness and enthusiasm to devote the time and effort
required of members of the Board; the candidate’s independence,
including whether the candidate has any conflicts of interest or
commitments that would interfere with the candidate’s ability to
fulfill the responsibilities of a director; whether the candidate’s
skills and experience would add to the overall competencies of the
Board; and whether the candidate has any special background or
experience relevant to the Company’s business.

STOCKHOLDER RECOMMENDATION OF BOARD CANDIDATES.
Any stockholder desiring to submit a recommendation for
consideration by the Board of a candidate that the stockholder

“

believes is qualified to be a Board nominee at any annual
stockholders meeting may do so by submitting that recommendation
in writing to the Board not later. 120 days prior to the first
anniversary of the date on which the proxy materials for the prior
year’s annudl meeting were first sent to stockholders. -However, if
the date of an annual meeting has been changed by more than 30
days from the anniversary date of the prior year's-annual meeting,
the recommendation must be received within a reasonable time
before the Company begins to print and mail its proxy materials
far that annual meeting. In addition, the recommendation should
be accompanied by the following information: (i) the name and
address of the nominating stockholder and the person that
the nominating stockholder is recommending for consideration
as a candidate for Board membership; (ii) the number of
shares of voting stock of the Company that are:owned by the
nommatmg stockholder, his or her recommended candidate and
any other stockholders known by the nominating stockholder to

. be supporting the nomination_of that candidate; (iii) a description

of any arrangements or understandings that relate to the election

-of directors of the Company, between the nominating stockholder,

or any person that (directly or indirectly through one or more

"intermediaries) controls, or is controlled by, or is under common

control with, such stockholder, on the one hand, and the person
that the nominating stockholder is recommending for election to
the Board or any other person or persons (naming each such
person), on the other hand; (iv) such other information regarding
the recommended candidate as would be required to be included
in a proxy statement filed pursuant to the proxy rules of the SEC;

and (v) the written consent of the recommended candidate to be

named as a nominee and, if nominated and elected, to serve as
a director.

STOCKHOLDER NOMINATIONS. Our Bylaws provide that any
stockholder also may nominate, at any annual meeting of
stockholders, one or more candidates for élection to the Board of
Directors, by giving the Company written notice (addressed to the
Secretary of the Company at the Company’s principal offices) of
such stockholder’s intention to do so not later than 120 days prior
to the first anniversary of the date on which the proxy materials
for the prior year’s annual meeting were first sent to stockholders.
Such notice must be accompanied by the same information,
described in the immediately preceding paragraph, regarding
such' candidate or candidates to be nominated: for election to the
Board and the nominating stockholder and the written consent of
each such candidate to be named as a nominee and, if nominated
and elected, to serve as a director. Any stockholder nomination
at any annual meeting that does not comply with these Bylaw
requirements will be ineffective and disregarded.

Section 16(a) Beneficial Ownership

Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 as amended
(the “Exchange Act”), requires each of our directors and executive
officers, and any person who may own more than 10% of our
common stock (a “10% Stockholder”), to file reports with the SEC
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c¢ontaining information regarding:such persbn's ownership and changes in ownership of our shares of Common Stock and of optidns to
purchase shares of our Common Stock. Our-directors and executive officers and 10% Stockholders are required by SEC regulations to

f

furnish us with copies. of fl.forms that each has filed pursuant to Section 16(a) of the Exchange Act.

Based solely on a review of the cepies:of such feports furnisHed to us during 2009 or written represéntations that no,réporfs were required.
to be filed pursuant to Section 16(a) of:the Exchange Act, to our knowledge all. of our executive officers and directors and any 10%
Stockholders complied with all Section 16(a) filing requirements in 2009. '

) L}

"y
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ltern 11. Executive Compensation ,
Suminary Compensation Table o

The following table sets forth the compensation receiile&\,‘ in the years ended December 31, 2009 and 2008 by the Company’s Chief

Executive Officer, and theé next two highest paid executive officers whose ‘aggregate cash compensation for services rendered to the
Company in all capacities in 2009 exceeded $100,000 (collectively, the"‘NEOs}'f» or "Name{j”Executf\ié O_fficefs"): i Cow

' ' R i :

_Name and Principal Position ~~ Year salay  Option #0 Non-Equity AlCther . Total
b ) AR : - Awards @ Incentive Compensation‘® _ Gompensaton [

James Musbach & ' 2009, - - $231,250 $ 67,040 $— $ 6,095 $ 304,385
President, CEO and 2008 . 250,000 40,800 — 5,980 296,780
Chief Operating Officer B
Thomas R. McGuire® ST 2009 '$ 231,250 ' $28510 - [ e $— foot '$ 6,095 . $ 265,855
Executive Chairman 2008 ... . 330,770 .. 22,780 . = : 5,980 . 369,530 -
Sandrd A Knell® 2000 77 $1908%0 - $22810 U §— "7 - s— $213360

EVP and Chief Financial Officer 2008 i 201,340 21,560 : . - e — 222900 ~

i

(1) Effectid April 7, 2008, Mr. Musbach was profidted 16 thé position of CEO. Althdugh,; as a result of that promotion, the Compensation Committee approved an increase in Mr.-Musbach’s
annual base salary from $250,000-t0 $300,000, Mr. Musbach declined to accept that increase as his conttibution to a Company cost reduction program. Mr; Musbach voluntarily reduced his
annual base salary by 10%, effective Fetgn]ary_ 1, 2008, in conjunction with 8 10% ‘across-the-board” reduction in salaries }an_d_‘ wages throughout the Company. As a result, Mr_.lMusbachfs
annual basé salary is now, and since February 1, 2009 has been, $225,000. See “Narative to Sutnmary Compensation Table” below. ) : )
o N TR N .
2 Effective April 7, 2008, Mr. McGuire was appointed as Executive Chairman; a full time management position, with the Company,” and -relinquished hl‘S'positibn as Company.GEO in
conjunction with:the promotion.of Mr. Muspach as CEQ in furtherance of the Board's management successipn plan.., Thera was no chapge made to Mr. McGuire's compensation i connectien
with that changein his position. Hoye\_/er, effective June 1, 2008, M. McGuire voluntarily reduced his annual basg salary by $50,000, ‘fram $360,000 fo $310,000, and effective December 1,
2008, he voluntarily reducqq his annual base salary further, by $60,000, to $250,000 as his contributions to a Company cost reduction program._ Like the other Named Executive Officers, Mr.
McGuire voluntarily redticed his annual base salary by another 10%, effective as of Februéw 1, 2009 and, as a result, Mr. McGuire’s annual base salary is now, and since February 1 2009
has been, $225,000 See “Narrative to Summary Oompensation Tablé” below. T e ) : BRRPL
(é)!Like the other NEOs,-Ms. Knell voluntarily. reduéed her annual base salary by 1 0%, effective as of February 1, 2009, to $1 85,000,.in conjunction with & 10% “across-the-board” reduction
in salaries and wages throughout the Company. See “Narrative to Summary Compensation Table” below. ’ .
(4) Arhounts in this colurnf représent the fair values'of stock options-at their respective grant dates ‘-accordance with FASB ASC 718. The fair values of options were éstimated using a
binomial optior valuation model which'incorporates‘certain assumptions relating to a risk-free market int®kest rate, expeeted dividend yield of the Company’s common stock"expected-option
life and expected volatility in the market value of our. common stock.. For additional information regarding the valuation methodology and the assumptions used in the estimation, please seg
Note E, “STOCK OPTION.S ANQ STOCK PURGHASE PLANS” to.the Company’s consqliqated financial statements included in ltem‘,S.of _this Annual Report on Form 10.K. ..
(5) None of the NEOs received any non-equilty incentive compensation awards for 2009 or 2008. See ‘Nar}affVe to SummaryvCorhpensation Table" below.
(6) The other combensati‘on received by Messré. ‘Musbach and McGuire in 2009 and 2008 consisted solely of automobile allowances to reimburse them for the expenses they incurred in
using their personal automobiles on Company business. . .

‘ . N . -

page 46 2009 Annual Report



Narrative to Summary Compensation Table

ANNUAL BASE SALARIES. Mr. Musbach served as the
Company’s President and Chief Operating Officer until April 2008,
when he was promoted to Chief Executive Officer. Although the

Compensation Committee approved an increase in Mr.-Musbach’s
annual base salary from $250,000 to $300,000 in conjunction with

his promotion to CEO, he declined to accept that increase as his
contribution to a cost reduction program adopted by the Board in
response to the economic recession and credit crisis which were
adversely affecting the Company’s results of operations and cash
flows (the “Cost Reduction Program”). As a result, Mr. Musbach’s
annual base salary in 2008 was $250,000, unchanged from his
annual base salary in 2007. Mr. Musbach also voluntarily reduced
his annual base salary by 10%, effective as of February 1, 2009,
in conjunction with a 10% “across-the-board” reduction in salaries
and wages throughout the Company. As a result, in 2009 Mr.
Musbach received 1 month of salary, calculated on the basis of
an annual rate of $250,000, and 11 months of salary, calculated
on the basis of an annual rate of $225,000, which is his current
annual base salary.

in 2008, Mr. McGuire’s annual base salary was $360,000.
However, as his contribution to the Company’s Cost- Reduction
Program, Mr. McGuire voluntarily reduced his annual base salary
on two occasions in 2008: (i) a $50,000 reduction, effective
June’ 1, 2008, bringing his annual base salary from $360,000
to $310,000 and (ii) an additional $60,000 reduction, effective
December 1, 2008, bringing his annual base salary from $310,000
to $250,000, which was 30% lower than the amount of his annual
base salary at the beginning of 2008. As a result, the salary
paid to Mr. McGuire in 2008 totaled approximately $331,000, as
compared to $360,000 in 2007. Mr. McGuire’s annual base salary
for 2009 reflects a full year of those two salary reductions in 2008
and an additional 10% voluntary reduction that became effective
February 1, 2009. As a result, in 2009 Mr. McGuire received
1 month of salary, calculated on the basis of an annual rate of
$250,000, and 11 months of salary, calculated on the basis of an
annual rate of $225,000, which is his current annual base salary.

Effective September 1, 2008, the Compensation Committee
approved an increase of 3% in Ms. Knell's annual base salary
to $206,000 in order (i) to make her annual base salary
more competitive with salaries paid to chief financial officers of
California-based companies of similar size and capitalization, and
(i) to recognize and reward Ms. Knell for her past service and
individual performance as the Company's Chief Financial Officer.
In 2009, however, like the other NEOs, Ms. Knell voluntarily agreed
to reduce her annual base salary by 10%, effective February 1,
2009, in conjunction with a 10% “across-the-board” reduction in
salaries and wages throughout the Company. As a result, in 2009
Ms. Knell received 1 month of salary, calculated on the basis of
an annual rate of $206,000, and 11 months of salary, calculated
on the basis of an annual rate of $185,000, which is her current
annual base salary.

NON-EQUITY AND EQUITY COMPENSATION. In 2009, the
Compensation Committee decided to grant additional equity
incentives, in the form of stock options, to each of the NEOs in
lieu of the adoption of a cash incentive compensation program.

‘In the-view of the Compensation -Committee, :the grant of equity

incentives was preferable to non-equity compensation awards,
because (i) the equity incentives would reward the NEOs for efforts
and initiatives that increased the market price of the Company’s
shares, thereby better aligning the interests of the NEOs with those
of the Company’s stockholders, and (ii) the stock options would
vest over a three year period, thereby creating an incentive for the
NEOs to remain in the Company's employ over a multi-year period.
The Compensation Committee did adopt a cash incentive
compensation plan for the NEOs for 2008. However, no cash
awards were made under that plan to any of the NEOs because the
Comipany did not achieve the 2008 earnings threshold that had to
be met for participants to receive bonus awards under that plan.
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Outstanding Equity Awards at Fiscal Year-End
The following table sets forth information‘regarding unexermsed options that had been granted to our NEOs and were outstandlng as of
the end of flscal year 2009 '

Number of Shares Underlying
' . . o Unexercised Options at Year-End o
Named . Grant Dates . Exercisable “Unexercisable o Option Option -

Executive Officer i : 1 Exercise Price ($) @ - Expiration Date
James Musbach - . 11/15/2006 37,500 © 12500 @ T $799 11/15/2011
‘ 3/08/2007 7,500, 7,500 @ $833 - 3/08/2012
‘3/06/2008 6,666 . 13334 - $520 o 3/06/2013
1/27/2009 : -~ 100,000 ® o %122 1/27/2014
Thomas R., McGuire ;  1/08/2004 5,000 ’ $6.10 ' 1/08/2014
2/17/2005 3,750 : 1250 @ $7.29 L 211712015
2/28/2006 7,500 < 2,500 $7.25 i 2/282011
3/08/2007 7,500 7,500 @ $833 . 3/08/2012
3/06/2008 6,666 13,334 @ ’ $520 . 3/06/2013
3/26/2009 — 20,000 ® . $090 T 3/26/2014
Sandra A. Knell 1/08/2004 5,000 - $6.10 1/08/2014
2/17/2005 3,750 . 1,250© v $7.29 2/17/2015
2/28/2006 7,500 2,500 @ $7.25 2/28/2011
3/08/2007 7,500 ©7500@ . $833 3/08/2012
3/06/2008 3,333 6,667 @ R ©$520 . - 3/06/2013 -
3/26/2009 —_ 10,000® .. $080 : 3/26/2014

(1) Represents the closing market price of our common stock on the respective dates of grant.

(2) These options become exercisable on November 15, 2010.

(3) Fifty percent of these options became exercisable on March 8, 2010 and the other fifty percent are scheduled to become exércisable on M;arch 8, 2011.
(4) Fifty percent of these options became exercisable on March 6, 2010 and the other fifty percent are schedbled to bécome exercisable bn March 6, 2011.

»
(5) One-third of these options became exercisable on January 27, 2010 and the remainder of these opt/ons are scheduled to become eXer(:/sable in two equal instaliments, on January 27,

2011 and January 27, 2012, respectively. = !
(6) These options became exercisable on February 17, 2010.
(7 ) These options became exercisable on February 28, 2010.

I (8) One-third of these options became exercisable on March 26, 2010 and the remainder of these options are scheduled to become exercisable, in two equal instaliments, on March 26, 2011
and March 26, 2012, respectively. . .

(" N b
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Option Exercises in 2009 il
None of the NEOs exercised any options during 2009.

Pension Benefits

We have not established or provided pension arrangements or
post-retirement health :coverage for our NEOs or other employees.
Our NEOs, as well as all other fult time employees, are, eligible
to participate in our 401(K) defined contribution plan‘ on :a-non-

discriminatory basis. The Company did not make any matching .

contributions to the 401(K) plan for 2009.

Nonqualified Deferred Compensation Plans

We have not established any nonqualified deferred compensation
programs for our NEOs or any-other employees.

Severance and Change

of Control of Arrangements

We currently do not have employment agreements, severance
agreements, change of control agreements or any other form
of agreement with our NEOs which provide for the payment of
compensation or non-equity awards or the provision of benefits on
a termination of employmernit or as a result of a change of control
transaction.

Our stock incentive plans provide that all unvested options or
restricted shares, whether held by the NEOs or other employees,
will become vested on a change of control of the Company unless
the party acquiring control of the Company agrees to assume or
substitute comparable equity incentives for those outstanding
options on terms approved by the Compensation Committee.

Director Compensatzon
Only non-employee directors receive compensation for their service
on the Board of Directors and Committees of the Board. In 2009,

non-employee directors were entitled to.receive a retainer of $8,000

per year and-a fee of $2,000 for (i) attendance at each Board of
Directors’ meeting; and (ii) each Committee meeting that was held
on a date other than a date on which a Board meeting was held.
Non- employee directors weré reimbursed for their out—of-pocket
expenses incurred in attending those meetings. Pursuant to the
Company’s stockholder-approved employee stock incentive plans,
each year each non-employee director is automatically granted an
option fo purchase 2,000 shares of common stock at an exercise
price that is equal to the per share closing price of the Company's
shares on the date of grant, as reported by AMEX. These options
become fully exercisable six months after the date of grant. -Upon
joining the Board, any new non-employee director is granted an
option to purchase 2,000 shares, which becomes exercisable in
full one year after the date of grant. b

The ,following dable sets, forth,. for each .non-empjoyee director,

__mformatlon rqgardmg the cash cgmpensahon paid.and the stock
options granted for service on the Board and its Committees during

2009.
Name ... Fees Earned . .
: " or Paid in Option *" Al Other

» v Cash®. - . Awards ($) ®  Compensation . Totat
John W.:Casey: $19,%00 $3620 ., . o=t $ 23,120
Leonard P. Danna $ 19,500 $ 3,620 — $ 23,120
BenA. Frydman ~ '$22500 C$36200° 7 TT— $ 26,120
Robért S. Throdp® *  $ 26,000 $3620 " T =T §206200

(1) This column reports the amount of cash compensation received for Board and
Committee service in 2009.

(2) Amounts in this column represent the fair values of stock options granted to e4ch director
at the date of grant of the options, determined in accordance with FASB ASC 718. The fair
values of options were estimated using a binomial option valuation model which incorporates
certain assumptions relating to a risk-free market interest rate, expected dividend yield of the
Company’s common stock, expected option life and expected volatility in the market value
of the our common Stock. For a additional information regarding the valuation methodology
and the assi)mp’flons used in the estimation, please refer to Note E, “STOCK OPTIONS AND
STOCK PURCHASE PLANS” to the Company's consolidated ﬂnanc:a/ statements mcluded
in Item 8 of this Annual Report on Form 10-K.
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Item 12. Security Ownership Of Certain Beneficial Owners
and Management and Related Stockholder Matters S S

Security Ownership of Certain Beneficial Owners and Management ,

The following table sets forth, as.of April 21 2010, information regarding the ownershlp of the COmpanys outstandmg shares ‘of common
stock by (i) each person known to management to own, beneficially or of record, more than five percent (5%) of the outstandifig shares
of our common stock, (ii) each director and each of the executive officers of the Company, and (u) alt of those d!rectors and “offi icers as a
group As of April 21, 2010 a total of 4,650, 831 shares of our common stock were outstanding.

Name and Address of Beneficial Owners L Amount and Nature of Beneficial Ownership @ : Percent of Shares Outstanding
Thomas R McGu|re . . ‘ ;
350 Woodview Avenue, Morgan Hill, CA 95037 . 57,333@. R o 122%

Robert E. Robotti(3)
Robotti & Company, incorporated
52 Vanderbiit Avenue, New York, NY 10017 401,421 @ 9.0%

JB Capltal Partners, L P.

Alan W. Weber . . L
5 Evan Place, Armonk, NY 10504 . 375,100 @ o o X 8.4%
Dimensional Fund Advisors, LP ' } R : R
1299 Ocean Avenue, Santa Monica, CA 90401 362,939 ® e : K 8.1%
Lone Star RV Sales, Inc.
14444 North Freeway, Houston, TX 77090 252,900 © : . 5.7% .
N | SR .
John W. Casey 39,000 M < . N ' . *
Robert S. Throop 39,000 . o : o
Ben A. Frydman 27,000 7 . . . >
Leonard P. Danna 14,000 7 ’ L * '
James Musbach , 219,816 ® o ’ RE - S ‘
Sandra A. Knell 146,912 ® v ‘ 31% RIS
Dennis A. Castagnola 120,136 @ 2.6%
David A. Berger 102,081 @ 2.2%
All directors and NEOs as a group (9 persons) 1,280,278 @ 25.7%

* Less than 1%.

(1) Under SEC rules (i) a person is deemed to be the beneficial owner of shares if that person has, either alone or with others, the power to vote or dtspose of tHose shares; and () if 4 pefson
is holds options to purchase shares of our common stock, that person will be deemed to be the beneficlal owner of the number of those shares that may be purchased by exercise of those
options at any time during a 60 day period which, for purposes of this table, will end on June 20, 2010. The number of shares subject to options that are gxercisable-or mey become axercisahle
during that 60.day period are deemed outstanding for purposes of computing the number of shares benefi c:a({y owned by, and the  percentage ownezsh/p of, the person holdmg such options,
but not for computing the percentage ownership of any other stockholder. Except as otherwise nated in the footnotes below, the persons named in the table have sole votlng and d/sposmve
power with respect to all shares shown as beneficially owned by them, subject to community propeny laws where appiicab/e '

Al

(2} Includes 51,250 shares subject to outstanding stock options exercisable during the 60.day period enqing June 20; 2010.

(3) In a report filed by Robert E. Robotti with the SEC on March 28, 2008 (which is the most recent such report fl/ed by Mr. Robotti), of these 401, 421 shares of the Companys common
stock, Mr. Robotti shares voting and dispositive power with: (i) Robotti & Company, Incorporated a5 to 5, 000 of these shares; (if) Robotti & Campany, LLC, s to 18,950 of these shares (iii)
Robotti Company Advisors LLC as to 14,750 of these shares; (iv) Kenneth R. Wasiak, Ravenswood Management Company, LLC and Ravenswood Irivestment Company, L.P. as fo- 241,535 of
these shares, and (v) Kenneth R. Wasiak, Ravenswood Management Company, LLC and Ravenswood Inyestments 11l as td:101, 186 of these shares. Mr.-Robotti also’ ‘repoited that he may
be deemed to share beneficial ownership with Suzanne Robotti, Mr. Robotti’s wife, as to 20,000 shares, ‘eveh though the .report states, that Suzanne Robotti holds sofe votwg and dispositive
power with respect to those 20,000 shares. However, the report also states that each of the above-named persons and entities disclaims beneficial ownershlp of the shares held by each of
the other named persons and entities.

i
LR

(4) In a report filed with the SEC, JB Capital Partners, L.P. and Alan W. Weber, its general partner, reported that they share voting and dispositive power and; ‘therefore, share beneficial
ownership, with respect to 371,100 of these shares and that Mr. Weber is the sole beneficial owner of, with sole voting and dispositive power over, the other 4,000 shares. The report also states
that each of JB Capital Partners and Mr. Weber disclaims beneficial ownership in the shares owned by the other, except to the extent of any pecuniary interest that such reporting person has
in the shares of the other.
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(5) Dimensional Fund Advisors, LP (“DFA”) is an investment advisor registered under Section 203 of the Investment Advisors Act, QF-4940, Accordgag to arepprt filed by DFA with the SEC; M
these 362,939 shares are owned by four investment companies registered under the Investment Company Actof 1 940 and cerfaln commingled group trusts and separate accounts and (ii)
in its capacity as investment advisor to those investment companies and investment manager of those trusts and accolmts DFA exercises sole voting and d/sposmve power over these Shares.
However, in that repon‘ DFA disclaimed beneficial ownershlp of these shares :

o .Y

(6)ina repon‘ filed with the SEC, Lone Star RV Sales lnc reported that it possesses sde ownershlp and dispositive power wrth respect to these shares and that it disclaims benefrczal ownership
of 13,000 shares owned by Scott Byrne and 10,000 shares owned by Gordon Byre.

(7 includes shares subject to outstanding stock options which are or.may begome exercisable at any time during the 60-day period ending June 20, 2010, as follows: Mr Casey — 20,000
shares; Mr. Throop — 14,000 shares; Mr. Frydman — 18,000 shares and Mr. Danna — 14,000 shares.

(8) Includes shares subjéct to outstanding stock aptlons which are bf may become exercisable at any time during the 60.0ay penod endzng June:20, 2010, as follows: Mr. Misbach — 95,417
shares; Ms. Knell — 41,250 shares; Mr. Cashgnola — 21,250 shares; and Mr. Berger — 41,250 shares. , ,

9) lncludes a total of 336,417 shares sub/ect to qutstandmg stock optlons which are or may become exerc:sab/e at any t/me dunng the 60-day penod endmg June 20 2010.

t
s ,

Information Regardmg Equzty Compensatton Plans S e
The following’ table provides |nformat|on relatmg to our equrty compensahon plans as of December 31 2009

Column A _ . ColumnB = . .. ColumnC

) ) S i Number of Securities Remaining. A
Available for Future Issuance .

Number iof,:sécurities ‘ _ E Weighted Average ' - under Equlty Compensation -
to be Issued on Exercise Exercise Price of - . Plans (Excluding Securities
of Outstanding Options Outstandipg Ophpns .o Reflected in Column A

Equity compensation
plans approved by stockholders . R B
Stock option and incentive plans 707,667 $4.99 o .. 223,166

Equity compensation
plans not approved by stockholders — . - . o : —_
707,667 $4.99 ''223,166

item 13. Certain Relationships And Related Transactions And Dlrector Independence .

During 2009 there were no transactions or any series of similar transactions engaged in by the-Company in which any: NEO, Director or
holder of more than 10% of our common stock, or any member of the immediate: family or any affiliates of any of the foregoing persons,
had any direct or indirect material interest, nor are there any such transactions currently contemplated by the Company.
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ltem 14. Principal Accountant Fees and Services
The accountlng firm of Burr Pilger Mayer Inc. ( Burr Pilger”) served
as the Company’s independent registered pUbllC accounting firm
for the years ended December 31, 2009 and 2008.

Audit and Other Services
Rendered and Related Fees

AUDIT SERVICES. During fiscal 2009, Burr Pilger rendered.
audit services to us, which consisted of the annual audit of

our consolidated financial statements for the fiscal year ended
December 31, 2009 ‘and reviews of our interim consolidated
financial statements that were included in our Quarterly Reports
on Form 10-Q filed with the SEC for the quarters ended March

31, June 30, and September 30; 2009, respectively. During.

fiscal 2008, Burr Pilger rendered audit services to us consisting
of the annuat audit of ourconsolidated financial ‘statements for
the fiscal year ended December 31, 2008 and reviews of our
interim consolidated fmanc:ai statements that were included in our
Quarterly Repaits on Form 16-Q filed with the SEC for the quarters
ended March-31, June 30, and September 30, 2008. Fees paid

for those services t6taléd '$255,200 for 2009 and '$248,400 for

2008.

AUDIT RELATED SERVICES. During 2009 and 2008 Burr Pilger
did not provide any audit'related services to us.

OTHER SERVICES. - Burr Pilger did not render any tax or any other
services to us in fiscal. 2009 or 2008.

Audit Committee Pre-Approval Policy
The Audit Committee’s: ‘polity is’ td « pre-appbrove: sefvides ‘o' be
performed by the:<Company’s -independént registered - public

accountants in"the categories of: audit services, auditirelated
services, tax services and othér services. This policy is designed to -

ensure that the provision of any non-audit services does not impair
the independence of the Company's registered public accounting
firm. Additionally, the Audit Committee will consider on a case-by-
case basis and, if appropriate, approve specific engagements that
are not otherwise pre-approved.
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Part IV

Item 15. Exhibits and Financial Statements
Schedules

(a)The following docqments are filed as rpart of this Report:

(1) Financial Statements. The Consolidated Financial
Statements  of The Coast -Distribution System, Inc. and
Financial Statement Schedules: See Index to Financial
" Statements on Page 28 of this Report.

(2) Financial Statement Schedules. Schedule || —

-Valuation and Qualifying Accounts is set forth at Page -

. 46 gf this Report. - All other schedules are omitted as the
information is not requwed is not material or is otherwise

- furnished. -

3) Exhlblts. See lndex to EXthI'[S elsewhere in thIS
Report, for a list and description of (i) exhibits previously filed
by the Company with the Commission and (i) the exhibits
being filed wnth thns Report

Gt



Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the. Company has duly caused this Repon:
to be signed on its behalf by the underSIgned thereunto duly authorized. , ,

B

THE COAST DISTRIBUTION SYSTEM, INC.

Dated: March 31, 2010 By: - /s/ JAMES MUSBACH

James Musbach
President and Chief Executive Oﬁ‘lcer
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Power of Attorney

——

Each person whase sighature to this Repbrt appears bélow. hereby appoints Thomas R. McGuire,- James Musbach and Sandra A.-Knell,
and each of them, individually, to act severally as attorneys-in-fact and agents, with full power of substitution and resubstitution, for each of
them, to sign on his or her behalf, individually and in the capacities stated below, and to file any and all amendments to this Annual Report,
which amendment or amendments may make changes and additions as such attorneys-in-fact may deem necessary or appropriate.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report on Form 10-K has been signed below by the following
persons in the ‘capacities and .on the- dates indicated.

Signature Srae o Title : ‘Date

/s/ JAMES MUSBACH FoL President, Chief Executive Officer and Director

James Musbach IR e . (Principal Executive Officer) March 31, 2010
/s/ THOMAS R. MCGUIRE Executive Chairman and

Thomas R. McGuire Chairman of the Board of Directors March 31, 2010
/s/ SANDRA A. KNELL Executive Vice President and Chief Financial Officer

Sandra A. Knell (Principal Financial and Principal Accounting Officer) March 31, 2010

/s/ JOHN W. CASEY -
John W. Casey Director March 31, 2010

/s/ LEONARD P. DANNA
Leonard P. Danna Director March 31, 2010

/s/ BEN A. FRYDMAN
Ben A. Frydman Director March 31, 2010

/s/ ROBERT S. THROOP
Robert S. Throop Director March 31, 2010
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Index To Exhibits

Exhibit # Description of Exhibits - : '
3.1A Certificate of Incorporatlon of the Company as filed with the Delaware Secretary of State on July 1 1997 and as in effect
: since that date (incorporated by reference to Exhibit B to the Company’s Definitive Proxy Statement dated and filed with the
SEC on July 3, 1997).

33 Amended and Restated Bylaws of the Company effecti?e as of December 19, 2007 (Incorporated by referehce to the Exhibif
3.3 to the Company’s Current Report on Form 8-K dated December 19, 2007).

4.1 Rights Agreement, dated as of February 3, 2006, between the Company and U.S. Stock Transfer Corporation, which
includes, as Exhibit A, a form of Certificate of Designation for the Series A Junior Participating Preferred Stock; as Exhibit
B, the Form of Rights Certificate and. As Exhibit C, a Summary of Rights. (Incorporated by reference from the same
numbered Exhibit to the Company's Registration Statement on Form 8-A filed with the Commission on February 6, 2006).

10.31 1993 Stock Option and Incentive Plan. (Incorporated by reference to Exhibit 4.3 to the Company’s Registration Statement
on Form S-8 (File No. 33.64582) filed with the SEC on June 17, 1993).

10.34 Distribution Agreement dated October 11, 1995 between the Company and Recreation Vehicle Products, Inc. (Incorporated
by reference to Exhibit 10.1 to the Company’s Quarterly Report on Form 10-Q for the Quarter ended September 30, 1995).

10.36 1999 Stock Incentive Plan (Incorporated by reference to Exhibit 10.36 to the Company’s Annual Report on Form 10-K for
the year ended December 31, 2000).

10.39 Third Amended and Restated Loan & Security Agreement dated as of August 30, 2005 between Coast and certain of its
Subsidiaries and Standard Federal Bank NA, LaSalle Business Credit, LLC, and LaSalle Business Credit, a Division of ABN
AMRO BANK N.V., Canada Branch. (Incorporated by reference to Exhibit 99.1 to the Company’s Current Report on Form
8-K dated August 30, 2005 and filed with the SEC on September 6, 2005).

10.40 2005 Stock Incentive Plan (incorporated by reference to Exhibit 10.1 to the Company’s Registration Statement on Form S-8
(File No. 333.136864 filed with the Commission on August 24, 2006).

1041 Sole Sales and Service Agreement, effective as of April 13, 2006, with Wuxi Kipor Power Co., Ltd., which appointed Coast
Distribution as the sole distributor in the North America of Kipor’'s line of portable and standby generators and certain other
products. (Incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K dated April 13, 2006.)

10.44 The Company’s 2008 Equity incentive Plan approved by the Company’s stockholders (incorporated by reference to Appendix
A to the Company’s definitive Proxy Statement filed with the SEC on July 22, 2008).

10.45 Fourth Amendment and Waiver, dated as of March 27, 2008, entered into by the Company and Bank of America,
N. A., amending certain of the terms and provisions of the Loan and Security Agreement for the Company'’s revolving bank
credit line. (Incorporated by reference to the same numbered Exhibit to the Annual Report on Form 10-K for the year ended
December 31, 2008, filed with the Commission on March 31, 2009.)

10.46 Fifth Amendment to Third Amended & Restated Loan and Security Agreement entered into November 30, 2009 by The
Coast Distribution System, Inc. and Bank of America, N. A. (incorporated by reference to Exhibit 10.46 to the Company’s
Current Report on Form 8-K dated November 30, 2009.)

21 Subsidiaries of Registrant
23.1 Consent of Burr Pilger Mayer, Inc., Independent Registered Public Accounting Firm
24 Power of Attorney — Included on Signature Page.
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Index To Exhibits |

311 Cert|f|catron of Chief Executlve Offrcer pursuant to Sectron 302 of the Sarbanes-Oxley Act of 2002 oS
v L L
31.2 .+ . Certification ef Chref Financial Offscer pursuant to Sectlon 302 of the Sarbanes Oxley Act of 2002
32.1 Certification of Chief Executive Offrcer pursuant to Sectlon 906 of the Sarbanes- OxIey Act of 2002
322 Certification of Chief Financial Officer: pursuant to Sectlon 906 of the Sarbanes-Ox{ey Act of 2002
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Exhibit 21

Subsidiaries Of Registrant

Name and State or other Junsdlctlon of Incorporatlon : : Reglstrant's ‘Percentage Ownershlp
U. S. Subsidiaries v : N C
- C/P Products Corp, an Indiana corporatnon PR 3 : 100%

‘United Sales and Warehouse of Texas, Inc., a Texas corporatlon oo e 100%

Foreign Subsidiaries:
The Coast Distribution System (Canada) Inc., Quebec, Canada 100% STy
Ai-wek a.k.a Eurasia Recreational Vehicle Accessories Taiwan Company 100% ’

In accordance with the instructions set forth in Paragraph (b) of Item 601 of Regulation S-K, there have been omitted one U.S. su.bsidiary

and four foreign subsidiaries that, if considered in the aggregate as a single subsidiary, would not have constituted a significant subsidiary
as of December 31, 2009.
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Exhibit 23.1

Consent Of Independent Registered Public Accounting Firm

We have issued ‘our:reportdated: March 29, 2010, accompanying the consolidated financial statements.and schedule of The Coast
Distribution System, Inc. and Subsidiaries (the Company) for the years ended December 31, 2009, 2008 and 2007 included in.the
Company's Annual Report on Form 10-K for the year ended December 31, 2009. We hereby consent to the incorporation by reference
of that report in the Company’s Registration Statements on Forms S-8 (File Nos: 33-10769, 33-15322, 33-18696, 33-64582, 333-55933,
333-55941, 333-52876 and 333-136864).

/s/ Burr Pilger Mayer, Inc.

San Francisco, California
March 31, 2010 .
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Exhibit 31.1 |

Certifications Of Chief Executive Officer Under Section 302 Of The Sarbanes-Oxley Act

I, James Musbac_h, certify that:
1. | have reviewed this annual report on Form 10-K of The Coast Distribution. System, Ingc.;

2. Based on my knowledge, this annual 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; . ..= o B A

3. Based on my knowledge, the financial statements, and other financial infarmation 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 | are responsibie for establishing and. maintaining disclosure controls:and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reportlng (as defmed in.Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and we have: ;

(a) designed sueh disclosure controls and procedures, or caused such disclosure cantrols-and- procedures to be designed. under.our
supervision, to ensure that material information relating to the registrant, including its consolidated sub51d|anes 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 cantrol over: financial reporting, or caused such-internal control over financial reporting to.be designed
under our superyision, to provide reasonable assurance regarding the reliability of financial reporting and the preparatlon 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 fourth fiscal quarter that has materially affected,-or is reasonably likely to materially affect, the reglstrants internal control
over financial reporting; and

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

(a) all significant deficiencies and material weaknesses in the: design or operation of internal control over finangial 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.

Dated: March 31, 2010 . By: /s/ JAMES MUSBACH

James Musbach
President and Chief Executive Officer
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Exhibit 31.2

Certifications Of Chief Financial Officer Under Section 302 Of The Sarbanes-Oxley Act

I, Sandra A. Knell, certify that:
1 .1 have reviewed this annual report on Form 10-K‘of The Ceast Distribution System; inc.;

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

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

4. The registrant’s other eertifying officer and | are responsible.for-establishing and maintainhing disclosure:controls and procedures (as
defined in Exchange Act Rules 134-15(e} and 15d-15¢e)) and internal control over fmanmal reportmg (as defmed in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and we have:

(a)-designed such:-disclosuré controls and proceduwes; or-caused such disclosure coritrols and procedures to be ‘designed. under our
“. supewvision, to-ensure that: material information: relating to the registrant, including its conselidated subsidiaries, is made known to us
by others within those entities, particularly duringthe period in which this report is being prepared; ,

(b) designed such. internal control over financiat-reporting, or caused such internat control over financial reporting to be-deésigned
* under our supervision, to provide reasohable assurance regarding the reliability of financial reportmg and the preparatmn of financial
statements for external purposes in accordance with generally accepted-accounting principles;> = -

(¢) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report:bur 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 registratt’s internal control over financial:reporting that occurred during the registrant’s
~ most recent fourth fiscal' quarter that has: materially affected, or is reasonably likely to materially affect, the registrant's internal comrol
over financial reporting; and . .

5:The registrant’s other certifying officer-and- | ‘have disclosed, based oh our most recent evaluation of internal control ¢ver financial
reporting, to the registrant’s auditors and the audit committee of registrant's board' of directors (or persons performing the equivalent
function):

-(a) all significant deficiericies and miaterial weaknesses:in the design or operation of internal controt over financial reporting whiich are
reasonably likely'to adversely affect the registrant’s ability to record, process, summarize and repert financial information; and

(bYany fraud, whether or not' material, that involves  management or ‘other employees who have a: s;gmﬂcant role in the reglstrants
internal control over financial reporting.

Dated: March31,2010 - ' . By:  /s/ SANDRA A. KNELL

Sandra A. Knell
Executive Vice President and Chief Financial Officer
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Exhibit 32.1

A

THE COAST DISTRIBUTION SYSTEM, INC.
Annual Report on Form 10-K
for the Year ended December 31, 2009

Certification Of Chief Executive Officer

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 T vl ' cr co

The undersigned, hereby certifies that: (i) the Annual Report of The Coast Dlstnbutlon S)?stem Inc (the “Company") for the year ended
December 31, 2009, filed on Form 10-K with the Securities and Exchange Commission (the “Annual Report”), to which this Certification is
an Exhibit, fully complies with the applicable requirements of Section 13(a) or 15(d) of the Exchange Act; and (ii) the information contained
in this Annual Report fairly presents, in all material respects, the financial condition and resuits of -operations ofithe Company.

Dated: March 31, 2010 ' - By: /s/ JAMES MUSBACH

James Musbach
President and Chief Executive Officer

A signed original of this written statement required
by Section 906 has been provided to The Coast
Distribution System, Inc. and will be retained by
The Coast Distribution System, Inc. and furnished to
the Securities and Exchange Commission or its staff
upon request.
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Exhibit 32.2

e e

THE COAST DISTRIBUTION SYSTEM, INC. : R
Annual Report on Form 10-K '
for the Year ended December 31, 2009

Certification Of Chief Financial Officer

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 S T TE NS SHNET IR I PR ISR S B 2

The undersigned, hereby certifies that:. (i) the-Annual Report ofiThe Coast Dlstnbutlon System Inc..{the “Company" ), for the year ended
December 31,2009, filed on Form 10-K with the:Securities-and Exchange Commission (the.“Annual Report”), ta.which this Cértifitation: is
an Exhibit, fully complies'with the applicable requirements.of Section 13(a)-er 15(d) of the Exchange' Act; and (i#). the information contained
in this Annual Report:fairly presents;:in all material respects, the financial.condition-and results of operations of the Company.

Dated: March 31, 2010 : C . By: /s/ SANDRA A. KNELL Y

Sandra A. Knell
Executive Vice President and Chief Financial Officer

A signed original of this written statement required

by Section 906 has been provided to The Coast

Distribution System, Inc. and will be retained by

The Coast Distribution System, Inc. and furnished to

PR - N S S O T the Securities and Exchange Commission or its staff
BCE upon request.
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Board of Directors

John W. Casey

Retired President and

Chief Executive Officer

Shurflo Pump Manufacturing Company

Leonard P. Danna
Certified Public Accountant
Vavrinek, Trine, Day & Co., LLP

Ben A. Frydman
Attorney-at-Law
Stradling, Yocca, Carlson, & Rauth

Thomas R. McGuire
Chairman of the Board of Directors
The Coast Distribution System, Inc.

James Musbach
President and Chief Executive Officer
The Coast Distribution System, Inc.

Robert S. Throop

Retired Chairman of the Board
and Chief Executive Officer
Anthem Electronics, Inc.

Executive
Management Team

Thomas R. McGuire
Executive Chairman and
Chairman of the Board of Directors

James Musbach
President, Chief Executive Officer
and Director

Sandra A. Knell
Executive Vice President,
Chief Financial Officer and Secretary

David A. Berger
Executive Vice President — Operations

Dennis A. Catagnola
Executive Vice President —
Proprietary Products

Stephan C. Lussier
President
The Coast Distribution System (Canada), Inc.

Corporate Headquarters

The Coast Distribution System, Inc.
350 Woodview Ave

Morgan Hill, CA 95037
www.coastdistribution.com

Transfer Agent &
Registrar

Computershare Trust Company, N.A.
250 Royall Street

Canton, MA 02021

800-962-4284
www.computershare.com

Investor Contact

Jeff Tryka, CFA

Lambert, Edwards & Associates
47 Commerce Avenue S.W.
Grand Rapids, Mi 48503
616-233-0500
jtryka@lambert-edwards.com
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