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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

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

For the quarterly period ended April 3, 2004

OR

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 0-22512

WEST MARINE, INC.

(Exact Name of Registrant as Specified in Its Charter)
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Delaware 77-0355502
(State or Other Jurisdiction of (IRS Employer
Incorporation or Organization) Identification No.)
500 Westridge Drive

Watsonville, CA 95076-4100

(Address of Principal Executive Offices) (Zip Code)

Registrant s Telephone Number, Including Area Code: (831) 728-2700

Indicate by a 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 is an accelerated filer (as defined in Exchange Act Rule 12b-2). Yes x No ~

At May 3, 2004, the number of shares outstanding of the registrant s common stock was 20,735,697.
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PARTI FINANCIAL INFORMATION

ITEM1 FINANCIAL STATEMENTS

WEST MARINE, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
APRIL 3, 2004, JANUARY 3, 2004 AND MARCH 29, 2003

(Unaudited, in thousands, except share data)

April 3,
January 3, March 29,
2004 2004 2003

ASSETS
Current assets:
Cash $ 7,598 $ 4737 $ 8217
Trade receivables, net 8,624 6,094 7,117
Merchandise inventories 344,374 314,021 309,163
Other current assets 26,496 23,874 22,134
Total current assets 387,092 348,726 346,631
Property and equipment, net 79,232 80,764 82,646
Goodwill 56,905 56,905 49,969
Intangibles 2,796 2,875 3,114
Other assets 4,095 3,988 3,868
TOTAL ASSETS $ 530,120 $ 493,258 $ 486,228
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable $ 68,960 $ 72,635 $ 82,450
Accrued expenses 21,327 22921 19,523
Deferred current liabilities 3,480 3,480 3,510
Current portion of long-term debt 432
Total current liabilities 93,767 99,036 105,915
Long-term debt 162,846 128,851 154,993
Deferred items and other non-current obligations 11,303 11,324 7,152
Total liabilities 267,916 239,211 268,060
Stockholders equity:
Preferred stock, $.001 par value: 1,000,000 shares authorized; no shares outstanding
Common stock, $.001 par value: 50,000,000 shares authorized; issued and outstanding: 20,722,482
at April 3, 2004, 20,130,053 at January 3, 2004 and 19,463,776 at March 29, 2003 21 20 19
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Additional paid-in capital 151,742 140,348 130,953
Accumulated other comprehensive income 356 508 252
Retained earnings 110,085 113,171 86,944
Total stockholders equity 262,204 254,047 218,168
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $530,120  $ 493,258  § 486,228

See notes to condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited, in thousands, except per share and store data)

Net sales
Cost of goods sold, including buying and occupancy

Gross profit
Selling, general and administrative expense
Acquisition integration costs

Loss from operations
Interest expense, net
Loss on extinguishment of debt

Loss before income taxes
Income taxes

Net loss

Net loss per share - basic and diluted

Weighted average common and common equivalent shares outstanding - basic and diluted

Stores open at end of period

See notes to condensed consolidated financial statements.
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WEST MARINE, INC.

13 Weeks Ended
April 3, March 29,
2004 2003
$ 129,196 $111,148
95,475 81,395
33,721 29,753
37,003 35,306
909
(3,282) (6,462)
1,777 1,627
1,902
(5,059) (9,991)
1,973 3,896
$ (3,086) $ (6,095)
$ (0.15) $ (032
20,365 19,344
348 325
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WEST MARINE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES:
Net loss

(Unaudited, in thousands)

Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization

Tax benefit from exercise of stock options
Provision for doubtful accounts

Loss on asset disposals

Changes in assets and liabilities:
Accounts receivable

Merchandise inventories

Prepaid expenses and other current assets
Other assets

Accounts payable

Accrued expenses

Deferred items

Net cash used in operating activities

INVESTING ACTIVITIES:
Purchases of property and equipment
Acquisitions

Net cash used in investing activities

FINANCING ACTIVITIES:

Net borrowings on new line of credit
Payoff old line of credit

Repayments on long-term debt
Proceeds from exercise of stock options

Net cash provided by financing activities

NET INCREASE IN CASH
CASH AT BEGINNING OF PERIOD

CASH AT END OF PERIOD

Table of Contents

See notes to condensed consolidated financial statements.

13 Weeks Ended

April 3, 2004

$ (3,086)

5,943
3,987
74
18

(2,604)
(30,353)
(2,622)
(544)
(3.675)
(1,594)
2

(34,477)
(4,065)
(4,065)

33,995

7,408
41,403

2,861
4,737

$ 7,598

March 29, 2003

$ (6,095)

5,902
745
141

(1,497)

(29,494)

(5,142)

(2,107)
25,055

(1,182)
24

(13,650)

(7,392)
(74,806)

(82,198)

173,940

(59,678)

(16,194)
1,275

99,343

3,495
4,722

$ 8,217
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WEST MARINE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Thirteen Weeks Ended April 3, 2004 and March 29, 2003

(Unaudited)

NOTE 1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared from the records of West Marine, Inc. in
accordance with accounting principles generally accepted in the United States for interim financial information and the instructions to Form
10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by accounting principles
generally accepted in the United States for complete financial statements. In the opinion of management, all adjustments (consisting only of
normal, recurring items) necessary to fairly present the financial position at April 3, 2004 and March 29, 2003, and the interim results of
operations and cash flows for the 13-week period then ended have been included.

The consolidated balance sheet at January 3, 2004, presented herein, has been derived from the audited consolidated financial statements of
West Marine for the year then ended which were included in West Marine s annual report on Form 10-K.

Accounting policies followed by West Marine are described in Note 1 to its audited consolidated financial statements for the year ended January
3, 2004. Certain information and footnote disclosures normally included in financial statements prepared in accordance with generally accepted
accounting principles have been omitted for purposes of the condensed consolidated interim financial statements presented herein. These
condensed consolidated interim financial statements should be read in conjunction with the audited consolidated financial statements, including
the notes thereto, for the fiscal year ended January 3, 2004, which were included in West Marine s annual report on Form 10-K.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates. The results of operations for the 13-week period ended April 3, 2004 are not necessarily indicative of the
results to be expected for the year ending January 1, 2005 or any other interim period.

NOTE 2. Acquisition

On January 14, 2003, West Marine Products, Inc. acquired the retail stores, catalog and wholesale operations of Boat America Corporation ( Boat
America ). The consideration consisted of $72 million in cash, the assumption of certain liabilities and approximately $2.1 million of acquisition
costs, which included investment advisory, legal and accounting fees and other third-party expenses directly related to the transaction.
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At the time of the acquisition, Boat America operated 62 boating supply specialty stores and a Florida catalog call center under the name
BoatU.S. The acquisition was made in order to increase earnings, primarily by growing store sales and gross margins without significantly
raising overhead costs. Management believed that the ongoing acquired operations could be integrated into West Marine s existing operations
with a reasonable amount of effort and expense and would produce positive cashflows and contribute to earnings relatively quickly. The
statements of operations include the results of the acquired operations since the date of the acquisition.

Management determined the fair value of the acquired assets, and the cost of the acquisition has been allocated to the tangible and intangible
assets acquired and the liabilities assumed based on their respective fair values. Intangible assets other than goodwill —primarily trademarks are
amortized over ten years. All goodwill is assigned to the Stores operating segment and approximately $20.8 million of such goodwill will be
deductible for tax purposes over 15 years.
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The total cost of the acquisition has been allocated as follows (dollars in thousands):

Inventory $ 54,059
Other current assets 835
Property and equipment 6,124
Trademarks and other intangible assets, excluding goodwill 3,180
Goodwill 22,588
Deferred taxes 1,210
Current liabilities (11,194)
Long term liabilities 2,713)
Fair value of assets acquired, including intangibles $ 74,089

The following unaudited pro forma combined financial information presents the combined consolidated results of operations of West Marine and
the acquired operations of Boat America as if the acquisition had occurred on December 28, 2002, after giving effect to certain adjustments
including amortization of intangible assets, interest expense, depreciation expense and related income tax effects. No costs related to
extinguishment of debt are included in the pro forma results. No adjustments have been made to recognize anticipated cost savings and
synergies. The pro forma combined consolidated financial information does not necessarily reflect the results of operations that would have
occurred had West Marine and the acquired operations of Boat America constituted a single entity during such period (in thousands, except per
share amounts).

13 Weeks Ended

March 29, 2003

Pro forma net sales $ 113,223
Pro forma net loss $ (6,613)
Pro forma loss per share basic and diluted: $ (0.34)

NOTE 3. Accounting Policies

In November 2002, the Emerging Issues Task Force ( EITF ) of the Financial Accounting Standards Board ( FASB ) concluded in EITF Issue No.
02-16, Accounting by a Reseller for Cash Consideration Received from a Vendor, that if a vendor offers a rebate that is payable only if the
reseller completes a specified level of purchases, and the rebate is probable of achievement and reasonably estimable, such rebate should be
recognized based on the progress made toward earning the rebate. West Marine has applied this method to vendor arrangements entered into

after November 21, 2002. The adoption of EITF 02-16 did not have a material impact on the financial position, results of operations or cash

flows of West Marine.

In January 2003, the FASB issued Interpretation No. 46 ( FIN 46 ), Consolidation of Variable Interest Entities. FIN 46, as amended by FIN 46R,
requires the consolidation of variable interest entities in which an enterprise absorbs a majority of the entity s expected losses, receives a majority
of the entity s expected residual returns, or both, as a result of ownership, contractual or other financial interests in the entity. West Marine

adopted FIN 46, as amended, for the quarter ended April 3, 2004 and, since West Marine did not identify any variable interest entities, adoption

did not have an impact on West Marine s financial position, results of operations or cash flows.
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Stock-based Compensation - At April 3, 2004, West Marine has two stock-based employee compensation plans. West Marine accounts for those
plans under the recognition and measurement principles of Accounting Principles Board ( APB ) Opinion No. 25, Accounting for Stock Issued to
Employees, and related interpretations. No stock-based employee compensation cost is reflected in net income, as all options granted under

those plans had an exercise price equal to the market value of the underlying common stock on the date of the grant.
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The following table illustrates the effect on net loss and earnings per share if West Marine had applied the fair value recognition provisions of
Statement of Financial Accounting Standards ( SFAS ) 123, Accounting for Stock-Based Compensation, to stock-based employee compensation.
West Marine s calculations were made using the Black-Scholes option pricing model.

13 Weeks Ended

April 3, 2004 March 29, 2003
Net loss, as reported $ (3,086) $ (6,095)
Deduct : Total stock-based compensation expense determined under fair value based method for
all awards, net of related tax effects (792) (495)
Pro forma net loss $ (3,878) $ (6,590)
Loss per share  basic and diluted:
As reported $ (0.15) $ (0.32)
Pro forma $ (0.19) $ (0.34)

NOTE 4. Segment Information

West Marine has three divisions - Stores, Wholesale (Port Supply) and Direct Sales (catalog and Internet) - which all sell aftermarket
recreational boating supplies directly to customers. West Marine s customer base overlaps between its Stores and Wholesale divisions and
between its Stores and Direct Sales divisions. All processes for the three divisions within the supply chain are commingled, including purchases
from merchandise vendors, distribution center activity and customer delivery.

The Stores division qualifies as a reportable segment under SFAS 131, Disclosures about Segments of an Enterprise and Related Information, as
it is the only division that represents 10% or more of the combined revenue of all operating segments when viewed on an annual basis. Assets

are not presented by segment, as West Marine s assets overlap among segments. Contribution is defined as net sales, less product costs and direct
expenses. The following is financial information related to West Marine s Stores business segment (in thousands):

13 Weeks Ended

April 3,2004 March 29, 2003
Net sales:
Stores $ 108,035 $ 91,441
Other 21,161 19,707
Consolidated net sales $ 129,196 $ 111,148
Contribution:
Stores $ 2,319 $ 324

Other 3,989 3,399
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Consolidated contribution

Reconciliation of consolidated contribution to net income:
Consolidated contribution

Less:

Indirect costs of goods sold not included in consolidated contribution
General and administrative expenses

Acquisition integration costs

Interest expense

Loss on extinguishment of debt

Income tax expense

Net loss

Table of Contents

$ 6,308

$ 6,308

(4,288)
(5,302)

(1,777)

1,973

$ (3,086)

$ 3,723

$ 3,723

(4,583)
(4,693)
(909)
(1,627)
(1,902)
3,896

$ (6,095)
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INDEPENDENT ACCOUNTANTS REVIEW REPORT

To the Board of Directors and Stockholders of
West Marine, Inc.

Watsonville, California

We have reviewed the accompanying condensed consolidated balance sheets of West Marine, Inc. and subsidiaries as of April 3, 2004 and
March 29, 2003 and the related condensed consolidated statements of operations and cash flows for the 13-week periods ended April 3, 2004
and March 29, 2003. These financial statements are the responsibility of the company s management.

We conducted our reviews in accordance with standards established by the American Institute of Certified Public Accountants. A review of
interim financial information consists principally of applying analytical procedures to financial data and of making inquiries of persons
responsible for financial and accounting matters. It is substantially less in scope than an audit conducted in accordance with auditing standards
generally accepted in the United States of America, the objective of which is the expression of an opinion regarding the financial statements
taken as a whole. Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to such condensed consolidated financial statements
for them to be in conformity with accounting principles generally accepted in the United States of America.

We have previously audited, in accordance with auditing standards generally accepted in the United States of America, the consolidated balance
sheet of West Marine, Inc. and subsidiaries as of January 3, 2004, and the related consolidated statements of income, stockholders equity, and
cash flows for the year then ended (not presented herein); and in our report dated March 18, 2004, we expressed an unqualified opinion on those
consolidated financial statements. In our opinion, the information set forth in the accompanying condensed consolidated balance sheet as of
January 3, 2004 is fairly stated, in all material respects, in relation to the consolidated balance sheet from which it has been derived.

/s/ DeLorrtE & ToucHe LLP

San Francisco, California

May 11,2004

Table of Contents 15



Edgar Filing: WEST MARINE INC - Form 10-Q

Table of Conten

ITEM 2 - MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis is based upon our financial statements as of the dates and for the periods presented in this section. You
should read this discussion and analysis in conjunction with the Financial Statements and notes thereto found in Item 1 of this Form 10-Q.

General

West Marine, Inc. is the largest specialty retailer of recreational and commercial boating supplies and apparel in the United States of America.
We have three divisions - Stores, Wholesale (Port Supply) and Direct Sales (catalog and Internet) - which all sell aftermarket recreational
boating supplies directly to customers. At the end of the first quarter of 2004, we offered our products through 348 stores in 38 states, Puerto
Rico, and Canada; on the Internet (www.westmarine.com and www.boatus-store.com); and through catalogs. We are also engaged, through our
Port Supply division and our stores, in the wholesale distribution of products to commercial customers and other retailers.

West Marine was incorporated in Delaware in September 1993 as the holding company for West Marine Products, Inc., which was incorporated

in California in 1976. Unless the context otherwise requires, West Marine , the Company , we , us and our refer to West Marine, Inc. and its
subsidiaries. Our principal executive offices are located at 500 Westridge Drive, Watsonville, California 95076-4100, and our telephone number

is (831) 728-2700.

All references to the first quarter of 2004 mean the 13-week period ended April 3, 2004, and all references to the first quarter of 2003 mean the
13-week period ended March 29, 2003.

Recent Accounting Pronouncements

In March 2004, the Financial Accounting Standards Board (FASB) issued an Exposure Draft titled, Share-Based Payment. In this statement the
FASB formally proposed to require companies to recognize the fair value of stock options and other stock-based compensation paid to

employees in future reporting periods. The Exposure Draft indicates that final rules are expected to apply to years ending after December 15,
2003. It is probable that we will be required to expense stock options granted under its current plan in future periods in accordance with final

rules that are anticipated to be consistent with this Exposure Draft. We currently provide disclosure in our final statement footnotes to
demonstrate the effect of expensing the fair value of stock option grants on net income (loss) and earnings per share using one of the option
valuation methodologies approved in the Exposure Draft. We cannot predict when or in what form final rules will be issued and, therefore, we
cannot estimate the impact that expensing options will have on our financial statements or results of operations until the FASB issues its final
statement.

Critical Accounting Policies and Estimates

Management s discussion and analysis of West Marine s financial condition and results of operations are based upon our consolidated financial
statements, which have been prepared in conformity with accounting principles generally accepted in the United States. The preparation of these
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financial statements requires the appropriate application of certain accounting policies, many of which require us to make estimates and
assumptions about future events and their impact on amounts reported in our financial statements and related notes. Since future events and their
impact cannot be determined with certainty, the actual results will inevitably differ from our estimates. Such differences could be material to the
financial statements.

We believe our application of accounting policies, and the estimates inherently required therein, are reasonable. These accounting policies and
estimates are constantly reevaluated and adjustments are made when facts and circumstances dictate a change. Historically, we have found our
application of accounting policies to be appropriate.

Certain of our accounting policies are more fully described in Note 3 to the financial statements located in Item 1 of this Form 10-Q. We have
identified certain critical accounting policies, which are described below.

Revenue recognition. We record sales, net of estimated returns, when merchandise is purchased by customers at retail locations. When
merchandise is shipped from a warehouse directly to a customer, we record sales when such merchandise is received by the customer. Return
allowances, which reduce net sales by our best estimate of expected product returns, are estimated using historical experience. The issuance of
gift cards is recorded initially as a liability. Revenue is recognized at the time the customer redeems the gift card and takes possession of
merchandise.

Comparable store sales. We define comparable store sales as sales from stores that have been open at least 13 months and where selling square
footage did not change by more than 40% in the previous 13 months. Beginning in March 2004, sales from 62 BoatU.S. stores acquired in
January 2003 from Boat America Corporation are included in comparable store sales statistics.

Merchandise inventories. Our merchandise inventories are carried at the lower of cost or market on a first-in, first-out basis. Inventory cost
includes certain indirect costs related to the purchasing, transportation and warehousing of merchandise. We make certain assumptions to adjust
inventory value based upon historical experience and current information in order to determine that inventory is recorded properly at the lower
of cost or market.
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We accrue a reserve for inventory shrinkage based upon actual historical shrink results of our most recent physical inventories. As physical
inventories are reviewed and verified, the results are compared to prior estimates and reconciled to the general ledger. Inventory counts at our
stores and distribution centers are performed on an annual basis.

Potentially obsolete inventories are marked down based upon current levels of discontinued product and historical analysis of the liquidation of
discontinued inventory below cost. The nature of our inventory is such that the risk of obsolescence is minimal.

Vendor allowances. We receive consideration from vendors through a variety of programs and arrangements, including cash discounts and
purchase quantity discounts. We record vendor consideration in net inventory value and recognize such allowances as a reduction to cost of
goods sold as the related products are sold.

Long-lived assets. We review long-lived assets for impairment whenever events or changes in circumstances, such as store closures, indicate that
the carrying value of an asset may not be recoverable. At the time a decision is made to close a store, we record an impairment charge, if
appropriate, and accelerate depreciation over the revised useful life. We believe at this time that the carrying values and useful lives of West
Marine s long-lived assets continue to be appropriate.

Income taxes. We record a valuation allowance to reduce our deferred tax assets to the amount we believe is more likely than not to be realized.
While we have considered future taxable income, state tax apportionment and ongoing prudent and feasible tax planning strategies in assessing
the need for the valuation allowance, in the event we were to determine that we would not be able to realize all or part of our net deferred tax
assets in the future, an adjustment to the deferred tax assets would be charged to income in the period such determination was made. Likewise,
should we determine that we would be able to realize our deferred tax assets in the future in excess of our recorded amount, an adjustment to the
deferred tax assets would increase income in the period such determination was made.

Foreign currency translation. In the preparation of consolidated financial statements, the assets and liabilities of West Marine s Canadian
subsidiary are denominated in Canadian dollars and translated to U.S. dollars at the rate of exchange in effect at the balance sheet date; income
and expenses are translated at average rates of exchange prevailing during the reporting period. The related translation adjustments are reflected
in the other comprehensive income section of the consolidated statements of stockholders equity. Almost all of the revenues and expenditures of
West Marine are denominated in U.S. dollars. However, foreign currency gains and losses from transactions denominated in foreign currencies,
including inter-company transactions, are included in operating results and have not been significant to date.

Results of Operations

The following table sets forth certain income statement components expressed as a percent of net sales:

13 Weeks Ended
April 3, March 29,
2004 2003
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Net sales
Cost of goods sold including buying and occupancy

Gross profit
Selling, general and administrative expenses
Acquisition integration costs

Income from operations
Interest expense
Loss on extinguishment of debt

Income before income taxes
Provision for income taxes

Net income

: WEST MARINE INC - Form 10-Q

100.0%
73.9%

26.1%
28.6%

-2.5%
1.4%

-3.9%
1.5%

-2.4%

100.0%
73.2%

26.8%
31.8%
0.8%

-5.8%
1.5%
1.7%

-9.0%
3.5%

-5.5%

Net sales for the first quarter of 2004 were $129.2 million, an increase of $18.0 million, or 16.2%, compared to net sales of $111.1 million in
2003. Net loss for the first quarter of 2004 was $3.1 million, or ($0.15) per share, compared to a net loss of $6.1 million, or ($0.32) per share, in

2003.
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Net sales attributable to our Stores division increased $16.6 million, or 18.1%, to $108.0 million in the first quarter of 2004, primarily due to the
addition of 23 new stores since the end of the first quarter of 2003 and improved sales at existing stores compared to the same period last year.
Comparable store sales are a key performance metric used by our management. Comparable store sales increased 10.2% for the first quarter of
2004, mostly due to higher sales in our Northeast region, which was adversely affected by unseasonably cold weather last year. Comparable
store sales by region for the first quarter of 2004 were as follows: Northeast 20.6%; Southeast 5.8%; and West Coast 7.5%.

Port Supply net sales through our distribution centers increased $1.2 million, or 10.8%, to $12.0 million in 2004, primarily as a result of general
strengthening of sales across all wholesale customer categories, including new boat builders. Direct Sales net sales increased $0.3 million, or
3.2%, to $9.2 million.

Gross profit increased by $4.0 million, or 13.3%, to $33.7 million for the first quarter of 2004, compared to $29.8 million in the first quarter of
2003. Gross profit percentage is another key performance metric used by our management. Gross profit as a percentage of net sales decreased 67
basis points to 26.1% for the first quarter of 2004, compared to 26.8% in the first quarter of 2003, primarily due to clearance sales of
discontinued merchandise in order to create shelf space for new products as boating season begins. Management expects additional supply chain
efficiencies and increased proportion of private label merchandise in our sales mix to help improve margins over the course of the year.

Selling, general and administrative expenses increased $0.8 million, or 2.2%, to $37.0 million in the first quarter of 2004, compared to $36.2
million for the same period last year, which included $0.9 million for integration costs associated with the Boat America acquisition. The
increase in the first quarter of 2004 was due primarily to additional operating costs for new stores. Selling, general and administrative expenses,
as a percentage of net sales, decreased to 28.6% for the first quarter of 2004, compared to 32.6% in 2003, primarily due to integration costs
incurred in the first quarter of 2003. Non-capital expenditures incurred in preparation for the opening of new retail stores (also called
pre-opening costs) are expensed as incurred. The future profitability of our company is largely dependent on our ability to increase sales and
gross profit while containing selling, general and administrative expenses.

Interest expense increased $0.2 million, or 9.2%, compared to first quarter 2003, excluding a $1.9 million charge for extinguishment of
then-existing debt during first quarter 2003.

Liquidity and Capital Resources

Our cash needs primarily are for working capital to support our inventory requirements and capital expenditures, pre-opening expenses,
beginning inventory for new stores and remodeling or relocating older stores. We may also require additional capital in the event we choose to
pursue acquisition opportunities. We believe our existing credit facilities and cash flows from operations will be sufficient to satisfy our liquidity
needs through 2004.

Operating activities

Net cash used in operating activities during the first three months of 2004 was $34.5 million, consisting primarily of a $30.4 million increase in
inventories and a $5.8 million increase in accounts receivable, prepaid expenses and other current assets, as well as a $5.3 million decrease in
accounts payable and accrued expenses. The inventory increase reflects the addition of new stores and our commitment to increasing fill rates.
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Investing Activities

During the first quarter of 2004, we spent $4.1 million for capital expenditures. We expect to spend from $25.0 million to $27.0 million on other
capital expenditures during 2004, mainly for new stores. We intend to pay for our expansion through cash generated from operations and bank
borrowings.

Financing Arrangements

We have a $175.0 million credit line that expires in January 2006. From January 15, 2004 until May 15, 2004, the borrowing limit is raised to
$180.0 million for peak seasonal inventory financing needs. Borrowings under this credit line at the end of the first quarter of 2004 were $162.8
million, bearing interest at rates ranging from 3.6% to 5.0%. An additional $12.0 million is currently available for borrowings under the credit
facility. The credit line is guaranteed by West Marine and its subsidiaries and is secured by a security interest in substantially all of the assets of
West Marine and its subsidiaries. The credit line includes a $20.0 million sub-facility, of which up to $15.0 million is available for the issuance
of commercial letters of credit and up to $5.0 million is available for standby letters of credit. The credit line also includes a sub-limit of up to
$10.0 million for same day advances.
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Depending on our election at the time of borrowing, our credit line bears interest at either (a) the higher of (i) the bank s prime rate plus 1.0% or
(ii) the federal funds rate plus 0.5% or (b) LIBOR plus 2.5%.

The credit line contains various covenants which require us to maintain certain financial ratios, including debt service coverage, debt to earnings
and current ratios. The covenants also require us to maintain minimum levels of net worth and place limitations on the levels of certain
investments. These covenants also restrict the repurchase or redemption of our common stock and payment of dividends, investments in
subsidiaries and annual capital expenditures. As of April 3, 2004, we were in compliance with all such covenants.

At the end of the first quarter of 2004, we had $4.0 million of outstanding stand-by letters of credit and $1.2 million of outstanding commercial
letters of credit, compared to $2.3 million and $1.2 million, respectively, at the end of first quarter 2003.

For the first quarter of 2004, the weighted average interest rate on all of our outstanding borrowings was 3.8%.

Off-Balance Sheet Arrangements

We do not participate in transactions that generate relationships with unconsolidated entities or financial partnerships, such as special purpose
entities or variable interest entities, which would have been established for the purpose of facilitating off-balance sheet arrangements or other
limited purposes. As of April 3, 2004, we are not involved in any unconsolidated special purpose entities or variable interest entities.

Seasonality

Historically, our business has been highly seasonal. In 2003, 64% of our net sales and all of our net income occurred during the second and third
quarters, principally during the period from April through July, which represents the peak months for boat buying, usage and maintenance in
most of our retail markets. Management expects the seasonal fluctuation in net sales to become more pronounced as we continue to expand our
operations.

Business Trends

The health of our business is directly related to the number of domestic boat owners and the frequency of boating activities. According to the
National Marine Manufacturers Association, new boat sales increased approximately 11% in the ten years from 1993 to 2002. However, new
boat sales declined in both 2001 and 2002 from a ten-year high in 2000, corresponding with a general softening of the U.S. economy during the
same period. This trend may continue in the future. However, management believes that the improved boat show attendance and heightened
consumer confidence experienced during 2003 may indicate a potential reversal of this two-year decline.
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For the long-term, demographics appear to favor the boating industry through the end of the decade. According to the U.S. Census Bureau, the
portion of the population aged 45 to 54, which represents a key component of boat owners and our customer base, is expected to grow
significantly before peaking in 2010.

Our growth has been principally fueled by geographic expansion through the opening of new stores and the acquisition of Boat America s retail
operations in January 2003. Future net sales and profit growth, if any, will be increasingly dependent on our ability to open new profitable
stores. Our Direct Sales division continues to face market share erosion in markets where either we or our competitors have opened new stores.
We expect this trend to continue.

We operate in a highly competitive industry, and we expect competition to increase in the future. An increase in competition in our markets may
result in pressure on our pricing policies.

12
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Internet Address and Access to SEC Filings

Our Internet address is www.westmarine.com. Interested readers may access our annual reports on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K and any amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended, in the Investor Relations portion of our website as well as through the Securities and Exchange
Commission s website, www.sec.gov.

Safe Harbor Statement Under the Private Securities Litigation Reform Act of 1995

The statements in this Form 10-Q that relate to future plans, events, expectations, objectives or performance (or assumptions underlying such
matters) are forward-looking statements that involve a number of risks and uncertainties. You should not place undue reliance on such
forward-looking statements as they speak only as of the date they are made, and we assume no obligation to publicly update or revise any
forward-looking statement even if experience or future changes make it clear that any projected results expressed or implied therein will not be
realized. Actual results may differ materially from the results expressed or implied in these forward-looking statements due to various risks,
uncertainties or other factors.

Set forth below are certain important factors that could cause our actual results to differ materially from those expressed in any forward-looking
statements.

Because consumers often consider boats to be luxury items, the market is subject to changes in consumer confidence and spending habits. A
slowdown in the domestic economy or an increase in interest rates may adversely affect sales volumes, as well as our ability to maintain current
gross profit levels.

Our operations could be adversely affected if unseasonably cold weather, prolonged winter conditions or extraordinary amounts of rainfall occur
during the peak boating season in the second and third quarters.

As West Marine expands into new ventures, concepts and acquisitions, such as boat services, superstores and Express stores, we face additional
challenges including those related to hiring personnel and our unfamiliarity with local demographics. New markets may also have competitive
conditions, consumer tastes and discretionary spending patterns that are different from our existing markets.

Our growth has been principally related to our Stores operations. Our continued growth depends to a significant degree on our ability to continue
to expand our operations through the opening and profitable operation of new stores, as well as our ability to increase net sales at our existing
stores. Our planned expansion is subject to a number of factors, including the adequacy of our capital resources, our ability to locate suitable

store sites and negotiate acceptable lease terms, to hire, train and integrate employees and to adapt our distribution and other operating systems.

The markets for recreational watersports and boating supplies are highly competitive. Competitive pressures resulting from our competitors
pricing policies are expected to continue.
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The cost of insurance has increased substantially in the past couple of years. We believe that insurance coverage is prudent for risk management,
and we anticipate that our insurance costs will continue to increase. For certain types or levels of risk, we might determine that we cannot obtain
commercial insurance at acceptable prices. Therefore, we might choose to forego or limit our purchase of relevant insurance, electing instead to
self-insure one or more types or levels of risk. If we suffer a substantial loss that is not covered by commercial insurance, the loss and attendant
expenses could have a material adverse effect on our business and operating results.

The price of our common stock may be subject to volatile fluctuations based on general economic and market conditions and by our ability to
meet analysts expectations. Failure to meet such expectations, even slightly, could have an adverse effect on the market price of our common
stock. In addition, stock market volatility has had a significant effect on the market prices of securities issued by many companies for reasons
unrelated to the operating performance of these companies. Variations in the market price of our common stock may be the result of changes in
the trading characteristics that prevail in the market for our common stock including low trading volumes, trading volume fluctuations and other
similar factors. We cannot assure you that the market price of our common stock will not fluctuate or decline significantly in the future.

Investors should be aware that while we do, from time to time, communicate with securities analysts and others, we do not, by policy, selectively
disclose to them any material nonpublic information or other confidential commercial information. Accordingly, you should not assume that we
agree with any statement or report issued by any analyst regardless of the content of the statement or report. We do not, by policy, confirm
forecasts or projections issued by others. Thus, to the extent that reports issued by securities analysts contain any projections, forecasts or
opinions, such reports are not our responsibility.
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Additional factors which may affect our financial results include inventory management issues, the impact of the Internet and e-commerce on
the supply chain, fluctuations in consumer spending on recreational boating supplies, environmental regulations, demand for and acceptance of
our products and other risk factors disclosed from time to time in our filings with the Securities and Exchange Commission.

ITEM 3 QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We believe there has been no material change in our exposure to market risk from that discussed in our last Annual Report on Form 10-K.

Based on our operating results for the year ended January 3, 2004, a 10% change in the weighted-average interest rate affecting our floating
financial instruments would have an effect of approximately $0.7 million on our pretax income and cash flows over the next year, and would
have an immaterial effect on the fair value of our fixed-rate financial instruments (see Note 4 to the Consolidated Financial Statements set forth
in Item 8 Financial Statements and Supplementary Data of our fiscal year 2003 Form 10-K).

ITEM 4 CONTROLS AND PROCEDURES

The Chief Executive Officer and the Chief Financial Officer of West Marine (its principal executive officer and principal financial officer,
respectively) have concluded, based on their evaluation as of April 3, 2004, that West Marine s disclosure controls and procedures are effective
to ensure that information required to be disclosed by West Marine in the reports filed or submitted by it under the Securities Exchange Act of
1934, as amended, is recorded, processed, summarized and reported within the time periods specified in the SEC s rules and forms, and include
controls and procedures designed to ensure that information required to be disclosed by West Marine in such reports is accumulated and
communicated to West Marine s management, including the Chief Executive Officer and the Chief Financial Officer, as appropriate to allow
timely decisions regarding required disclosure.

There were no changes in West Marine s internal controls or in other factors that have materially affected, or are reasonably likely to materially
affect, West Marine s internal control over financial reporting during the quarter ended April 3, 2004.
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PARTII OTHER INFORMATION

ITEM1 LEGAL PROCEEDINGS

None.

ITEM 2 CHANGES IN SECURITIES, USE OF PROCEEDS AND ISSUER PURCHASES OF EQUITY SECURITIES

None.

ITEM 3 DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4 SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

ITEMS OTHER INFORMATION

None.

ITEM 6 EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits:

3.1 Certificate of Incorporation of West Marine, Inc., as amended (incorporated by reference to Exhibit 3.1 to West Marine s Annual
Report of Form 10-K filed March 18, 2004).
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Bylaws of West Marine, Inc., as amended (incorporated by reference to Exhibit 3.2 to West Marine s Annual Report of Form 10-K
filed March 18, 2004).

Specimen Common Stock Certificate (incorporated by reference to Exhibit 4.1 to West Marine s Registration Statement on Form
S-1 (Registration No. 33-69604)).

Letter regarding Unaudited Interim Financial Information.

Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934, as amended.
Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934, as amended.

Certification of Chief Executive Officer and Chief Financial Officer Pursuant to Rule 13a-14(b) under the Securities Exchange Act
of 1934, as amended.

(b) Reports on Form 8-K filed during the quarter ended April 3, 2004:

On January 8, 2004, we furnished a current report on Form 8-K announcing the release of our net sales for our fourth quarter and fiscal year
ended January 3, 2004 under Item 12 and included the related press release under Item 7.

On February 19, 2004, we furnished a current report on Form 8-K announcing the release of financial results for our fourth quarter and fiscal
year ended January 3, 2004 under Item 12 and included the related earnings press release under Item 7.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Date: May 13, 2004 WEST MARINE, INC.

By: /s/ John H. Edmondson

John H. Edmondson
Chief Executive Officer

By: /s/ Eric S. Nelson

Eric S. Nelson
Senior Vice President, Finance and Chief Financial Officer
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