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To Our Shareholders Employees
Customers and Suppliers

Although 2010 marked year of continued challenges for The

Coast Distribution System it was also year of progress as we

generated modest revenue growth amid difficult market conditions

while maintaining disciplined approach to costs This discipline

combined with the difficult decisions we made over the last two

years enabled us to build on the improvements in operating results

in 2009 and post our second year of profitable results

Although we were pleased with the improvements for 2010

significant economic headwinds persisted which impacted our

results In the absence of robust economic recovery we were

still able to generate modest increase in sales based primarily on

customers replenishing low inventory levels as well as an increase

in sales of air conditioners in the second half of the year Given the

increase in sales of lower margin air conditioners gross margins fell

to 18.1 percent from 18.8 percent in 2009 However we were able to

further reduce selling general and administrative SGA expenses

resulting in 43.6 percent increase in operating income for the year

2070 IN REVIEW
Dn the OEM side of the RV business industrytrends in 2010 improved

significantly after four consecutive years of declining sales of RVs

and boats
Illustrating

this rebound the Recreational Vehicle Industry

Association RVIA reported RV shipments were up 46.2 percent in

2fllfl which followed Rfl.1 percenr year over-year decline in 200Q

and placed total industry shipment just above 2008 levels

Unfortunately the increase in shipments from OEMs does not

necessarily translate into good things for our business as higher

wholesale units sales to replenish dealer inventory did not generate

corresponding increases in retail sales In fact retail sales during

this period were fiat to somewhat better depending on the region

In addition since the beginning of the recession weve seen

significant decrease in the number of dealers particularly in those

areas hardest hit by the downturn in housing In 2010 those dealers

that survived the downturn saw an environment that continued to

iiiiprove but nut dramdtically so

Given this market dynamic independent RV dealerships our

primary customers experienced firming in demand but not the

strength of sales experienced by manufacturers As result we saw

very modest in our sales We continued our focus on expanding sales

of our own branded products introducing significant new products

in towing and outdoor power We also increased our market share

of air conditioners with the withdrawal of competing manufacturer

from the market Combined these factors resulted in 5.2 percent

increase in net sales to $108.6 million from $103.2 million in 2009

The shift in sales toward lower margin air conditioners in the second

half of the year resulted in downward pressure on overall gross

margins Gross profit increased slightly to $19.6 million from $19.4

million in 2009 but as percent of sales gross margins contracted to

18.1 percent from 18.8 percent the prior year

In terms of our operating costs we saw the benefit of the cost

reduction actions we took in 2008 and 2009 During that time we

reduced
staffing levels and implemented 10 percent across the-

board reduction in management compensation and employee wages

As we maintained our commitment to controlling costs we were able

to further reduce SGA by $222000 to $18.3 million or 16.9 percent of

sales from $18.6 million or 18.0 percent of sales in 2009

As result of these efforts operating income grew 43.6 percent to

$1.3 million from $0.9 million in 2009 and pre-tax income nearly

tripled to $569000 from $204000 year earlier For the year ended

December 31 2010 we reported net income of $152000 or $0.03

per diluted share compared with net income of $99000 or $0.02 per

diluted share for 2009

Dn the balance sheet we continued to focus on the efficient use of

our assets and effective management of our capital structure Our

overall working capital investment increased to $36.8 million from

$34.5 million in 2009 driven primarily by $2.9 million increase in

inventory levels to support expanded sales efforts Even with this

increase our long term debt rose by just $0.5 million by year end

LOOKING TO THE YEAR AHEAD

Although we are technically in recovery from the recent recession

this recovery is progressing very differently
than in the past After

prior recessions we recovered very sharply and quickly but so far we

are experiencing slower and more shallow turnaround As result

we expect 2011 to be another year of challenges as persistent high

rates of unemployment rising rates of inflation and volatile consumer

sentiment continue Although the immediate future may be difficult

over the long term we see reasons for optimism

RVIA ic fnreracting another positive year in 2111 with whnlesale

shipments expected to rise percent over the dramatically

improved levels of 2010 recent study by Dr Richard Curtin

director of consumer surveys at the University of Michigan suggests

RV ownership has reached new peak of 8.9 million households up

from 7.9 million in 2005 With this continued growth we remain

convinced people are still using the RVs they own which provides

powerful long term growth driver for our business

Our primary strategic goals for 2011 are to capture additional

market share and improve gross margins by increasing our sales

of proprietary products and taking advantage of opportunities to

ieduce oui opuidtiiig uosts hdve siynificeiit opportunities with

towing products for the RV market particularly
with new lines of fifth

wheels innovative weight distribution hitches and electric tongue

jacks in the Husky brand We are now producing our own line of

inverter generators under the Powerhouse brand and expect them to

do very well in the RV Outdoor Power and retail channels

In terms of cost reductions we made considerable efforts in the

latter part of 2010 to renegotiate some of our warehouse leases

Because of these efforts we expect warehouse rents to decline going

forward We will also continue to closely monitor our other operating

expenses particularly
SGA costs as we work to improve overall

efficiency and match our operating expenses with current revenues

We appreciate the continued involvement and experienced

leadership of our Board of Directors as well as the ongoing dedication

of our employees We are also grateful for the continued support

of our shareholders customers and suppliers during these difficult

times On behalf of The Coast Distribution System team we thank

you and look forward to reporting our 2011 results

Jim Musbach

Ch/ef Execu t/ve Officer

Thomas McGuire

Executive Cho/rmon
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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 Onancial performance or financial

or other trends in our business or markets constitute forward

looking statements within the meaning of Section 27A of the

Securities Act of 1g33 as amended the 1933 Act and Section

21 of the Securities Exchange Act of g34 as amended thel 934

Act Forward looking statements can be identified by the fact

that they do not relate strictly to historical or current facts Often

they include words such as believeŁxpectanticipate7intend7

plan7Vstimateprojector 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 contained in this Report are based on current

information and are subject to 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 Item 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 uf operations

also are set forth in Part II of this Report in the Section entitled

MANAGEMENTS DISCUSSION AND ANALYSIS OP FINANCIAL

CONDITION AND RESULTS OP 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 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

Part

Item Business

References in this Annual Report toCoastwe7us orour or to

theL.ompany shall mean he Coast Uistribution System Inc and

its subsidiaries taken as whole

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 11000 products and serve more than

15000 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

Indiana Pennsylvania New York Georgia Florida and Wisconsin

and regional distribution centers in Canada located respectively

in Montreal Toronto Calgary and Vancouver Our customers

are comprised primarily of RV and boat dealers supply stores

and service centers Aftermarket Customers which resell the

products they purchase from us at retail to consumers Reference

is made to Note to our Consolidated Financial Statements

contained in Item of this Report for certain information

regarding the respeLtive operating results of the Cornnpainys

operations in the United States and Canada

We have introduced into the marketplace 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 number

of different independent manufacturers We market these

products which are referred to in this Annual Report as either

proprietary products or Coast branded products under our

own brand names in cnmpPtitinn with in cases that

are complementary to products from traditional suppliers of RV

and boating parts supplies and accessories Due to differences

in costs we generally are able to generate higher margins on

sales of proprietary products than we are able to realize on sales

of competing products For additional 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 RVAND BOATING PARTS

SUPPLIES 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 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 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 portable generators outdoor

furniture 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

PRODUCTS

General We carry full line of almost 11000 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 conditidners 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

mirrnrc and romprPscnrc Bnating nd marine prnductc thRt

distribute include boat covers stainless steel hardware depth

sounders anchors 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 growing

number of proprietary products which are products that are

manufactured
specifically

for us often on an exclusive basis by

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 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 suppliers which usually sell their products to 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 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 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 eli 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

iii Asia that we Lan soIl into riultiple riarkets dorriestically 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 have encountered stiff competition in those

new markets from manufacturers and distributors of competing

products 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

rcpnnsibility for mrkting ths fnrign cnurred prnducrs tn

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 RV

dealers which purchase optional equipment and accessories

for new recreational vehicles and replacement and repair parts

for their service departments independent RV supply stores

and service centers that purchase parts supplies and accessories

for resale to owners of RVs and for their service centers and si

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 20o of our sales in 2010

200g or 2008

We have begun to market and sell portable generators and certain

other 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 equipment 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 Affermarket customers and

there is no assurance that we will be successful in penetrating the

outdoor power equipment market



Our Customer Service Center and Electronic Order Entry

and Warehousing System We have designed and implemented

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 operate national customer sales and service center through

which our customers can obtain product intormation and place

orders by telephone using toll free telephone numbers Our

customer sales and service center is staffed by sales personnel

who are trained to promote the sale of our products and to

handle customer service issues We also maintain web sites where

our customers can submit orders electronically

Orders transmitted by customers either electronically or via

telephone to the national customer sales and service center are

entered 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 electronic confirmation or by the sales person handling the

customers 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

12000 RV and boating parts supplies and accessories althouoh

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 inventory management and

deployment system that we designed to improve 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 program by which we ship products that are

not available at the Companys distribution center closest to the

customer from the next closest of the Companys 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

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 result short-term inventory shortages can occur We

sometimes choose to carry only single manufacturers products

for certain of the brand-name product lines that we sell although

comparable products usually are available from multiple sources

In addition generally we obtain each of our proprietary products

from single source manufacturer although in many instances

we own the tooling required for their manufacture

Dependence on 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 single source supplier encounters

production problems or decides either to enter into an exclusive

supply arrangement or alliance with competing distributor or

to vertically integrate its operations to include the distribution of

its products Termination of single source supply relationship

could adversely affect our sales and operating income possibly

to significant extent See Risk Factors in Item 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 fmnonc/ol

performance con be adversely offected by currency fluctuotions

associated with our operat/ons /n Canada and our /ncreosed re//once

on fore/gn product supp//ers

During the year ended December 31 2010 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 The dollar volume of our purchases of

air conditioners from Airexcel accounted for 20% of the total

dollar volume of our product purchases in 2010 By comparison

product purchases from Airexcel accounted for 18% and 15%

of the total dollar volume of our product purchases in 200

and 2008 respectively Product purchases from Thule Towing

Systems formerly Valley Industries which supplied us with

towing products accounted for 5% and 6% of the total dollar

volume of our product purchases in each of 200 and 2008



respectively Purchases of portable and standby generators from

Wuxi Kipor Power Co Ltd Kipor accounted for 6% of the total

dollar volume of our product purchases in 2008 No other product

suppliers accounted for as much as 5% of our product purchases

in 2009 or 2008

During 2009 we significantly reduced our purchases of generators

from Kipor as we began transitioning to new supplier of portable

and standby generators sales of which commenced in the first

quarter of 2010 Additionally we hove arranged fur number of

towing products of the types formerly supplied to us by Thule

to be manufactured for us by other suppliers As result our

purchases of towing products from Thule declined significantly in

2010 We also have designed and arranged for the manufacture

by other suppliers of and have begun selling new line of hitch

products and new line of electric jacks primarily for use on travel

trailers We believe that these products offer price performance

and ease of use advantages to consumers over competing hitch

and electric jack products that are currently available in the

markt Morover these nw products will brnadn the range of

towing products that we offer to our RV and boating customers

and we believe 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 have been returned to us by our customers However we do

sell portable qenerators under product supply arrangements

with the manufacturer which provide for us to share the costs

of providing warranty services for these products The warranty

period is 24 months following the sale of generator to retail

customer At December 31 2010 and 2009 we had established

reserves of $469000 and $358000 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

We also maintain insurance 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

COMPETITION

We face significant competition There are number of national

and regional distributors of RV and boating parts supplies

and accessories that compete with us There also are mass

merchandisers web retailers 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

retailers 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 LFiariges iii supply relatiuriships ur new alliances within the

RV or boating products industry will not occur that would further

increase competition

We compete on the basis of the quality 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 these areas

As discussed earlier in this Report we sell portable generators and

certain other products not only in the RV and boating markets

but alcn in nthr markts such as th outdnor powr equipmnt

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

competition from manufacturers and distributors of competing

products in those other markets Many of those companies are

larger and have greater marketing 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

aqainst those companies

SEASONALITY

Sales of RV and boating parts supplies and accessories are

seasonal Generally we have significantly higher sales during

the 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 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 2010 we had approximately 265 full time

employees which include employees in Canada During the

peak summer months we also employ part time workers at

our regional distribution and warehouse centers None of our

employees is represented by labor union and we believe that

relations with our employees are good



OUR WEBSITE

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 documents to the SEC at its website

which is www.sec.gov

Item Risk Factors

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 future

financial condition or trends in our business or markets constitute

forward looking statements Forward looking statements

contain estimates predictions and our expectations beliefs

and views about our future financial performance or future

financial condition or 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 number of risks market conditions and uncertainties

that could cause our actual operating results or our financial

performance or financial condition in future periods to differ

possibly significantly from our current expectations and the

estimates that are set forth in the forward looking statements

contained in this Annual Report Set forth below is discussion

of those risks and uncertainties However readers of this Report

are cautioned that it is not possible to predict all of the events

or circumstances that might occur and might adversely affect

our financial performance or operating results in the future

and theretore there may be other risks to which our business is

subject that are not addressed below

OUR BUSINESS AND FINANCIAL

PERFORMANCEAREAFFECTED 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 are

dependent on the ability and willingness of consumers to spend

money to make purchases of and to use their RVs and boats As

result uur soles dre affeded primarily by the disLretiundry

income that consumers have to spend ii their confidence about

economic conditions which determines their willingness to

spend their discretionary income Hi 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 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 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

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 nf operatinns in 7010 2000 and 7002 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 has continued

through 2010 and has had wide ranging consequences for the

economy as 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 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 result

consumers have significantly curtailed their purchases and usage

of RVs and boats that significantly reduced their need for and their

purchases of the products we sell

Although economic conditions began to improve in 2010

unemployment remains high and considerable uncertainties

remain with respect to the strength and sustainability of an

economic recovery As 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 2011 Consequently we have been



diligent in our programs designed to enable us to gain market

share increase our profit margins and reduce our costs in order

to offset the effects that these economic and market conditions

could have on our results of operations during 2011 However

due those uncertainties 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 2011 as

compared to 2010 and we could incur losses in 2011

For more dtaiIed discussion of how these economiL conditions

affected our results of operation and financial condition in 2010

seeMANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS below in Part II of

this Report

THE ECONOMIC RECESSION AND CREDIT CRISIS COULD

HAVE LONGER TERM ADVERSE CONSEQUENCES FOR

OUR BUSINESS AND FUTURE FINANCIAL PERFORMANCE

The economic recession and credit crisis have led to the closure

or bankruptcies of many RV and boatino dealers and number

of well known RV manufacturers which could significantly

reduce the size of the RV and boating markets and the number

of our Affermarket 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 result

of the current economic recession and credit crisis because

consumers may choose even affer the economy recovers to

reduce their spending and use of consumer credit which could

result in decline in their purchases and usage of RV 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 independent dealers supply stores and

service centers that comprise our Affermarket customers that

purchase products from us which could adversely affect our

market share pricing and sales revenues and as result our

future financial performance

From time to time we may have to restructure our business to

react to worsening economic conditions decline in the RV or

boating industries or the softening of those industries and/or

to changing technology products and markets If we are not

able to continue to improve our busine processes our financial

and/or our information technology systems or if we are not

able to restructure our business in responso to the deteriorating

economic conditions we may not be able to achieve our

financial objectives

VOLATILITY OF GASOLINE PRICES COULD AFFECT

OUR SALES AND FUTURE FINANCIAL PERFORMANCE

Increases in the costs of and shortages in the supplies of gasoline

can lead consumers to reduce their usage and may discourage

some consumers from purchasing RVs and boats which in turn

would result in decreases in their purchases of the products

we sell In particular during the last few years there has been

increased
volatility

in the prices of gasoline due to concerns

about the supplies available to or within the United States due

tu the gruwth in demand and Lompetition for oil and gasoline

from emerging and high growth economies such as China and

India conflicts and political unrest in the middle east and Hi

natural and human made disasters such as the recent gulf oil

spill
It is also difficult to predict whether uncertainties regarding

and increases in gasoline prices will have short or longer term

effects on the use and purchases by consumers of RVs and boats

As result these conditions and uncertainties also may increase

cyclical swings in and make it more difficult to predict our future

operating results

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 second 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 fiscal year As result as general

rule our sales are higher and our financial performance is better

in our second and third fiscal quarters than in our fourth and first

fiscal quarters during which we often incur losses

However the occurrence 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 performance 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 severe

weather conditions sometimes also occur during the winter

months which can cause year over year declines in our sales in

the first or fourth quarters of the year



WE RELY HEAVILY ON BANK BORROWINGS

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 more difficult to obtain additional

financing to fund expansion or take advantage of other business

opportunities and we use substantial portion of our cash

flow from operations to pay the principal of and interest on

our debt Our existing debt also makes us more vulnerable to

general economic downturns and competitive pressures which

could cause us to fail to meet financial covenants in our bank

loan agreement or lead the bank to impose restrictions on the

borrowings that will be made available to us In either of those

events it could become necessary for us to reduce the size and

scope of our business which could hurt our financial condition

and operating results

RISKS OF OUR RELIANCE ON SOLE SOURCES OF SUPPLY

FOR CERTAIN OF OUR PRODUCTS

We sometimes choose to carry only single manufacturers

products for certain of the brand name product lines that we sell

In addition we obtain each of our proprietary products from

single source manufacturer although in many instances we own

the tooling required for their manufacture Dependence on

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 alternative product supply sources in

the event that single source supplier encounters quality

or other manufacturing problems or decides to enter into

an exclusive supply arrangement or alliance with one of our

competitors or to vertically integrate its operations to include 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 significant extent

OUR FINANCIAL RESULTS CAN BE AND SOMETIMES

HAVE BEEN ADVERSELY AFFECTED BY CHANGES

IN SUPPLY RELATIONSHIPS IN 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 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 affermarket dealers or retailers

or because they might choose to establish exclusive supply

relationships 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 distributors

such as the Company Any of these occurrences could result

in increased 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 could result in lower margins

and in reduced earnings

OUR FINANCIAL PERFORMANCE IS

SUBJECT TO RISKS ARISING OUT OF

OUR PROPRIETARY PRODUCTS STRATEGY

In order to increase our sales and reduce our costs of sales and

thereby increase our profitability we have introduced into the RV

and boating markets growing number of products that have

been designed by or for us and which are manufactured and sold

to us generally on an exclusive basis by number of different

manufacturers More recently we have begun sourcing and

purchasing from overseas suppliers and marketing and selling

number nf new products such as portable generators into new

markets We have only limited experience in marketing and selling

such products and there is no assurance that these products

will gain acceptance among customers in those markets We

also encounter considerable competition from companies 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 for quality control

and in marketing and providing warranty protection and service

for these products as compared 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 claims related to

the proprietary products we sell

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 26o of our annual net sales That subsidiary

purchases 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 eventthe Canadian dollarweakens in relation to the

U.S dollar the costs of those products to our Canadian subsidiary



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 our Purchases

of Foreign Sourced Products As we increase uui purchases

of products from 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 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

currPnry ro th extent it becomes nreccary for us trr rnnvert IS

dollars into the local currency in order to pay for those products

weakening dollar would make the local currency more expensive

for us thereby increasing the costs to us of purchasing those

products Moreover devaluation of local currencies may lead

foreign suppliers to increase the prices they charge us for their

products Any of these events or circumstances could reduce 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

LIABILITY RISKS AND WARRANTY CLAIMS

Product Liability 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 been 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 laboratories

in the United States of many of the proprietary products that

we sell 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 future product liabilities in amounts that

materially exceed the insurance coverage and indemnification

protections that we have and which as result could adversely

affect our results of operations or financial condition Moreover

the risks of incurring liabilities for product defects has increased

as result of our proprietary products strategy because many of

the suppliers of those products are located overseas making us

more attractive target for product liability claims

Warranty Claims Risks In certain instances we have

assumed the responsibility for dealing with and resolving product

warranty claims from customrs As rsult have had to

establish reserves for potential product warranty claims which

has increased our costs of sales In addition the amount of those

reserves are determined based not only on historical warranty

claims experience but also on estimates of the amount and costs

to us of future warranty claims If the actual number otthe costs

of warranty claims were to exceed our estimates it could become

necessary for us to increase those reserves which would result

in an increase in our costs of sales and which as result could

adversely affect our profit margins and our results of operations

See MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS Cnticol Accounting

Policies below in this Annual Report

RISKS OF PATENT INFRINGEMENT CLAIMS

We design or have independent product design firms or

manufacturers design and engineer number of the proprietary

that we introduce into the marketplace From time to time

manufacturers of competing products have threatened and on

occasion have brought suits against us claiming that some of our

proprietary or foreign sourced products infringe their patents We

retain patent law firm to review all new products that we plan to

introduce into the market for potential patent infringements and

that firm works in concert with our product design engineers and

independent design firms or manufacturers to ensure 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 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 patent infringement
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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

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 Moreover due to their size and financial resources

some of those mass merchandisers and national or regional chains

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 reqional

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 Additionally price competition particularly from such

mass merchandisers and national chains has been increasing as

they seek to maintain and increase their market shares As result

in order to remain competitive it could become necessary for us

to reduce our prices including the prices at which we sell our

proprietary and Coast branded products in which event we could

lose the price and margin advantages that we have gained from

the sale of those products 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 power generators 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 prices for or prevent

us from increasing our sales ot those products and could cause us

to incur losses as 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 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 the taxable income

that we generate in future periods Under applicable federal and

state income tax laws and regulations 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 it 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 or increase any existing valuation allowance to reduce

the recorded amount of the deferred tax asset on our balance

sheet 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 or increased by non cash operating charge that

would increase the provision for income taxes or reduce any

income tax benefit in the fiscal period in which that valuation

allowance is established or increased At December 31 2010 we

had valuation allowance in the amount of nearly $1.2 million

which has reduced the carrying value of our deferred tax asset to

$2.7 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

SeeMANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS CriticolAccounhng

Policies below in this Annual Report

RISK OF UNANTICIPATED EXPENSES

UPON NEW PRODUCT INTRODUCTION

The introduction of new proprietary products is important

to our future success We may incur unexpected expenses

however when we introduce new products For example we

may experience unexpected engineering or design flaws that

will force recall of new product The costs resulting from

these types of problems could be substantial and could have

significant adverse effect on our earnings

LOSS OF KEY MANAGEMENT

Our future performance is substantially dependent upon

the continued services of certain members of our senior

management The loss of the services of any key members of

senior management could have material adverse effect upon

us In addition our continued growth depends on our ability to

attract and retain skilled executives There can be no assurance
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that we will be able to retain our existing personnel or attract

additional qualified executives in the future

RISK OF FLUCTUATIONS IN OUR SHARE PRICE

The market price of our common stock may be subject to

significant fluctuations in response to our operating results our

ability to meet market expectations and other factors Variations

in the market price of our common stock may also be the result

of changes in the trading characteristics that prevail in the

markt for our common stnck including lnw trading volumc

trading volume fluctuations and other similar factors These

market fluctuations as well as general economic conditions may

adversely affect the market price and the liquidity
of our common

stock We cannot assure that the market price of our common

stock will not fluctuate or decline significantly in the future

RELIANCE ON OUR INFORMATION TECHNOLOGY

SYSTEMS EXPOSES US TO POTENTIAL RISKS

Reliance on our information technology systems exposes us to

potential risks such as interruptions due to natural disasters such

as earthquakes or fire cyber attacks unplanned data center and

system outages fraud perpetrated by malicious individuals and

other causes Our information technology systems are hosted in

two locations our headquarters in Morgan Hill California and at

co location managed by third party provider

OUR ABILITY TO MANAGE OUR INVENTORY

IN VOLATILE MARKET COULD ADVERSELY

AFFECT OUR PROFITABILITY

Our success also depends upon our ability to successfully manage

our inventory and to anticipate and respond to purchasing

trends and customer demands in timely manner The use and

therefore the purchases by consumers of the products we sell

can be volatile and uncertain because they can be affected by

number of factors including general economic and market

conditions competition and consumer preferences none of

which are within our control We usually must order inventory

in advance of each years selling season Moreover the lead

times for many of our purchases particularly of foreign sourced

products may make it difficult for us to respond rapidly to new

or changing product trends increases or decreases in customer

demand or changes in prices lfwe misjudge either the market for

our products or our customers purchasing habits our revenues

may decline significantly and we may have either insufficient

quantities of products to satisfy customer demand or we may be

required to write down excess inventory either of which would

result in lower earnings

FAILURE OF OUR INTERNAL CONTROL

OVER FINANCIAL REPORTING COULD HARM

OUR BUSINESS AND FINANCIAL RESULTS

Our management is responsible for establishing and maintaining

effective internal control over financial reporting Internal

control over financial reporting is process designed to provide

reasonable assurance regarding the reliability of financial

reporting for external purposes in accordance with principles

generally accepted in the United States GAAP Because of its

inherent limitations internal cnntrnl over financial rpnrting is not

intended to provide absolute assurance that we would prevent or

detect misstatement of our financial statements or fraud Any

failure to maintain an effective system of internal control over

financial reporting could limit our ability to report our financial

results accurately and timely or to detect and prevent fraud The

identification of material weakness could indicate lack of

controls adequate to general accurate financial statements that

in turn could cause loss of investor confidence and decline in

the market price of our common stock

OTHER RISKS AND UNCERTAINTIES

Additional risks and uncertainties that could affect our

future financial performance or future financial condition are

discussed below in Part II of this Report in the section entitled

MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS and you are urged to

read that section as well

Due to these and other possible uncertainties and risks 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 also disclaim any obligation to

update forward looking information contained in this Report

whether as 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

Item lB Unresolved Staff Comments
None

Item Properties

We operate 13 regional warehouse and distribution centers in

12 states in the United States and regional warehouse and

distribution centers each located in 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
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CANADA

St Bruno Quebec

Orillia Ontario

Calciary Alberta

Langley British Columbia

As indicated in the above table certain of the warehouse and

distribution center leases are scheduled to expire within the next

seven to twelve months While we currently expect to renew

most of these leases we could decide instead either to relocate

or close one or more of these distribution centers

We also lease 18100 square feet of space in Elkhart Indiana where

we maintain product testing facility

Our executive offices are located in MDrgan Hill California

suburb of San Jose where we lease 13700 square feet of office

space Our address at that location is 350 Woodview Avenue

MDrgan Hill California 95037 where our telephone number is

408 782 6686

Item Legal Proceedings

Prom time to time we are named as defendant sometimes

alona 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 we have our own

product liability insurance policies and in many instances also

indemnities from the manufacturers from which we obtain our

products to protect us from liabilities that could arise from such

claims On two occasions we were named as 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 material adverse

effect on our financial condition or results of operations However

there is no assurance that we will not incur product liabilities in

the future that exceed our product liability coverage See RISK

FACTORS We ore subject to product I/ability r/sks and worronty

c/aims above

James Musbach 60 President Chief Eeecunive Officer and Director

Thomas McGure 67 Ececunve Chairman and

Chairman of the Board of Direcrors

sandia Knell 53 Eeecutive Vice President

Chief Pinan al Officer and 5ecreiary

Davd
Berger

56 Ese utiveVce Presided Operations

Dennis Castagnola 63 Psecative Vice Presideri Proprierary Produ ts

Set forth below is certain information regarding the Companys

executive officers

James Musbach Mr Musbach who had served as President

of Coast from 94 to 9g5 rejoined the Company in September

2006 as its President and Chief Operating Officer Mt Musbach

was promoted to the position of Chief Executive Officer of the

Company effective April 2008 Between 1995 and his return to

Coast Mt Musbach held various management positions with

Raytek Corporation manufacturer of infrared non contact

temperature measurement tools sensors and systems most

recently serving as an Executive Vice President of Raytek and the

Oeneral Manager of Raytek Portable Products Division

Thomas Mcguire Mr McOuire isa founder of the Company

and has been its Chairman of the Board since the Companys

inception in 1977 Mr McOuire also served as the Companys

Chief Executive Officer from 1997 until April 2008 when he

relinquished that position upon Mr Musbachs promotion to

Chief Executive Officer Mr McOuire retains the position of

Executive Chairman of the Company and continues as Chairman

of the Board of Directors

Sandra Knell Mrs Knell has been the Companys Executive

Vice President Chief Financial Officer and Secretary since August

198S From 1984 until she joined the Company Mrs Knell was

an Audit Manager and for the prior four years was senior and

staff accountant with Orant Thornton LLP Mrs Knell is Certified

Public Accountant

David Berger Mt Berger has served as an Executive Vice

President of the Company since May 1988 From August 1986 to

May 1988 Mt Berger was Senior Vice President Purchasing of

UNITED STATES

Wilsonville Oregon

Visalia California

Fort Worih Tesas

5an AnionioTeeas

Denver Colorado

Elkhari Indiana

Lanrastr Pnncylvania

Atlanta Oeorgia

Tampa Plorida

Oilb ri Arizona

salt Lake City utah

Johnstomn Nem York

Eau Claire Wisconsin

57000

230300

56700

27300

50000

100700

54onn

65600

36000

34700

30400

52500

17300

EXECUTIVE OFFICERS OF REGISTRANT

December 31 2011

December 31 2016

Dcrober 31 2011

October 312013

January 31 2016

Jan uary 31 2017

Dvrminvr 01 2011

August 31 2014

June 302013

March 31 2012

October 31 2013

November 30 2012

January 31 2012

January 312021

November 30 2011

January 31 2016

December 312016

50600

36.500

41200

22600
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the Company For the prior 14 years he held various management

positions with C/P Products Corp distributor of recreational

vehicle parts and accessories that we acquired in 1985

Dennis 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 Companys

Portland Oregon distribution center

PART II

Item Market For The Registrants

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

the range of the high and low per share sales prices of our

common stock as reported by the American Stock Exchange

On March 18 2011 the closing per share price of our common

stock on the American Stock Exchange was $4.25 and there were

approximately 700 holders of record of the Companys shares

DIVIDEND POLICY

In 2005 our Board of Directors adopted cash dividend policy

that provided for the payment of quarterly cash dividends In

November 2008 the Board decided to suspend the payment

of cash dividends in order to preserve cash for the Companys

operations in response to the economic recession and the credit

crisis In addition our bank line of credit agreement contains

restrictions on the payment by us of cash dividends As

result we do not expect to pay cash dividends at least for the

foreseeable future

No cash dividends were paid in 2010 or 2009 Cash dividends paid

to our stockholders in 2008 totaled $578000

Item Removed and Reserved

2010

$448

455

425

407

First Quarter

Second Quarter

Third Quarter

Fourth Quarter

2009

Hrrt Quarter

5e ond Quarter

hird Quarter

Fourth Quar er

75

400

3.60

3.33

$06

0.87

75

289

$1 63

380

4.57
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STOCK PRICE PERFORMANCE GRAPH

The graph that follows presents five year comparison of cumulative total returns for Coast an index comprised of companies

within the recreational products markets that were selected by us the Peer Group and Hi the NYSE American Stock Exchange

composite index theAMEX 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 wholesale and at retail The data for

the graph was obtained from Research Data Group Inc

The following stock performance graph assumes that $100 was invested at the end of fiscal 2005 in Coasts shares and in the shares of

the companies comprising the Peer troup 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

EQUITY COMPENSATION PLANS

Certain information as of December 31 2010 with respect to our equity compensation plans is set forth in Item 12 in Part Ill of this

Report and is incorporated herein by this reference

Ui

-J

-J

2005 2006 2007 2008 2009 2010

The Coast Distribution System Inc Peer Group Index AMEX Market index

coast Oistribatios 10000 11896 8431 1523 .82 57.23

PeerGrospindex 100.00 11954 14462 8702 118.50 152.13

Amex Composite index 100.00 9449 65.64 2057 5336 72.54
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Item Selected Financial Data

The selected operating data set forth below for the fiscal years ended December31 20102009 and 2008 and the selected balance sheet

data at December 31 2010 and 2009 are derived from the Companys audited consolidated financial statements included elsewhere

in this Report and should be read in conjunction with those financial statements and MANAGEMENTS DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OFERATIONS set forth in Item of this Report The selected operating data for the fiscal years

ended December 31 2007 and 2006 and the selected balance sheet data at December 31 2008 2007 and 2006 are derived from the

Companys audited consolidated financial statements which are not included in this Report

OPERATING DATA

Net 5ales 108600 103201 13223 $164 93 9103

cost of saies linciuding distribution costs 88985 83 54 tc7625 t335 145sot

Orossmargir i96t5 19447 46t2 30 15 336c2

SeEing oeneral ard adm ttra ice expenses t8330 t8552 265 28065 27t6c

Opetating income ioss 85 89 t94 2650 6442

yin ret earnings
of affiliated comparies 201 147 179 147

Other income expense

lrterxst expense 624 It .409 12098 11.617

Other 1194 1268 181 56 1141

1773 1892 1417 1254 58

Earnings loss before income taxes 569 1321 4831

in owe tax prox sion benxæt 41 lOs 1378 360 1858

Net earnings lost $15 99
It 839 215 2973

Net
earnings lots per

diluted share2 0.03 0.02 0.4t 005 064

hares used in computation net earnings loss per share 4574 4494 4446 4526 4616

BALANCE SHEET DATA

Workirg capital $36757 $34524 403u4 525 7/74

To assets 782 454 52452 69307 69494

ong term obligations 101 963 170 24665 24350

tockhoidersequity 31038 29632 28220 32491 31847

Eookxalue per share $6 $659 $635 $718 $690

Oixidends
pet

share 0.00 0.00 13 0.28 024

/1 csisrxbuxon costs consisrprimunly or morehouxe renr ucor and supp/y coso and product shipping costs

See Note/to t/re compunys consohduted Fines al taremessu

Exr/usiee of
urresrporson For uddixonol informason regarding long term oblrguxoss tee NoN to the cornpasys ossobdared Finos lo Statements

Bused on the
weighted ueeroge

number ofs/rores used
sr

the
compstotion

of net earnings loss per shore See Note Ito the componys consohdated nnonod Sturxrnenu
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Item Managements Discussion

and Analysis of Financial Condition

and Results of Operations

MANAGEMENT OVERVIEW

We believe that Coast is one of the largest wholesale suppliers of

replacement parts supplies and accessories for recreational vehicles

RVs and boats in North America We supply more than 11000

pluduLts 0nd nerve niure than 15000 Luntulllers thruughuut the

United States and Canada from 13 regional distribution centers in

the United States and 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

Factors Generally Affecting Sales of RV and Boating

Products

Our sales are affected primarily by

The usage nf RV and hnats hy the cnnsiimers rn whnm

our Aftermarket Customers sell our products because such

usage affects the consumers needs for and their purchases of

replacement parts repair services and supplies and

Purchases of new and used RVs and boats by consumer

because they 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 discretionary

lilLulilo dvdildble tu Lulisuniers their s.uiifideiis.e dbuut eLunumiL

conditions and the availability and the costs to them of credit As

result recessionary conditions and tightening in the
availability

or increases in the costs of borrowings to consumers often lead to

declines in the purchase and to 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 Pinally the usage by consumers of RVs and boats

and therefore their need for and purchases of the products we sell

are affected by weather conditions

We experienced significant decreases both in our sales and gross

profits in 2009 as result of the economic recession and credit

crisis which adversely affected consumer confidence and led to

reductions in discretionary income and spending and reduced

the availability of credit which many consumers rely on to finance

the purchase and the costs of using RVs and boats In 2010

we experienced modest increases in sales and gross profits

as compared to 2009 which we believe were due primarily to

stabilizing of the economy an improving albeit cautionary

economic outlook some easing of consumer credit However

we continue to see fluctuations rather than sustained growth in

con umer demand and due primarily to continued uncertainties

about the strength of the economic recovery and recent increases

in the prices of gasoline which can adversely affect the willingness

of consumers to use and purchase RVs and boats we expect

conditions in the RV and boating markets to remain unstable

and difficult until there is more sustained economic recovery

employment level begin steadily increasing and the availability

and cost of consumer credit improve

costs orprodut soidt

Oro oroiits

508A xp nses

Op rating ircorte in

irterest xperse

Earnings inss bnfnre incom taxns

incnmn tax pro son bereE

Net earn nyu oss

ita nrg phan disd

Overview of Fiscal 2010 Operating Results .The following table provides information comparing our results of operations

in the fiscal year ended Oecember 31 2010 to our results of operation in fiscal 2009 and fiscal 2008 Dollars are in thousands except

per share data

Net 5a es 08600 103201 $132237 399

88985

19615

i8330

1285

579

569

417

152

30

2o 20.036

83 54

1944

18552

895

824

04

105

99

r0

07n25

24612

26559

1947

1409

3217

378

839

3i0

22 00o

5231

168

390

45

365

112

Oct

2o

90o

2o

43.600

255

178900

29 to

53 So

238

Si 65

800

2842

785

3421

1483

1938

22

21 .0o

30 iSo

146.0o

5.7

10C 300

10 4o

104

in nun enf listrsbuxon outs
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The economic recession and credit crisis which began in the

latter part of 2007 and worsened in 2008 and 2009 continued

to adversely affect consumer confidence and discretionary

spending in 2010 Nevertheless as the above table indicates and

as discussed below we were able to increase our sales and reduce

our selling general and administrative SGA expenses and

interest expense which enabled us to increase both our pre tax

earnings and net earnings in the year ended December 31 2010

as compared to 2009

Increase in Sales Wc vvcrc 0ble to achieve $5.4 million or

5.2c increase in our sales in 2010 to $108.6 million in 2010

from $1 03.2 million in 2009 primarily as result of firming

in the demand for the products we sell in the first half of 2010

as our After-Market Customers replenished their inventories

in anticipation of the customary increases in usage and

purchases of RVs and boats in the spring and summer

months and ii an increase in sales of air conditioners during

the last half of 2010 as result of gain in the share of the

RV air conditioner after market that was primarily attributable

tn the wirhdrawal from the market of manufacturer that

had supplied air conditioners to some of the RV parts and

accessories distributors with which we compete

Reduction in SGA Expenses Due to cost saving measures

which we began implementing in late 2008 in response to

the onset of the economic recessions and credit crisis and

which we continued in 2009 and 2010 we reduced our SGA

expenses by $222000 in 2010 as compared to 2009 That

reduction coupled with the increase in net sales enabled us

to increase operating income by approximately $400000 in

2010cc Lumpcrtd tu 2009

Interest Expense Interest expense declined by $45000

or 2cc to $579000 in 2010 from $624000 in 2009 primarily

as result of reduction in average bank borrowing

outstanding during 2010 made possible primarily by

reductions in average inventories and accounts receivable

and ii lower market rates of interest in 2010 which determine

the rate of interest charged on our bank borrowings

Increases in Pre-Tax and Net Earnings Due primarily to

rhe cnmhined effects of the increase in net sales and the

reductions in SGA expenses and interest expense in 2010

pre-tax earnings increased by $365000 or 179% to $569000

from $204000 in 2009 and net earnings increased by

$53000 or 53.5c to $152000 or $0.03 per diluted share

from $99000 or $0.02 per diluted share in 2009 as an

increase in income tax expense of $312000 or 297.1c

substantially reduced the bottom line impact of the increase

in pre tax earnings in 2010

OUTLOOKFOR 2017

Continuing uncertainties and concerns among businesses and

consumers regarding the strength and sustainability of the

economic recovery and persistent high rates of unemployment

have continued into 2011 We expect these conditions will

continue to adversely affect purchases and the usage by

consumers of RVs and boats and therefore also the purchases

both by consumers and our Aftermarket Customers of the

products that we sell during 2011

As result our strategic goals for 2011 are to capture additional

market share and to improve our gross margin primarily by

increasing our sales of higher margin proprietary products

and other foreign sourced products and taking advantage of

opportunities to reduce our co ts of sales For example during

the latter part of 2010 we succeeded in renegotiating som of our

warehouse leases and as result we expect warehouse rents to

decline In addition in response to this difficult economic climate

we are continuing to monitor and look for additional measures

tn reduce our SGA expenses As result we believe that we

can achieve modest improvement in our operating results in

2011 as compared to 2010 assuming that economic and market

conditions in the United States and Canada stabilize and the

availability
of credit to businesses and consumers increases On

the other hand if these conditions do not improve meaningfully

in 2011 it may become necessary for us to implement additional

cost cutting measures

Due to the risks in the economy and in our business and the

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

2011 See RISK FACTORS in Item of Part of this Report for

discussion of some of those risks and uncertainties

CRITICAL ACCOUNTING POLICIES AND USE OF ESTIMATES

General In accordance with accounting principles generally

accepted in the United States of America GAAP we record

most of our assets at the lower of cost or fair value In the case

of some of our assets principally accounts receivable inventories

and deferred income taxes we make adjustments to their cost

or fair values to arrive at what we expect to be able to collect

on outstanding accounts receivables the amounts for which

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 number

of different factors including the sumptions and judgments

we make regarding economic and market conditions and trends
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and their impact on our financial performance However those

assumptions and judgments are necessarily based on current

information available to us If those conditions or trends were

to 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 had recorded these assets

pursuant to GAAP we may be required 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

orwrite downsto these assets Examples include an allbwance

established for uncollectible accounts receivable sometimes

referred to as bad debt reserves an allowance for inventory

obsolescence and valuation allowance against our deferred

tax asset to the extent necessary to reduce its carrying 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 or reserves are established

and maintained are based on our historical experience and also

on our assumptions and judgments about economic or market

conditions or trends and any other factors that could affect the

values at which we had recorded such assets We periodically

increase or replenish the allowances following write downs of

uncollectible accounts or to take account of increased risks due to

changes in economic or market conditions or trends Increases in

the allowances are effectuated by charges to income or increases

in expense in the periods when those allowances are increased

As result our judgments or assumptions about 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 adjustments or write downs

of this nature and ii the increases we make to our allowances

or reserves also require subjective evaluations or assessments

about the effects and duration ot 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 affer 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 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 thesteps or actions

that business must take to complete sale of products to or to

perform services for customer and the circumstances under

which customer would be entitled to return the products

or reject or adjust the payment for the services rendered to it

Additionally in the case of business that grants its customers

contractual rights to return products sold to them GAAP requires

that reserve or allowance be established for product returns

by means of 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 adiustments in those values that we

may have to make in future periods

OUR CRITICAL ACCOUNTING POLICIES

Set forth below is 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 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 customers

accounts 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 review of significant past
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due accounts and current economic and market trnds 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 timely basis it could become necessary for us to increase

the allowance for uncollectible accounts Since the allowance

is increased or replenished by recording 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 wholesale distributor and not

manufacturer of products and therefore all of our inventory

consists of finished ooods 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 estimate or assumptions concerning future economic and

market conditions and trends If there is an economic downturn

or 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 decline in operating results

as such increases are effectuated by charges against income

Our reserves for excess and obsolete inventory were $2009000

or approximately 7.8o of total inventories at December 31

2010 as compared to $1796000 or approximately 7.8o of total

inventories at December 31 2009

Deferred Tax Asset and Valuation Allowance We record

as 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 tax benefits will expire if not used within specified periods

of time Accordingly the ability to fully use our 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 those 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 will

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 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

would be implemented by recognizing non cash charge that

would have the effect of increasing the provision or reducing any

credit for income taxes that would be recorded in our statement

of operations At December 31 2010 the aggregate amount

of our net deferred tax asset was approximately $2.7 million as

compared to $2.8 million at December 31 2009

Long-Lived Assets Long lived assets are reviewed for

possible impairment 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 long-lived asset to its carrying amount

Foreign Currency Translation The financial position

and results of operations of our Canadian and other foreign

subsidiaries are measured using local 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

translated 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

losses arising from cash transactions are credited to or charged

against current earnings

Stock Based Compensation Ihe Company accounts tor

stock based compensation 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 generally over the vesting period of the

individual equity instrument Stock options issued in lieu of cash

to non employees for services performed are recorded at the fair
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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 2010 and 2009 totaled $429000 and

$230000 respectively

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 uur t..ustomers However

we sell line of portable and standby generators under

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 retail customer We established

warranty reserves for these products of $469000 and $358000 at

December 31 2010 and 2009 respectively Those amounts were

determined on the basis of 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

charge to our income

RECENT ACCOUNTING 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 2010

that we believe are of significance or potential significance to the

Company based upon current operations

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 deliverables separately as opposed to part of

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 new rules are effective for us beginning January 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

FASBs guidance on earnings per share that addresses whether

instruments granted in share-based payment transactions are

participating securities That guidance indicates that unvested

share based payment awards that contain nonforfeitable

rights to dividends or dividend equivalents whether paid or

unpaid are participating securities and shall be included in the

computation of basic earnings per share pursuant to the two

class method The adoption of these applicable sections did

not have material effect on our financial condition results of

operations or cash flows

In January 2010 the FASB issued new guidance for improving

disjosures abut FairValu Measurements.This guidanLC requires

new disclosures regarding transfers in and out of Level and Level

fair value measurements as well as requiring the presentation

on gross basis of information about purchases sales issuances

and settlements in Level 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 became effective for the Company

on January 12010 Disclosures about purchases sales issuances

and settlements in the roll forward of activity in Level fair

value measurements are effective for fiscal years ending after

December 31 2010 and became effective for the Company on

March 31 2010 The adoption of this new accounting guidance

impacts only disclosure requirements and did not have an impact

on the Companys consolidated financial position results of

operations or financial condition

In February 2010 the FASB issued an update to Subsequent

Events This guidance amends the previous definition of an SEC

filer and removed the requirement that an SEC filer disclose the

date through which subsequent events have been evaluated in

both issued and revised financial statements The update also

requires SEC filers to evaluate subsequent events through the

date the financial statements are issued rather than the date the

financial statements are available to be issued The Company

adopted this guidance upon issuance with no material impact to

our consolidated financial statements

In April 2010 the FASB issued an update to Stock-Based

Compensation which clarifies that an employee share-based

payment award with an exercise price denominated in the

currency of market in which substantial portion of the entitys

equity shares trade should not be considered to contain

condition that is not market performance or service condition

Therefore an entity would not classify
such an award as liability

if the award otherwise qualifies as equity The standard was

effective for interim and annual periods ending after December

iS 2010 The adoption of this standard did no have material

impact to our consolidated financial statements
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RESULTS OF OPERATIONS

The following table sets forth certain financial data expressed as percentage of net sales derived from our statements of operations

for the respective periods indicated below

GA expenses

Operating income loss

Interest expense

Earnings loss berore taees

in ome tax provision beneEt

Net earnings loss

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 following table sets forth certain information regarding the changes in our net sales in fiscal 2010 and 2009 in each case as

compared to the immediately preceding year Dollars in the table are in thousands

2010 vs 2009 The increase in net sales in 2010 as compared to 2009 was due to modest firming in the first half of the year in

the demand for the products that we sell as our customers replenished product inventories and in the second half of the year to an

increase in sales of air conditioners that are installed on RVs That increase in our share of the RV air conditioner after market was primarily

attributable to an unexpected withdrawal from the RV market of manufacturer that had supplied air conditioners to some of the RV

aftermarket distributors with which we compete which led some of their After Market Customers to order air conditioners from us

2009 vs 2008 The decrease in sales in 2009 as compared to 2008 was primarily attributable to declines in purchases and in the

usage of RVs and boats Those declines were primarily attributable to the worsening of the economic recession further increases in

unemployment and decline in the
availability

of consumer and business credit in the United States and Canada during 2009 which

adversely affected confidence both of consumers and our After Market about future economic conditions and discretionary spending

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 freight charges merchandise receiving handling and

storage costs and out bound freight charges Gross margin is gross profits
stated as percentage of net sales

cons of sales

Net sales 000 100.000 100 Oo

81

Oross profit 186

Si

is

811

185

nag

12

05

as

04

180
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gi

1o

20

24

$108600 110320 2o $132237 20

by them

Orossprofli igsis

Gross margin 18.10 188 186

$19447 $24612
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2010 vs 2009 Although gross profits increased modestly in 2010 as compared to 2009 our gross margin declined to 18.100 in 2010

from 18.8% in 2009 This decline was due to combination of factors consisting primarily ofi change in the mix of products sold to

greater proportion of lower margin items selected price reductions that we implemented in response to increased price competition

in our markets Hi an increase in freight in costs

2009 vs 2008 Due to the decrease in our net sales in 2009 gross profits declined by nearly $5.2 million or 2100o in 2009 as

compared to 2008 Notwithstanding that decline our gross margin improved to 18.8c in 2009 from 8.6o in 2008 due to combination

of factors including reduction in shipping costs due to decreases in the price of fuel reduction in cash discounts and rebates

offered to our customers Hi change in the mix of products sold to greater proportion of higher margin products sourced from Asia

reductions in warehouse labor and other distribution costs due primarily full years effect of the cost savings measures that we

began implementing in late 2008 which included reductions in the number of and in the wages paid to warehouse personnel and vi

strengthening of the Canadian dollar during the second half of 2009 which enabled our Canadian subsidiary which purchases products

from suppliers in the United States to improve its margins during that period

SELLING GENERAL AND ADMINISTRATIVE EXPENSES

Selling general and administrative SGA expenses consist primarily of selling and marketing costs and administrative labor and other

administrative expenses professional fees insurance and the provision made for uncollectible accounts

5GM expens 8330 $18552 26559

As
percentage

of net saies 6.9x 18 0x 200%

2010 and 2009 In 2009 we reduced our SGA expenses in absolute dollars by $8.0 million as compared to 2008 and by an

additional $222000 in 2010 as compared to 2009 These reductions in SGA expenses were attributable to cost cutting measures

that we began implementing in the latter part of 2008 including workforce reductions reductions in management salaries

and employee wages and in reductions in selling and marketing and other administrative expenses in response to the onset of the

economic recession and the credit crisis In 2009 we continued those cost savings measures and implemented others including further

eduvtiui is Iii salai las and wayes We vents iued those vest sevings ieosu es thi uughout 2010 with the eAveptiun ufthe solory end woge

reductions Effective July 12010 we restored on prospective basis one half of the salary and wage cuts that we implemented in 2008

and in 2009 in response to improving economic conditions and increases in our sales and operating income

The majority of our corporate overhead costs are incurred in the United States portion of those costs are allocated to our foreign

operations to the extent that they directly benefit from the expenses incurred

OPERATING INCOME LOSS

Operat ng income flossf $1285 $895 $119471

percertage of net saies .2o 90o ft

2010 vs 2009 The $390000 or 43.6c increase in operating income in 2010 as compared to 2009 was primarily the result of the

increase in net sales and the reduction in SCA expenses in 2010

2009 vs 2008 We generated operating income of $0.9 million in 2009 an improvement of $2.8 million from the loss from

operations of $1.9 million incurred in 2008 That improvement was the result of the increase in gross margin and the reduction in SGA

eAponsas whiLh mure thon offset the effeLts on uur operating results the de5.r0ase in net 5oIe5 in 2009
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OTHER EXPENSE

Other expense

Interest expense 57 $624 $1409

Other expense 194 x8

Total $77 $892 $141

070 ijyx 11

The largest component of Other Expense is the interest expense that we incur on borrowings The other component of Other Expense

consists primarily of foreign currency gains or losses and gains or losses on disposal of assets

2010 vs 2009 Interest expense decreased in 2010 by $45000 or 7% in 2010 as compared to 2009 due primarily to reduction

in our average outstanding credit line borrowings and decrease in the average rate of interest charged on those borrowings That

reduction in credit line borrowings was made possible by modest reduction in average inventories primarily as result of efficiencies

realized in our distribution and warehouse operations and decrease in accounts receivable primarily due to our continued application

the strit gent nredit standerds odupted hi 2009 The deJedse in the ovet age rete uf interest Lhoryed uii uur nredit Ike bui tuwings WdS

due to declines in market rates of interest which determine the interest rates charged by the bank on those borrowings

2009 vs 2008 Interest expense decreased by $785000 or 56% in 2009 as compared to 2008 due primarily to reductions in our

average outstanding credit line borrowings and decreases in the average rate of interest charged on those borrowings We were able to

reduce our average outstanding borrowings in 2009 primarily as result of reductions in inventories due to the decline in net sales

in 2009 as compared to 2008 and efficiencies we achieved in our warehouse and distribution operations and decreases 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 decrease in the average rate of interest charged on our credit line borrowings was du to declines in market rates of

interest in 2009

INCOME TAX PRO VISION BENEFIT

income tax proc son her xl $41 $10 t378

As percentage of net sam 04x 1x oox

ifectixe tax ra 73.3 St.5 42.80

Our effective income tax rate is affected primarily by the amount of our expenses that are not deductible for income tax purposes

including 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 considerably from income tax rates in the United States In addition in years
when

our income or loss is marginal such as in 2010 and 2009 state franchise and other taxes can lead to increases in our overall tax rate
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LIQUIDITY AND CAPITAL RESOURCES

Working Capital Liquidity and Cash Flows We finance

our working capital requirements for our operations primarily

with borrowings under rovolving bank line of credit and

internally generated funds SeeSources and Uses of Cash below

As previously reported effective November 2010 we

entered into Seventh Amendment to the bank line of credit

agreement the Seventh Amendment Among other things

thut Aiiieiidniuiit uxtonded by tliiue
yeciis

thu
iiictuiity

ddtu of

the credit line to July 10 2014 reduced the rates at which

we pay interest on our borrowings it modified the formula for

determining the maximum borrowings that may be outstanding

at any one time during the period from February through May

31 of each year from 80% to 8Sc of eligible accounts receivable

and from SUHo to 55o of eligible inventory but in no event more

than $25000000 Interest on our borrowings under the revolving

line of credit is payable at the banks prime rate plus l.25c ot at

our option but subject to certain limitations at LIBOR plus 2.75c

per annum The amended revnlving hank line nf credir agreement

contains only one financial covenant that we are required to

meet which is quarterly fixed charge covenant That covenant

requires us to achieve fixed charge coverage ratio of at least 1.1

to 1.0 for rolling 12 month periods ending on the last day of each

fiscal quarter At December31 201 Owe were and we expect that

at March 31 2011 we will be in compliance with the quarterly

fixed charge covenant

At March 19 2011 outstanding borrowings under the revolving

credit facility totaled $16600000 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 receivable and our purchases

of inventory Typically we bill our customers on an open account

basis with 1c 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

result we generally use greater proportion of our borrowing

availability during the first and fourth quarters of each year than

during 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 inventories

and accounts receivables increase as our customers begin

increasing their product purchases prior to and in anticipation

of the spring and summer selling seasons See Seasonality and

Inflation below

Cash Used in Operations in 2010 and 2009 During

2010 wu usud Lush of $1.o million fui uui upuiutiuiis wliodi

was comprised of $2.9 million increase in inventory and $1.0

million increase in accounts receivable partially
offset by cash

provided by operations consisting of $0.4 million increase in

accounts payable and $0.1 million increase in accrued liabilities

net earnings of $0.2 million $0.7 million in depreciation and

amortization and $04 in stock based compensation expense By

comparison in 2009 our operations provided net cash of $10.2

million due primarily to reductions in inventory and accounts

receivable of $7.7 million and $0.5 million due primarily to the

decline in net calec and meaciirec taken tn reduce inventnriec

and thereby reduce interest expense and $1.6 million increase

in prepaid expenses and income tax refunds

Cash Provided by Financing Activities in 2010 and 2009

During 2010 our financing activities provided us with $0.4 million

of cash principally the result of net borrowings of long term debt

under our revolving bank line of credit In 2009 we used net

cash of $7.5 million in financing activities primarily to reduce

outstanding bank borrowings made possible by reductions in

inventories and accountants receivable

Cash Flows Used in Investing Activities in 2010 and

2009 In 2010 we used $0.3 million of cash in investing activities

in 2010 principally to fund capital expenditures primarily for

warehouse office and computer equipment In 2009 we used

cash of $0.3 million in investing activities primarily to fund the

purchase of other assets and for capital expenditures primarily for

warehouse testing and design and computer equipment
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CONTRACTUAL OBLIGATIONS

Lease Obligations We lease our facilities and certain of our equipment under non cancelable operating leases In 2010 rent

expense under all operating leases totaled approximately $4.6 million The following table sets forth our future operating lease

commitments in thousands of dollars as of December 31 2010

2072

2013

2014

2015

hereafter

3094

2872

2424

2365

644

$18555

Total and Maturity of Contractual Obligations The following table sets forth the total and the maturities of our contractual

obligations in thousands of dollars at December 31 2010

otais

consists of rrowings under our bunk credit focihty which motures in July 2074

78555 4146

Our long term debt obligations consist primarily of borrowings under our long term revolving bank credit
facility

It is not possible

to calculate future estimated interest payments on those borrowing predictably because the amounts of such borrowings fluctuate

throughout the year depending on our liquidity needs which can vary widely primarily due to the seasonality of our business and the

effects of prevailing economic conditions on the demand for and the purchases of our products by customers Also the interest rate on

those borrowings is determined by reference to the bank prime rate or LIBOR which also can and offen do fluctuate during the year

Additionally the formulas for determining the specific interest rate that will apply to such borrowings can change from year to year Set

forth above under the caption Financial Condition Liquidity and Capital Resources are the formulas for determining the interest rates

that will apply to those borrowings during the fiscal year ending December 31 2011

Dividend Policy and Dividend Payments In 2005 uur Buard uf DireLturs adupted dividend puliLy th0t pruvided fur the

payment of quarterly cash dividends to our stockholders In 2008 we paid total cash dividends of $578000 In November 2008 our Board

of Directors suspended the payment of cash dividends in order to preserve cash for operations in response to the worsening of the

economic recession and the tightening of credit by banks and other lending institutions to businesses as well as consumers In addition

our bank credit line agreement contains restrictions on our payment of cash dividends As result we do not anticipate paying cash

dividends at least for the foreseeable future

Expected Uses and Sources of Funds We expect to make capital expenditures in 2011 that we estimate will range from $300000

to $400000 We expect that these expenditures will be of recurring nature for such purposes as the replacement and upgrading of

warehouse computer or office equipment in the ordinary course of our business

2011 $4146

Long rm debt obiigations

Operating lease obi gut onc

$10113

$28658 $4146

$1013

906 4859 364-4

$16019 4859 3644
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We expect to be able to fund these expenditures and our working capital requirements with borrowings under our revolving bank line

of credit and internally generated funds assuming that there is not further worsening of the economic recession in 2011 See Item

of PART of this Report above entitled RISK FACTORS Our bus/ness ond f/nonc/o/ performonce ore offected by economic cond/tions We

re/y heov//y on bonk borrow/ngs /n the operot/on of our bus/ness wh/ch mokes us more vu/nerob/e to odverse chonges /n econom/c condt/ons

in Part of this Report

We will continue to explore opportunities to increase our sales 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 including product suppliers in Asia and to invest in tooling needed for such products We also may seek to

tuke ddvuntdye of other growth uppurtui Rties if id whei they ii iuy urise As result we ii iy hove uuuosiui in the future to use inter
oily

generated funds or bank borrowings for these purposes There is no assurance however that if required we will be able to obtain bank

borrowings for these purposes

SEASONALITY AND INFLATION

Seasonality We generate signihcantly higher sales during the six month period from March through August when usage of RVs

and boats are at their peak than we do during the remainder of the year when weather conditions are not optimal for outdoor activities

Because 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 from September through February when our sales are lower

Th fnllnwing tahlc prcnrc unvi hired quarrerly hnenci3l infnrmvrinn fnr each nf the ficrel yearc ended Decemher 2n1 nd 2nno

This information has been prepared by us on basis consistent with our audited financial statements included elsewhere in this Report

The information includes all necessary adjustments consisting only of normal recurring adjustments that management considers

necessary for 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

Revenues 23198 33138 529596 $1 .269

Gro ptoht 4323 6628 6132 2364

Net
earnings ions 889 1162 902 10

Nu
euiiiiriys donut .ini

sham duuted rO.zOi 0/n 2u z4j

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 decline in the

demand for our products

Revenues 24 02 34647

utoss pront 4924

Net
earnings ions 22 1184 os

Net
earnings oss pet shar tOuted 000 026 014

32245

5864

$17606

2095

Ii 713

038
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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 Oecember 31 2010 we had

outstanding borrowings under our revolving bank line of credit of $10.1 million

We have substantial sales operations in Canada and as result our earnings cash flows and financial position can be affected by

movements in the Canadian dollar exchange rate Consequently we are exposed to market risk from foreign currency 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 result of changes

in currency exchange rates As of Oecember 31 2010 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 oflhe Coast Distribution System Inc

We have audited the accompanying consolidated balance sheets ofThe Coast Distribution System Inc and Subsidiaries theCompany
as of December 312010 and 2009 and the related statements of operations stockholders equity and cash flows for the three years in the

period ended December 31 2010 Our audits also included the financial statement schedule listed in Item 1Sa These consolidated

financial statements and financial statement schedule are the responsibility of the Companys management Our responsibility is to

express an opinion on these consolidated financial statements and financial statement schedule based on our audits

We LonduLted uur audib ic dLLurddnLe with the tdndards ufthe PubliL CumpanyALLounting OveNight 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

financial reporting Our audit included consideration of internal control over financial reporting as 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 companys

internal control over financial reporting Accordingly we express no such opinion An audit also includes examining on 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

reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the financial posirion ofrhe

Company as of December 312010 and 2009 and the results of their operations and their cash flows in each of the years in the three year

period ended December 31 2010 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 whole presents fairly in all material respects the information set forth therein

/s/ BURR PILCER MAYER INC

Burr Pilger Mayer Inc

San Francisco California

Match 30 2011
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Consolidated Balance Sheets

Dollars in thousands except per share data

ASSETS

currant Assets

cash 4R40 sset

Attounts receivable hess allowance for doubtful uccnunts of $ese in 2010 and $740 20091 9553 5531

Inventories 2591 22985

Prepaid eupenses aes 804

Oeferred income lanes 1758 sos

Income tax refunds receivable t35 538

Iota current assets 433aa 4072

Property Plant and Equipment t707 2t92

Other Assets 258 2553

752 45472

LIABILITIES

Ourrert Liabi ties

Accounts payable 3375 2942

Ac rued liabilities 3255 3149

current matatities of long term obl gations

otal current liaoilities ooit 0203

ong Term Obligations 0t 13 9537

ommitments

stockholders Equity

Preferred sto Oat
par vane authorized 2000 000 shares tone issued or outstanding

common stock $001 par value authorized to toooooo shares 4esoog and 4449431

ittued as of De ember 312010 and 2009 respective 585t 5357

Accamalated other comprehensive earn ngs t8 tt 14

Retained earnings 12303 2t 51

Total Stockholders Equity 3t03a 9532

$47 82 $4 472

The occompony/ng notes are on inregrob port of rhene finonciab troremenru
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ConsoUdated Statements of Operations
Dollars in thousands excopt per share data

Net sales 108600 103251 $132237

Cost of products sold irciudieg distributiorr costs 88985 83754 07623

Gross proft t9615 9447 246t2

Selling general aod administrative eupenses 19330 18552 26539

Operating inuome loss t285 695 1347

tqoitf in net earnings
of affil ased uomparies 57 20 t47

Other
evpeese

Interest
eupense 579 1624 t45g

Other 1194 268
_________

18

Earnirgs loss before income tanes 569 204 32t

Income rae
provis

on benef 417 105 378

Net earnings loss $132 $99 1839

Basic
earrings loss per

share $003 $002 $10411

luted earn ngr loss per
sham 003 002 $10.41

Dividends paid per share 000 000 0.13

Then
componying

notes ore on inregro pnrr of rhese hnoncio/ sroremenrv
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Consolidated Statement of Stockholders Equity
Doflars in thousands

Balance at January 12008 $14459 2157 32491

Net loss for the year 1839 1839

Foreigr siren translation adjsssmer rs 214 214

Derrvative change in fair value 21 21

Comprehensve earnings for the year 3965

Issuance of omnon stock order option plant 0454 42 42

Retirement of common stock 248

Div dends paid 578 578

Sb based compensation 231 231

Balance December 312008 444943 16137 12052 28220

Net earnings for the year 99 99

oreign currency translatror adjustments 1295 1295

Derivative change fair value 212 212

Conprehensive earnings forth year 1182

lsssance of common stock under option plans

Dividends pa

sock based compensation 230 230

nalaiice at rsibnr zCOv 4449431 nje /1 1114 2vojz

earnings or they as 152 52

foreign currency translation adtostments 60 760

Comprehensive earnings or the year 912

soan of corimon stock snder employee option plans 33666 65 65

ssaan of restricted shar of common stock 7003

snder equity in ertrve plan

Sb based compensation 429 429

Ba once at De ember 312010 4660097 $16861 $12303 874 $31038

The occomponying notes are on integrot port of rhese ysnoncial sroremeno

33
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Consolidated Statement of Cash Flows

Dollars in Thousands

CASH FLOWS FROM OPERATING ACTIVITIES

Net
eareiegs lost

Adjustments to re oncile net earnings llossl to ret cash provided by operating act vines

Oeprecia tine

Amorsizatior

Caie Lott from sale of property and equipment

Eqeity ir ret eareings of affiliated companies of distr batioes

Loss ftom transfer of omneobip affiliated company

Stock based compensation expeese

Oeferred income saves

Chaege ie assets and liabilities

Accoants receivable

lever tory

Prepaids aed ircome tae refeeds receivable

Accoeets payable

Accraed liab lities

Net cash used el ptovid by operating activities

CASH FLOWS FROM IN VESTING ACTIVITIES

Proceeds from sale of property and eqoipmert

Increase dectease ie other assets

Capital expend tures

Tan beneft from settlemert of derivative ins rament

Cash paid for derivative irstrsmeet

Net ash used ml in estieg activities

CASH FLOWS FROM FINANCING ACTIVITIES

Borromings sndet notes payable and line of credit agreements

Repayments ceder notes payable and line of redit agreemee

Repayments of long term debt

k3sdrIL umnur tu acdr cTIpluvc stJLk purLhd3e ard tuLr uptiun pln

Retiremerr of common stock

Cividends paid

Net cash prov ded by lased in hnancirg act vines

fffecs of excharge rate changes on cash

Net increase de rease in cash

Cash beginrirg of year

Cash end of year

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

CASH PAID REFUNDED DURING THE YEAR FOR

7t6 8t4 g4

37 36 22

82

57 t75 1102

98

428 230 231

tO845

108463

1111

65

578

18114

2025

1070

t52 $99 5839

215 865St

t032

2927

425

433

t07

29g4

1567

44

63

247

502

7725

1627

615

320

891

10153

250

165

5556

14317

1454

4915

3549

52019

1t8

428

265

8101

1642

17 725

125

42

____________
44

266 339

Ins rest

Income taxes

102150

109479

135

74641

1351

01

860

556t

63

Pt 461

430

682

211

5561

4840

$59

791

The occomponyeg notes ore on integco port of thene hnonciol stotemeno

go

$1860

1394

1163
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Note Summary of Significant

Accounting Policies

summary of the significant accounting policies consistently

applied in the preparation of the accompanying consolidated

financial statements follows

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 Company Coast

Taiwan Investments in unconsolidated affiliates are accounted

for by the equity method All material intercompany transactions

have been eliminated

Inventories We are wholesale distributor and not

manufacturer or products Therefore all of our inventory consists

of finished goods which are comprised of replacement parts

supplies and accessories held for resale Inventories are stated

at the lower of cost determined on first in first out ha is or

net realizable value We regularly assess the appropriateness of

the inventory valuations with particular attention to obsolete

slow-moving and non saleable inventory At December 31 2010

and 2009 our reserves for excess and obsolete inventory was

$2009000 and $1796000 respectively

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

straight line basis The estimated lives used in determining

depreciation and amortization are

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 to 15 years

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 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

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 0o or more of our net sales in

2010 2009 or 2008

Long-Lived Assets Long lived assets are reviewed for

pussibl inipoii iimnt dt lodst an iually ure fruquontly 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 its

carrying amount

Foreign Currency Translation Exchange adustments

resulting from foreign currency transactions are generally

recognized in net earnings whereas adjustments resulting from

the translation of financial statements are reflected as separate

component of ctnrkhnlrlerceqi ury
The fi inrtional ri irrenry

of our

Canadian subsidiary is the Canadian dollar

Derivative Financial Instruments We sometimes use

derivatives to partially offset our exposure to fluctuations 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 resulting from

changes in fair value of the derivative are recorded based on the

derivatives hedge designation

Cash and Cash Equivalents Cash and cash equivalents

include highly liquid instruments with maturities of three months

or less and overnight investments funded with cash from sweep

accounts maintained by the Company at one or more banks

Net Investment Hedges As part of our risk management

policy we have hedged certain portions of our net investment

in our foreign operations We have elected to designate those

hedges for special hedge accounting treatment as net investment

hedges The derivatives were held at fair value on the balance

sheet with the effective portion of the hedge including the

time value of holding the investment accounted for as an offset

to the foreign currency translation effects accounted for as

adjustments to Accumulative Other Comprehensive Income In

2009 we recorded in accumulated other comprehensive income

loss of $212165 as result of the change in fair value of these

instruments We did not enter into any hedges in 2010

We documented all hedging relationships at the inception of

the hedge and have ensured that hedges are highly effective in

Notes to Consolidated Financial Statements

Buildings and improvements

Warehouse and office equipment

Automobiles

12 4oyears

years

years
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offsetting changes in the value of net investment of its foreign

subsidiaries We recorded all changes in the value of these net

investment hedges in accumulated other comprehensive income

loss unless there is substantial liquidation of the foreign

subsidiary at which time the amounts recorded in accumulated

other comprehensive income loss would be recognized in

current income

10 Income Taxes We provide deferred tax expense or

benefit equal tu the net Lhange in the deferred tax liability

or asset during 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 valuation allowance is established against deferred tax

assets if and to the extent we determine that it is more likely than

not that the deferred tax asset will not be realized in full

11 Use of Estimates In preparing financial statements in

cnnfnrmity with accnitnting principles generally accepted in

the United States of America OAAP 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

12 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

Unvested restricted shares are excluded from outstanding shares

for purposes of this calculation 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 and vested

restricted share using the treasury stock method Potentially

dilutive securities are excluded from the computation if their

effect is anti dilutive

Options to purchase 422000 and 452000 shares in 2010 and

2009 respectively and 177000 restricted shares in 2010 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 597333

shares in 2008 were excluded from the computation of diluted

earnings per share because the Company incurred loss for 2008

and for that reason the inclusion of the shares would have been

anti-dilutive

13 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 recurring basis We define fair value as the price that

would be reLeived frum selling an asset ur paid tu transfer

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 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

OAAP establishes three tier fair value hierarchy which
prinritizes

the inputs used in measuring the fair values of financial and non

financial assets and liabilities These tiers consist of

Level Ouoted market prices in active markets for identical

assets or liabilities

Level Observable market based inputs or unobservable inputs

that are corroborated by market data

Level Unobservable inputs that are not corroborated by

market data

The following tables summarize the fair value measurements in

thousands of dollars of our financial assets

cash Equivalents $4554 $4s54

Overnght investments

Notes to Consolidated Financial Statements

cash tqvivaienss

Overnight investments

3854 3864

36



Notes to Consolidated Financial Statements

We use the income approach to value derivatives using

observable Level market expectations at measurement

date and standard valuation techniques to convert future

amounts to single discounted present amount assuming

that participants are motivated but not compelled to transact

Level 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 practical

expedient for fair value measurements

14 Accounts Receivable and the Allowance for

Doubtful Accounts The majority of our accounts receivable

are due from RV and boat dealers supply stores and service

centers Credit is extended to customer based on evaluation

of its financial condition and generally collateral is not required

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 estimate

potential losscs on ur arrounts rreivable the basis nf th

aging of accounts receivable balances review of significant

past due accounts and our historical write 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 provisions to increase the

allowance for doubtful accounts

15 Stock Based Compensation We account for stock

based compensation 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 Accordingly we recognize stock compensation

expense in the period in which the employee to whom stock

based compensation is awarded is required to provide service

which is generally over the vesting period of the individual

equity instruments Stock options 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

16 Warranty Costs We generally do not independently

warrantthe products that we distribute lnsteadthe manufacturers

of those products warrant their products and allow us to return

defective products including those that have been returned

to us by our customers However we sell line of portable and

standby generators under product supply arrangement which

obligates us to provide warranty services for these products and

provides for us to share the costs of providing those services with

the manufacturer The warranty period is 24 months following

the sale of the product to retail customer Accordingly we

maintained warranty reserve for these products of $469000 and

$358000 at December 31 2010 and 2009 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

rny differ from those estimates

We do maintain insurance to protect us against product liability

claims relating to all of the products we distribute and sell

including the generator products

17 Recent Accounting 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 2010

rhat we bliv ar of signifirancn or potntial cignifiranr tn th

Company based upon current operations

In Dctober 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

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 new rules are effective for us beginning January 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

FAS8s guidance on earnings per share that addresses whether

instruments granted in share based payment transactions are

participating securities That guidance indicates that unvested

share-based payment awards that contain nonforfeitable

rights to dividends or dividend equivalents whether paid or

unpaid are participating securities and shall be included in the

computation of basic earnings per share pursuant to the two

class method The adoption of these applicable sections did

not have 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 and Level

fair value measurements as well as requiring the presentation
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on gross basis of information about purchases sales issuances

and settlements in Level 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 became effective for the Company

on January 12010 Disclosures about purchases sales issuances

and settlements in the roll forward of activity in Level fair

value measurements are effective for fiscal years ending after

December 31 2010 and became effective fur the Cuiripaiiy uti

March 31 2010 The adoption of this new accounting guidance

impacts only disclosure requirements and did not have an impact

on the Companys consolidated financial position results of

operations or financial condition

In February 2010 the FASB issued an update to Subsequent

Events This guidance amends the previous definition of an SEC

filer and removed the requirement that an SEC filer disclose the

date through which subsequent events have been evaluated in

both issued and rvised financial ctatmnrc The upder aRcs

requires SEC filers to evaluate subsequent events through the

date the financial statements are issued rather than the date the

financial statement are available to be ued The Company

adopted this guidance upon issuance with no material impact to

our consolidated financial statements

In April 2010 the FASB issued an update to Stock Based

Compensation which clarifies that an employee share based

payment award with an exercise price denominated in the

currency of market in which substantial portion of the entitys

equity shares trade should not be considered to contain

condition that is not market performance or service condition

Therefore an entity would not classi1 such an award as liability

if the award otherwise qualifies as equity The standard was

effective for interim and annual periods ending after December

15 2010 The adoption of this standard did not have material

impact to our consolidated financial statements

Note Property Plant and Equipment
Property and equipment consist of the following at December 31

5634 5530

5740 60t3

t706 t657

t32 252

132 t3456

It 1565 It t266

707 2t92

Note Long-Term Obligations

Long term obligations consist of the following at December 31

current portion t2

tOtt3 $3637

SECURED NOTES PAYABLE TO BANK

The secured notes payable to bank evidence borrowings under

revolving credit facility which are collateralized by substantially

all of our assets The maturity date of the revolving credit facility

is July 10 2014 The credit line agreement permits us to borrow

up to the lesser of $25000000 or ii an amount equal to BS%

of the value of our eligible accounts receivable and up to S5o of

the value of our eligible inventory Interest is payable at the banks

prime rate 3.25% at December 31 2010 plus 1.25n or at the

Companys option but subject to certain limitations at the banks

LIBOR rate 0.261% at December 31 2010 plus 2.7S%

The ciedit focility cuiituins certoin finonciol orid other

covenants which require us to maintain minimum fixed

charges covenant and that restricts our ability to repurchase

our stock make investments in or acquisitions of other

businesses and pay dividends above certain levels during the

term of the credit facility

Notes to Consolidated Financial Statements

Warehouse equipment

Olice equipment

easehoid mprovnments

Automobiles

Less accumulated deprec ation

and amortization

5eccred notes payable to bank 101 t3

dun July tO 20t4

capital lease obligations

3637

112

10113 3743
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Note Commitments
Operating Leases We lease our corporate offices warehouse

facilities and some of our office equipment These leases are

classified as operating leases as they do not meet the required

capitalization criteria The office and warehouse leases expire at

various dates over the next twelve years

Minimum future rental commitments under non cancelable

operating leases as of December31 2010 in thousands of dollars

are as follows

Rent expense charged to operations amounted to $4511000 in

2010 $4519000 in 2009 and $4492000 in 2008

Legal Proceedings We are subject 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 nnt yet dtrminabl basd the infrsrmatinn

currently available to us we do not expect that any liabilities or

costs that might be incurred to resolve these matters will have

material adverse effect on our financial condition results of

operations or cash flows

Note Stock Incentive Plans

In August 2008 our shareholders approved the 2008 Equity

Incentive Plan the 2008 Plan which provides for the grant of

equity incentives consisting of options stock appreciation rights

SAR5 and restricted shares of common stock restricted shares

to officers other key employees directors and consultants The

2008 Plan
initially set aside for the grant of such equity incentives

300000 shares of our common stock plus an additional 41500

shares which was equal to the total of the shares that were then

available for the grant of new options under our then existing

stockholder approved stock incentive plans thePrevious Plans

At the same time those 41500 shares ceased to be available

for the grant of equity incentive under those Previous Plans At

December 31 2010 options to purchase total of 202334 shares

of our common stock and total of 177000 shares of restricted

stock were outstanding and 68166 shares remained available for

future grants of equity incentives under the 2008 Plan

At the time the 2008 Plan was adopted options to purchase

total of 593333 shares of our common stock granted under the

Previous Plans were outstanding.The Previous Plans had provided

that if outstanding options were to expire or otherwise terminate

the shares that had been subject to those options that were left

unexerused wuuld bes..un evoilable fur the grdnt uf new uptiuns

under those Plans However the 2008 Plan provides that if any

of the outstanding options granted under the Previous Plans

expire or are terminated for any reason they will not become

available for the grant of equity incentives under those Plans

and instead the number of shares that are available for grants

of equity incentives under the 2008 Plan will be increased by an

equivalent number of shares At December 31 2010 options to

purchase total of 449667 shares of our common stock were still

outstanding under the Previous Plans

The fair value of each option was estimated as of the date of

grant using binomial model This model incorporates certain

assumptions including risk-ftee market interest rate expected

dividend yield of the underlying common stock expected option

life and expected volatility in the market value of the underlying

common stock

We used the following assumptions in estimating the fair value of

the options issued in the periods indicated below

OPTIONS GRANTED UNDER STOCK INCENTIVE PLANS

Eepected eo es/isv 71 30

Risk free detest rates 2290

Eepected divideed yieids N/A

Eepecsed lives 10
years

Expected volatilities are based on the historical volatility of the

Companys common stock The risk free interest rate is based

upon market yields for United States Treasury debt securities The

expected dividend yields are based upon the Companys policy

in effect in each of the years presented and the fair market value

of the Companys shares at the time of grant Expected lives are

based on several factors including the average holding period of

the outstanding options their remaining terms and the cycle of

our long range busines plan

2012

2013

2014

2015

Thereafter

2011 $4146

3094

2812

2494

2365

3644

$18555

57Q0

/ôo

NA

years

42 0o

2.6o

540

years
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The following table summarizes stock option activity during the years ended December 31 2010 and 2009

Exercised

Forf

Oxtstandieg arc ember 2010

Exercisable at December 31 20t0

Optioes yes ed aed expected as of Oecerc ber 3t 20 01

to eest in the fatxre

Outsraedieo at Janoasx 7009 59 333 6.26

Granted 93000 14

Exercised

ForFeited 826661

Oatstaedirg at Dc ember 2009 70266 499 4oyears t03t000

xercisable at December 312009 339167 6.08 years 620 000

The aggregate intrinsic value in each of the tables above represents the total pre tax intrinsic value the aggregate difference between

the closing stock price of the Companys common stock on December 31 2010 or 2009 respectively and the exercise price for in the

money options that would have been received by the option holders if all in the money options had been exercised on December 31

2010 or 2009 respectively.The total pre tav intrinsic value of options evercised during 2010 was $72950.There were no option exercised

during 2009

The weighted average grant date fair values of options granted during the years ended December 31 2010 and 2009 were $3.23 and

$0.64 re pectively

summary of the status of the Companys nonvested stock options as of December 31 2010 and 2009 and changes during each of the

years then ended is presented below

Noexested at January .2010

Granted

vested

Forfeited

Noevested at December 3t 2010

368500

8000

It 826501

7501

too oo

38

2_

22

260

Ootstaed eg January 20t0

Granted

707667

8000

336661

300001

65200t

46 90t

64295

$499

42

94

sot

5.85

5.05

years

years

years

545000

20 .800

526000
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.--- 193000 063

Vested 1s9650 202

Forfeited 24350 99

Norees ed at ember 3i 2009 368500 38

As of December 31 2010 and 2009 there was $88900 and $289700 respectively of total unrecognized compensation cost related to

nonvested options granted under the Companys equity incentive plans At December 312010 and 2009 those costs were expected to

be recognized over weighted average period of 1.1 years and 1.3 years respectively

During 2010 we awarded total of 177000 restricted shares of common stock restricted shares to certain officers and other key

management employees under the 2008 Plan holders restricted shares are subject to possible forfeiture in their entirety if he or

she does not remain in the continuous service of the Company for at least one year from the date the shares were awarded For each

year during the three year period following the date of the award that holder of such restricted shares remains in the Companys

continuous service one-third of his or her restricted shares will cease to be subject to the risk of forfeiture that is become vested

shares As result holder of any of those restricted shares must remain in the continuous service of the Company for period of

three years following the date of the award in order for all of his or her restricted hares to become vested Until restricted shares become

vested those shares may not be sold or otherwise transferred in whole or in part by the holders of those shares and are subject to

additional restrictions Compensation expense for these restricted share awards is based on the fair market value of the shares on their

respective award dates and such expense is recorded over the vesting period of the awards At December 31 2010 the unrecognized

compensation cost attributable to these restricted shares totaled approximately $535900 which as of that date was expected to be

recognized over weighted average period of approximately 2.7 years As of December 31 2010 all of the recipients of the 177000

restricted shares outstanding under the 2008 Plan were still in the Companys employ and although none of these restricted shares

were vested as of December 31 2010 all of those restricted shares are expected to vest The aggregate intrinsic value of these restricted

hares at December 31 2010 was $685000

sui in ory
of the utotus ufthv Cun ipur rys rvstrivted stuLk oLtivity is presrontud broluw

Nonvested at January i2009 359300 211

Granted

Outstand ng at Jaeaary 12010

Granted

sted

17 000

Forfeited

Outstand
ng

and uneested ai end of year 177000 $415
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$063 $450 238001 5159 109401 $197

$475 $980 414000 $6.98 352500 05

$053 $980 2001 $501 461901 $585

Note Employee Benefit Plan

We have established
profit sharing plan in which all full time 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 their respective accounts The plan permits the Company to make discretionary

contributions to be determined annually by the Companys Board of Directors or Compensation Committee The Company made no

contributions to the plan in 200B 2009 or 2010

Note Foreign Operations

summary of the Companys operations by geographic area is presented below for the years ended December31

5aies to externai costoners

united States 80890 8345 $95788

canada 27710 24856 35440

Other

Operating income

united 5tates 205 198 3115

canada 769 1037 978

Other 310 56 191

identiSabie assets

un ted 5tates 3417 33 153 42258

canada 12742 11403 84

Other 855 905 417

The Company has an equity investment in corporation which conducts business that is similar to the Companys business but in

much smaller scale in Mexico The Lompanys investment in that corporation which is included in long term assets on the Lompanys

consolidated balance sheet totaled approximately $757000 and $692000 at December 31 2010 and 2009 respectively The results of

operation of this corporation are included in equity in the net earnings of affiliated companies in the Companys consolidated statements

of operations
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Note Income Taxes

Pretax income for the years ending December 31 2010 2009 and 2008 was taxed in the following jurisdictions

Oomestic 383 691 4222

Foreign 952 895 t00s

$569 204 3217

The provision for income taxes is summarized as follows for the year ended December 31

CURRENT

Federal 726

State 86 85 itt

foreign 2/3 31 318

359 401 519

DEFERRED

Federal 30 231 $151

State 13 143 422

Foteign 75 1221 80

$58 $12961 $18591

$417 $105 $11378

Deferred tax assets liabilities are comprised of the following at December 31

DEFERRED TAX ASS ETS

lxvenrorF $1195 $1358

Bad debt ptovision 134 208

Property piant and equipment 53 54

Defetted ttnditt 1282 1245

Loss tarryforwards 940 908

Rent 149 176

Othr 369 238

cross deletted tax assets 4187

Less xaluation allowanc 981 11161

2924 3026

DEFERRED TAX LIABILITIES

lnvestmnxt in affil ares $1101

Propetty plant and equipment 98 1391

Unremirred eatn ngs of foteign affiliates 178 78

cross deferred tax liabil ties 176 227

Net deferred tax assets 2748 2799

II Of the totot deferred mx ossets t7eff000 nnd $1 xnoco in orn nnd 2On respe rive/ is
inctiided in current nssers ond $xxnonn nod $xxi onn in 2iliO nnd2ttoff respectively of tng term

deferred income roxes is induded in other ong term oxserr
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reconciliation between actual tax expense for the year and expected tax expense is as follows

Earnings before income lanes 56 204 $13217

Especred income tan espense as 34% 1g3 6g 10g4

Oifference in rates on earnings oE foreign operations .11 63

lock based compensation and other nondeductible eepenses SE 173

sate lanes and credits met of federa beneft 80
11

change ova uation atoman 36 51 1100

unremitsed earrings of foreign subsidiaries 13

Enclusion of arnings of foreign affi iates 16 158 138

Other 12 20 181

Income ran provision $417 $10S $11378

Deferred income taxes have been provided on the undistributed earnings of certain foreign subsidiaries where it is contemplated that

earnings will not be reinvested

At December 31 2010 the totals of the operating loss carryforwards available for federal and for state income tax purposes were

$1701000 and $4618000 respectively The earliest carryforwards begin to expire in 2012 At December 31 2010 foreign tax credit

carryforwards available for federal income tax purposes totaled $66000 which expire in 2015 State targeted tax area credit carryforwards

of $1245000 are available with no expiration dates

It is our policy to classi interest and penalties as component of tax expense At December 31 201 Owe had $260000 of unrecognized

tax benefits of which $19000 impacted the effective tax rate Interest and penalties were $107000 as of December 31 2010 of

which $90000 was included in the balance sheet and $17000 was included as an expense in the current year income statement as

unrecognized tax benefits

The Company and its domestic subsidiaries file income tax returns in the US federal jurisdiction and in various state jurisdictions The

Companys foreign subsidiaries file income tax returns in the respective jurisdictions in which they are based With few exceptions we are

no longer subject to tax examinations by taxing authorities for years before 2005 We do not anticipate total unrecognized tax benefits

will change significantly during the year ending December 31 2011 due to the expiration of any statutes of limitations

reconciliation of the beginning and ending amounts of unrecognized tax benefit is as follows

Balance as of Jaruary $241 $208

Additions for ray positions related to the csrrent year tg 33

Addirions for ran positions related prior years

Reductronu for tan positions of prior years

ertlements

Balance as Oecember 31 $260 $241

44



Notes to Consolidated Financial Statements

Note Earnings Per Share

We calculate basic earnings loss per share EPS of our common stock by dividing the Company net income loss 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 losses

per share

NUMERATOR

Net
earnirgt ott 52 99 8391

DENOMINATOR

Weighted average
thtret outttanding 4475 4449 4446

O3utive effe of ttock optiont tnd rettricted tharet

Oenom nator for diioted earnings iott per
thate 4574 4494 4446

Note Accrued Liabilities

Accrued liabilities consist of the following at December 31

Payroli and reiated bene6ts 6s8 524

ken 426 489

in ome and other taxet 486 707

Other 686 1429

3256 3149

Note Significant Concentrations

Dur ability to satisfy demand for our products may be limited by the
availability of those products from our suppliers We purchase

air conditioners from Airxcel Inc Airxcel Those purchases accounted for approximately 20o 18o and 15o of our total product

purchases in 2010 2009 and 2008 respectively In 2009 and 2008 we purchased towing products from Thule Towing Systems LLC

Thule formerly known as Valley Industries Inc which amounted to So and 6o of our total product purchases in 2009 and 2008

respectively In 2008 we purchased generators from WUXI Kipor Power Co Ltd These purchases accounted for 6o of our total product

purchases in 2008

Concentration of Credit Risk We maintain bank accounts with high quality financial institutions to minimize credit risk However

nor depncit halxnrs mey prndrxlly xrrnd ftHerxl depncif incitrance limifc
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Note Quarterly Financial Data

22

000

6732

1184

026

Net al 3198 $33 138 29596 17269

Gross profir 4323 6628 32 2364

Net
earnings loss 888 1162 02 1077

Net
earnings loss per share lated 020 026 020 024

Net Sales 24102 $34647 $32245 17606

Gross pro6r 4927 5864

Net
earnings loss

Net
earnings loss per share dilsted

659

014

2095

1713

0.38
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Valuation and Qualifying Accounts

December 2008 2009 end 200

ALLOWANCE FOR OBSOLETE OR SLOW-MOVING INVENTORY

Year Ended December 31 2008 $2570000 $130000 $359000 $2341000

Year Erded December 312009 2341000 282000 263000 $1796000

Year Ended December 31 2010 $1796000 $470000 $257000 $2009000

VALUATION ALLOWANCE FOR DEFERRED TAX ASSETS

ar Ended December 31 2008 $66000 $1100000 $1166000

Year nded December 31 2009 $1166000 000 $1161000

Year Ended December 312010 161000 $37003 $1198 030

Net nperntrng inas cnrryfnrwnrds ared or expired

SCHEDULE II

ALLOWANCE FOR DOUBTFUL ACCOUNTS

Year Ended On ember 31 2008 $1504090 $602000 70 000 $1399 300

Year Ended December 2009 $1399000 $411000 48000 $740000

Year Ended December 31 2010 $740000 48000 $36000 $656000
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Item Changes in and Disagreements

with Accountants on Accounting and

Financial Disclosures

None

Item 9AT Controls and Procedures

DISCLOSURE CONTROLS AND PROCEDURES

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 qf 1g34 as amended the

Exchange Act is recorded processed 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 decisions 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 do and

management necessarily was required to apply its judgment in

evaluating the cost benefit relationship of possible controls and

procedures

As required by SEC rule 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 2U1iJ of the Companys disclosure controls and

procedures as defined in Rule 13a 15e under the Exchange

Act Based on that evaluation our Chief Executive Officer and

Chief Financial Officer concluded that as of December 31 2gb

the Companys disclosure controls and procedures were effective

to provide reasonable assurance that information required to be

disclosed in the reports that we file under the Exchange Act is

recorded processed summarized and reported within the time

periods specified in the SECs 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 in the quarter ended December 31 20W that have

materially affected or are reasonably likely to materially affect our

internal control over financial reporting

INTERNAL CONTROL OVER FINANCIAL REPORTING

Managements Annual Report on Internal Control Over

Financial Reporting Management of The Coat Distribution

System Inc is responsible for establishing and maintaining

adequate internal control over financial reporting as defined

in Rules 13a 15f and lSd-15f under the Securities Exchange

Act of 1934 Our internal control over financial reporting is

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

policies and procedures that

pertain to the maintenance of records that in reasonable

detail accurately and fairly reflect the transactions and

dispositions of our assets

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 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 reportinci 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
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Managements Assessment of Internal Control

over Financial Reporting Our management assessed the

effectiveness of the Companys internal control over financial

reporting as of December 31 2010 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

Managements assessment included an evaluation of the design

and the testing of the operational effectiveness of the Companys

internal control over financial reporting Management reviewed

the results of its assessment with the Audit Committee of our

Board of Directors

Based on that assessment management determined that

as of December 31 2010 The Coast Distribution System Inc

maintained effective internal control over financial reporting

The foregoing report on internal control over financial reporting

shall not be deemed flied for purposes of Section 18 of the

ExLhange Act or otherwise subject to the liabilities of that section

PART III

Item 10 Directors and Executive

Officers of the Registrant and

Corporate Governance
The information required by item 10 is incorporated by reference

from our definitive proxy statement forthe 2011 Annual Meeting

of Stockholders

Item 11 Executive Compensation
The information required by item 11 is incorporated by reference

from our definitive proxy statement for the 2011 Annual Meeting

of Stockholders

Section 989C of the Dodd Frank Act signed into law in July 2010

permanently exempts smaller reporting companies such as the

Company and other non accelerated filers from Section 404b

of the Sarbanes-Oxley Act requiring SEC reporting companies

to obtain and include in their annual reports on Form 10 an

attestation report from their independent registered accountants

with respect to the effectiveness of their internal control over

financial reporting As result no such attestation report is

included in this Annual Report

Item 9B Other Information

None
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Item 12 Security Ownership of Certain Beneficial Owners and Management and

Related Stockholder Matters

Except for the information below regarding our equity compensation plans the information required by Item 12 is incorporated

herein by reference from our definitive proxy statement for the 2011 Annual Meeting of Stockholders

The following table provides information relating to our equity compensation plans as of December 31 2010

Column Column Column

Number of Securities Remaining

Available for Future Issuance

Number of Securities Weighted Average under Equity Compensation

to be Issued on Exercise of Exercise Price of Plans lExcluding
Securities

Outstanding Options Outstanding Options Reflected in Column

Equity compensation plans appsoved by stockholders

stock
opt on and ncentive plans 65200t 5.Ot 68t66

Equity compensation plans not approved by stockholders

652OOt $50t 68t56

Item 13 Certain Relationships and Related Transactions and Director Independence
The information required by Item 13 is incorporated herein by reference from our definitive proxy statement for the 2011 Annual

Meeting of Stockholders

Item 14 Principal Accountant Fees and Services

The information required by Item 14 is incorporated herein by reference from our definitive proxy statement for the 2011 Annual

Mring nf Stnrkhnlclrc
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PART IV

Item 15 Exhibits and Financial Statements Schedules

aThe following documents are filed as part of this Report

UFinancial Statements The Consolidated Financial Statements of The Coast Distribution System Inc and Financial Statement

Schedules See Index to Financial Statements on Fage 30 of this Report

2Financial Statement Schedules Schedule liValuation and Qualifying Accounts is set forth at Fage 48 of this Report All other

schedules are omitted as the information is not required is not material or is otherwise furnished

3Exhibits See Index to Exhibits elsewhere in this Report for list and description of exhibits previously filed by the Company

with the Commission and ii the exhibits being filed with this Report
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Signatures

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 the Company has duly caused this Report to

be signed on its behalf by the undersigned thereunto duly authorized

THE COAST DISTRIBUTION SYSTEM INC

Dated March 31 2011 By Is/JAMES MUSBACH

James Musbach

President and Chief Executive Officer
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Power of Attorney

Each person whose signature appears below hereby appoints James MusbachThomas McOuire and Sandra Knell and each of them

individually to act severally as his or her attorneys in fact and agent with full power and authority including the power of substitution

and resubstitution to sign and file on his or her behalf and in each capacity stated below all amendments and/or supplements to this

Annual Report on Form 10-K which amendments or supplements may make changes and additions to this Report as such attorneys in

fact or any of them may deem necessary or appropriate

Pursuant to the requirements of the Securities Exchange Act of 1934 this Report on Form 10 has been signed below by the following

persons in the capacities and on the dates indicated

Signature Title Date

/s/ JAMES MUSBACH President Chief Executive Officer and Director March 31 2011

James Musbach Principal Executive Officer

/s/ THOMAS MCOUIRE Executive Chairman and Chairman of the Board of Directors March 31 2011

Thomas Mcguire

/s/ SANDRA KNELL Executive Vice President and Chief Financial Officer March 31 2011

Sandra Knell Principal Financial and Principal Accounting Officer

/s/ JOHN CASEY Director March 31 2011

John Casey

/s/ LEONARD DANNA Director March 31 2011

Leonard Danna

/s/ BEN FRYDMAN Director March 31 2011

Ben Frydman

/s/ ROBERT THROOP Director March 31 2011

Robert Throop
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Indexto Exhibits

Exhibit

Number Description of Exhibits

3.1 Certificate of Incorporation of the Company as filed with the Delaware Secretary of State on July 1997 and as in effect

since that date incorporated by reference to Exhibit to the Companys Definitive Proxy Statement dated and filed with the

SEC on July 1997

3.3 Amended and Restated Bylaws of the Company effective as of December 19 2007 Incorporated by reference to the Exhibit

3.3 to the Companys Current Report on Form dated December 19 2007

4.1 Rights Agreement dated as of February 2006 between the Company and U.S Stocklransfer Corporation which includes

as Exhibit form of Certificate of Designation for the Series Junior Participating Preferred Stock as Exhibit the Form of

Rights Certificate and As Exhibit Summary of Rights Incorporated by reference from the same numbered Exhibit to the

Companys Registration Statement on Form B-A filed with the Commission on February 2006

10.31 1993 Stock Option and Incentive Plan Incorporated by reference to Exhibit 4.3 to the Companys Registration Statement on

Form HIe No 33 645B2 filed with the SEC on June 17 1993

10.34 Distribution Aoreement dated October 11 1995 between the Company and Recreation Vehicle Products Inc Incorporated

by reference to Exhibit 10.1 to the Companys Ouarterly Report on Form 10 for the Ouarter ended September 30 1995

10.36 1999 Stock Incentive Plan Incorporated by reference to Exhibit 10.36 to the Companys Annual Report on Form 10 Kfor 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 Division ofABN AMRO

BANK NV Canada Branch Incorporated by reference to Exhibit 99.1 to the Companys Current Report on Form dated

August 30 2005 and filed with the SEC on September 2005

10.40 2005 Stock Incentive Plan incorporated by reference to Exhibit 10.1 to the Companys Registration Statement on Form S-B

File No 333 36B64 filed with the Commission on August 24 2006

10.41 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 Kipors line of portable and standby generators and certain other

products Incorporated by reference to Exhibit 10.1 to the Companys Current Report on Form dated April 13 2006

10.44 The 2008 Equity Incentive Plan approved by the Companys stockholders incorporated by reference to Appendix to the

Companys definitive Proxy Statement filed with the SEC on July 22 2008

10.45 F-ourth Amendment and Waiver dated as ot March 27 2008 entered into by the Company and Bank of America

amending certain of the terms and provisions of the Loan and Security Agreement for the Companys revolving bank credit

line Incorporated by reference to the same numbered Exhibit to the Annual Report on Form 10 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 Incorporated by reference to Exhibit 10.46 to the Companys

Current Report on Form dated November 30 2009
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Indexto Exhibits

Exhibit

Number Description of Exhibits

10.47

Seventh Amendment to Third Amended Restated Loan and Security Agreement entered into as November 2010 by the

Company and Bank of America Incorporated by reference to Exhibit 10.99 to the Companys Quarterly Report on Form

10 for the quarter ended September 30 2010

21 Subsidiaries of Registrant

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

24 Power of AttorneyIncluded on Signature Page

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes Oxley Act of 2002

31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes Oxley Act of 2002

32.1 Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes Oxley Act of 2002

32.2 Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes Oxley Act of 2002
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Exhibit 21

Subsidiaries of Registrant

REGISTRANTS

NAME AND STATE OR OTHER JURISDICTION OF INCORPORATION PERCENTAGE OWNERSHIP

Subsidiaries

C/P Products Corp an Indiana corporation 100%

United Sales and Warehouse oflexas Inc Texas corporation 100%

Foreign Subsidiaries

The Coast Distribution System Canada Inc Quebec Canada 100o

Ai-wek Eurasia Recreational Vehicle Accessories Taiwan Company nn0/n

In accordance with the instructions set forth in Paragraph of Item 601 of Regulation there have been omitted one U.S subsidiary

and four foreign subsidiaries that if considered in the aggregate as single subsidiary would not have constituted significant subsidiary

as of December31 2010
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Exhibit 23.1

Consent Of Independent Registered Public Accounting Firm

We have issued our report dated March 29 2011 accompanying the consolidated financial statements and schedule of The Coast

Distribution System Inc and Subsidiaries the Company for the years ended December 31 2010 2009 and 2008 included in the

Companys Annual Report on Form 10 for the year ended December 31 2010 We hereby consent to the incorporation by reference

of that report in the Companys Registration Statements on Forms 5-8 File Nos 33 10769 33 15322 33 18696 33-64582 333 55933

333 55941333 52876 333-136864 and 333-166088

/s/ Burr Pilger Mayer Inc

San Francisco California

March 31 2011
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Exhibit 31.1

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

James Musbach certify that

have reviewed this Annual Report on Form 10-K of The Coast Distribution System Inc for the fiscal year ended December 31 2010

Based on my knowledge this report does not contain any untrue statement of material fact or omit to state 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

Based on my knowledge the financial statements and other financial information included in this report fairly present in all material

respects the financial condition results of operations and cash flows of the registrant as of and for the periods presented in this report

The registrants other certifying officer and are responsible for establishing and maintaining disclosure controls and procedures as

defined in Exchange Act Rules 3a 15e and Sd 15e and internal control over financial reporting as defined in Exchange Act Rules

3a 15f and Sd-i 5ff for the registrant and have

Designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our

supervision to ensure that material information relating to the registrant including its consolidated subsidiaries is made known

to us by others within those entities particularly during the period in which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over financial reporting to be designed

under our supervision to provide rasonabl assuranre rgarding th reliability of financial reporting and the preparation of

financial statements for external purposes in accordance with generally accepted accounting principles

Evaluated the effectiveness of the registrants 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

Disclosed in this report any change in the registrants internal control over financial reporting that occurred during the registrants

most recent fiscal quarter the registrants fourth fiscal quarter in the case of an annual report that has materially affected or is

reasonably likely to materially affect the registrants internal control over financial reporting and

The reqistrants other certifyinq officer and have disclosed based on our most recent evaluation of internal control over financial

reporting to the registrants auditors and the audit committee of the registrants board of directors or persons performing the equivalent

functions

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrants ability to record process summarize and report financial information and

Any fraud whether or not material that involves management or other employees who have significant role in the registrants

internal control over financial reporting

Dated March 31 2011

/5/ JAMES MUSBACH

James Musbach

President ond Chief Executive Officer
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Exhibit 31.2

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

Sandra Knell certi that

have reviewed this Annual Report on Form 10 of The Coast Distribution System Inc for the fiscal year ended December 312010

Based on my knowledge this report does not contain any untrue statement of material fact or omit to state 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

Based on my knowledge the financial statements and other financial information included in this report fairly present in all material

respects the financial condition results of operations and cash flows of the registrant as of and for the periods presented in this report

The registrants other certiiing officer and are responsible for establishing and maintaining disclosure controls and procedures as

defined in Exchange Act Rules 3a 15e and Sd 15e and internal control over financial reporting as defined in Exchange Act Rules

3a 15f and Sd 15f for the registrant and have

Designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our

supervision to ensure that material information relating to the registrant including its consolidated subsidiaries is made known

to us by others within those entities particularly during the period in which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over financial reporting to be designed

under our supervision to provide rasnabl assurance regarding the
reliability

of financial reporting and the preparation of

financial statements for external purposes in accordance with generally accepted accounting principles

Evaluated the effectiveness of the registrants 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

Disclosed in this report any change in the registrants internal control over financial reporting that occurred during the registrants

most recent fiscal quarter the registrants fourth fiscal quarter in the case of an annual report that has materially affected or is

reasonably likely to materially affect the registrants internal control over financial reporting and

The registrants other certi1iing officer and have disclosed based on our most recent evaluation of internal control over financial

reporting to the registrants auditors and the audit committee of the registrants board of directors or persons performing the equivalent

functions

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrants ability to record process summarize and report financial information and

Any fraud whether or not material that involves management or other employees who have significant role in the registrants

internal control over financial reporting

Dated March 31 2011

Is SANDRA KNELL

Sandra Knell

Execut/ve V/ce Pros/dent ond Ch/ef E/nonc/o/ Officer
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Exhibit 32.1

Certification Of Chief Executive Officer

Pursuant To Section 906 Of The Sarbanes-Oxley Act 012002

The Coast Distribution System Inc

Annual Report On Form 10-K For The Year Ended December31 2010

In connection with accompanying Annual Report on Form 10 of The Coast Distribution System Inc the Company for the year

ended December 31 2010 as filed with the Securities and Exchange Commission as of the date hereof theAnnual Report James

Musbach Chief Executive Officer of the Company hereby certify pursuant to 18 U.S.C.5 1350 as adopted pursuant to Section 906 of the

Sarbanes Oxley Act of 2002 that

The Annual Report fully complies with the requirements of Section 13a and 15d of the Securities Fxchange Act nf 1934 as

amended and

The information contained in the Annual Report fairly presents in all material respects the financial condition and results of

operations of the Company

Date March 31 2011 sI JAMES MUSBACH

James Musbach

Chief Esecutive Officer

signed original of this wntten statement required by Section

906 has been provided to The Coast Distribution System Inc and

wig be retained by The Coast Distribution System Inc and

furnished to the Secunties and Exchange Commission or its staff

upon request
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Exhibit 32.2

Certification Of Chief Financial Officer

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

THE COAST DISTRIBUTION SYSTEM INC

Annual Report on Form 10-K for the Year ended December 31 2010

In connection with accompanying Annual Report on Form 10-K of The Coast Distribution System Inc the Company for the year

ended Oecember 31 2010 as filed with the Securities and Exchange Commission as of the date hereof the Annual Report Sandra

Knell Chief Financial Officer of the Company hereby certify pursuant to 18 U.S.C.5 1350 as adopted pursuant to Section 906 of the

Sarbanes Oxley Act of 2002 that

The Annual Report fully complies with the requirements of Section 13a and 15d of the Securities Exchange Act of 1934 as

amended and

The information contained in the Annual Report fairly presents in all material respects the financial condition and results of

operations of the Company

Oate March 31 2011 Is SANDRA KNELL

Sandra Knell

Chief Fi000Liol OffiLar

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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Board of Directors Executive Corporate Headquarters

JohnW Casey Management Team The Coast Distribution System Inc

Retired President and Thomas McGuire 350 Woodview Ave

Chief Executive Officer Executive Chairman and Morgan Hill CA 95037

Shurf/o Pump Monufactur/ng Company Chairman of the Board of Directors www.coastdistribution.com

Leonard Danna James Musbach Transfer Agent Registrar
Certified Public Accountant President Chief Executive Officer

Computershare Trust Company N.A

-v Vovr/nek Tr/ne OayCo UP and Director
250 Royall Street

Canton MA 02021
Ben Frydman Sandra Knell

B00-962 42B4

Attorney at Law Executive Vice President
www.computershare.com

Strad/ing Yocco Car/son Rauth Chief Financial Officer and Secretary

Investor Contact
Thomas McGuire David Berger

Chairman of the Board of Directors Executive Vice President Operations
Jeff Tryka CFA

The Coast D/str/ button System Inc Lam bert Edwards Associates

Dennis Castagnola
47 Commerce Avenue SW
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Grand Rapids Ml 49503

President and Chief Executive Officer
Manufacturing New Product Development

616 233 OSOO

The Coast O/str/ but/on System /nc Jtryka@lambert edwards.com

Stephan Lussier

Robert S.Throop President

Retired Chairman of the Board The Coast Distribution System Canada Inc

and Chief Executive Officer

Anthem Electron/cs Inc
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