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TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number 1-9511

THE COAST DISTRIBUTION SYSTEM, INC.

(Exact name of Registrant as specified in its charter)

Table of Contents



Edgar Filing: COAST DISTRIBUTION SYSTEM INC - Form 10-Q

DELAWARE 94-2490990
(State or other jurisdiction (LR.S. Employer
of incorporation or organization) Identification Number)
350 Woodview Avenue, Morgan Hill, California 95037
(Address of principal executive offices) (Zip Code)

(408) 782-6686
(Registrant s telephone number, including area code)
Not Applicable

(Former name, former address and former fiscal year, if changed, since last year)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports); and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any, every interactive data file
required to be submitted and posted pursuant to Rule 405 of Regulation S-T (section 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

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

Large accelerated filer ~ Accelerated filer

Non-accelerated filer - Smaller reporting company X
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ©~ No x

APPLICABLE ONLY TO CORPORATE ISSUERS:
Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.

4,929,097 shares of Common Stock as of May 2, 2012
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PARTI FINANCIAL INFORMATION

ITEM1. FINANCIAL STATEMENTS
THE COAST DISTRIBUTION SYSTEM, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(Dollars in thousands)

ASSETS
Current Assets
Cash
Accounts receivable net of allowances of $485 and $387 as of March 31, 2012 and December 31, 2011,
respectively
Inventories

Other current assets

Total current assets
Property, Plant, and Equipment, net
Other Assets

Total Assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current Liabilities
Accounts payable
Accrued liabilities

Total current liabilities
Long-Term Obligations

Total Liabilities

Stockholders Equity

Preferred stock, $.001 par value: 2,000,000 shares authorized; none issued or outstanding:

Common stock, $.001 par value: 10,000,000 shares authorized; 4,929,097 and 4,781,597 shares issued and
outstanding at March 31, 2012 and December 31, 2011, respectively

Accumulated other comprehensive income

Retained earnings

Total Stockholders Equity

Total Liabilities and Stockholders Equity

March 31,
2012
(unaudited)

$ 1,135
19,025
30,014

2,427
52,601
1,350
2,950

$ 56,901

$ 6,755
3,170

9,925
17,733

27,658

17,406
1,765
10,072

29,243

$ 56,901

The accompanying notes are an integral part of these condensed consolidated financial statements.
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December 31,
2011

$ 4,180

10,900
25,852
2,729

43,661
1,313
2,762

$ 47,736

$ 3,394
3,223

6,617
10,895

17,512

17,320
1,487
11,417

30,224

$ 47,736
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THE COAST DISTRIBUTION SYSTEM, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in thousands, except per share data)

Three Months Ended March 31,

(Unaudited)
2012 2011

Net sales $ 24,248 $ 24,697
Cost of sales, including distribution costs 20,839 20,799
Gross profit 3,409 3,898
Selling, general and administrative expenses 4,989 5,262
Operating loss (1,580) (1,364)
Other (income) expense

Interest 139 134
Other ) 27
Total other expense, net 130 161
Loss before income taxes (1,710) (1,525)
Income tax benefit 365 486
Net loss $ (1,345)  $ (1,039)
Basic and diluted loss per share $ (0300 $ (0.23)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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THE COAST DISTRIBUTION SYSTEM, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(Dollars in thousands, except per share data)

Three Months Ended March 31,

(Unaudited)
2012 2011
(In thousands)
Net loss $(1,345) $(1,039)
Other comprehensive income:
Foreign currency translation adjustment 278 334
Total comprehensive loss $ (1,067) $ (705)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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THE COAST DISTRIBUTION SYSTEM, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

Three months ended March 31,

(Unaudited)
2012 2011

Cash flows from operating activities:
Net loss $ (1,345) $ (1,039)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 163 191
Stock-based compensation 99 123
Gain on sale of property and equipment (13)
Deferred income taxes (206) 70
Changes in assets and liabilities:
Accounts receivable (8,125) (9,725)
Inventories (4,162) (5,815)
Other current assets 283 (133)
Accounts payable 3,361 2,448
Accrued liabilities (53) (48)
Net cash used in operating activities (9,998) (13,928)
Cash flows from investing activities:
Proceeds from sale of property and equipment 16
Capital expenditures (151) (87)
Increase in other assets 2) @)
Net cash used in investing activities (137) 94)
Cash flows from financing activities:
Borrowings under line of credit agreement 27,508 29,533
Repayments under line of credit agreement (20,671) (19,667)
Excess tax benefit from stock-based payments (13) 13
Issuance of common stock pursuant to employee stock incentive plans 3
Net cash provided by financing activities 6,824 9,882
Effect of exchange rate changes on cash 266 321
NET DECREASE IN CASH (3,045) (3,819)
Cash beginning of period 4,180 4,840
Cash end of period $ 1,135 $ 1,021

The accompanying notes are an integral part of these condensed consolidated financial statements.
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THE COAST DISTRIBUTION SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. The accompanying (a) condensed consolidated balance sheet as of December 31, 2011, which has been derived from our audited financial
statements, and (b) the unaudited condensed consolidated financial statements, have been prepared in accordance with accounting
principles and SEC rules applicable to interim financial information. Accordingly, they do not include all of the information and footnotes
required by accounting principles generally accepted in the United States of America for complete financial statements. In the opinion of
management, the unaudited condensed consolidated financial statements included in this report contain all adjustments (consisting only of
normal recurring adjustments and accruals) necessary for a fair presentation of the Company s consolidated financial position as of
March 31, 2012 and its consolidated results of its operations and cash flows for the three months ended March 31, 2012 and 2011. The
accounting policies followed by the Company are set forth in Note A to the Company s financial statements in its Annual Report on
Form 10-K for its fiscal year ended December 31, 2011 filed with the SEC on March 30, 2012 (the 2011 10-K ). The unaudited interim
consolidated financial statements included in this report, and the notes that follow, should be read in conjunction with the consolidated
financial statements and related notes included in our 2011 10-K.

The preparation of consolidated financial statements requires us to make estimates and assumptions that affect the amounts reported and

disclosed in the financial statements and the accompanying notes. On an ongoing basis, we evaluate our estimates, including those related to the

accounts receivable and sales allowances, and useful lives of property and equipment, fair values of stock-based awards, income taxes, warranty
liability, and other contingent liabilities, among others. We base our estimates on historical experience and on various other assumptions that are
believed to be reasonable, the results of which form the basis for making judgments and estimates about the carrying values of assets and
liabilities. However, such estimates and the assumptions on which they were based may later prove to have been incorrect due to unforeseen
changes in market or economic conditions or the occurrence of unexpected events. As a result, the carrying values of our assets and our results
of operations could differ in the future from the carrying values and results of operations that were based on our earlier estimates and
assumptions. See Management s Discussion and Analysis of Financial Condition and Results of Operations Critical Accounting Policies and

Estimates in Item 2 of Part I of this report.

2. The Company s business is seasonal and its results of operations for the three months ended March 31, 2012 are not necessarily indicative
of the results to be expected in any other interim period during, or for the full year ending, December 31, 2012. See Management s
Discussion and Analysis of Financial Condition and Results of Operations = Seasonality and Inflation in Item 2 of Part I of this report.

3. Basic earnings (loss) per share for each period are computed using the weighted average number of common shares outstanding during
such 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 the exercise of stock options and unvested restricted shares
(using the treasury stock method). Potentially dilutive securities are excluded from the computation if their effect is anti-dilutive. All of the
Company s common shares issuable on exercise of outstanding stock options and all unvested restricted shares were excluded from the
computation of diluted earnings per share in the quarters ended March 31, 2012 and 2011, because the Company incurred losses in those
periods and, as a result, the inclusion of those securities would have been anti-dilutive.

Three Months
Ended
March 31,
2012 2011

(In thousands)
Numerator:
Net loss $(1,345) $(1,039)
Denominator:
Weighted average shares outstanding 4,559 4,495
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Dilutive effect of stock options

Denominator for diluted net loss per share 4,559
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THE COAST DISTRIBUTION SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

4. The Company leases its corporate offices, warehouse facilities and data processing equipment. Those leases are classified as operating
leases as they do not meet the required capitalization criteria. The office and warehouse leases expire over the next ten years. Minimum
future rental commitments under non-cancelable operating leases (in thousands of dollars) are as follows:

Year Ending
December 31,
2012 (remaining nine months) $ 2,866
2013 3,652
2014 3,344
2015 3,183
2016 2,698
Thereafter 1,798
$ 17,541

5. The Company has one operating segment, the distribution of replacement parts, accessories and supplies for recreational vehicles and
boats. The following table sets forth the net sales (in thousands), by region, for the periods presented below:

Three Months Ended
March 31,
2012 2011
USA $17,372 $18,138
Canada 6,876 6,559

$24,248 $ 24,697

6.  Stock-Based Compensation.
In August 2008, our stockholders approved the 2008 Equity Incentive Plan (the 2008 Plan ), which provides for the grant of equity incentives,

consisting of options, stock appreciation rights, restricted stock and restricted stock units to officers, other key employees, directors and

consultants. The 2008 Plan initially set aside, for the grant of equity incentives, 300,000 shares of the Company s common stock, plus an
additional 41,500 shares which was equal to the total number of shares that were then available for the grant of new options or other equity
incentives under our existing stockholder approved stock incentive plans (the Previously Approved Plans ). At the same time, those 41,500 shares
ceased to be issuable under the Previously Approved Plans. At March 31, 2012, options to purchase a total of 205,334 shares of our common

stock and a total of 319,501 of unvested restricted shares were outstanding and 17,666 shares remained available for future grants of equity
incentives under the 2008 Plan. On that same date, options to purchase a total of 230,667 shares of our common stock were outstanding under

our Previously Approved Plans.

The Previously Approved Plans had provided that, if any options outstanding under any of those Plans were to expire or otherwise terminate,
rather than being exercised, the shares that had been subject to those options would become available for the grant of new options or other equity
incentives under those Plans. However, the 2008 Plan provides, instead, that if any of those options expire or terminate for any reason, then, the
number of shares that will become available for grants or awards of equity incentives under the 2008 Plan will be increased by an equivalent
number of shares, instead of becoming available for new equity incentive grants under the Previously Approved Plans.
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The fair value of each outstanding option is estimated as of the date of grant using a binomial model. This model incorporates certain
assumptions including a risk-free 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.

Expected volatilities are based on the historical volatility of the Company s common stock. The risk free interest rate is based upon market yields
for United States Treasury debt securities. The expected dividend yield is based upon the Company s dividend policy and the fair market value of
the Company s shares at the time of grant. Expected lives are based on several factors including the average holding period of outstanding
options, their remaining terms and the cycle of our long range business plan.

Table of Contents 14



Edgar Filing: COAST DISTRIBUTION SYSTEM INC - Form 10-Q

Table of Conten
THE COAST DISTRIBUTION SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

We did not grant any stock options in the three months ended March 31, 2012 or 2011. As a result, no estimates of the fair market values of
options were made during either of those periods.

The following tables summarize stock option activity during the three month periods ended March 31, 2012 and 2011:

Weighted
Average Weighted-Average Aggregate
Number of Exercise Remaining Intrinsic
Shares Price Contractual Term Value
Outstanding at January 1, 2012 546,001 $ 454
Granted
Exercised
Forfeited (110,000) 8.30
Outstanding and exercisable at March 31, 2012 436,001 $ 3.59 2.3 years $ 229,918

The aggregate intrinsic values set forth in the above tables represent the total pre-tax intrinsic values (the aggregate differences between the
closing stock price of the Company s common stock on March 31, 2012 and the exercise prices of the then outstanding in-the-money options)
that would have been received by the option holders if all of the in-the-money options had been exercised on March 31, 2012. No options were
exercised in the three months ended March 31, 2012.

A summary of the status of the Company s unvested options as of March 31, 2012 and changes during the three month periods ended March 31,
2012 is presented below:

Weighted
Average
Grant-Date
Shares Fair Value
Unvested at January 1, 2012 69,200 $ 0.73
Granted
Vested (69,200) 0.73
Forfeited
Unvested at March 31, 2012 $

We recognized stock-based compensation expense of $99,100 and $123,000 in the three months ended March 31, 2012 and 2011, respectively,
as a component of selling, general and administrative expenses in our condensed consolidated statements of operations.

There were no unvested options outstanding and, therefore, no unrecognized compensation cost related to unvested options at March 31, 2012.

Restricted Shares of Common Stock. During the first three months of 2010, we began granting awards of restricted shares of common stock
under the 2008 Plan to some of our officers and other key management employees. Restricted shares generally vest in equal annual installments
over a three or four year service period. Compensation expense for such awards, which is based on the fair market value of the awards on their
respective dates of grant, is recorded over those service periods.
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A summary of the status of the Company s restricted share activity follows:

Outstanding at January 1, 2012
Granted

Vested

Forfeited

Unvested at March 31, 2012

Table of Contents

Shares
232,501
147,500
(58,000)
(2,500)

319,501

Weighted Average

$

Grant-Date
Fair Value
431
2.28
(4.15)
(4.34)

3.40
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THE COAST DISTRIBUTION SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Unrecognized compensation cost related to the unvested service-conditioned restricted shares outstanding under our 2008 Plan totaled
approximately $942,484 and $980,405 at March 31, 2012 and 2011, respectively. The cost is expected to be recognized generally over a
weighted average period of 2.0 and 2.2 years measured, respectively, from March 31, 2012 and March 31, 2011. No restricted shares are
outstanding under any of our Previously Approved Plans.

7.  Warranty Reserve. We generally do not independently provide warranties on the products that we sell. Instead, in almost all cases, the
manufacturers of the products that we sell warrant the products and allow us to return defective products, including those that have been
returned to us by our customers. However, we sell a line of portable generators under a product supply arrangement which obligates us to
provide warranty services for these products and to share the costs of providing those services with the manufacturer. The warranty
provision is recorded as a component of costs of products sold in the condensed consolidated statements of operations.

Accrued warranty expense, which is included in accrued liabilities on the condensed consolidated balance sheets, as of March 31, 2012 and

2011, is as follows (in thousands):

2012 2011
Accrued warranty balance January 1, $ 564 $ 469
Warranty costs incurred (292) (162)
Provision for warranty 280 173
Accrued warranty balance ~March 31, $ 552 $ 480

8. Recent Accounting Pronouncements.
In December 2011, the FASB issued updated guidance on new disclosure requirements regarding the nature of an entity s rights of set off and

related arrangements associated with its financial instruments and derivative instruments. Under U.S. GAAP, certain derivative and repurchase
agreement arrangements are granted exceptions from the general off-setting model. The new disclosure requirement will provide users of
financial statements information regarding both gross and net exposures. This guidance is effective for annual and interim financial statements
beginning on or after January 1, 2013. Retrospective application is required. We do not expect a material impact on our consolidated financial
statements as a result of the adoption of this standard.
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ITEM2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Forward-Looking Information

Statements contained in this Report that are not historical facts or that discuss our expectations, beliefs or views regarding our future financial

performance or future financial condition, or financial or other trends in our business or in the markets in which we operate, constitute
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the Securities Act ), and Section 21E

of the Securities Exchange Act of 1934, as amended (the Exchange 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 believe, expect, anticipate, intend, plan, estimate, proje
forecast or words of similar meaning, or future or conditional verbs such as will, would, should, could or may. Such forward-looking stat

are based on current information that is available to us, and on assumptions that we make, about future events over which we do not have

control. In addition, our business and the markets in which we operate are subject to a number of risks and uncertainties. Such risks and

uncertainties, and unexpected future events, could cause our financial condition or actual operating results in the future to differ significantly

from our expected financial condition and operating results that are set forth in the forward-looking statements contained in this Report and

could, therefore, also affect the price performance of our shares.

The principal risks and uncertainties to which our business is subject are discussed in (i) Item 1A in our Annual Report on Form 10-K for our
fiscal year ended December 31, 2011 (our 2011 10-K ) that we filed with the Securities and Exchange Commission (the SEC ) on March 30,
2011, and (ii) in the subsection below in this Item 2 captioned Management Overview Factors Generally Affecting Sales of RV and Boating
Products . Therefore, you are urged to read not only the information contained below in this Item 2, but also the cautionary information
contained in Item 1A of our 2011 10-K, which qualify the forward-looking statements contained in this report.

Due to these risks and uncertainties, you are cautioned not to place undue reliance on the forward-looking statements contained in this report and
not to make predictions about our future financial performance based solely on our historical financial performance. We also disclaim any
obligation to update forward-looking statements contained in this Report or in our 2011 10-K or any other of our filings previously made with
the SEC, except as may otherwise be required by law or the rules of the American Stock Exchange.

Management Overview

We believe that we are one of the largest wholesale suppliers of after-market replacement parts, accessories and supplies for recreational

vehicles ( RVs ), and boats in North America. We supply more than 10,000 products and serve more than 15,000 customers throughout the United
States and Canada, from 13 regional distribution centers in the United States and 4 regional distribution centers in Canada. Our sales are made
primarily to retail parts and supplies stores, service and repair establishments and new and used RV and boat dealers ( After-Market Customers ).
Our sales to our Aftermarket Customers are affected primarily by (i) the usage of RVs and boats by consumers, because such usage affects their
need for and their purchases of replacement parts, repair services and supplies from our Aftermarket Customers, and (ii) sales of new RVs and
boats, because consumers often accessorize their RVs and boats at the time of purchase.

Factors Generally Affecting Sales of RV and Boating Products

Our sales and operating results are directly affected by the extent to which consumers purchase and use RVs and boats. Such purchases and
usage, in turn, depend, in large measure, upon the extent of discretionary income available to consumers, their confidence about future economic
conditions and the availability of credit that consumers often use to finance the purchase of RVs and boats, each of which can affect the
willingness and ability of consumers to use and purchase RVs and boats. As a result, recessionary conditions or a tightening in the availability or
increases in the costs of credit often lead consumers to reduce their purchases and, to a lesser extent, their usage of RVs and boats and, therefore,
their purchases of the products that we sell. Additionally, increases in the prices and shortages in the supply of gasoline can lead to declines in
the usage and purchases of RVs and boats, because these conditions increase the costs of, and create difficulties for consumers in, using RVs and
boats.
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Weather conditions also can affect our operating results. Purchases and the usage of RVs and boats decline in the winter months. As a result, our
sales and operating results in the first and fourth calendar quarters generally are lower than in the spring and summer months in the second and
third calendar quarters of the year. See Seasonality and Inflation below. Moreover, our sales and operating results can be adversely affected if
unusually severe or winter weather conditions occur during the spring or summer months, because conditions of this nature will cause
consumers to reduce their usage of RVs and boats and, therefore, their purchases of the products we sell during periods when such purchases and
usage ordinarily increase.

These same conditions, in turn, affect the willingness and ability of Aftermarket Customers to purchase the products that we sell. Generally,
Aftermarket Customers will reduce their purchases of products from us if consumer demand for those products declines, or Aftermarket
Customers lose confidence about future economic conditions or encounter difficulties in obtaining or affording bank financing they need to fund
their working capital requirements. Moreover, during the winter, as well as any other periods of the year that may encounter unusually adverse
weather conditions, Aftermarket Customers also reduce their purchases of the products we sell due to declines in the usage and purchases of
RVs and boats by consumers during such periods. By contrast, when the economy is strong and financing is readily available, and weather
conditions are good, Aftermarket Customers are more willing to increase their product purchases in order to be able to meet expected increases
in consumer demand.

As a result, our sales and operating results can be, and in the past have been, affected by economic conditions, the availability and the costs of
consumer and business financing, the supply and prices of gasoline and weather conditions.

Overview of Operating Results for the Quarter Ended March 31, 2012

The following table sets forth certain financial data, expressed as a percentage of net sales, derived from our statements of operations for the
respective periods indicated below:

Three Months Ended March 31,

2012 2011 2012 vs. 2011

Increase (Decrease)
Dollars in thousands, except per share data Amount Amount Percent
Net sales $ 24,248 $ 24,697 $ (449) (1.8)%
Cost of sales (including distribution costs) 20,839 20,799 40 0.2%
Gross profit 3,409 3,898 (489) (12.6)%
Selling, general and administrative expenses 4,989 5,262 273) 5.2)%
Operating loss (1,580) (1,364) (216) (15.8)%
Interest expense 139 134 5 3.7%
Loss before income taxes (1,710) (1,525) (185) (12.1)%
Income tax benefit 365 486 (121 (24.9Y%
Net loss $ (1,345) $ (1,039) (306) (29.5)%
Net loss per common share  basic and diluted $ (0300 $ (0.23) $(0.07) (30.4)%

As the table above indicates, we incurred a net loss of $1.3 million, or $0.30 per diluted share, in this year s first quarter as compared to a net loss

of $1.0 million, or $0.23 per diluted share, in the same quarter of 2011. That loss was attributable to declines in net sales and gross profits

primarily as a result of (i) selected price reductions in response to aggressive price competition in our markets that was due to weak consumer

demand primarily as a result of the continued weakness of the economic recovery, and (ii) higher shipping costs due largely to increases in fuel

prices. Only partially offsetting these declines was a $273,000 reduction in selling, general and administrative expenses, primarily attributable to

reductions in product marketing and promotional costs and a reduction in office rent that became effective after the first quarter of 2011. See
Results of Operations below.
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Critical Accounting Policies and 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 estimates which require us to make assumptions

and judgments regarding economic and market conditions and trends 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, or other unexpected events were to occur, then, 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 or write-downs to our
assets. Examples include an allowance established for uncollectible accounts receivable (sometimes referred to as bad debt reserves ), an
allowance for inventory obsolescence, a reserve for product warranty claims and a valuation allowance against our deferred tax asset to the
extent necessary to reduce its carrying value to the amount of that asset which 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 involve e