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THE COAST DISTRIBUTION SYSTEM, INC.

350 Woodview Avenue

Morgan Hill, California 95037

(408) 782-6686

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

To Be Held August 29, 2007

NOTICE IS HEREBY GIVEN that the 2007 Annual Meeting of Stockholders of The Coast Distribution System, Inc., a Delaware corporation
(the �Company�), will be held at the Executive Offices of the Company, 350 Woodview Avenue, Morgan Hill, California, on Wednesday
August 29, 2007, at 10:00 A.M., Pacific Time, for the following purposes, as more fully described in the accompanying Proxy Statement:

(1) To elect Robert S. Throop and Leonard P. Danna as the Class I Directors of the Company for a term of three years.

(2) To transact such other business as may properly come before the meeting or any adjournment or postponement thereof.
Only stockholders of record at the close of business on July 17, 2007, will be entitled to vote at the Annual Meeting or any adjournment or
postponement thereof.

By Order of the Board of Directors

Sandra A. Knell

Secretary

July 24, 2007

YOUR VOTE IS IMPORTANT. THEREFORE, WHETHER OR NOT YOU PLAN TO ATTEND THE MEETING YOU SHOULD
COMPLETE, DATE AND SIGN AND RETURN THE ENCLOSED PROXY CARD IN THE POSTAGE PREPAID ENVELOPE
THAT ACCOMPANIES THIS PROXY STATEMENT.

Any stockholder present at the Meeting may withdraw his or her proxy and vote in person on each matter brought before the Meeting.
However, stockholders whose shares are held in the name of a broker or other nominee and who desire to vote their shares at the
Meeting should bring with them a proxy or letter from that firm confirming their ownership of those shares.
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THE COAST DISTRIBUTION SYSTEM, INC.

350 Woodview Avenue

Morgan Hill, California 95037

PROXY STATEMENT

ANNUAL MEETING OF STOCKHOLDERS

To be Held August 29, 2007

INTRODUCTION

This Proxy Statement is being furnished in connection with the solicitation of proxies by the Board of Directors of The Coast Distribution
System, Inc., a Delaware corporation (�Coast� or the �Company�), for use at its 2007 Annual Meeting of Stockholders to be held on Wednesday,
August 29, 2007, at 10:00 A.M., Pacific Time, at the executive offices of the Company, 350 Woodview Avenue, Morgan Hill, California 95037.
This Proxy Statement and the accompanying proxy card are first being mailed to stockholders on or about July 24, 2007.

YOUR VOTE IS IMPORTANT. PLEASE VOTE AS SOON AS POSSIBLE BY SIGNING, DATING

AND RETURNING THE ENCLOSED PROXY CARD IN THE POSTAGE PREPAID

RETURN ENVELOPE THAT ACCOMPANIES THIS PROXY STATEMENT.

Some stockholders may have their shares registered in different names or hold shares in different capacities. For example, a stockholder may
have some shares registered in his or her name, individually, and others in his or her capacity as a custodian for minor children or as a trustee of
a trust. In that event, you will receive multiple copies of this Proxy Statement and multiple proxies. If you want all of your votes to be counted,
please be sure to sign, date and return all of those proxies.

Who May Vote?

If you were a stockholder on the records of the Company at the close of business on July 17, 2007, you may vote at the 2007 Annual Meeting,
either in person or by proxy. On that day, there were 4,430,802 shares of our common stock outstanding and entitled to vote.

How Many Votes Do I Have?

Each share is entitled to one vote on all matters presented for a vote of the stockholders. However, our Certificate of Incorporation provides that,
if any stockholder who is entitled to vote and is in attendance at the Annual Meeting announces, prior to the voting, an intention to cumulate
votes in the election of directors, then all stockholders will be entitled to cumulate votes in that election. In an election held by cumulative
voting, each stockholder is entitled to cast a number of votes equal to the number of directors to be elected (which, at this year�s Annual Meeting,
will be two) multiplied by the number of shares of common stock held by the stockholder, and those votes may be cast all for a single nominee
or may be distributed, in such proportions as the stockholder chooses, among all or any number of the nominees properly placed in nomination.
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However, in accordance with the applicable provisions of the Company�s Certificate of Incorporation, no stockholder may cumulate votes for any
nominee for election as a director unless the name of that nominee has been properly placed in nomination before the voting and any stockholder
has given notice, at the Annual Meeting and before the voting, of such stockholder�s intention to cumulate his or her votes.
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How May I Vote?

If you are a record holder of Coast shares, you may vote by proxy, by completing, signing and returning the enclosed proxy card; or you may
attend the meeting and vote your shares in person. However, if you vote by proxy and then attend the meeting in person, you may withdraw your
proxy and vote in person if you so choose.

What Does It Mean To Vote By Proxy?

To vote by proxy means that you give someone else the right to vote your shares in accordance with your instructions. In this case, we are asking
you to give your proxy to Thomas R. McGuire, the Chairman and Chief Executive Officer, John W. Casey, and Ben A. Frydman, all of whom
are incumbent directors of the Company (the �proxyholders�), by signing and dating the enclosed proxy card and retuning it in the postage prepaid
return envelop that also is enclosed. In this way, you ensure that your vote will be counted even if you are unable to attend the Annual Meeting.
If, after giving us your proxy, you attend the Annual Meeting, you may still choose to vote your shares in person and, in that case, only the votes
you cast at the Annual Meeting will be counted.

How Will My Proxy Be Voted?

If you sign, date and return your proxy, your shares will be voted in accordance with the instructions you mark on your proxy card. If you sign
and return your proxy card without specifying how you want your shares voted, the proxyholders will vote your shares For the election of the
Board�s nominees for Class I directors.

If any other matter is presented at the Annual Meeting upon which a vote may properly be taken, the shares represented by your proxy will be
voted in accordance with the judgment of the proxyholders.

However, if your shares are held in a brokerage account or by a nominee, please read the information below under caption �Voting Shares Held
by Brokers, Banks and Other Nominees� regarding how your shares may be voted.

Voting Shares Held by Brokers, Banks or Other Nominee Holders

If you hold your shares of Coast common stock in a brokerage or nominee account, you are the �beneficial owner� of those shares, holding them in
�street name.� In order to vote your shares, you must give voting instructions to your broker or the nominee holder of your shares. We ask brokers
and nominee holders to obtain voting instructions from the beneficial owners of shares of our common stock. Proxies that are sent to us by
brokers or nominee holders on your behalf will count toward a quorum and will be voted in accordance with the instructions that you have
provided to the broker or nominee holder of your shares. If you fail to provide voting instructions, your broker or other nominee will have
discretion to vote your shares at the Annual Meeting for the election of the Class I Directors nominated by the Board (unless there is a
�counter-solicitation� or your broker has knowledge of a �contest,� as those terms are used in the New York Stock Exchange Rules).

Required Vote

Quorum Requirement.    Our Bylaws require that a quorum be present, in person or by proxy, before any business may be transacted at the
Meeting (other than adjourning the Meeting to a later date to allow time to obtain additional proxies to satisfy the quorum requirement). A
quorum is present if a majority of the outstanding shares of common stock entitled to vote at the Annual Meeting is represented, either in person
or by proxy, at the Annual Meeting. Broker non-votes and abstentions will be counted for purposes of determining whether a quorum is present.

Election of Directors.    Assuming a quorum of the stockholders is present in person or by proxy at the Annual Meeting, a plurality of the votes
cast will be required for the election of the Class I Directors. As a result,

2
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the two nominees who receive the highest number of votes cast will be elected as the Class I Directors. Shares voted to �Withhold Authority� will
not have any effect on the outcome of the election. Broker non-votes, which relate to shares for which �street� or �nominee� holders do not obtain
voting instructions from the beneficial holders and cannot or do not choose to vote the shares on a discretionary basis, are not counted as votes
cast and, therefore, also will have no effect on the outcome of the election.

How Can I Revoke My Proxy?

If you are the record owner of your shares and, after you have returned your proxy, you decide to change your vote, you may do so by taking any
one of the following actions:

� Sending a written notice that you are revoking your proxy, addressed to the Secretary of the Company, at 350 Woodview Avenue,
Morgan Hill, California 95037, and then voting again by one of the methods described immediately below. To be effective, the notice
of revocation must be received by the Company before the Annual Meeting commences.

� Returning a new proxy by mail at a later date than your prior proxy. To be effective, that proxy must be dated as of a date that is later
than the date of your earlier proxy and must be received by the Company before the Annual Meeting commences.

� Attending the Meeting and voting in person or by proxy in a manner different that the instructions contained in your earlier proxy.
However, if your shares are held by a broker or other nominee holder, and you want to change the voting instructions you have previously given
to the broker or nominee holder, you will need to contact your broker or the nominee holder to ascertain the actions you will need to take to
change your previous voting instructions.

3
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PRINCIPAL STOCKHOLDERS

The following table sets forth, as of July 17, 2007, information regarding the ownership of the Company�s outstanding Common Stock by
(i) each person known to management to own, beneficially or of record, more than five percent (5%) of the Common Stock, (ii) each director
and each of the Named Executive Officers of the Company, and (ii) all of the directors and Named Executive Officers as a group.

Name and Address of Beneficial Owner
Amount and Nature of
Benefit Ownership(1)

Percent of
Class

Thomas R. McGuire

350 Woodview Avenue

Morgan Hill, CA 95037

499,833(2) 11.3%

Dimensional Fund Advisors

1299 Ocean Avenue 11th Floor

Santa Monica, CA 90401

366,311(3) 8.3%

Robert E. Robotti(4)

Robotti & Company, Incorporated

52 Vanderbilt Avenue

New York, NY 10017

312,500(4) 7.1%

JB Capital Partners, L.P.

Alan W. Weber

5 Evan Place, Armonk, NY 10504

295,900(5) 6.7%

Lone Star RV Sales, Inc.

14444 North Freeway,

Houston, TX 77090

252,900(6) 5.7%

Robert S. Throop 27,000(7) *   

John W. Casey 25,000(7) *   

Ben A. Frydman 23,000(7) *   

Leonard P. Danna 8,000(7) *   

Sandra A. Knell 154,215(8) 3.4%

Dennis A. Castagnola 77,636(8) 1.7%

David A. Berger 59,581(8) 1.3%

James Musbach 15,200 *   

All directors and NEOs as a group (9 persons) 889,465(9) 19.3%

 * Less than 1%.

(1) Except as otherwise noted below, the persons named in the table have sole voting and investment power with respect to all shares
shown as beneficially owned by them, subject to community property laws where applicable.
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(2) Includes 3,750 shares subject to outstanding stock options exercisable during the 60-day period ending September 15, 2007.

(3) In a report filed with the Securities and Exchange Commission, Dimensional Fund Advisors, Inc., an investment advisor registered under
Section 201 of the Investment Advisors Act of 1940 (�DFA�), reported that (i) it possesses voting and investment power over these shares,
(ii) these shares are owned by four investment companies registered under the Investment Company Act of 1940 for which DFA serves as
investment advisor and certain commingled group trusts and separate accounts for which DFA serves as investment manager and
(iii) although it may be deemed to be the beneficial owner of such shares, DFA disclaims such beneficial ownership.

4
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(4) According to a report filed by Robert E. Robotti with the Securities and Exchange Commission, of these 312,500 shares of the Company�s
common stock, Mr. Robotti shares voting and dispositive power with: (i) Robotti & Company, Incorporated as to 39,000 of these shares;
(ii) Robotti & Company, LLC, as to 19,250 of these shares, (iii) Robotti Company Advisors LLC as to 14,750 of these shares; and
(iv) Kenneth R. Wasiak, Ravenswood Management Company, LLC and Ravenswood Investment Company, L.P. as to 253,500 of these
shares, and may be deemed to share beneficial ownership with Suzanne Robotti, Mr. Robotti�s wife, as to the remaining 20,000 shares,
even though the report states that Suzanne Robotti holds sole voting and dispositive power with respect to those 20,000 shares. However,
the report also states that each of the above named persons and entities disclaims beneficial ownership of the shares held by each of the
other named persons and entities.

(5) In a report filed with the Securities and Exchange Commission, JB Capital Partners, L.P and Alan W. Weber, its general partner,
reported that they share voting and dispositive power and, therefore, share beneficial ownership, with respect to 294,900 of these
shares and that Mr. Weber is the sole beneficial owner of, with sole voting and dispositive power over, the other 1,000 shares.

(6) In a report filed with the Securities and Exchange Commission, Lone Star RV Sales, Inc. reported that it possesses sole ownership and
dispositive power with respect to these shares and that it disclaims beneficial ownership of 13,000 shares owned by Scott Byrne and
10,000 shares owned by Gordon Byrne.

(7) Includes shares subject to outstanding stock options exercisable during the 60 day period ending September 15, 2007, as follows:
Mr. Throop�8,000 shares; Mr. Casey�18,000 shares; Mr. Frydman�18,000 shares; and Mr. Danna�8,000 shares.

(8) Includes shares subject to outstanding stock options exercisable during the 60 day period ending September 15, 2007, as follows:
Ms. Knell�53,750 shares; Mr. Castagnola�46,250 shares; and Mr. Berger�26,250 shares.

(9) Includes 182,000 shares subject to outstanding stock options exercisable during the 60 day period ending September 15, 2007.

5
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ELECTION OF DIRECTORS

(Proposal One)

The Board of Directors is comprised of five directors and is divided into three classes. The directors in each class serve for three-year terms. The
Board has nominated Robert S. Throop and Leonard P. Danna, both of whom are incumbent directors, for election as the Class I Directors of the
Company at this year�s Annual Meeting. Messrs. Throop and Danna were both elected by the stockholders to their current terms of office, as
directors, at the 2004 Annual Stockholders Meeting and have consented to serve on the Board if re-elected at the Annual Meeting.

Unless authority to vote has been withheld, the proxyholders intend to vote the shares represented by the proxies they receive for the election of
Messrs. Throop and Danna as Class I Directors of the Company. If, for any reason, either of them should become unable to serve, then the Board
of Directors may either (i) reduce the authorized number of Class I directors to one, in which case only one Class I Director-Nominee will stand
for election at the 2007 Annual Meeting, or (ii) designate a substitute nominee for election as a Class I Director, in which event the votes
represented by the proxies they receive may be cast for the election of that substitute nominee. The Board of Directors has no reason to believe
that either Mr. Throop or Mr. Danna will become unable to serve.

Vote Required and Vote Recommended by the Board of Directors

Under Delaware law, the two nominees for election as Class I Directors receiving the highest number of votes at the Annual Meeting will be
elected.

If any stockholder entitled to vote gives notice at the Annual Meeting of his or her intention to cumulate votes in the election of Directors, the
proxyholders will have the discretion to cumulate the votes represented by the proxies they hold and to cast those votes, in such proportions as
they deem appropriate, for either or both of the nominees named above, except to the extent authority to vote has been withheld.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE �FOR� THE ELECTION OF MESSRS. THROOP AND DANNA AS THE
CLASS I DIRECTORS OF THE COMPANY

Nominees and Directors

The names and certain information, as of July 17, 2007, concerning the nominees for election as Class I Directors and the continuing Directors
are set forth below.

Name Age Position
Class I Directors and Nominees
Robert S. Throop 69 Director
Leonard P. Danna 54 Director

Class II Director
John W. Casey 65 Director

Class III Directors
Thomas R. McGuire 63 Chairman, Chief Executive Officer & Director
Ben A. Frydman 60 Director

6
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Class I Directors and Nominees

Robert S. Throop has served as a director of the Company since 1995. Until his retirement in late 1996, and for more than the prior five years,
Mr. Throop was the Chairman and Chief Executive Officer of Anthem Electronics, Inc. (�Anthem�), which is a national distributor of
semiconductor and computer products and was, during Mr. Throop�s tenure as its Chairman and CEO, a New York Stock Exchange listed
company. Mr. Throop is also a director of the Manitowoc Company, a publicly traded company that is a leading manufacturer of industrial
cranes, and Azerity, which is a privately owned business.

Leonard P. Danna has served as a director of the Company and Chairman of the Audit Committee of the Board of Directors since November
2003. Mr. Danna is, and since April 1999 has been, an audit partner with the accounting firm of Vavrinek, Trine Day & Co., LLP. From
August 1985 to April 1999, Mr. Danna was an audit partner with Grant Thornton LLP.

Class II Director

John W. Casey has served as a director of the Company since August 1998. From 1980 and until his retirement in 1994, Mr. Casey was
President and Chief Executive Officer of Shurflo Pump Mfg. Company (�Shurflo�), which is engaged in the manufacture and sale of pumps used
in pumping and circulating water or other liquids in a variety of products and equipment, including recreational vehicles and soft drink
dispensing machines. Mr. Casey also serves as a director of the Deschutes Basin Land Trust.

Class III Directors

Thomas R. McGuire is a founder of the Company and has been Chairman of the Board and Chief Executive Officer of the Company since its
inception in 1977.

Ben A. Frydman has served as a director of the Company since 1988. Mr. Frydman is, and for more than the past five years has been, engaged in
the private practice of law, as a member and stockholder of Stradling Yocca Carlson & Rauth, a Professional Corporation, which provided legal
services to the Company in 2006.

There are no family relationships among any of the Company�s officers or directors.

THE BOARD OF DIRECTORS

Role of the Board of Directors.    In accordance with Delaware law and our Bylaws, the Board of Directors oversees the management of the
business and affairs of the Company. The members of the Board keep informed about our business through discussions with management of the
Company, by reviewing analyses and reports sent to them by management and outside consultants, and by participating in Board and in Board
committee meetings.

Our Board members are encouraged to prepare for and to attend all meetings of the Board and the Board committees of which they are members
and all stockholder meetings. During the fiscal year ended December 31, 2006, the Board of Directors of the Company held a total of seven
meetings and all of the directors attended at least 80% of the total of those meetings and the meetings of the Board committees on which they
served during 2006. All five of our directors also attended the 2006 Annual Meeting of Stockholders.

Committees of the Board of Directors

The Board has two standing committees: an Audit Committee and a Compensation Committee. Information regarding the members of each of
those Committees and their responsibilities and the number of meetings held

7
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by those Committees in 2006 is set forth below. The Board of Directors, as a whole, functions as the Board Nominating Committee.

Audit Committee and Financial Experts.    The members of the Audit Committee are Leonard P. Danna, its Chairman, Robert S. Throop and
John W. Casey. The Board of Directors has determined that all of the members of the Audit Committee are independent within the meaning of
the AMEX listed company rules and the enhanced independence requirements for audit committee members contained in Rule 10A 3 under the
Securities Exchange Act of 1934, as amended. Our Board of Directors also has determined that each of Messrs. Danna and Throop meets the
definition of �audit committee financial expert� adopted by the Securities and Exchange Commission (the �SEC�). The Audit Committee has a
written charter that specifies its responsibilities, which include oversight of the financial reporting process and system of internal accounting
controls of the Company, and appointment and oversight of the independent registered public accounting firm engaged to audit the Company�s
financial statements. Interested stockholders can obtain a copy of that Charter at our Internet website at www.coastdistribution.com. To ensure
independence, the Audit Committee meets separately with our outside auditors and members of management, respectively. The Audit
Committee held a total of four meetings during fiscal 2006.

Compensation Committee.    The members of the Compensation Committee are John W. Casey, who serves as the Committee�s Chairman, and
Robert S. Throop and Leonard Danna, each of whom is independent (as defined in the AMEX listed company rules). The Compensation
Committee (i) sets the salaries of the Company�s executive officers, (ii) adopts incentive compensation and other benefit plans for our executive
officers, and sets the performance targets and determines the incentive compensation awards under management bonus programs;
(iii) administers, and makes determinations with respect to the granting and terms of stock options and rights to purchase common stock under,
the Company�s Stock Incentive Plans; and (iv) reviews the Compensation Discussion & Analysis required by the Securities and Exchange
Commission rules and regulations to be included in this Proxy Statement, and recommends to the Board whether the Compensation Discussion
and Analysis should be included in the Company�s annual proxy statement or other applicable filings. The Compensation Committee operates
under a charter that sets forth the role and responsibilities of the Committee. A copy of that charter, which complies with applicable AMEX
listed company rules, is accessible at our website at www.coastdistribution.com. The Compensation Committee held two meetings during fiscal
2006.

Nominating Committee.    The Board of Directors has decided that the full Board should perform the functions of a nominating committee for
the Company. It made that decision because the Board believes that selecting new Board nominees is one of the most important responsibilities
the Board members have to our stockholders and, for that reason, all of the members of the Board should have the right and responsibility to
participate in the selection process. Additionally, each of the Board members, other than Mr. McGuire, is an �independent director� within the
meaning of the AMEX listed company rules that are applicable to membership on Board Nominating Committees and Mr. McGuire is the
largest stockholder of the Company and, in the opinion of the independent directors, he should have a role in the deliberations of the Board
relating to the selection of directors. The Board has decided, however, that actions of the Board, in its role as Nominating Committee, can be
taken only with the affirmative vote of a majority of the independent directors on the Board.

The Board�s primary responsibility, when acting as Nominating Committee, is to identify and screen new candidates for Board membership. Our
Board of Directors has adopted a charter setting forth the responsibilities of the Board when acting as Nominating Committee. A copy of that
charter, which complies with applicable AMEX listed company rules, is accessible at our website at www.coastdistribution.com. The Board met
one time during 2006 in its role as Nominating Committee.

8

Edgar Filing: COAST DISTRIBUTION SYSTEM INC - Form DEF 14A

14



CORPORATE GOVERNANCE

To be considered independent, the Board must affirmatively determine that a director does not have any direct or indirect material relationship
with Coast that, in the opinion of the Board, would interfere with the exercise of that director�s independent judgment in carrying out his
responsibilities as a director. Pursuant to Coast�s corporate governance guidelines, a director will not be independent if, within the preceding
three years:

� The director was employed by Coast;

� An immediate family member of the director was employed as an executive officer of Coast;

� The director was employed by or affiliated with, or an immediate family member of the director was employed in a professional
capacity by or affiliated with, Coast�s independent registered public accounting firm;

� A present Coast executive officer was on the compensation committee of the board of directors of a company that concurrently
employed the Coast director, or that concurrently employed an immediate family member of the director as an executive officer;

� The director received, or an immediate family member of the director received, more than $60,000 in direct compensation from Coast
during any 12 month period within the preceding three years, other than director and committee fees and any deferred compensation
for prior service (provided such compensation is not contingent in any way on continued service with the Company); or

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

On the basis of the above criteria, the Board has determined that, with the exception of Mr. McGuire, who is Coast Distribution�s CEO, all of the
directors are independent including Ben A. Frydman. In determining that Mr. Frydman is independent, the other independent directors
considered the fact that Mr. Frydman is a stockholder in the law firm of Stradling Yocca Carlson & Rauth, which provided legal services to
Coast during the past three years and is providing legal services to Coast in 2007. However, on the basis of the criteria set forth above and their
evaluation of Mr. Frydman�s past performance as a director, the other independent directors determined that his relationship did not interfere with
the exercise of his independent judgment in carrying out his responsibilities as a director of Coast Distribution.

Corporate Governance Guidelines

Our Directors believe that sound governance practices and policies provide an important framework to assist them in fulfilling their duties to the
Company�s stockholders. In May 2004, our Board adopted the following governance guidelines, which include a number of policies and practices
under which our Board has operated for some time, together with concepts suggested by various authorities in corporate governance and the
requirements under the AMEX listed company rules and the Sarbanes-Oxley Act of 2002. Some of the principal subjects covered by those
guidelines include:

� Director Qualifications.    Candidates for election to the Board will be evaluated on the basis of each candidate�s independence and
freedom from conflicts of interest, experience, knowledge, skills, expertise, integrity, ability to make independent analytical inquiries;
his or her understanding of our business and the business environment in which we operate; and his or her ability and willingness to
devote adequate time and effort to Board responsibilities.

�
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Independence and Responsibilities of Directors.    A majority of the Directors, but in no event less than three directors, will be
independent directors (as defined in the AMEX listed company rules).

9
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Additionally, Directors are expected to act in the best interests of all stockholders; develop and maintain a sound understanding of our
business and the industry in which we operate; prepare for and attend Board and Board committee meetings; and provide active,
objective and constructive participation at those meetings.

� Director Access to Management.    Directors are to be permitted access to members of management and members of management are
to provide Board presentations regarding the functional areas of our business for which they are responsible.

� Adequate Funding for the Board and its Committees.    The Company will provide the funding necessary to enable the Board of
Directors and each of its committees to retain independent advisors as the Board, or such committees acting independently of the
Board, deem to be necessary or appropriate.

� Director Participation in Continuing Education Programs.    New directors will participate in programs designed to familiarize them
with our business, strategic plans, significant financial, accounting and risk management issues, compliance programs, conflicts
policies, code of business conduct and corporate governance guidelines. In addition, each incumbent director is expected to participate
in continuing education programs relating to developments in the Company�s business and to corporate governance.

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

� Executive Sessions Without Management.    The independent directors of the Board will hold separate sessions, outside the presence of
management, to consider and evaluate the performance of the Company and its management and such other matters as they deem
appropriate. In addition, the Audit Committee shall meet separately with the Company�s outside auditors.

Code of Business Conduct

We have adopted a Code of Business Conduct for our officers and employees. The Code also sets forth specific ethical policies and principles
that apply to our Chief Executive Officer, Chief Financial Officer and other key accounting and financial personnel. A copy of our Code of
Business and Ethical Conduct is posted on our Internet website at www.coastdistribution.com. We also intend to disclose, on our Internet
website, any amendments to the Code and any waivers of its requirements that may be granted to our Chief Executive Officer or Chief Financial
Officer.

Communications with the Board

Stockholders and other parties interested in communicating with the non-management directors as a group may do so by writing to the Corporate
Secretary, The Coast Distribution System, Inc., 350 Woodview Avenue, Morgan Hill, California 95037. The Corporate Secretary will review
and forward to the appropriate member or members of the Board copies of all such correspondence that, in the opinion of the Corporate
Secretary, deals with the functions of the Board or its committees or that she otherwise determines requires their attention. Concerns relating to
accounting, internal controls or auditing matters will be brought promptly to the attention of the Chairman of the Audit Committee and will be
handled in accordance with procedures established by the Board�s Audit Committee.

Nomination of Directors

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

Stockholder Recommendation of Board Candidates.    Any stockholder desiring to submit a recommendation for consideration by the Board of a
candidate that the stockholder believes is qualified to be a Board nominee at any stockholders meeting may do so by submitting that
recommendation in writing to the Board not later 120 days prior to the first anniversary of the date on which the proxy materials for the prior
year�s annual meeting were first sent to stockholders. However, if the date of an annual meeting has been changed by more than 30 days from the
anniversary date of the prior year�s annual meeting, the recommendation must be received within a reasonable time before the Company begins
to print and mail its proxy materials for that annual meeting. In addition, the recommendation should be accompanied by the following
information: (i) the name and address of the nominating stockholder and the person that the nominating stockholder is recommending for
consideration as a candidate for Board membership; (ii) the number of shares of voting stock of the Company that are owned by the nominating
stockholder, his or her recommended candidate and any other stockholders known by the nominating stockholder to be supporting the
nomination of that candidate; (iii) a description of any arrangements or understandings that relate to the election of directors of the Company,
between the nominating stockholder, or any person that (directly or indirectly through one or more intermediaries) controls, or is controlled by,
or is under common control with, such stockholder, on the one hand, and the person that the nominating stockholder is recommending for
election to the Board or any other person or persons (naming each such person), on the other hand; (iv) such other information regarding the
recommended candidate as would be required to be included in a proxy statement filed pursuant to the proxy rules of the SEC; and (v) the
written consent of the recommended candidate to be named as a nominee and, if nominated and elected, to serve as a director.

Stockholder Nominations.    Our Bylaws provide that any stockholder also may nominate, at any annual meeting of stockholders, one or more
candidates for election to the Board of Directors, by giving the Company written notice (addressed to the Secretary of the Company at the
Company�s principal offices) of such stockholder�s intention to do so not later than 120 days prior to the first anniversary of the date on which the
proxy materials for the prior year�s annual meeting were first sent to stockholders. Such notice must be accompanied by the same information,
described in the immediately preceding paragraph, regarding such candidate or candidates to be nominated for election to the Board and the
nominating stockholder. Any stockholder nomination at any annual meeting that does not comply with these Bylaw requirements shall be
ineffective and disregarded. No such notice was received from any stockholder with respect to the upcoming Annual Meeting and, therefore, the
election of directors at that Meeting will be uncontested.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended (the �Exchange Act�), requires each of our directors and executive officers, and
any person who owns more than 10% of our Common Stock, to file reports with the Securities and Exchange Commission containing
information regarding changes in their ownership of shares of our Common Stock and acquisitions and exercises of options to purchase shares of
our Common Stock. Our directors and executive officers and greater than ten percent stockholders are required by
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SEC regulations to furnish us with copies of all forms that each has filed pursuant to Section 16(a) of the Exchange Act.

Based solely on a review of copies furnished to us of such reports, or of written representations that no other reports were required, to our
knowledge all officers, directors, and greater than 10% stockholders complied, during 2006, with all Section 16(a) filing requirements, except as
follows: Form 4s to report automatic annual grants of options to purchase 2,000 shares to each of Messrs. Casey, Danna, Frydman and
Mr. Throop�s on the date of last year�s Annual Meeting were filed one day late; a Form 4 to report the exercise by Mr. Castagnola on
December 22, 2006 of options to purchase 12,500 shares was filed one day late; and a Form 4 to report an open market purchase of 4,800 shares
by Mr. Musbach on December 29, 2006 was filed two days late.
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COMPENSATION DISCUSSION AND ANALYSIS

Compensation Philosophy and Objectives

We believe that the success of our business and the creation of long term stockholder value depend to a large extent on our ability to retain and
to attract superior management employees. Therefore, the Compensation Committee�s primary objective, when setting management
compensation, is to enable the Company to retain its existing and, when the need arises to attract new or additional, executive officers and other
key management employees. Our Compensation Committee attempts to accomplish this objective by:

� Offering competitive salaries and benefits to our Chief Executive Officers and our four other executive officers who are named in the
Summary Compensation Table below (our �Named Executive Officers� or �NEOs�) and our other key management personnel;

� Providing our NEOs and other key management employees the opportunity to earn additional compensation, in the form of bonuses,
based on the achievement of defined annual corporate goals established by the Compensation Committee or on exceptional individual
performance which the Compensation Committee believes has meaningfully contributed either to the current financial success of the
Company or to positioning the Company for future growth and future financial success; and

� Aligning the financial interests of our NEOs and other key management employees with those of our stockholders, primarily through
the grant of stock options and other forms of equity-based compensation that reward the NEOs and other management employees for
improvements in the market performance of our Common Stock.

It is the Compensation Committee�s policy, as well, (i) to submit all stock incentive plans and programs under which those option and other
equity based compensation awards are granted for approval by our stockholders, (ii) to place limits on the number of shares for which options or
stock purchase rights may be granted under those programs and (iii) generally to provide for stock based compensation awards to become
exercisable (i.e., vest) in annual installments over multi year periods as a means of creating incentives for our officers and other key
management employees to focus on achieving longer term corporate objectives and to remain in our employ.

The market for talented and experienced individuals is competitive nationally, and particularly in the San Francisco Bay Area where the
Company is headquartered. While we consider peer groups, no single factor is determinative in setting compensation structure or allocating
among elements of compensation. To ensure that we are appropriately compensating our NEOs and other key management employees and that
we have appropriate human resources to execute on our business plans, our Compensation Committee and our Board incorporate all available
information and use their judgment in making compensation decisions. The Compensation Committee performs annual reviews of our executive
compensation programs to evaluate their competitiveness and consistency with our overall management compensation philosophy and
objectives.

Elements of Compensation Package

We generally provide three major categories of compensation: (i) base salary; (ii) annual bonus compensation; and (iii) equity compensation,
which has historically been in the form of stock option grants. We believe that the combination of these three elements enables us to retain
existing and attract new management employees in the competitive local and national markets and to balance the motivation of all of our
management employees to execute on immediate goals while remaining conscious of our strategic objectives and longer term goals.

The allocation of the individual components of compensation is based on a number of factors, including competitive market conditions and the
positions of the management employees within our organization in terms of their ability to influence our financial performance. Generally, the
percentage of compensation at risk, either
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in the form of bonus or equity compensation, is higher for our NEOs than for other management employees, because the performance of our
NEOs has a greater impact on whether or not we achieve our strategic objectives and longer term goals.

Salaries and Employee Benefits Programs

In order to retain executives and other key employees, and to be able to attract additional well qualified executives when the need arises, Coast
Distribution strives to offer salaries and health care and other employee benefit programs to its executives and other key management employees
which are competitive with those offered by comparable businesses. In establishing salaries for executive officers, the Compensation Committee
reviews (i) the historical performance of the executives; and (ii) available information regarding prevailing salaries and compensation programs
offered by comparable businesses. Another factor which is considered in establishing salaries of our executive offers are the costs of living in the
San Francisco Bay Area where the Company is headquartered, as such costs generally are higher than in other parts of the country.

Performance Based Compensation

The Compensation Committee believes that, as a general rule, annual compensation in excess of base salaries should be made dependent
primarily on our financial performance. Accordingly, early in each fiscal year, the Compensation Committee adopts an annual bonus
compensation program for our NEOs and other key management personnel. The Committee establishes a range of net earnings or pre-tax
earnings goals for the fiscal year and provides that if a minimum or �threshold� goal is achieved, a bonus pool will be established from which
bonuses will be paid to participants in the program, including our NEOs. The amount of the bonus pool depends on the extent to which the
threshold earnings goal is exceeded.

The earnings goals for each year�s annual bonus program are established on the basis of the annual operating plan for that year that is initially
developed by management and then is submitted to the Board of Directors for its review, possible modification and approval. The annual
operating plan is designed to maximize the profitability of the Company within the constraints of prevailing economic and market conditions. In
establishing the annual operating plan, the Board reviews market conditions and trends and other factors which, based on historical experience,
can be expected to affect the Company�s revenues and profitability, including historical operating costs, as adjusted for anticipated increases in
costs resulting from pricing changes by vendors or changes in economic conditions, cost savings that management and the Board believe can be
realized during the fiscal year, and competitive conditions in the Company�s markets. By taking all of these factors into account, the earnings or
�target� goal in the annual operating plan is fixed at what is believed to be a realistic level so as to make the incentives under the bonus program
meaningful to executives and to avoid penalizing plan participants for conditions outside of their control.

The annual bonus pool is allocated by the Compensation Committee among the NEOs and other participants based on their seniority and the
Committee�s assessment of their contributions to the achievement of the annual earnings goal. As a result, generally the bonus compensation that
is allocated to the NEOs is greater than for other participants in the program and bonus compensation generally represents a higher proportion of
each NEO�s total cash compensation than for other participants.

In certain instances, bonuses under an annual bonus program are awarded not only on the basis of the Company�s profitability, but also on the
achievement by an executive of specific objectives within his or her area of responsibility. For example, a bonus may be awarded for an
executive�s efforts in achieving greater than anticipated cost savings, or establishing new or expanding existing markets for the company�s
products.

As a result of these performance-based bonus programs, executive compensation generally increases in those years in which the Company�s
profitability increases. On the other hand, in years in which the Company experiences less than the anticipated profit growth, bonuses and total
executive compensation tend to be lower.
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Stock Options and Equity Based Programs

In order to align the financial interests of our NEOs and other key management employees with those of our stockholders, the Committee grants
stock options to them on a periodic basis and makes contributions to an employee stock purchase plan under which officers and employees (who
own less than 5% of our outstanding shares) may elect to have a portion of their salaries withheld and used, together with Company�s
contributions, to purchase shares of our Common Stock. Stock option grants, in particular, reward senior executives and other key management
employees for performance that results in increases in the market price of our Common Stock, which directly benefits all stockholders.
Moreover, options generally are granted on terms which provide that they will become exercisable in cumulative annual installments over a
three-to-five year period. The Compensation Committee believes that these features of the option grants not only provide an incentive for NEOs
and other key management employees to remain in the employ of the Company, but also make the Company�s earnings performance and longer
term growth in the share prices important for the executives who receive stock option grants.

Timing of Option Grants.    It is the Compensation Committee�s policy to grant options only at regularly scheduled meetings of the Committee
and all of the option grants to our NEOs and other key management employees in 2006 and 2005 were made at the first regularly scheduled
meeting of the Committee held in the first quarter of those years.

Perquisites and Other Elements of Compensation

We do not provide perquisites, or �perks� to our NEOs.

Compensation of Chief Executive Officer

In July 2006, Mr. McGuire�s base annual salary was increased to $360,000 in order to bring his annual salary up to prevailing salaries being paid
to chief executive officers at comparable companies. Mr. McGuire�s base annual salary had not been increased during the previous five years,
except for cost of living adjustments. His bonus compensation for fiscal 2006 consisted of $85,000 in cash, which was paid during the first
quarter of 2007, and which was lower than the bonus compensation that Mr. McGuire earned in 2005, because the Company�s profitability in
2006 was lower than in 2005. At its first regularly scheduled meeting in 2006, the Compensation Committee granted Mr. McGuire options to
purchase 10,000 shares of our Common Stock (i) at an exercise price of $7.25 per share, which was equal to the closing per share price of our
Common Stock on the American Stock Exchange on the date of that grant and (ii) on terms that provided for the options to vest in four equal
annual cumulative installments of 25% of the shares covered by that option, commencing on the first anniversary of the date of grant, and to
terminate on the fifth anniversary of the date of grant, to the extent not sooner exercised or terminated.

Compensation Review Process

At the end each fiscal year, our CEO prepares recommendations for each member of our executive team, excluding himself, with respect to
annual adjustments in base salary, achievement of bonus awards and whether stock option grants should be made to them. The CEO presents his
recommendations to the Compensation Committee for its consideration and approval. The recommendations take into account a variety of
interrelated factors including achievement of our financial and operating performance goals, individual performance and contribution to
Company successes, market competitive pressures, business conditions, the status of current equity grants with regard to vesting and retention
value, and the potential financial impact on the Company of those recommendations.

Effective July 1, 2006, the base annual salaries of Ms. Knell and Messrs. Castagnola and Berger were increased by the Compensation
Committee to $200,000, $175,000, and $150,000, respectively, to make their
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salaries more competitive with executive salaries being paid by comparable companies. Since those increases became effective as of July 1,
2006, their 2006 salaries, as set forth in the Summary Compensation Table below, reflect those increases only for the last six months of 2006.

Recommendations regarding changes to the CEO�s compensation follow the same methodology as that of other NEOs; however, his performance
is evaluated and any changes in compensation arrangements are independently determined and voted on by the Compensation Committee.

Our Compensation Committee is composed of three independent directors and operates pursuant to a written charter that further outlines its
duties and responsibilities. The charter is periodically reviewed and revised by our Compensation Committee and our Board, and is accessible on
our website at www.coasdtdistribution.com.

Employment Severance and Change of Control Agreements

We currently do not have any employment agreements, severance agreements or change of control agreements with our NEOs, nor any other
arrangements or plans under which they would receive post termination compensation other than insurance benefits.

Accounting and Tax Considerations

Tax and accounting implications are taken into consideration in the design and implementation of our management compensation programs. We
recognize a charge to earnings for financial reporting purposes when stock options are granted, in accordance with SFAS 123R. We also
considered the fact that our 401(k) Plan, in which all of our full time employees are eligible to participate on a non-discriminatory basis,
provides tax advantaged retirement planning vehicles for our NEOs and other management employees.

In addition, Section 162(m) of the Internal Revenue Code of 1986, as amended (the �Code�), provides that a company cannot deduct, for federal
income tax purposes, compensation in excess of $1,000,000 paid to certain highly compensated executive officers. This deduction limitation
does not apply, however, to compensation which constitutes �qualified performance based compensation� within the meaning of Section 162(m) of
the Code under compensation plans or programs that have been approved by shareholders, such as such as grants of stock options or other equity
incentives under the Company�s existing stock incentive plans. We have considered the limitations on deductions imposed by Section 162(m) of
the Code and it is our intention that substantially all executive compensation be designed to constitute �qualified performance based
compensation� and, therefore, tax deductible under Section 162(m), for so long as doing so is consistent with our overall compensation
objectives. As a result, all of our executive compensation expenses were deductible in 2006. However, to maintain flexibility in compensating
our executive officers in a manner designed to promote our compensation goals and objectives, our policy does not require that all executive
compensation be deductible for income tax purposes.

Compensation Committee Interlocks and Insider Participation

In fiscal 2006, the members of the Compensation Committee were John W. Casey, the Committee Chair, and Robert S. Throop and Leonard P.
Danna, each of whom is an independent director (within the meaning of the AMEX listed company rules). No executive officer of the Company
served on the board of directors or compensation committee of any corporation or other entity which has one or more executive officers serving
as members of the Company�s Board of Directors or of its Compensation Committee.
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Summary Compensation Table

The following table sets forth compensation received in the year ended December 31, 2006 by the Company�s Chief Executive Officer, and the
other executive officers whose aggregate cash compensation for services rendered to the Company in all capacities in 2006 exceeded $100,000
(collectively, the �Named Executive Officers� or �NEOs�):

Name and Principal Position Year Salary
Option

Awards(1)

Non-Equity
Incentive Plan
Compensation(2)

All Other
Compensation(3) Total

Thomas R. McGuire

Chairman and CEO

2006 $ 312,927 $ 10,730 $ 85,000 $ 468 $ 409,125

Sandra A. Knell

EVP and Chief Financial Officer

2006 $ 187,019 $ 9,909 $ 58,000 $ 447 $ 255,375

Dennis A. Castagnola

EVP�Proprietary Products

2006 $ 166,185 $ 9,795 $ 43,000 $ 617 $ 219,597

David A. Berger

EVP�Operations

2006 $ 139,616 $ 9,795 $ 43,000 $ 447 $
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